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Editorial

This issue marks another step in our growth as an international journal devoted to entre-
preneurship aspects. This thematic issue is titled Advancing Research in Entrepreneurship
and consists of nine thematic articles and four nonthematic articles.

Interest in entrepreneurship as a field of research does not seize to grow and flourish.
Entrepreneurship research covers a very broad set of questions relating to a variety of
academic disciplines. Much research still focuses on the heart of entrepreneurship to ex-
plain the logic and actions that underline entrepreneurial behaviour. Following Shane and
Venkataraman (2000) ground setting paper, some authors claim the existing entrepre-
neurship research can be best split into two domains: exploration and exploitations of op-
portunity (Carlsson et al., 2013). In spite of immense progress made, entrepreneurship
research still remains much polyphonic and emerging perspectives although have much in
common with each other, have largely developed and evolved independently (Fisher,
2012). That is why constant exchange and cooperation between the international commu-
nity of entrepreneurship scholars is important.

EBER hopefully contributes to this much needed exchange. From its launch EBER is
dedicated to serve as a broad and unified platform for revealing and spreading economics
and management research relating to entrepreneurship. Along the way, we have featured
several thematic issue devoted specifically to entrepreneurship. We have tried very hard
to keep up with the currents global and local (CEE) developments and challenges hoping
that this journal will contribute to finding answers to very pressing questions. Authors
have recently identified several fields in entrepreneurship research which remain ne-
glected or underdeveloped. These include interactions between entrepreneurship and dif-
ferent types on institutions, the link between entrepreneurship and human welfare, mac-
roeconomic conditions and the role of entrepreneurship in economic growth (Carlsson et
al., 2013), as well as the creation of opportunities through human propensities (Ramoglou
& Tsang, 2016) and behavioural entrepreneurship research (Fisher, 2012). There are many
calls to introduce more structure and consistent theories on one hand and expansion of
behavioural aspects of entrepreneurship research on the other. Scott Shane himself ad-
mitted that there is still need “identify errors and confusing points” in entrepreneurship
research (Shane, 2012, p. 18). Therefore much remains to be done.

In the past much attention has been paid by EBER authors to very current develop-
ments in entrepreneurship theory and practice such as international aspects of entrepre-
neurship (Vol. 2, No. 1 and Vol. 3, No. 2), to social entrepreneurship (Vol. 3, No. 1) as well
as to immigrant and ethnic entrepreneurship (Vol. 3, No. 3). In the current issue we hope
to make a contribution to the signalled underdeveloped areas of entrepreneurship re-
search.
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The thematic section of this issue opens with a paper which refers to the macroeco-
nomic conditions of entrepreneurship. In the paper Entrepreneurship and Economic Free-
dom: Do Objective and Subjective Data Reflect the Same Tendencies? the author, Burak
Erkut, tests whether the same tendencies on economic freedom and entrepreneurship are
captured and reflected by objective and subjective data collected. This is an important
aspect bridging the gap in global reporting systems.

In the next article Who Doesn't Want to be an Entrepreneur? The Role of Need for
Closure in Forming Entrepreneurial Intentions of Polish Students Aleksandra Wasowska ex-
plores how one of the human factors, need for closure, affects entrepreneurial intentions.
This study confirms that personal-level variables strongly influence entrepreneurial behav-
iours.

The third thematic paper University Business Incubators: An Institutional Demand Side
Perspective on Value Adding Features written by Sven Dahms and Suthikorn Kingkaew
draws on the institutional environment and support for entrepreneurship. In their study,
these authors test to what extent geographical location in the world determines the de-
mand for university incubators value adding features among entrepreneurs.

Next, several authors turn our attention to a broad field of firm-level entrepreneur-
ship. Ewa Badzinska presents a synthesis of up-to-date research on the quickly growing
field of technological entrepreneurship. In her paper The Concept of Technological Entre-
preneurship: The Example of Business Implementation the author also illustrates the phe-
nomenon of technological entrepreneurship on a specific business case.

Przemystaw Zbierowski remains in the filled of firm-level entrepreneurship and deliv-
ers strong theoretical argumentation for the potential contributions of positive leadership
to the practice of corporate entrepreneurship. The paper Positive Leadership and Corpo-
rate Entrepreneurship: Theoretical Considerations and Research Propositions provides
fresh inspiration for new avenues of research while merging entrepreneurship theory with
organizational science and management studies.

The next paper The Potential of Business Environment Institutions and the Support for
the Development of Small and Medium-sized Enterprises written by Renata Lisowska re-
mains in the area of entrepreneurship institutional support environment. The author has
assessed the role of business environment institutions based on research carried out on
a sample of 590 SMEs.

The next article Enhancing SMEs’ Growth by Investing in Organizational Capital writ-
ten by Urban Pauli verifies the relationship between investments in organizational capital
and firm performance. The research performed on a sample of 180 Polish SMEs found that
investment in organizational capital in the first stage of firm development is positively cor-
related to almost all performance indicators.

The next article Measuring Entrepreneurial Orientation in the Social Context Rafat Kusa
makes a much needed attempt to provide measures of entrepreneurial orientation that
would be applicable to social enterprises. The proposed scale draws on existing entrepre-
neurial orientation scale and modifies it to fit the social context.

The last thematic paper titled Involving Young People in Polish and Lithuanian Social
Enterprises by Fostering Entrepreneurial Skills and Abilities as Entrepreneurial Opportunity
at University written by Jolita Greblikaite, Wtodzimierz Sroka and Neringa Gerulaitiene an-
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alyzes the state of development of social entrepreneurship in Poland and Lithuania sug-
gesting that specific skills obtained at the university can serve as entrepreneurial oppor-
tunity and boost the development of social enterprises in these countries.

The second section consists of nonthematic articles and starts with a paper written by
Krzysztof Wach Innovative Behaviour of High-Tech Internationalized Firms: Survey Results
from Poland. This article presents the results of a study conducted on a sample of 263
Polish high-tech firms and suggests that the innovativeness of a firm contributes to the
intensification of the internationalization process.

Michat Mtody, on the other hand explores the concepts related to de-internationali-
zation. In his paper titled Backshoring in Light of the Concepts of Divestment and De-inter-
nationalization: Similarities and Differences the author provides an in-depth analysis of
two very current concepts, gaining much interest and attention due to shifting behaviour
of international firms.

Next, Honggui G. Li, Zhongwei W. Chen, Guoxin X. Ma in their article titled Corporate
Reputation and Performance: A Legitimacy Perspective investigate the mediating role of
innovation legitimacy in the relationship between corporate reputation and firm growth
in the Chinese context.

The last article is written by Tomasz Ingram and titled Relationships between Talent
Management and Organizational Performance: The Role of Climate for Creativity. The au-
thor tests the mediating role of climate for creativity in the relationship between talent
management and organizational performance on a sample of 326 large organizations.

We trust that this issue of EBER offers diverse intriguing perspectives and insights into
current entrepreneurship theory developments. The presented voices come from differ-
ent places around the world and enrich our understanding of the fascinating puzzle of en-
trepreneurship.

Agnieszka Zur
Maria Urbaniec
Thematic Issue Editors
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Entrepreneurship and Economic Freedom:
Do Objective and Subjective Data Reflect
the Same Tendencies?

Burak Erkut

ABSTRACT
Objective: The paper addresses the question whether the same tendencies on entre-
preneurship, innovation and economic freedom can be captured by subjective (Global
Entrepreneurship Monitor) and objective (Index of Economic Freedom) data — and to
which extent one can classify countries by different data sources in a theoretical
framework based on the national competitiveness of each country.
Research Design & Methods: Main method used was the direct discriminant analysis.
Since this approach has shortcomings, selected variables from an exhaustive CHAID
analysis (Erkut, 2016a) were used to predict the degree of economic freedom of the
country based on the answers of experts.
Findings: To determine the degree of economic freedom in a country, the effective
enforcement of intellectual property rights legislation and quick access to utilities are
the two variables with the most informational content. 86.8% of the original grouped
cases was classified correctly — this is above the widely accepted threshold of 75%.
Implications & Recommendations: A new trend in entrepreneurial research is to
build compound indices based on different data sources. It is important to understand
whether parts of a compound index reflect the same tendencies. This paper gives
formal empirical evidence supporting this hypothesis.
Contribution & Value Added: The contribution of this work lies in closing a research
gap defined by Coduras and Autio (2013) concerning Global Entrepreneurship Moni-
tor, suggesting that GEM results should be tested against objective data sources such
as Index of Economic Freedom.

Article type: research paper
entrepreneurship; economic freedom; innovation; discriminant
Keywords: .
analysis
JEL codes: C53, L26, 038
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Erkut, B. (2016). Entrepreneurship and Economic Freedom: Do Objective and Subjective Data Re-
flect the Same Tendencies? Entrepreneurial Business and Economics Review, 4(3), 11-26, DOI:
http://dx.doi.org/10.15678/EBER.2016.040302



12 | Burak Erkut

INTRODUCTION

Although the concept of economic freedom is a subjective matter, surveys and compo-
site indices were constructed in the past to measure the degree of economic freedom, as
well as entrepreneurship activity and how innovative individual countries are.

Research on entrepreneurial activity has increased in the recent years. According to
Coduras and Autio (2013, p. 49), more effort has to be put to determine the usefulness
of the data resources on entrepreneurship, since the tendency is to offer integrated
information instead of observing partial aspects in an isolated fashion — in other words,
integrated indices on entrepreneurship need a careful selection of indicators. According
to Coduras and Autio (2013), the most advanced integrated index is the Global Entrepre-
neurship and Development Index (GEDI), proposed by Zoltan Acs and Laszlo Szerb in
2008. This integrated index uses objective and subjective data to bridge the gap between
entrepreneurship, individuals and institutions.

The focus of this paper is on the Global Entrepreneurship Monitor (GEM) and the In-
dex of Economic Freedom (IEF). GEM is a subjective survey bridging the gap between
innovativeness and entrepreneurship, thus differing from other indexes and focusing
both on the opinions of experts as well as citizens, trying to categorize the participating
countries by means of their economic activities and innovative openness. IEF is an index
based on hard facts of the participating countries, which tries to categorize countries by
their degree of economic freedom — emphasizing how easy or hard it is for the individu-
als to “work, produce, consume and invest” (Heritage Foundation, 2016) without any
significant impediments. Both data sources are used in the GEDI.

The research question is whether the same tendencies on entrepreneurship, innova-
tion and economic freedom can be captured by subjective (GEM) and objective (IEF) data
— and to which extent one can classify countries by different data sources in a theoretical
framework based on national competitiveness of each country.

This research question will be answered by using linear discriminant analysis based
on previously selected variables by a decision tree algorithm (Erkut, 2016a) as an at-
tempt to reduce the dimension of the data. The selected variables will be used to under-
stand whether one can have the same classification for the degree of economic freedom
with the subjective data on entrepreneurship. The rest of the paper is as follows: After
a literature review, the theoretical models of GEM and IEF will be introduced. The meth-
ods will be clarified; the results will be presented and discussed. A conclusion follows,
where the limitations on research will be discussed.

LITERATURE REVIEW

Since the research trend is tending to build composite entrepreneurship indicators based
on subjective and objective data, the importance of data sources to be used in such indi-
cators must be analysed deeply, and it is necessary to put more effort for the assessment
of the relevance of information sources to the entrepreneurial research context. Entre-
preneurial measurements should offer integrated information to the users (Coduras
& Autio, 2013, pp. 48-49). These measurements necessarily need to combine both the
perceptions regarding entrepreneurship and hard facts from objective data.
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The context of the research is framed within the background of market processes,
where entrepreneurs are the driving forces behind these processes. To be more precise,
entrepreneurs are seen as forces that are “keeping the economy in continual motion,
urged on to incessant progress” (Gustafson, 1992, p. 5). For the emergence of long-term
growth, both technological progress and the associated introduction of novelties (inno-
vative services and goods) to the economy are the most important causal factors (Leh-
mann-Waffenschmidt, 2008, p. 108).

Indeed, to avoid the pretence of knowledge (Hayek, 1989), not central planners but
individuals can be entrepreneurially active and offer solutions to problems they perceive
in the society, with their uniquely possessed knowledge, since “the knowledge of circum-
stances of which we must make use never exists in concentrated or integrated form, but
solely as the dispersed bits of incomplete and frequently contradictory knowledge which
all the separate individuals possess.” (Hayek, 1945, p. 519). Entrepreneurial discovery
drives market processes (Kirzner, 1997, p. 62). According to Wong, Ho and Autio (2005,
p. 345), high potential total early stage entrepreneurial activity is the only factor which
has a significant effect on growth rates. This hypothesis was confirmed in a cross-
country, Cobb-Douglas production function type context in the authors’ research.

Individuals’ entrepreneurial activity alone is necessary, but not sufficient for the
long-term sustainable economic performance of a country — the idea behind fiscal free-
dom goes back to low tax burdens for entrepreneurial activity. Ockey (2011) uses the
data from IEF to test the hypothesis of a positive correlation between economic freedom
and fiscal performance. The results of this paper confirm this hypothesis; furthermore,
the results also suggest that trade freedom and property rights also contribute to the
economic performance of a country, the latter having a positive relationship with fiscal
performance (Ockey, 2011, p. 15).

Employing the idea of disaggregating the determinants of economic freedom, Heck-
elman and Stroup (2000) focus on the isolated effects of the non-aggregated determi-
nants of economic freedom on economic growth, by using a procedure based on the
relevance of each factor determined by a multivariate regression procedure. According
to their findings, “differences in economic freedoms between nations can explain almost
half of the variation in growth” (Heckelman & Stroup, 2000, p. 542). The conclusion is in
line with Erkut’s (2016a) empirical work regarding the structural similarities of countries
for competitiveness and innovation.

In this study, Erkut (2016a) focuses on the GEM national experts survey (NES) da-
taset for understanding how similar experts from countries belonging to the same stage
of economic development observe impediments on competitiveness and innovativeness
of their country. By using a decision tree algorithm, the author extracts 12 variables that
describe more than half of the variation within the dataset. Effectiveness of governmen-
tal institutions, intellectual property legislation, gender equality, quick access to utilities
and the discovery of opportunities by young entrepreneurs to establish new firms alto-
gether constitute the most important factors extracted to explain the variation in the
dataset.

Especially the role of intellectual property rights as the variable with the highest ex-
planatory power (Erkut, 2016a) suggest the move towards a knowledge-based economy,
where freedoms of individuals engaging in economic activities play an important role “to
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pursue, explore or implement new ideas” (Audretsch & Thurik, 2000, p. 24). Therefore,
policy designs should aim to deliver strategies for the emergence of firms’ success and
their sustainability (Audretsch & Thurik, 2000, p. 32) without intervening in the planning
decisions of individuals. In this sense, understanding economic freedom and impedi-
ments towards reaching economic freedom gain importance.

Snodgrass (2008) compares alternative business enabling environment indices based
on those countries, in which USAID works. He finds out that GEM findings on bureaucra-
cy differs from the Doing Business Index of the World Bank by means of the ranking of
countries, and based on this fact, he says that “no one index merits exclusive reliance”
(Snodgrass, 2008, p. 12).

Hanke and Walters (1997, p. 126) find out that IEF is positively correlated with the
Economic Freedom of the World Index of the Fraser Institute. According to the authors,
differences between the two indices are in their views of monetary policy and govern-
ment size, the latter being neutral in case of government size. This is a critical point in
answering the question of who will plan the economic activity in a country. Hayek (1945,
p. 524) asks this question for clarifying responses to “rapid adaptation to changes in
particular circumstances of time and place”, where a central board cannot be efficient on
deciding what to plan for the economy. The policy implication is known to be the decen-
tralisation of the economy, where government intervention does not occur; through that
way, individuals can plan accordingly, using their specific knowledge to provide solutions
to market gaps. In line with Hayek’s (1945) point of view, IEF is chosen to be the index
capturing this necessary aspect of knowledge problem in the society.

In an early work, McMullen, Bagby and Palich (2008) focus on opportunity-motivated
entrepreneurship and necessity-motivated entrepreneurship and explain them with the
ten factors of economic freedom as well as GDP level. The novelty of their paper lies
within the two distinctions of entrepreneurial activity and how these two are differently
influenced by government’s different restrictions on different factors of economic free-
dom (McMullen et al., 2008, p. 889).

In an attempt to compare GEM and IEF, Diaz-Casero, Diaz-Aunion, Sanchez-
Escobedo, Coduras and Hernandez-Mogollon (2012, p. 1708) make use of three ques-
tions building together the total entrepreneurial activity index. According to the findings,
government size and fiscal freedom fosters entrepreneurial activity. Furthermore, for the
group of countries classified as innovation-driven economies, an overall increase in eco-
nomic freedom has a positive impact on opportunity based entrepreneurship.

Kuckertz, Berger and Mqgepa (2016) employ a fuzzy-set qualitative comparative anal-
ysis approach for analysing the link between economic freedom and entrepreneurial
activity based on IEF. The focus on configurations of the factors of economic freedom
shows that these vary according to the stage of economic development (Kuckertz et al.,
2016, p. 1292). The authors conclude that economic freedom is more able to explain
necessity driven entrepreneurship than opportunity driven entrepreneurship.

Although there is this distinction in the literature, it is true that both necessity driven
and opportunity driven types of entrepreneurship go back to the introduction of a novel
product to the economy, where perceptions of economic actors play an important role in
perceiving information and transferring it to knowledge in their minds. Since knowledge
is dispersed in the society, every economic actor possesses a piece of the dispersed
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knowledge, which is their competitive advantage if they utilize this knowledge in form of
a product and the corresponding business conception (Erkut, 2016b). Therefore, the role
of perceptions in new product development becomes equivalently important for both
the opportunity driven and the necessity driven types of entrepreneurship. This is what
Erkut (2016b) calls the nano-dimension of the evolutionary economic analysis, which
becomes the necessary step prior to the generation of knowledge.

Coduras and Autio (2013) implement an empirical methodology using discriminant
and regression analyses; their focus is on the comparison of the Global Entrepreneurship
Monitor with the Global Competitiveness Index (GCl). The authors find out that the GEM
data can be seen as a complementary data source to the GClI (Coduras & Autio, 2013,
p. 71). For further research, they suggest a research program based on the comparison
of GEM with other relevant, subjective (IEF) and objective (Ease of Doing Business Index)
data sources which are used to build up the composite GEDI, which is the point of depar-
ture for the research question to be answered in this analysis.

In this sense, this analysis can be seen as a continuation of the Coduras-Autio re-
search program on comparison of different data sources composing GEDI for the ten-
dency of concordance. This analysis is needed for understanding the importance of com-
plementary objective and subjective data sources. It can also be the source of ideas to-
wards shaping the economic landscape for enabling entrepreneurial activity in a free
market economy without impediments or bureaucracy that keep individuals away from
shaping the market process.

MATERIAL AND METHODS
Theoretical GEM Model

GEM was launched with the target of creating a possibility for the comparison of entre-
preneurship on an international level in 1997 (Kelley, Bosma & Amoros, 2011, p. 61).
Bosma, Coduras, Litovsky and Seaman (2012, p. 4) state that until the launch of GEM, an
international comparison of entrepreneurial data was not possible due to differences in
government databases and missing entrepreneurial data in some countries.

GEM defines entrepreneurship as “any attempt at new business or new venture cre-
ation, such as self-employment, a new business organization, or the expansion of an
existing business, by an individual, a team of individuals, or an established business”
(Bosma et al., 2012, p. 20).

GEM’s objectives are based on a number of premises, which implicitly imply the
economic freedom of individuals in a broad sense (Bosma et al., 2012, pp. 7-8): (1) Eco-
nomic growth depends on the dynamics of the entrepreneurial activities, (2) Economies
requires individuals who are able and motivated to be entrepreneurs, and a society ac-
cepting and supporting entrepreneurs, (3) Entrepreneurs need to be ambitious.

Since the first GEM global study in 1999, both quality of the research methodology
and the quality of surveys tend to increase. GEM comprises a wide range of developing
and developed economies of over 50 nations and is conducted by a consortium of uni-
versities. It differs from other surveys on the same field by means of two guiding purpos-
es (Kelly et al., 2011, pp. 13-15): First of all, GEM aims to focus on venture creation,
whereas other studies on entrepreneurship focus on firm-level data. Second, GEM aims
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to promote entrepreneurship as an ongoing, dynamic process. Implicitly, this second
guiding purpose implicitly describes entrepreneurship as a living organism with the
phases beginning “from intending to start, to just starting, to running new or established
enterprises and even discontinuing these” entrepreneurial activities (Kelley et al., 2011,
p. 13). It categorizes countries by means of their entrepreneurial activities according to
the theoretical framework of national competitiveness by Porter (1990a, 1990b).

GEM is based on two parts: an adult population survey (APS) and a national experts

survey, which both are subdivided into global-individual level datasets and national
summaries. APS is aimed to identify aspirations, entrepreneurial attitudes and activities
of individuals, whereas NES is targeted at (at least 36) national experts of each country,
which focuses on the nine key Entrepreneurial Framework Conditions (EFC) which are
listed as finance, government policies, government programs, entrepreneurial education
and training, R&D transfer, commercial and professional infrastructure, internal market
openness, physical infrastructure and services, cultural and social norms (see e.g. the
website of GEM consortium) and further topics listed as degree of skills and abilities to
start up in the population, opportunities to start up, high growth businesses support,
women’s entrepreneurship support, and encouragement in addition. These EFC are as-
sociated with the theoretical model of Porter (Ahlstrom & Bruton, 2010, p. 437).
The current, revised GEM model relies on the typology of Porter (1990a, 1990b) to cate-
gorize the economies as “factor-driven”, “efficiency-driven” and “innovation-driven”
within an entrepreneurial framework. The target of the revision was set to be the de-
scription and the measurement of the conditions, which can lead to economic growth
based on entrepreneurship and innovation.

Theoretical IEF Model

IEF was launched jointly by The Wall Street Journal and The Heritage Foundation (an
American conservative think tank) in 1995 with the aim of developing “a systematic,
empirical measurement of economic freedom in countries throughout the world”
(Holmes, Feulner & O'Grady, 2008, p. 1).

IEF defines economic freedom as a notion which encompasses “all liberties and
rights of production, distribution, or consumption of goods and services” (Miller & Kim,
2010, p. 58). With the existence of the rule of law and the protection and respect of the
individual freedoms by the state, people should be able to consume, produce, invest and
work freely. Based on this definition, economic freedom is measured by using ten differ-
ent components, which are relevant to economic development and national welfare as
well as the welfare of each individual. The ten economic freedoms are (1) business free-
dom (“the individual's freedom for founding and running a firm without state interven-
tion”), (2) trade freedom (“how open is the economy to international trade”), (3) fiscal
freedom (“to what extent does the government permit persons to use their income and
wealth for themselves”), (4) government spending (“is there excessive government
spending which may lead to a crowding out of the private consumption?”), (5) monetary
freedom (“is the currency stable?”, “are the prices determined by markets?”), (6) in-
vestment freedom (“is there an open investment environment?”), (7) financial freedom
(“how transparent is the financial system?”), (8) property rights (“are people able to
accumulate private property and wealth?”), (9) freedom from corruption (“do the indi-
viduals gain personally at the expense of the whole by being dishonest?”) and (10) labour
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freedom (“are the individuals able to work as much as they want and wherever they
want?”). Each component is scored on a 0 to 100 scale individually. The simple average
of these scores builds the overall economic freedom of a nation (Miller & Kim, 2010,
p. 60), where each component is treated equally. For each component, there are differ-
ent data sources to calculate the score (for the calculation methods see the Miller
& Holmes, 2010, pp. 457-468).

Discriminant Analysis

The purpose of the analysis is to compare the results of GEM expert survey with the IEF
results as different sources of information regarding entrepreneurship and to under-
stand if one can classify countries for the degree of economic freedom according to IEF
with the results of GEM expert survey.

Therefore, the research hypothesis is that the GEM NES results can classify the 53
nations participating in GEM for the corresponding IEF stages of economic freedom.
Since GEM NES results are subjective results based on the opinions of experts, whereas
IEF results are objective results based on statistics and economic hard facts, the aim is to
analyse if one can find a link between objective and subjective data on entrepreneurship
and economic freedom.

Discriminant analysis consists of two sources of data: The results of the 2010 GEM
NES survey and the economic freedom scores of 2010 IEF. A methodological issue arises
from the categorization of countries according to their respective economic freedom
scores. In the 2010 IEF, there are 4 countries categorized as “repressed”, 11 countries
which are categorized as “mostly unfree”, 27 countries which are categorized as “mod-
erately free”, 9 countries which are categorized as “mostly free” and only 2 countries
which are categorized as “free”. Of course, this classification does not reflect the whole
IEF but only the proportion of 53 countries which are considered in both GEM and IEF.
Because of this uneven distribution, these five groups will be combined into three
groups; “repressed/mostly unfree” with 15 countries, “moderately free” with 27 coun-
tries and “mostly free/free” with 11 countries. The aim of this reduction is to have
enough observations for all categories to proceed with the analysis.

Independent variables are those that are selected by a decision tree algorithm to de-
scribe the data set in a reduced dimension, explaining 56% of the variance in the data set
(Erkut, 2016a). These are Likert scaled variables, which can be treated as interval scales
for data analysis (Brown, 2011). The method for the discriminant analysis is the direct
method, which takes in all the independent variables simultaneously in the analysis. For
three categories, two discriminant functions will be estimated. The starting point is
a univariate ANOVA analysis, which shows how each independent variable can classify
the three groups individually. For the classification, the a-priori probabilities will be cho-
sen to be computed from the group sizes. Also, separate covariance matrices will be
used. The strength of this method is drawing boundaries between groups of data with
the target, having similar data points (in terms of their closeness) in the same group and
having different data points in different groups. However, it is fair to mention that this
method does not work if there is not a minimum number of cases in each group.
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RESULTS AND DISCUSSION

Results

From the univariate ANOVA analysis (Table 1), it can be seen that five out of twelve vari-
ables can classify the three groups significantly with a given 0.05 significance level.

Table 1. Univariate ANOVA Analysis

. Wilks' .
Variables Lambda F dfl df2 Sig.

Intellectual Property Rights (IPR) legislation

is efficiently enforced

New or growing firms can get good access to utilities
(gas, water, electricity, sewer) in about a month
Sufficient debt funding available for new

and growing firms

Good opportunities for new firms have considerably
increased in the past five years

Colleges and universities provide good and adequate
preparation for starting up and growing new firms
Men and women get equally exposed to good
opportunities to start a new business

Plenty of good opportunities for the creation

of new firms

More good opportunities for the creation of new firms
than there are people able to take advantage of them
Government programs aimed at supporting new

and growing firms are effective

A wide range of government assistance for new

and growing firms can be obtained through contact 0.865 3.895 2 50 0.027
with a single agency

Science parks and business incubators provide
effective support for new and growing firms
Most people consider becoming an entrepreneur
as a desirable career choice

Source: Author’s own calculations using SPSS.

0.510 24.067 2 50 0.000

0.600 16.666 2 50 0.000

0.986 .348 2 50 0.708

0.986 361 2 50 0.699

0.930 1.875 2 50 0.164

0.959 1.064 2 50 .353

0.958 1.105 2 50 0.339

0.980 0.499 2 50 0.610

0.829 5.139 2 50 0.009

0.713 10.048 2 50 0.000

0.944 1.471 2 50 0.240

In table 2 the functions at group centroids can be seen. It is important to see that
function 1 separates the mostly free or free countries from those which are moderately
free and repressed or mostly unfree; centroids are average discriminant scores for each
discriminant function.

At this stage, the goodness of fit of the discriminant functions has to be understood.
For this purpose, the eigenvalues and Wilks' Lambda for the two discriminant functions
can be observed in tables 3 and 4 respectively.

From the eigenvalues, one can see that with 16.1% of the explained variance, the
second discriminant function has a lower explanatory power than the first one, which
explains 83.9% of the variance. Canonical correlations are 0.786 and 0.488 respectively.

The relative importance of each variable can be seen from the structure matrix in ta-
ble 5, where correlations of the variables with the discriminant functions are given. The
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given correlations are Pearson correlation coefficients and show that the variables “In
my country, the Intellectual Property Rights (IPR) legislation is efficiently enforced”, “In
my country, new or growing firms can get good access to utilities (gas, water, electricity,
sewer) in about a month”, “In my country, science parks and business incubators provide
effective support for new and growing firms”, “In my country, Government programs
aimed at supporting new and growing firms are effective”, and “In my country, a wide
range of government assistance for new and growing firms can be obtained through
contact with a single agency” have a higher correlation with the first discriminant func-
tion.

Table 2. Functions at group centroids

Country group at IEF Report 2010, 3 Categories 1 2
Repressed / Mostly Unfree -1.444 -0.586
Moderately Free -0.063 0.532
Mostly Free / Free 2.123 -0.505

Source: Author’s own calculations using SPSS.

Table 3. Eigenvalues

Function Eigenvalue % of Variance Cumulative % Canonical Correla-
1 1.619° 83.9 83.9 0.786
2 0.3122 16.1 100.0 0.488
a. First 2 canonical discriminant functions were used in the analysis.
Source: Author’s own calculations using SPSS.
Table 4. Wilks’ Lambda
Test of Function(s) Wilks' Lambda Chi-square df Sig.
1 through 2 0.291 54.919 24 0.000
2 0.762 12.077 11 0.358

Source: Author’s own calculations using SPSS.

The variables “In my country, most people consider becoming an entrepreneur as
a desirable career choice”, “In my country, Colleges and universities provide good and
adequate preparation for starting up and growing new firms”, “In my country, there are
plenty of good opportunities for the creation of new firms”, “In my country, there are
more good opportunities for the creation of new firms than there are people able to take
advantage of them”, “In my country, there is sufficient debt funding available for new
and growing firms” and “In my country, men and women get equally exposed to good
opportunities to start a new business” have a higher correlation with the second discri-
minant function.

The classification results on table 6 give an idea on how well the group memberships
were predicted. Here, it can be seen that 86.8% of the original grouped cases was classi-
fied correctly. Since a widely accepted threshold in the literature is 75% and above, the
discriminant analysis is acceptable.

Figure 1 is the all-groups scatter plot, which is based on the centroids of the three
categories and the two estimated discriminant functions. The vertical axis has the values
of the second function, whereas the horizontal axis has the values of the first function.
The group (class) memberships were plotted with different types of points.
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Figure 1. All-groups scatter plot
Source: Author’s own illustration using SPSS.

Table 5. Structure Matrix

Variables 1 2

Intellectual Property Rights (IPR) legislation is efficiently enforced 0.768* -0.149
New or.growmg firms can get good access to utilities (gas, water, electricity, 0.631* 0.262
sewer) in about a month
Saen_ce p_arks and business incubators provide effective support for new and 0.492% 04174
growing firms
§overnment programs aimed at supporting new and growing firms are effec- 0.349* -0.168
tive
A wide range of government assistance for new and growing firms can be

. . . 0.303* 0.155
obtained through contact with a single agency
Good opportunities for new firms have considerably increased in the past five -0.093* 0.035
years
Most people consider becoming an entrepreneur as a desirable career choice -0.104 0.364*
Colleges and universities provide good and adequate preparation for starting «

. . 0.154 0.343
up and growing new firms
Plenty of good opportunities for the creation of new firms 0.087 -0.320*
More good opportunities for the creation of new firms than there are people %
-0.056 -0.219

able to take advantage of them
Sufficient debt funding available for new and growing firms 0.019 0.207*
mi?n::: women get equally exposed to good opportunities to start a new 0.144 -0.169*

Pooled within-groups correlations between discriminating variables and standardized canonical discriminant

functions. Variables ordered by absolute size of correlation within function.
* Largest absolute correlation between each variable and any discriminant function
Source: Author’s own calculations using SPSS.
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Grey butterfly-like points representing mostly free and free countries are found at
top right in the diagram, with high values of the first discriminant function and low val-
ues of the second discriminant function. Moderately free countries are found at the
centre of the diagram with relatively higher values of the second discriminant function
and relatively lower values of the first discriminant function; they are represented with
rhombus black dots. Mostly unfree and repressed countries are found in the bottom left
of the diagram with negative values of both discriminant functions; they are represented
with round black dots.

Table 6. Classification Results

Predicted Group Membership
Country group
at IEF Report 2010 Repressed / Moderately Mostly Free / Total
Mostly Unfree Free Free

Repressed / Mostly Unfree 12 3 0 15
Moderately Free 2 25 0 27
Mostly Free / Free 0 2 9 11
Repressed / Mostly Unfree 80.0 20.0 0 100
Moderately Free 7.4 92.6 0 100
Mostly Free / Free 0 18.2 81.8 100

Source: Author’s own calculations using SPSS.

Although there are some outliers for the latter two cases, the conclusion is that
a country with a high value of the first discriminant function and a low value of the sec-
ond discriminant function can be assigned to the group of mostly free and free countries,
whereas a country with low values of both functions can be assigned to the group of
repressed and mostly unfree countries. A country with a high value of the second discri-
minant function and a low value of the first discriminant function can be assigned to the
group of moderately free countries. Of course, due to the situation with the outliers,
there might be difficulties with the classification, but it is not expected to classify 100%
correctly due to different natures of objective and subjective data.

Discussion

Discriminant analysis is the main finding of this empirical research and gives answer to
the question whether it is possible to classify the GEM NES participating nations in the
corresponding stage of economic freedom according to IEF.

The result of the discriminant analysis was given as two discriminant functions. With
the discriminant analysis, the correct classification of nations for the degree of economic
freedom based on the subjective information given from GEM NES was 86.8%, which is
a high correct classification rate.

It can be said that the classification was especially successful for moderately free
countries (92.6% of the cases were classified correctly) and less successful for re-
pressed/mostly unfree countries (80% of the cases were classified correctly) and mostly
free/free countries (81.8% of the cases were classified correctly), where “less successful”
is seen only by relative means — since the threshold of 75% was exceeded in all three
groups, meaning that the analysis holds good explanatory power.
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The misclassifications can be due to the fact that from the original five groups of IEF,
three groups were created. This was necessary for the analysis to proceed, but the criti-
cal assumption can also be related to the GCI classification of countries. In the original
setup, there are also two transition phases in addition to the three stages of economic
growth due to Porter, which are “merged” in order to have a categorization based on
three groups. Therefore, the overall classification was not endangered.

It is important to notice that all innovation-driven economies except USA were cate-
gorized correctly for the corresponding degree of their economic freedom. The analysis
based on three groups was resulted with two discriminant functions. The first discrimi-
nant function showed a higher correlation with variables which can be considered as the
institutional framework which can support new and growing firms. Intellectual property
rights, quick access to utilities (gas, water, electricity, sewage), support of science parks,
business incubators and government, reduced bureaucracy by offering a wide range of
government services through a single agency and the environment of increased oppor-
tunities are key topics which can be associated with the first discriminant function. All
variables except the last one were positively correlated with the first discriminant func-
tion.

The second discriminant function showed a higher correlation with variables which
can be considered as the perceptual components for becoming an entrepreneur. Percep-
tions as a fuzzy front-end to generation of new knowledge was the point of view of Erkut
(2016b). Entrepreneurship as a career choice, training programs, opportunities to create
new firms, financial possibilities and equal opportunities based on gender equality are
the key topics which can be associated with the second discriminant function, at first
forming the perception of what entrepreneurship means by describing it in terms of the
perception of the availability of opportunities. Whereas the opportunities were negative-
ly correlated with the second discriminant function, financial possibilities and training
programs as well as entrepreneurship as a career choice were positively correlated.

In the original five categories categorization of IEF in 2010, Chile was categorized as
a “mostly free” country. Due to lack of observations for “free” countries, the two catego-
ries were merged to have the category of “mostly free/free” countries. Chile was mis-
classified as a “moderately free” country. Since Chile's overall freedom score, 77.2, is
very close to the lower boundary of 80 points for being a free country, it is interesting to
see why Chile was misclassified. From the detailed evaluation of the ten economic free-
doms, it can be seen that Chile has an especially high score for property rights (Miller
& Holmes, 2010, p. 148).

According to the GEM NES global-national level data, the average value for Chile cor-
responding to the effective enforcement of intellectual property rights is 3.0 — which
means “neither true nor false” in the Likert scale. Also the statement on the effective
support of science parks and business incubators was rejected by the experts from Chile
in average (2.72). Therefore, not only the property rights were differently assessed (since
IEF focuses on the property rights in a more general sense), but also business freedom
was seen as more restrictive than it appears to be. Without some sort of support for
start-ups, it is harder to enter into markets. Indeed, one can also say that based on the
subjective opinion of experts, a more pessimistic evaluation of the country's economic
freedom is realized as a result of the analysis. Corruption and high income taxes are the
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weaknesses listed by the IEF for Chile (Miller & Holmes, 2010, p. 147); they have to be
taken into account for explaining the pessimistic evaluation.

Also for Ecuador, the classification was not precise. In the original categorization, Ec-
uador was categorized as a “repressed” country; in the analysis, it was belonging to the
group of “repressed/mostly unfree” countries, whereas it was classified by the analysis
as a moderately free country. Interestingly, the result driven from the experts’ survey
gives a more optimistic view of the degree of economic freedom.

An important point for Ecuador is the increasing government spending after the
2007 constituent assembly referendum (Miller & Holmes, 2010, p. 180). Since govern-
ment spending is generally associated with short-term positive economic effects, this
may also influence the opinion of the experts. From the global-national level GEM NES
dataset, it can be seen that the statement “In my country, new or growing firms can get
good access to utilities (gas, water, electricity, sewage) in about a month” has for Ecua-
dor the national average 3.85 — which is closer to 4, “somewhat true” in Likert scales.
According to the 2010 report of IEF, the regulatory environment has a negative effect on
the start-ups (Miller & Holmes, 2010, p. 180). In this case, the opinion of the experts is
different.

In the 2010 IEF, Uganda's categorization corresponds to the category of a “moder-
ately free” country. The result of the analysis suggests that Uganda is a “repressed
/ mostly unfree” country. Also in this case, experts' opinion on the issue of intellectual
property rights can play a role. The national average for Ugandan experts on the effec-
tive legislation of intellectual property rights corresponds to 1.48 — in Likert scales, 1 is
“completely disagree” and 2 is “somewhat disagree”. Interesting for the Ugandan case is
the different evaluation of IEF and GEM NES global-national level average value for the
role of government programs supporting new and growing firms.

The Ugandan national level average value corresponding to the effectiveness is 2.03
— the experts disagree on the effectiveness of government programs in average, whereas
the 2010 report of IEF says that “reforms have enhanced the entrepreneurial environ-
ment and fostered growth” (Miller & Holmes, 2010, p. 423). Uganda is below the world
average for the time needed to start a business (25 days for Uganda, 35 days as world
average) (Miller & Holmes, 2010, p. 424); therefore, there must be other factors that
cause this divergence of interpretation, which is again subject to a more specific evalua-
tion and analysis.

The last misclassified case is USA. The overall economic freedom score of the USA
was 78.0 for 2010 — two points behind the threshold for being an economically free
country, categorized as “mostly free”. As the categories merged, USA was in the group of
“mostly free/free” countries. According to the results, USA was misclassified as a “mod-
erately free” country. Both datasets are from the period of global economic and financial
crises. Since USA was at the centre of these crises, it can be said that the experts' evalua-
tion was more pessimistic than the evaluation of IEF — the “crisis” effect. This can also be
understood from the sharp drop of seven economic freedoms out of ten for the US (Mil-
ler & Holmes, 2010, p. 432), whereas in the previous evaluations USA was categorized as
a free country.
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CONCLUSIONS

Based on the empirical findings of the study, it can be said that subjective (GEM NES) and
objective (IEF) data reflect the same tendencies concerning entrepreneurship and eco-
nomic freedom. Intellectual property rights, quick access to utilities, a well-functioning
bureaucracy and a government supporting entrepreneurs are important factors to un-
derstand the interactions between these central concepts. The findings are in line with
Ockey’s (2011) contribution showing the close relation between economic freedom and
intellectual property rights as well as with McMullen et al. (2008) work explaining entre-
preneurship with economic freedom. Furthermore, the findings can also be associated
with the findings of Kuckertz et al. (2016) showing the variation of influence factors ac-
cording to the stage of economic freedom.

The contribution of this paper to the literature is based on four points: First, it was
shown that a balanced collection of objective and subjective data is necessary for entre-
preneurship research, which was also the point of view of Coduras and Autio (2013).
Second, a combination of both perceptions and infrastructure support in a wide sense
were identified as explanatory clusters of variables for the classification of countries
according to their stage of economic freedom. Third, in particular, it was empirically
tested that with GEM NES data, IEF can be forecasted to a large extend, although some
misclassified cases were observed; both are important for the construction of GEDI.

The fourth contribution of this paper is based on the perspective of an entrepreneur-
ially driven market process (Kirzner, 1997). The role of perceiving opportunities as well as
the role model of entrepreneurship and support opportunities build an important cluster
of variables in the analysis. This cluster is a reflection of the role of perceiving conditions
during the generation of new knowledge and the introduction of novelties to the econ-
omy.

Still, some research limitations need to be highlighted. The research was done with
data from 53 countries which are covered in both sources; however, due to methodolog-
ical difficulties, the original five-category IEF was reduced to a three-category IEF in order
to have enough observations in every group. Also the original GCI classification was re-
duced to three categories instead of having two additional transition phases. These were
necessary steps for proceeding with the analysis, but they resulted in some misclassifica-
tions. Furthermore, Likert scaled variables from GEM NES were treated as interval scaled
in line with Brown (2011) and Coduras and Autio (2013) although some researchers clas-
sify Likert scaled variables as ordinal scaled. This is known to the author of the paper; the
methodological issues were kept in line with the research program defined by Coduras
and Autio (2013).

Overall, it is necessary to collect both objective and subjective data with respect to
entrepreneurship, since only the combination of hard facts and subjective perceptions
can give an overview of how free a country is in terms of its inhabitants’ entrepreneurial
activity, which is the driving force behind markets (Kirzner, 1997).
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INTRODUCTION

One of the key elements of entrepreneurial activity is the process of forming the beliefs
regarding the chances to succeed in a given venture (Schumpeter, 1911/1960). Therefore
the fundamental questions asked in the entrepreneurship literature regard the ways in
which these beliefs are formed and how they further translate into entrepreneurial be-
haviours (Shane & Venkataraman, 2000). Most of entrepreneurship scholars agree that
the entrepreneur is the key to understand this phenomenon. This is why entrepreneur-
ship, at first being predominantly investigated by economists and sociologists, in the last
30 years has received much attention in psychological literature. Numerous studies in
this stream of research investigate individual differences as determinants of entrepre-
neurial behaviours. However, the rich body of literature on psychological determinants
of entrepreneurship has yielded ambiguous results and there are still important
knowledge gaps, relating mostly to cognitive and motivational antecedents of entrepre-
neurial behaviours.

The aim of this paper is to contribute to the discussion on psychological antecedents
of entrepreneurial intentions by focusing on the role of the need for cognitive closure.
Based on a sample of 129 Polish business students, using hierarchical regression analysis,
we investigate the need for cognitive closure (NfC) as an antecedent of entrepreneurial
intentions (El), while controlling for entrepreneurial self-efficacy, locus of control, entre-
preneurial role models, gender and educational profile. We find support for the notion
that the need for cognitive closure is negatively related to entrepreneurial intent. To the
best of our knowledge, this is one of the first studies incorporating the need for cognitive
closure in explaining entrepreneurial intentions.

The article is structured as follows. We first present the literature review and devel-
op our hypothesis. Next, we discuss the data collection procedure, sample, and opera-
tionalisation of variables. Then, we provide the results of the regression analysis. We also
discuss both the theoretical and practical implications of our findings and the limitations
of our study.

LITERATURE REVIEW

Entrepreneurial Intention as a Domain of Studies

Entrepreneurship has been defined as founding new organizations (Gartner, 1988), con-
ducting entrepreneurial activity at ones' own sake (Zhao & Seibert, 2006) or discovering,
evaluating and exploiting opportunities (Shane & Venkataraman, 2000). Global Entre-
preneurship Monitor (GEM) defines entrepreneurship as “Any attempt at new business
or new venture creation, such as self-employment, a new business organization, or the
expansion of an existing business, by an individual, a team of individuals, or an estab-
lished business” (Reynolds, Hay & Camp, 1999, p. 3). All these definitions are behaviour-
al, i.e. they relate to a specific behaviour or an intent to behave in a particular way
(Rauch & Frese, 2007).

Following the notion that “intention is the best single predictor of behaviour”
(Fishbein & Ajzen, 2010), a lot of research in the field of entrepreneurship has been fo-
cused on entrepreneurial intentions, defined as “the expressed behavioural intention to
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become an entrepreneur” (Zhao, Seibert & Lumpkin, 2010, p. 383). The dominant theo-
retical frameworks in this stream of research are Ajzen’s Theory of Planned Behaviour
(Ajzen, 1991), originating from social psychology, and Shapero’s Entrepreneurial Event
Model (Shapero & Sokol, 1984), originating from the entrepreneurship literature. These
models to a great extent overlap (Kautonen, van Gelderen & Fink, 2015) and have re-
cently been integrated in a meta-analytical study by Schlaegel and Koenig (2014).

The rich body of literature on entrepreneurial intentions has been reviewed by Lifidn
and Fayolle (2015). Most influential papers in this field of research have been catego-
rized into five groups. The first category covered papers discussing theoretical and meth-
odological issues in IE research and testing the core models of IE. The second category
covered papers focusing on personal-level variables, such as gender (Wilson, Kickul
& Marlino, 2007), family role models (Carr & Sequeira, 2007), social capital (Lifidn
& Santos, 2006) and personality traits (Segal, Borgia & Schoenfeld, 2005). The third
group of studies focused on the role of entrepreneurial education (Pittaway & Cope,
2007). Papers falling into the fourth category investigated the role of context and institu-
tions, covering multi-country samples (Engle et al., 2010). The last group of papers ana-
lysed intention-behaviour links, indicating that entrepreneurial intention is indeed
a strong predictor of entrepreneurial behaviour (Kolvereid & Isaksen, 2006).

Based on their extensive review, Fayolle and Lifian (2014) indicated the importance
of individual-level variables, especially those grounded in cognitive psychology.

Psychological Antecedents of Entrepreneurial Intentions

The potential of integrating insights from psychological research to study economic phe-
nomena has been signalled by the award of the Nobel Prize in economics to Daniel
Kahneman for his work on judgment and decision-making under uncertainty. The cogni-
tive approach, focusing on cognitive structures, cognitive styles, cognitive biases and
heuristics and decision-making logic, has recently become the dominant perspective in
entrepreneurship (Baron, 2004). This perspective focuses on how entrepreneurs “think”.
Busenitz and Barney (1997) pointed out that entrepreneurs use intuition more extensive-
ly than managers. They also manifest more “overconfidence” and representativeness
biases and are less concerned about the facts.

Literature on entrepreneurial cognition overlaps to a certain extent with a broad
stream of research focusing on the role of personality in entrepreneurship. Studies inves-
tigating the relationships between personality traits (e.g. risk preferences, achievement
motivations) and entrepreneurship started in the 1960s (Litzinger, 1965; Wainer & Rubin,
1969). However, by the late 1980s, this stream of literature had brought very few con-
clusive findings. As a result, numerous scholars raised serious doubts about the legitima-
cy of trait-based approach to study entrepreneurship. In his widely cited paper, Gartner
(1988) stated: “I believe that attempt to answer the question ‘Who is an entrepreneur?’,
which focuses on the trait and personality characteristics of entrepreneurs, will neither
lead us to a definition of the entrepreneurs nor help us to understand the phenomenon
of entrepreneurship” (p. 48).

Recently, interest in the role of personality in entrepreneurship re-emerges (Zhao,
Seibert & Lumpkin, 2010). This has been attributed to two phenomena (Kaczmarek
& Kaczmarek-Kurczak, 2012): the popularisation of meta-analysis as a technique allowing
for analysing and integrating results from previous research, as well as the increasing
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legitimacy of the Five Factor model (FFM) as a coherent framework describing personali-
ty dimensions. This model includes five broad personality traits: emotional stability, ex-
traversion, openness to experience, agreeableness, conscientiousness (Costa & McCrae,
1992).

Zhao et al. (2010) have performed a meta-analysis of studies investigating the rela-
tionships between personality and entrepreneurial intentions and performance. They
ground their study in career choice theory (Holland, 1997) and person-environment fit
theory (Kristof, 1996). Both theories indicate that people choose career environment
they fit and therefore, that vocational choices are to a certain extent reflection of per-
sonality. Based on the “task demands” and “work roles” related to the “job” of entrepre-
neur (i.e. goal achiever, relationship builder, risk taker, innovator), Zhao et al. (2010)
formulate a set of hypotheses linking personality traits (i.e. Big Five and risk propensity)
with entrepreneurial intentions and performance. Their meta-analysis indicated that
emotional stability, extraversion, openness to experience, conscientiousness and risk
propensity were positively related to entrepreneurial intentions. Moreover, all of these
traits (with the exception of risk propensity) were positively related to entrepreneurial
firm performance.

Rauch and Frese (2007) argue that broad traits, such as Big Five, are "distal and ag-
gregated" and therefore they are not suited to predict specific behaviours, such as start-
ing a business. They point at a number of specific personality traits, such as need for
achievement, risk-taking, innovativeness, autonomy, locus of control, and self-efficacy,
that are more directly linked to specific entrepreneurial behaviours. They call for the
inclusion of other theoretical constructs in models explaining entrepreneurial behav-
iours, indicating the potential role of entrepreneurial cognition.

Need for Cognitive Closure

Recent contributions from cognitive psychology have brought a number of theoretical
constructs that may be particularly relevant to explaining entrepreneurial intentions and
behaviours. One of such constructs is the need for cognitive closure (Kruglanski, 1990).

Kruglanski (1990, p. 337) defines the need for cognitive closure as a desire for "an
answer on a given topic, any answer, compared to confusion and ambiguity". NfC may be
seen as a dimension of individual differences relating to individual's 'motivation with
respect to information processing and judgement' (Webster & Kruglanski, 1994, p. 1049).
The term 'need' does not refer to the deficit, but to a motivated tendency (urgency ten-
dency and permanence tendency) (Kruglanski & Webster, 1996).

People that are characterised by high need for cognitive closure manifest a prefer-
ence for structure, quick decision-making, predictability, rigidity of thought and low tol-
erance for ambiguity. Webster and Kruglanski (1994) propose that need for cognitive
closure is a one-dimensional instrument with five facets: preference for order, prefer-
ence for predictability, discomfort with ambiguity, closed-mindedness, decisiveness.
Therefore, they conceptualise the NfC as a single latent variable, manifesting itself in
various ways. Need for closure correlates positively with authoritarianism (characterized,
by rigidity, conventionalism, and intolerance of those who violate conventional norms),
intolerance of ambiguity, dogmatism (i.e. closed belief systems), impulsivity (i.e. tenden-
cy to be careless and impulsive, as opposed to cautious and reflective), and need for
structure (i.e. desire to structure the environment); and negatively with cognitive com-
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plexity (i.e. capacity to interpret social behaviours in a multidimensional way), fear of
invalidity (i.e. fear of making judgmental errors) and need for cognition (i.e. the extent to
which one 'enjoys thinking') (Webster & Kruglanski, 1994).

Tolerance for ambiguity have been found to influence entrepreneurial attitudes, in-
tentions and behaviours, both in student and non-student samples. It was positively
related to entrepreneurial intentions of Spanish (Espiritu-Olmos & Sastre-Castillo, 2015)
and Turkish (Gurol & Atsan, 2006; Koh, 1996) students. Gupta and Govindarajan (1984)
in their study of determinants of strategic business units (SBUs), found that tolerance for
ambiguity contributed to effectiveness of strategy implementation in SBUs aimed at
‘building’ (i.e. increasing market share) and hampered the effectiveness of strategy im-
plementation in SBUs aimed at ‘harvesting’ (i.e. maximizing short term profit and cash
flow). Teoh and Foo (1997) in their study of entrepreneurs in small and medium-sized
businesses in Singapore, found that tolerance for ambiguity moderated the relationship
between role conflict and perceived performance, that is entrepreneurs with more toler-
ance for ambiguity were better positioned to ‘neutralise’ negative effect of role conflicts
upon performance outcomes.

While the aforementioned studies focus on one facet of NfC, that is tolerance for
ambiguity, literature on the role of NfC in entrepreneurship, using the construct offered
by Kruglanski (1990) is limited to very few studies. Schenkel, Matthews and Ford, (2009),
using the Panel Study of Entrepreneurship Dynamics (PSED), found that NfC (measured
with single-item proxies) was positively related with nascent entrepreneurial activity.

The exploratory study of Schenkel et al. (2009) enforces the idea that incorporating
"cognitive factors rooted in the lay epistemic motivations of individuals" (p. 67) offer an
opportunity to enhance the underlying nature of entrepreneurial behaviour. In discuss-
ing the limitations of their exploratory study, Schenkel et al. (2009) call for further re-
search that would use the complete NfC scale grounded in psychology literature, em-
ploying a number of control variables.

The NfC construct is grounded in the social learning theory, assuming that individuals
are motivated to avoid unpleasant stimulation and seek positive stimulation (Rotter,
1966). NfC involves two tendencies: urgency and permanence. Therefore, we follow
Shenkel et al. (2009, p. 59) in arguing that NfC may pose a barrier to undertaking entre-
preneurial activity, since "such situations will frustrate the desire to have order and pre-
dictability, prevent decisiveness, and produce feelings of discomfort resulting from am-
biguity."

Entrepreneurship is inherently concerned with dealing with extreme uncertainty
(Knight, 1921) and bringing about ‘creative destruction’ (Schumpeter, 1942/1976).
Therefore, based on career choice theory (Holland, 1997) and person-environment fit
theory (Kristof, 1996) we may expect that people who score high on the need for cogni-
tive closure are less attracted to entrepreneurship and more inclined to pursue a more
‘conventional’ and predictable career path. We therefore formulate the following hy-
pothesis:

H: Need for cognitive closure is negatively related to entrepreneurial intentions.
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MATERIAL AND METHODS

Data Collection and Sample

The questionnaire was addressed to 140 full-time MA students of the Faculty of Man-
agement, University of Warsaw, participating in the course of Strategic Management.
The questionnaire (pen-and-paper, group study) was administered in December, 2014.
Respondents who run their own businesses at the moment of the study (n = 8), as well as
those which were incomplete (n = 3) were excluded from the analysis. The final sample
comprised of 129 students (108 female and 21 male students), with average age of 22.6
(SD = 1.45). While the purposeful sampling has limitations, it yielded a sample that was
to a large extent homogeneous in terms of age, current education profile, nationality,
and place of residence.

Measures

The dependent variable, i.e. Entrepreneurial Intention was measured with a 4-item scale
(El) elaborated by taguna (2006a). Respondents were asked to assess, on a 5-point Likert
scale, the degree to which they agree with the following statements: (1) ‘I intend to start
my own business’, (2) ‘I will use the opportunity to start own business’, (3) ‘I will try to
start my own business’, (4) ‘I decided to start my own business’. The final result is com-
puted as a mean of individual item scores. High scores in El scale correspond to high
entrepreneurial intention.

Need for cognitive closure was measured with a shortened Need for Closure Scale,
elaborated by Kruglanski, Webster and Klem (1993), adapted by Jaworski (1998). This
scale comprises of 20 items (e.g. ‘I think that having clear rules and order at work is es-
sential for success’, ‘I don't like situations that are uncertain’, ‘l enjoy having a clear and
structured mode of life’), assessed on a 6-point Likert scale. The final result is computed
as a sum of individual item scores. High scores in this scale correspond to high need of
cognitive closure.

Following the findings of previous studies indicating the role of gender (Wilson et al.,
2007), education and family background (Wach, 2015) in forming entrepreneurial inten-
tions, we control for gender (dichotomous variable), previous education (dichotomous
variable: business versus non-business) and entrepreneurial role models (dichotomous
variable assessed with a question ‘My mother / my father owns or used to run her / his
own business’ and entrepreneurial self-efficacy).

Moreover, we control for two of the variables (namely: locus of control and entre-
preneurial self-efficacy), originating from the psychological literature (Rotter, 1966; Ban-
dura, 1997) and extensively used in studies investigating the link between personality
and entrepreneurship.

The importance of locus of control to entrepreneurship stems from the fact that the
belief in controlling one’s future increases people’s motivation to actively shape one’s
environment. Rauch and Frese (2007) conducted a meta-analysis of 20 studies and found
a small, yet significant difference between owners and non-owners locus of control.

Locus of control (ELOC) has been measured with Internal-External Locus of Control
scale elaborated by Rotter (1966). This is a 29-item scale, with 23 diagnostic items with
dichotomous structure. Respondents choose between pairs of statements relating to
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everyday situations (e.g. “‘When | make plans, | am almost certain that | can make them
work.” versus: ‘It is not always wise to plan too far ahead because many things turn out
to be a matter of good or bad fortune anyhow’; ‘Many of the unhappy things in people’s
lives are partly due to bad luck.’, versus: ‘People’s misfortunes result from the mistakes
they make.’; ‘The idea that teachers are unfair to students is nonsense.’, versus: ‘Most
students don’t realize the extent to which their grades are influenced by accidental hap-
penings.). High scores in I-E Scale correspond to external locus of control.

Entrepreneurial self-efficacy positively correlates with the propensity of becoming
entrepreneur (Chen, Greene & Crick, 1998) and achieving high (profits) in entrepreneuri-
al activities (Markman, Balkin & Baron, 2002). In also proved to be the key determinant
of entrepreneurial intentions of Polish students (Wasowska, 2016).

Entrepreneurial self-efficacy (ESE) was measured with a 21-item Entrepreneurial
Self-Efficacy Scale, elaborated by taguna (2006a), based on Gatewood, Shaver & Gartner,
(1995). This scale is designed to ‘measure perceived self-efficacy in carrying out tasks
aimed at a new venture creation’ (taguna, 2006a, p. 123). It has been originally validated
on a group of participants of courses in entrepreneurship (aged 18-55) (taguna, 2006a)
and subsequently used in studies on samples of unemployed (taguna, 2006b). Consider-
ing the fact that similar scales of entrepreneurial self-efficacy (Chen et al., 1998) have
been used in student samples (Kaczmarek & Kaczmarek-Kurczak, 2014), we believe that
it is appropriate use this scale in our study. The scale has a 3-factor structure, corre-
sponding to self-efficacy in three distinct narrow domains of entrepreneurial activity, i.e.
(1) gathering marketing information, (2) managing financial and legal matters, and (3)
setting up business operations. Respondents assess their efficacy beliefs on a 100-point
scale, from 0 ('cannot do') to 100 ('highly certain can do'). The final result is computed as
a mean of individual item scores. High scores in this scale correspond to high entrepre-
neurial self-efficacy. Correlation matrix and descriptive statistics are presented in table 1.

Table 1. Correlations and descriptive statistics

El ESE NfC ELOC
r-Pearson correlations
El 1 0.326** -0.234** -0.310
ESE 0.326** 1 -0.133 -0.171
NfC -0.234** -0.133 1 0.21*
ELOC - - - 1
Descriptive statistics
Mean 12.868 65.108 87.171 13.783
SD 3.904 10.602 12.010 3.915
Minimum 4.000 36.190 41.000 2.000
Maximum 20.000 87.143 115.000 22.000

Significant codes: p<0.001; **p<0.01; *p<0.05
Source: own calculations in SPSS.

RESULTS AND DISCUSSION

A hierarchical regression analysis was performed to test the research hypothesis. We
first run the baseline model (Model 1, Table 2), comprised of control variables only (re-
spondent’s gender, education profile, entrepreneurial role models, self-efficacy and
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locus of control). In the full model (Model 2, Table 2) we add the main tested variable,
i.e. need for cognitive closure. We also examined potential multi-colinearity problems by
calculating the value inflation factors (VIF’s). Moreover, we tested the autocorrelation of
residuals with (Durbin-Watson test) and the normality of residuals (Kolmogorov-Smirnov
test). We analysed the plot of residuals versus predicted values to check the assumptions
of homoscedasticity and linearity.

Table 2. Linear regression analysis

Model 1 (baseline model) Model 2 (full model)

Beta t Sig. Beta T Sig. Tolerance VIF
gender -0.004 -0.041 0.967 0.041 0.472 0.638 0.909 1.100
ESE 0.327 3.747 0.000 0.306 3.569 0.001 0.936 1.069
Role model -0.048 -0.555 0.580 | -0.048 | -0.561 0.576 0.945 1.058
Education -0.083 -0.974 0.332 | -0.104 | -1.234 0.219 0.972 1.029
ELOC 0.034 0.390 0.697 0.075 0.875 0.383 0.928 1.077
NfC - - - -0.223 | -2.552 0.012 0.899 1.112
Model - - - - - - - -
R2 0.117 - - 0.161 - - - -
Adj R2 0.081 - - 0.120 - - - -
F 3.247 - - 3.913 - - - -
Sig. of F 0.009 - - 0.001 - - - -
Change in R2 - - - 0.045 - - - -
F-Change - - - 6.514 - - - -
Sig. of F-Change - - - 0.012 - - - -

Source: own calculations in SPSS.

The baseline model (Model 1, Table 2) is statistically significant (F = 3.247, p<0.01)
and explains 8,1% of the variance of entrepreneurial intention. The full model (Model 1,
Table 2) is statistically significant (F = 3.913, p<0.001) and explains 12% of the variance of
entrepreneurial intention. In comparison with the baseline model (Model 1), its explana-
tory power is significantly higher (F-Change is statistically significant). As evidenced by
the results, need for cognitive closure has a negative and significant influence on El, and
therefore, our research hypothesis is supported.

Our findings support the notion that individual cognition shapes entrepreneurial in-
tention. Individuals that score higher on the need for cognitive closure declare lower
entrepreneurial intentions. This result is in line with the career choice theory (Holland,
1997) and person-environment fit theory (Kristof, 1996), both suggesting that people are
attracted to jobs that best suit their personality and needs. In this, our findings echo
studies investigating the relationships between the Big Five personality traits and entre-
preneurial intention (Zhao, Seibert & Lumpkin, 2010). However, in line with the recom-
mendations of Rauch and Frese (2007) and following Schenkel et al. (2009), instead of
studying broad, general personality traits, we focus on a cognitive-motivational construct
of NfC. Using a psychometrically validated measure of NfC (Kruglanski, Webster & Klem,
1993; Jaworski, 1998) and number of control variables, we respond to calls formulated in
the pioneering study by Schenkel et al. (2009). However, contrary to Schenkel et al.
(2009) who find a positive correlation between NfC and nascent entrepreneurial activity,
we observe a negative relationship between NfC and entrepreneurial intentions. Our
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results support the notion that, since both the urgency and permanence tendencies
implied by NfC are not satisfied by entrepreneurial activity, people scoring high on NfC
will be less inclined to pursue 'entrepreneurial' career path.

CONCLUSIONS

The objective of this paper was to shed more light on psychological antecedents of en-
trepreneurship, by investigating relationship between NfC and El. We find that NfC nega-
tively influences El, thus supporting our research hypothesis. To the best of our
knowledge, this is one of the first attempt to explore the role of the need for cognitive
closure in forming entrepreneurial intentions.

Our findings are tempered by a number of limitations. First, as we use a student
sample, the representativeness of our results is limited. Second, we study entrepreneuri-
al intentions and not the actual behaviour. Our findings should be now tested on larger,
representative samples. Third, future studies might follow alternative conceptualisations
and measurements of NfC. For example, Webster and Kruglanski (1994) originally treat
NfC as a single latent variable. However, in line with more recent studies decisiveness
may be treated as a separate factor, and studied independently from NfC. Fourth, it
would be interesting to investigate the relationships between the need of cognitive clo-
sure and the actual behaviour (i.e. starting a business) and its outcomes (i.e. perfor-
mance results). Fifth, we acknowledge that the predictive power of NfC as an antecedent
of El, as well as the predictive power of the overall regression model presented in the
current study is low. This is a common limitation of studies on El (Krueger, Reilly & Cars-
rud, 2000), especially those focused on a specific topic (e.g. entrepreneurial cognition)
and testing a limited number of variables (taguna, 2006c).

In order to increase the predictive power of the model, a number of both individual-
level and contextual variables should be included. In line with the person/context inter-
action approach (Shaver & Scott, 1991), there have recently been numerous calls for
research combining both contextual and personal characteristics as antecedents of El
(Lifidn & Fayolle, 2015). In our study we use a relatively homogeneous sample of Polish
students, while controlling for context-specific variables such as previous education and
family background. Further research is needed to better understand the interaction
between personal-level (i.e. demographics, personality traits) and institutional-level (e.g.
institutional support) variables.

Research efforts examining the antecedents of entrepreneurial intentions, including
the present study, are informative to business practitioners. Following Krueger et al.
(2000, p. 429), we believe that “The entrepreneurs themselves should gain considerable
value from a better understanding of their own motives. The lens provided by intentions
affords them the opportunity to understand why they made certain choices in their vi-
sion of the new venture”.

Further research on the role of cognitive closure may bring important practical in-
sights into entrepreneurial education and public policy. More specifically, in designing
entrepreneurial education programs it is necessary to know, to which extent entrepre-
neurial behaviour and its outcomes can be shaped by external institutional factors. Our
current research suggests that entrepreneurial intentions of Polish business students are
to a large extent influenced by relatively stable, dispositional, personal-level variables,
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thus indicating potential barriers to fostering entrepreneurship through educational or
institutional measures. However, further studies, incorporating both individual level and
institutional level variables are needed in order to assess the impact of such measures on
entrepreneurial intentions and behaviours.
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INTRODUCTION

The concept of University Business Incubators (UBI) keeps attracting attention from vari-
ous scholars in wider entrepreneurship literature (Bruneel, Ratinho, Clarysse & Groen,
2012; Rothaermel, Agung & lJiang, 2007). Popular key areas are technology diffusion
processes, the survival rates of business ventures or various typologies of incubators
(Barbero, Casillas, Ramos & Guitar, 2012; Grimaldi & Grandi, 2005; Todorovic & Suntorn-
pitug, 2008).

The importance of incubators for the regional and national economy has been well
established over the years in studies that looked for example at Europe (EC, 2002), Tai-
wan (Tsai, Hsieh, Fang & Lin, 2009) or US (Mian, 1996). However, the success factors for
university and other business incubator models are somewhat more controversial (Bar-
bero et al., 2012; Lee & Osteryoung, 2004). For example, it has been suggested that vari-
ation in success could be caused by the differing reasons for establishing incubators
(Chan & Lau, 2005). University incubators, for instance, have been mostly assessed from
a technology diffusion and transfer perspective, where empirical evidence is largely
based on incubators located in North America, Europe and to some extend East Asia
(Rothaermel et al., 2007). Others investigated the evolution of established incubators
over time, arguing that broader economic changes on the regional and national plane
alter the requirements for successful incubator models (Bruneel et al., 2012). Another
stream of research argues for particular practises, such as tenant screening, which might
help to determine success of incubator models in various contexts (Aerts, Matthyssens
& Vandenbempt, 2007). Others indicate that incubators which have been established in
recent years around the world seem to follow the North American blue print, with very
little consideration towards local needs (Akcomak, 2009; Chan & Lau, 2005). However,
there seems to be very little research on the services or value added features provided
by incubators that refer to local requirements. In particular, value adding features that
an entrepreneur might find important within an incubator environment is a neglected
issue. The demand side of incubators needs attention (Bruneel et al., 2012). That is, the
link between university business incubator provisions and the demand from potential
entrepreneurs in different countries is under researched.

The current article addresses this gap. The main objective is to identify differences in
the demand for value adding features provided in University Business Incubators (UBI) to
potential entrepreneurs in different countries. Value adding features mean the provision
of tangible (e.g. office space, conference rooms) and intangible services (e.g. networking,
business support services) in and by the incubator (Mian, 1996). This research follows
Bruneel’s et al. (2012) call that incubators must meet tenants’ demands in order to be-
come more successful and to fulfil their full potential. The reason for our expectation of
differing demands is the growing evidence provided in the adjacent international entre-
preneurship literature which suggests that differing institutional settings have a consid-
erable impact on the behaviour of entrepreneurs (Bowen & De Clercqg, 2008; De Clercq,
Lim & Oh, 2011; Estrin, Korosteleva & Mickiewicz, 2013). Differing institutional settings
have been rarely accounted for in demand side literature concerning business incuba-
tors. Some notable exceptions in the literature that took local demands by entrepreneurs
in incubator context into deliberation are for example a conceptual paper by Zablocki
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(2007). The author suggests that the local environment needs to be taken into considera-
tion and suggests a market analysis to be done in order to understand tenants demands
before the incubator is established, but offers little beyond that. Lee and Osteryoung
(2004) compare managers’ perceptions of critical success factors of UBI’s in Korea and
US, but only found differences for goals and operational strategies between the partici-
pants. Vanderstraeten and Matthyssens (2012) investigate internal and external align-
ment of incubator strategies, but focus on a European context only. Chan and Lau (2005)
provide an overview of tenant’s use of incubator services, yet focus on case studies in
Hong Kong science parks only, whereas an extensive study conducted by Mian (1996)
focuses exclusively on the US.

This study sets out to shed some light on the demands of value adding features pro-
vided by UBI’s for would be entrepreneurs in different countries. In order to guide the
development of our hypothesis, this study will rely on insights from the institutional
perspective on entrepreneurship (Baumol, 1990; North, 1990). It thereby attempts to
overcome some of the limitations of previous studies in suggesting a coherent frame-
work for the adaptation of the UBI concept to different institutional settings. This study
also provides some indicative empirical evidence based on a survey of potential entre-
preneurs in the United Arab Emirates (UAE) and Thailand.

This article is structured as follows: the next section provides relevant literature re-
view and general hypothesis are developed. The following section outlines the research
design. Next, the analysis and discussion of the results are presented. The last section
sums up the conclusions of the article.

LITERATURE REVIEW

University Business Incubators and Institutions

Adjacent entrepreneurship literature has emphasised the institutional perspective as one
fruitful way to explain various entrepreneurship related phenomena (Bowen & De
Clercq, 2008; De Clercq et al., 2011; Estrin et al., 2013). Baumol (1990) was among the
first to point out that the institutional setting in a country determines the entrepreneuri-
al activity and the kind of endeavours undertaken by entrepreneurs. Institutional settings
are, for the purpose of this study, defined as consisting of formal (e.g. rules and legisla-
tion) and informal (e.g. habits, norms and values) which constrain human behaviour and
therefore provide the rules of the game (North, 1990). The institutional setting in a coun-
try determines the cost of transaction for social exchanges and hence influences the
resource allocation that is paramount for entrepreneurial efforts to develop and sustain
(Baumol, 1990; Bowen & De Clercq, 2008). North (1990) argued that formal and informal
institutions are path dependent and change only very slowly through an extended re-
form process or abruptly through revolution for example. Path dependence can lead to
an institutional misfit. That is organisational or institutional forms that work well in one
institutional setting, might not work in another institutional setting because it is not
aligned to the formal and informal institutional setting in another country. For example,
laws for intellectual property rights protection are only useful if enforced and accepted
by the social values in a society. We believe that business incubators are one of such
organisational forms that might provide valuable economic gains in one setting, but not
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in others. In particular, the institutional constrains on entrepreneurs will determine their
set of opportunities available to them (North, 1990). This in turn, is for this study, ex-
pected to have an impact on the perceived importance for the demand of value adding
features provided by business incubators.

A UBI is one type of business incubator. Various typologies have been proposed in
the literature (EC, 2002; Rothaermel et al., 2007). Commonly used categories are public
incubators, private incubators, and university incubators (Barbero et al., 2012). The pre-
sent research focuses on the differing demands for the establishment of UBI’s. It is
thereby following a general definition of UBI’s as suggested in Barbero et al. (2012) and
Grimaldi and Grandi (2005). Accordingly a UBI is defined as a university based institution
that provides support for young business start-ups through tangible and intangible ser-
vices in order to support growth and survival of its tenants. Literature indicates that
UBI’s rely on a mixture of funding from public and private sources. It is thereby empha-
sised that UBI’s do not necessarily have to have a technology focus (Mian, 1996). This is
important, because it allows non-technology focussed higher education institutions such
as stand-alone business schools, to become active in the incubator market with a par-
ticular focus on non-tangible services in addition to technology transfer activities.

UBI’s have been chosen for three main reasons. First, it is argued that especially in
countries in which incubators are still in their infancy, university based incubators can
help start-up businesses to add legitimacy i.e. lower the cost of transaction through
trust, based on the location of the tenants under the university tutelage through its loca-
tion and reputation (Mian, 1996; Chan & Lau, 2005). This can lower market entry costs
for start-ups that generally lack reputation and hence increase the likelihood for survival
(Mian, 1996). Second, a reoccurring issue in the entrepreneurship literature across coun-
tries is the lack of business and management knowledge in young business start-ups
(GEM, 2012). It is argued in this paper that universities, in particular while collaborating
with their business schools, are well suited due to their raison d'étre in supporting young
businesses in that aspect. Thirdly, universities have access to a constantly renewing tal-
ent pool, which increases the likelihood of accessing and recruiting new tenants (Barbero
et al., 2012; Todorovic & Suntornpithug, 2008). This might be of particular relevance in
developing countries in which the concept of business incubators is still largely unknown
(Akcomak, 2009).

Current Context

Most research on business incubators has been focussed on North America, Europe and
developed countries in East Asia (Akcomak, 2009; Rothaermel et al., 2007; Vander-
straeten & Matthyssens, 2012). Relatively little has been done in the context of emerging
regions such as the Middle East or Southeast Asia. This research attempts to narrow this
gap by providing indicative empirical evidence collected from potential entrepreneurs in
two universities located in the UAE and Thailand.

The UAE is an oil rich nation located on the Arabian Peninsula. Over the last decades,
the central and local governments put in increased efforts to shift the economy away
from its dependence on crude oil and gas. Various initiatives have been taken to diversify
the economy. A particular emphasis has been placed on the development of small and
medium sized companies in the country. As part of this policy shift a number of funds
have been set up to ease the access to capital for entrepreneurs, various supporting
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organisations have been created such as SME-forums. Among those, a number of public
and private business incubators have been set up around the country. Although the con-
cept is still rather alien to the population, increased efforts have been made to provide
help and support for entrepreneurs. The country also showed a relatively high perceived
competency concerning entrepreneurial activities, but a low level of actual business
start-ups (GEM, 2011).

Thailand is a middle income country located in Southeast Asia. The concept of busi-
ness incubators is still relatively unknown in the country. Different incubator projects
have been set up but failed due to various factors such as lack of understanding of the
concept, poor funding, or lack of local expertise (Friedrich, Harley & Langbein, 2012).
However, Thailand has a comparatively high rate of entrepreneurial activity among its
population compared to other countries in the region (GEM Thailand, 2012). This indi-
cates that the concept of business incubators might be rather useful, if carried out cor-
rectly, in both cases.

A study by Scaramuzzi (2002) indicated that there are discrepancies among incuba-
tors from different developing countries however the certain characters are required as
part of incubation process including facilities, professional services, networking opportu-
nities, access to capital and partnership mechanism.

Building upon a recent study by Bruneel et al. (2012), who suggested a dynamic ty-
pology for the incubator industry, this study proposes testable hypothesis along four
value adding features of business incubators: goals and strategy, infrastructure, business
support services, and networks.

Goal and Strategy of Incubators

Previous research has indicated that the goals and strategy of incubators are important
factors to attract business start-ups (Bruneel et al., 2012). Lalkaka (2003) observed that
there are several distinctive characteristics of successful business incubator from differ-
ent developing countries. Lee and Osteryoung (2004), for example, showed in one of the
very few existing comparative studies that goals and strategy were less important for
Korean directors of incubators than for US directors. They further argued that this might
be caused by the relatively recent introduction of incubators across Korea. Vander-
straeten and Matthyssens (2012) found in their study that the scope of incubators will
depend on their choice of providing generalised or specialised services to their tenants.
Their findings indicate a dichotomy between interviewed tenants in Belgium. While spe-
cialised companies with relatively few market competitors preferred a more general
incubator strategy, business start-ups facing broader scope of competition preferred
specialised incubators. Explanations for their findings beyond industry have not been
provided by the authors. This raises issues concerning generalisability to differing institu-
tional contexts in other countries. Different countries might well nurture differing re-
quirements based on different institutional settings in which UBI’s are located. For ex-
ample, it could be argued that for countries with a long tradition of incubators that
a more specialised focus could be preferred in order to take advantage of scale econo-
mies. Scale economies derive from further specialised services and a certain incubator
image that comes with being located as a tenant in a specialised incubator (Bruneel et
al., 2012). Another study by Guerrero, Urbano and Salamzadeh (2015) found that univer-
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sity business incubators in Iran have been transformed under the influence of changing
institutional setting in order to better serve local demand.

On the other hand, in countries that are relatively new to the business incubator
concept, a more general strategy might be preferred in order to exchange ideas or iden-
tify reoccurring issues which affect a number of tenants across a range of industries
(Akcomak, 2009). In developing countries, the institutional setting often provides limited
support for entrepreneurs (Estrin et al., 2013). Most notably, the protection of intellec-
tual property rights has been emphasised on the formal institutional level (Bowen & De
Clercq, 2008). On the informal institutional level, prevailing uncertainty avoidance has
been shown to inhibit entrepreneurial risk taking. In such cases, potential entrepreneurs
might prefer a more general incubator strategy in order to learn from a wide range of
businesses and role models (De Clercq et al., 2011). Hence, the following hypothesis will
be tested.

H1: The importance of general or specialised incubator goals and strategy for
potential entrepreneurs varies across countries.

Infrastructure

As indicated by Bruneel et al. (2012), one of the key features of first generation incuba-
tors is the provision of tangible services, i.e. infrastructure. Subsidised office space and
other tangible resources such as receptionist services, parking space, or meeting rooms,
free incubator tenants from related search and management costs. Shared infrastructure
has also been suggested to lead to an increased sharing of information between incuba-
tor tenants (Chan & Lau, 2005). However; the use of shared incubator communication
facilities has found only mixed evidence in the literature, dependent on context specific
informal institutional variables such as trust or attitude (Chan & Lau, 2005; Schwartz
& Hornych, 2008; Vanderstraeten & Matthyssens, 2012). This hints towards differing
needs among potential entrepreneurs depending on the formal and informal institution-
al setting in which they are located.

However, basic infrastructure is provided by the vast majority of physical (as com-
pared to virtual) incubators and has been found to be one of the most important value
added features by incubators (Chan & Lau, 2005). As indicated above this provision re-
duces the overhead costs such as rents, copy facilities and other office utilities for new
businesses. This can be assumed to hold true for new businesses located in expensive
metropolitan areas, as well as in more sparsely populated areas due to a potential lack of
supply of appropriate facilities. Hence, the following hypothesis will test for differing
demands for tangible services.

H2: Infrastructure demand by entrepreneurs will not vary across countries.

Business Support Services

Business support services include primarily professional services in order to help busi-
nesses in their start-up phase such as accounting, in-house bookkeeping, finance, man-
agement or marketing (Bruneel et al., 2012; Vanderstraeten & Matthyssens, 2012). The
main reason for providing those services is a general lack of management expertise in
young business start-ups (GEM, 2012). Business support services can take the form of
subsidised courses offered, or tailored mentoring and coaching services (Lee & Os-
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teryoung, 2004). More specialised services can be provided on a general level by incuba-
tors such as help in recruiting new staff. It has been argued for example in Vander-
straeten and Matthyssens (2012) that many start-ups face the problem of recruiting new
staff for their companies. Incubators can provide support in selecting new staff and
hence reduce adverse selection risk for new firms. Additionally, in the study above, the
authors also found that tenant firms often lack knowledge concerning the development
of crucial marketing campaigns or how to engage with the public in general. Business
support services on marketing can reduce the costs for developing targeted marketing
campaigns and helping to provide guidance concerning public relations of the firms.

Business support services can also help to close the gap between the required
knowledge to run a business and the training provided by the educational system pre-
vailing in the country (Bowen & De Clercq, 2008). We believe that given the lack of hu-
man capital in business start-ups, especially in less developed countries (GEM, 2012;
Estrin et al., 2013) that there will be no variation in demand for business support services
between countries. Hence, the following hypothesis will be tested:

H3: Business support services demand by entrepreneurs will not vary across coun-
tries.

Networking Services

Business start-ups often suffer from a lack of legitimacy in the market place (Chan & Lau,
2005; Mian, 1996). It has been suggested in the literature that business incubators can
provide access to market networks that would otherwise be out of reach for such com-
panies (Scilitoe & Chakrabarti, 2010). Networks help start-ups to gain new business con-
tacts such as customers and suppliers, as well as access to new financial sources. For
example, locating a start-up in an incubator can lead to increased credibility for the firm,
which in turn reduces search costs for the firm and hence reduces the overall costs of
transaction (Bruneel et al., 2012). This could be of particular relevance when firms are
located in institutional settings in which business contacts still require the personal in-
troduction in order to establish a certain amount of trust between the business parties
(North, 1990). Personal business contacts are also important in countries in which law
enforcement is seen as slow and costly (Bowen & De Clercq, 2008; De Clercq et al., 2011;
Estrin et al., 2013; La Porta, Lopez-de-Silanes, Shleifer & Vishny, 1998). Vanderstraeten
and Matthyssens (2012) found evidence that an extensive business network is a differen-
tiating feature among the incubators in their study, opening the possibility for incubators
to differentiate themselves from competition in the incubator market. Contrary to that,
Chan and Lau (2005) found no indication for the use of networks provided by the science
park for business start-ups in Hong Kong. The authors argue that the western-model of
clustering might not be as successful in an eastern context.

For young start-ups, it is seen as difficult to establish a business network regardless
of their location (GEM, 2012). However, the extent to which external network support is
being accepted by tenants is expected to lead to variations between countries (Estrin et
al., 2013). In particular related to finance, suppliers and buyers, as well as specialist
know-how. Hence, the following hypothesis will be tested.

H4: Network services demands for entrepreneurs will vary across countries.
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The hypothesis proposed for testing defines the UBI environment in terms of four
major factors derived from the current literature — goals/strategy, infrastructure, busi-
ness support services, and networks. These are common factors across incubators
around the world (Akcomak, 2009). This makes them fundamental in providing insights
into UBI models across countries. The current article therefore suggests that testing of
those can provide a measure for the extent to which the demand for UBI features vary
between countries based on their differing institutional settings.

MATERIAL AND METHODS

Given the number of studies that have been conducted on universities incubators using
qualitative research designs (Barbero et al., 2012; Bruneel et al., 2012; Chan & Lau, 2005)
it is argued here that a carefully crafted quantitative design is the most appropriate ap-
proach to provide indicative support for our study. This research employs a question-
naire survey in order to fulfil its research objective i.e. identifying demands from poten-
tial entrepreneurs for UBI features. This study is looking at two rather under researched
countries that is the UAE and Thailand. The proposed quantitative survey method can
provide expansive understanding of the focused topic however this method may lack in-
depth understanding as commonly found in the interview method. This article incorpo-
rates both undergraduate and graduate students in the survey in order to analyse the
demand for university business incubator from two different backgrounds, with and
without work-experience.

This study utilises survey data collected from undergraduate and postgraduate stu-
dents in the UAE and Thailand. The students at each university had chosen an entrepre-
neurship or business planning module either at the undergraduate or MBA level. Due to
their modules and/or experience they were already aware of the concept of UBI’s, alt-
hough none of the universities in the sample had a formal university business incubator
established at that point.

The use of student surveys is not without criticism in the entrepreneurship literature
(Robinson, Huefner & Hunt, 1991). However, the approach has been proven valuable in
several related studies in recent entrepreneurship literature (e.g. Fitzsimmons & Doug-
las, 2011; Shepherd & De Tienne, 2005). For this study it is also seen as a suitable ap-
proach for the following reasons. Firstly, the majority of cross-country studies uses insti-
tutional managers in their samples (Lee & Osteryoung, 2004), which provide valuable
insights, but do not directly address demand related issues. Secondly, in countries in
which UBI’s are still in their infancy or not existing at all, potential entrepreneurs are
seen as providing valuable insights. Thirdly, university students are generally perceived
as the major source for tenants at UBI’s (Todorovic & Suntornpithug, 2008). That implies
that entrepreneurship students would be most likely the first group to be aware of such
incubators and most likely the first tenants in newly founded UBI’s. Lastly, mature and
students that are far progressed in their studies stand at a point of career choice, of
which becoming an entrepreneur is one feasible option (Shepherd & De Tienne, 2005).

The measures for this survey have been adapted from the literature in order to in-
crease reliability and validity of the scales. Special care has been taken in order to estab-
lish cross country data equivalence (Hult et al., 2008). Data collection equivalence has
been accounted for in a way that all questionnaires were given out in the classroom and
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hence provide a similar setting for all participants. Construct equivalence has been estab-
lished through pre-tests in each country. Measurement equivalence has been ensured
through the use of consistent 7-point Likert scales, which have been identified as most
appropriate for cross-country research (Harzing et al., 2009). Scale validity has been
ensured through using scales based on previous studies and a pilot test with students
and academics as well as discussion with a panel of experienced researchers. Scale relia-
bility for each has been tested through Cronbach alphas tests that were all above the 0.7
threshold.

The questionnaire has been split into two main sections. Section A, following Fitz-
simmons and Douglas (2011), asks for general information such as age, education, gen-
der, and working experience.

Section B contained four subsections. The measures have been adapted from the
relevant literature. Participants have been asked to rate the importance of 4 categories
on a scale from 1 (not important) to 7 (very important) on goal and strategy i.e. ‘What
are the most important factors for you concerning the goals and strategy of the universi-
ty business incubator?’ (Lee & Osteryoung, 2004; Vanderstraeten & Matthyssens, 2012).
For incubator infrastructure the respondents have been asked to rate 10 categories:
‘What are the most important factors for you concerning the Infrastructure provided by
the university business incubator?’ (Bruneel et al., 2012; Ratinho, Harms & Groen, 2013;
Zabloki, 2007). Nine categories have been included for networks i.e. ‘What are the most
important factors for you concerning the networking services provided by the university
business incubator?’ (Bruneel et al., 2012; Chan & Lau, 2005; Ratinho et al., 2013). For
business support services the respondents have been asked to rate eight categories:
‘How likely are you to use the following business support services provided by the uni-
versity business incubator?’ The categories can be found in table 2 in the next chapter.
And the sample characteristics can be found in table 1 below.

Table 1. Sample characteristics

Line item UAE Thailand
Sample size 114 100
Gender 51.8% male 60.2% female
Age 25.3 years 24.4 years
Program enrolled 78.1% Undergraduate 53% Undergraduate
Entrepreneurial experience 74.6% no 82% no
Working experience 71.1% yes 53% no

Source: own calculation based on the research survey.

RESULTS AND DISCUSSION

The results of the analysis are provided in table 2 below. It provides the descriptive sta-
tistics (i.e. mean and standard deviation) for the total sample, the UAE and Thailand. In
the first column of Table 2 we show the total mean. That is the result of all the respond-
ents combined, i.e. Thailand and UAE. This column is provided in order to give an over-
view of the perception of all respondents concerning the issues that were being investi-
gated. In order to test for the hypothesised differences, One-way ANOVA has been con-
ducted. The significant F-Values are presented in the last column. The analysis follows
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previous studies such as Lee and Osteryoung (2004) for example. Concerning the discus-
sion on ordinal versus interval scale, this article follows Labovitz (1970). Labovitz (1970)

Table 2. Descriptive statistics and ANOVA results

Total (n=214) | UAE (n=114) | Thailand (n = 100) ANOVA
Category Mean Std. Mean Std. Mean | Std. Dev. F value
Dev. Dev.
Goals and Strategy
Broad business focus 4.76 1.37 4.77 143 |4.75 1.29
Broad industry focus 4.76 1.29 4.74 1.36 |4.79 1.21
Narrow industry focus 4.69 131 |[4.70 142 |4.67 1.19
Narrow business focus 3.82 1.49 3.67 1.39 |4.00 1.59 2.69%
Infrastructure
INF print and copy 5.38 142 |[5.16 1.54 |5.63 1.23 6.04*
INF parking 5.13 1.54 |5.13 144 |5.13 1.66
INF meeting rooms 5.11 135 [4.82 132 |5.43 1.33 11.16**
INF conference rooms 4.99 1.31 4.73 1.34 5.29 1.23 10.16**
INF reception services 4.87 1.48 5.17 144 |4.54 1.46 9.97*
INF production facilities 4.78 146 |4.88 145 |4.67 1.48
INF laboratories 4.75 1.42 4.76 1.44 4.74 1.40
INF individual office space 4.64 146 |4.67 148 |4.60 1.44
INF postal service 4.64 1.55 [4.96 1.45 |4.28 1.60 10.56**
INF shared office space 4.37 132 |4.04 129 |4.74 1.26 15.82***
Business Support Services
BSSbusplan 5.09 1.38 |[5.05 136 |5.14 1.41
BSSfaculty 4.83 139 |[4.78 1.28 |4.89 1.52
BSSlaw 4.83 1.50 4.82 1.51 4.84 1.48
BSShr 4.81 1.40 [4.87 1.49 |4.75 1.30
BSSworkshops 4.79 142 |4.78 1.41 |4.80 1.44
BSSmentor 4.79 1.30 4.76 1.31 4.83 1.29
BSS International Business 474 1.45 4.69 1.46 4.80 1.44
focus
BSScoaching 4.72 141 |4.76 1.36 |4.68 1.48
Networking Services

Financial institutions 5.41 1.20 5.25 1.34 5.60 0.99 4.74*
Suppliers 5.25 136 [4.98 1.51 |5.56 1.10 10.00*
Other tenants 5.24 1.28 |4.96 1.33 |5.56 1.14 12.17**
External consultants 5.22 1.26 5.09 130 |5.38 1.20 2.88%
Business angels and VC 5.21 1.31 5.10 1.36 5.34 1.23
Other entrepreneurs 5.20 1.34 |4.96 141 |5.47 1.20 7.81*
Accountants, legal experts, etc. | 5.15 1.27 |5.18 133 |5.12 1.21
Business plan competitions 5.10 1.28 4.96 1.32 5.27 1.22 3.23%
Governmental institutions 5.10 1.36 5.12 1.47 5.07 1.23

***p<0.001, **p<0.01, *p<0.05, tp<0.1
Source: own elaboration.

conducts a Monte Carlo simulation in order to investigate potential measurement differ-
ences through assigning ordinal data to interval scales. The findings show that the differ-
ences are negligible, and do not outweigh the advantages gained from treating ordinal
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scales as interval. This notion is also shared by Nunnally and Bernstein (1994). Therefore,
this study treats the scales as interval in the subsequent analysis.

In hypothesis 1 we expected a significant difference in the means between the two
groups concerning the strategy and goals of the UBI. The results, however, show little
difference between the respondents from Thailand and the UAE. Only one out of four
items reaches statistical significance. The item indicates a slight preference among the
Thai respondents for a more narrow business focus than the UAE sample. The total
means of the construct hint towards a preference for a broader scope of businesses and
industry sectors to be located in the UBI. This is nevertheless in line with our expecta-
tions, given that the incubator model is still a rather novel establishment in both coun-
tries. Potential entrepreneurs might therefore feel that a broader strategy adds more
value for them than a too narrow focus. This finding links in the current debate on incu-
bator strategy and goals. This study adds to this debate by providing some evidence for
a distinct developing country perspective. It seems that reasons for a narrow strategic
scope of the incubator as found by Vanderstraeten and Matthyssens (2012) might be less
pronounced in the context of the UAE and Thailand. The authors suggest that specialised
reputation of the incubator is an important factor for tenants to gain legitimacy in the
market place. In the context of the current study, however, other factors might be more
important. For example, having access to a wide range of knowledge sources might be
perceived as more important than having a more industrial homogenous set of start-ups
in the incubator. Furthermore, complex technology might make the need to have spe-
cialised firms more prominent, this seems to be the general message from the incubator
and technology transfer literature (Rothaermel et al., 2007). However, for the UAE as
well as Thailand is the development of complex technologies still in their infancy. There-
fore is the need for technological specialisation of the incubator less evident.

Hypothesis 2 suggested that the basic infrastructure, or tangible services, provided
by the UBI are of equal importance across countries, in line with findings in recent litera-
ture (Bruneel et al., 2012). However, significant differences in means between potential
entrepreneurs in the UAE and Thailand have been found in six out of ten items. Re-
spondents in Thailand valued print and copy facilities, meeting rooms, conference
rooms, and shared office space higher than their UAE counterparts. On the other hand,
reception services and postal services were higher valued by UAE based potential entre-
preneurs. This might indicate the UBI’s in the UAE might have to provide their tenants
with more supporting service staff than UBI’s in Thailand. This finding, the higher prefer-
ence for shared service in UAE may reflect on a huge difference in labour cost between
UAE and Thailand. The average minimal wage in Thailand is approximately USD 300 per
month, five times smaller than USD 1,500 per month in UAE. Looking at the total descrip-
tive statistics for the Infrastructure construct, it can be observed that shared office space
has been valued the lowest by all respondents in the sample. This might indicate that
there is little will by the respondents to follow western style design of incubators in
which the sharing of ideas is one of the core principles (Chan & Lau, 2005; Estrin et al.,
2013).

In our third hypothesis we expected no significant differences in the demand for
business support services between countries. The respondents from Thailand and the
UAE confirmed this expectation, none of the F-values has been found significant. This is
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in line with the broader entrepreneurship literature in a way that it confirms a relatively
homogenous demand across entrepreneurs in different countries for training and other
human capital related activities (Bowen & De Clercq, 2008; De Clercq et al., 2011; Estrin
et al., 2013). Most notably in this case, the support for business plan development seems
to have been most pronounced throughout the sample. The possibility to have access to
specialist faculty within the university and business law consulting also scored high.
Pointing towards a likely use of internal services provided by the incubator, which might
be contrary to the findings of Ratinho et al. (2013) who found that tenants are less likely
to use internal services as compared to external ones. However, their sample was based
on incubators across Western Europe. In less developed institutional settings; however,
the trust in external actors might be more limited (Bowen & De Clercq, 2008; De Clercq
etal., 2011; Estrin et al., 2013).

The last hypothesis suggested a significant difference between countries when it
comes to the provision of networking services in UBI’s. This was based on stark differ-
ences between the networking concepts in the west and non-western cultures (Estrin et
al., 2013). This has been largely confirmed in this article. Six out of nine items showed
significant F values. This finding is in line with the qualitative observations made by Chan
and Lau (2005) who indicated that the business incubator networking concept is only
applicable to an East Asian context in a limited way. The findings of the present study
seem to support their observation. In our sample, the Thai respondents seemed to be
more inclined towards networking activities than the UAE ones. The most important
items were networking activities with financial institutions, followed by suppliers. On
third rank from the total scores we find contacts with other tenants. This might indicate
that pragmatic networking activities are given priority over the more innovation focussed
networking activities with fellow tenants or other entrepreneurs. For this particular sam-
ple, the respondents from Thailand had higher scores in all but two items compared to
the UAE respondents. Accountants and legal experts as well as networking activities
linking to governmental institutions were more important for UAE potential entrepre-
neurs; however, the difference was not statistically significant. Contact with suppliers,
other tenants, and other entrepreneurs where significantly more important for the re-
spondents in Thailand.

CONCLUSIONS

This research set out with the objective to shed further light on the demand side of UBI
service provision. UBI’s can create important platforms for the nurturing of new business
ventures in their early stages, especially in less technology driven developing countries
(Lalkaka, 2002). It aimed at highlighting differences between potential entrepreneurs
and their demands on services provided by UBI’s that follow the North American ‘blue-
print’. For this purpose, an institutions-based framework has been suggested. The sub-
sequent indicative survey has been conducted with potential entrepreneurs in the UAE
and Thailand.

The results indicate that there are significant differences between the two countries
and their service provision requirements for UBI’s. Overall, a broader scope for incuba-
tors goals and strategies seems to be preferred. This might be because of the lagging
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technological complexity of industries in both countries. Broader business sector orienta-
tion might be more successful for the attraction of tenants in developing countries.

Differences have also been identified regarding the importance of infrastructure
provision by incubators. More service based demands have been made by the UAE re-
spondents, whereas the tangible side e.g. copy facilities or meeting rooms have been
found more important in the Thailand sample. Overall, shared office space seemed to
have a rather low standing in both countries, which also hints towards limitations of the
networking and idea exchange concepts originating from the western literature and
developed under different perceptions of trust (Baumol, 1990; North, 1990).

There were no differences between the two countries concerning the provision of
business support services. Support in business plan development has been ranked high-
est by all respondents. This was in line with recent entrepreneurship literature, which
emphasise the importance of human capital development in business start-ups. (Bowen
& De Clercq, 2008; De Clercq et al., 2011; Estrin et al., 2013).

Significant differences have been found for networking service items. A more prag-
matic tendency seems to drive the importance of the items. Contacts with other entre-
preneurs outside the incubator, as well as other tenants inside the incubator have been
given less importance than contacts with suppliers and financial institutions.

This research has two main managerial implications. Firstly, given the focus of this
study on two developing economies, the demand indicators showed that a preference is
given to broader strategic outlook of UBI’s. That is because the incubator concept might
not be as common in those countries as it is in the US or UK for example. Universities
might therefore be advised to provide their reputational effects to a broader spectrum of
tenants from various industries. Secondly, in order to establish a successful incubator, it
might be preferable to follow local demands, rather than the North American blueprint.
Important is also to take the local requirements into account when it comes to the provi-
sion of infrastructure as well as networking services. This plays also a role for policy mak-
ers.

The policy implications of this research are certainly to pay attention that universi-
ties follow local demands rather than establishing state of the art incubators that will
end up being underutilised and hence abandoned. In particular, non-technology based
incubators could be a successful concept for developing countries to nurture business
start-ups in their early phase, provided those are aligned to the formal and informal
institutional setting of the country.

There are several limitations of this study that should be overcome in future studies.
The sample was based on university students from two different universities. Further
studies could expand the sample size in order to increase representativeness. Continuing
research is required outside the mainstream regions in order to develop a more com-
plete picture of UBI’s success and failure in developing countries. For instance, future
studies can be conducted on UBI in African and South American countries. In addition,
more comparative studies should be carried out within such a context in order to estab-
lish stronger patterns of localisation of incubator concepts and hence establish bench-
marks if not globally, but at least on a regional level.
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INTRODUCTION

An important problem in the process of developing and increasing competitiveness of
young companies is the level of technological innovativeness and uniqueness of products
and services. In pursuing these objectives an important role can be played by the con-
cept of technological entrepreneurship understood as a process involving greater practi-
cal usefulness of scientific research findings on modern technologies. An essential ele-
ment of this process is effective cooperation between research institutions, research and
development centres, capital market institutions, business-related sphere and enterpris-
es in order to diffuse knowledge and scientific potential into commercial solutions re-
garding technological innovations (Badziriska, 2015). The basis for the development of
technological entrepreneurship is formed, therefore, through interactions between sci-
ence, technology and business (Poznanska, 2010). This is a creative and innovative ability
of knowledge-based companies and an adaptation response to the real business envi-
ronment (Nacu & Avasilcai, 2014). All the activities of this phenomenon relate to “the
identification of potential entrepreneurial opportunities arising from technological de-
velopments, and the exploitation of these opportunities through the successful commer-
cialization of innovative products” (Petti, 2012, p. xi).

The process of creating technological entrepreneurship is conditioned largely by en-
dogenous factors of organizations, including primarily the qualifications and expertise of
employees and their ability to implement innovative solutions into business practice.
A significant impact on the development of technological entrepreneurship is also made
by the business ecosystem covering a wide spectrum of cooperation with business envi-
ronment institutions and by “external factors that influence the formation of technology
firms” (Bailetti, 2012, p. 6). The history of technological entrepreneurship is strewn with
solutions in search of problems (Venkataraman & Sarasvathy, 2001).

The scientific purpose of the study is to compile and synthesize the views of scholars
on technological entrepreneurship. Attention was paid to a widely accepted conceptual
apparatus and the multidimensionality of the phenomenon. In this part the paper refers
to both Polish and foreign literature concerning the notion of technological entrepre-
neurship. The author presents also its own interpretation of the concept. The empirical
part of the paper is an attempt to indicate the role of endogenous factors influencing the
development of technological entrepreneurship using a case-study of a knowledge-based
small company with academic origins from the IT industry. Particular attention was paid
to the potential of human resources and organizational culture based on knowledge. The
next part of the paper provides examples of how to use the potential of the company's
external environment and its co-operation with the institutions of business environment,
which determine the development of technological entrepreneurship. This paper may
provide a starting point for an in-depth empirical research and contribution to the discus-
sion on the methodological dilemmas associated with conducting research in this area.
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LITERATURE REVIEW

The Multidimensionality of Entrepreneurship

The starting point in defining the notion of technological entrepreneurship and propos-
ing the operationalization of this term is to present the interpretation of the concept of
entrepreneurship. The multidimensionality of this phenomenon raises a number of diffi-
culties in assessing its size and effects, hence literature and business practice have both
adopted different criteria and measures for entrepreneurship (Dyduch, 2008). This is also
evidenced by widely described kinds, types and models of entrepreneurship. Entrepre-
neurship is manifested in innovative actions, in introducing new products and technolo-
gies and in unconventional problem solving. One useful way of thinking about entrepre-
neurship is that it is concerned with understanding how, in the absence of markets for
future goods and services, these goods and services manage to come into existence
(Venkataraman, 1997). The term is also used to determine people's attitude towards the
surrounding world and other individuals. This is expressed in creative and active im-
provement of existing states of affairs and readiness to take up new activities. Entrepre-
neurship consists in matching up the products of human imagination with human aspira-
tions to create markets for goods and services that did not exist before the entrepre-
neurial act (Venkataraman & Sarasvathy, 2001).

A look at entrepreneurship from the angle of entrepreneurs allows one to capture its
capacity for creative action, building businesses, selecting the right people to work with,
as well as acquiring and properly allocating resources and taking personal risks. Drucker
(2008) sees in an entrepreneur not only a person who creates organizations but, above
all, someone who always searches for change, responds to it and turns it into an oppor-
tunity. Shane (2003, p. 9) proposes “the nexus between enterprising individuals and
valuable opportunities” as the general framework to understand entrepreneurship. The
entrepreneurship literature describes an entrepreneur as an innovative individual who
introduces “new combinations” of ideas and resources and “dynamically shakes up the
economy out of its previous equilibrium state” (Schumpeter, 1934, pp. 74-75). Historical-
ly, opportunities have been supposed to exist and the entrepreneur either is alert to
them (Kirzner, 1979) or discovers them (Schumpeter, 1976). “...for Schumpeter the es-
sence of entrepreneurship is the ability to break away from routine, to destroy existing
structures, to move the system away from the even, circular flow of equilibrium” (Kir-
zner, 1973, p. 127). In turn, Shane and Venkataraman (2000; Shane, 2003) argued the
entrepreneur is an alert individual who discovers existing opportunities and profits from
them while Foss and Klein (2004) describe an entrepreneur as an experienced individual
making judgments about an unknowable future. According to von Mises (1949), an en-
trepreneur “not only bears uncertainty in his judgments about deploying the resources
he owns and controls, but is also alert, creative, and leader — and not some abstract,
hypothetical discoverer — who is the driving force of the market" (Foss & Klein, 2012,
p. 69). In turn, Hood and Young (1993) emphasize that entrepreneur is an individual with
certain personality traits and in the opinion of Witt (1998) he is a charismatic leader.

A process approach to entrepreneurship is popular in literature. It involves “identify-
ing and implementing opportunities arising in the environment” (Glinka & Gudkova,
2011, p. 55). “Entrepreneurship is seen as a process of searching for market opportuni-
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ties and organizational resources necessary to exploit these opportunities in order to
gain results on a long term. (...) It can be distinguished as independent risk taking ability
to achieve the biggest gains in the market” (Nacu & Avasilcai, 2014, p. 229). Entrepre-
neurial opportunities are extremely context specific. This means that entrepreneurial
opportunities do not necessarily lie around waiting to be discovered by the entrepre-
neurial geniuses. Entrepreneurial opportunities often have to be “created” by using the
entrepreneurial imagination to embody human aspirations in concrete products and
markets (Venkataraman & Sarasvathy, 2001).

The creativity, capabilities, dynamism, and innovativeness of entrepreneurs in
a country are important aspects of the absorptive capacity, which is such a distinctive
characteristic of successful development experiences (Szirmai, Naude & Goedhuys,
2011). Moreover, the most important in the entrepreneurial process is “the decision to
enter new international markets or to enhance the presence into international markets,
which can be considered as innovation” (Wach, 2015, p. 19).

Conceptualisation of Technological Entrepreneurship

Technological entrepreneurship is a complex phenomenon that encompasses not only
multiple disciplines and levels of analysis to be investigated using different perspectives,
but also a case-by-case approach for the analysis to be meaningful. According to Petti
(2009), the concept of technological entrepreneurship incorporates four main sets of
activities relating to (i) creating new technologies or identify existing technologies (but
previously undeveloped), (ii) the recognition and matching of opportunities arising from
the application of these technologies to emerging market needs, (iii) technology devel-
opment / application and (iv) business creation.

The dominant theme of studies on technological entrepreneurship focuses on small
technology firms and on external factors that influence the formation of technology
firms (Bailetti, 2012). Another theme addresses the consequences of technology based
business and engineering entrepreneurship (Nicholas & Armstrong, 2003). Another im-
portant theme is the interdependence between small-firm initiatives and the external
infrastructure that contributes to science and technology advances. This theme describes
the systems that support the foundation of new technology firms, establishment of
a new technology venture and different types of technical entrepreneurs (Jones-Evans,
1995). Liu, Chu, Hung and Wu (2005) represent ways in which entrepreneurs draw on
resources and structures to exploit emerging technology opportunities. Other articles
cover topics on: university and business incubators, firm spin-off and technology transfer
mechanisms, government programs that support technological entrepreneurship and
entrepreneurship education. The results of research conducted by Bailetti suggest that
“the number of scholars contributing to the field of technological entrepreneurship is not
large” (2012, p. 7). In the literature, the terms: technological entrepreneurship, technol-
ogy entrepreneurship, technical entrepreneurship and techno-entrepreneurship are
used synonymously (Petti, 2012).

Bailetti proposes a definition of technology entrepreneurship, and describes its dis-
tinguishing aspects. The author argues that “technology entrepreneurship is an invest-
ment in a project that assembles and deploys specialized individuals and heterogeneous
assets that are intricately related to advances in scientific and technological knowledge
for the purpose of creating and capturing value for a firm” (Bailetti, 2012, p. 9). The pro-
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ject exploits or explores scientific and technology knowledge. External and internal indi-
viduals and organizations co-produce the project’s outputs. “What distinguishes tech-
nology entrepreneurship from other entrepreneurship types is the collaborative experi-
mentation and production of new products, assets, and their attributes, which are relat-
ed to advances in scientific and technological knowledge and the firm’s asset ownership
rights” (Bailetti, 2012, p. 5).

Technological entrepreneurship is about managing joint exploration and exploita-
tion, where each individual has roles and responsibilities in cooperatively moving for-
ward toward accomplishing shared goals (Lindenberg & Foss, 2011). It focuses on invest-
ing in and executing the firms’ projects, not just recognizing technology or market oppor-
tunities. Technological entrepreneurship is understood therefore, as a joint-production
phenomenon that draws from a team of specialized individuals from multiple domains,
some or all of whom become embedded in the technology path they try to shape in real
time (Garud & Karnge, 2003). The firm’s owners and employees have no way of knowing
or predicting the relevant attributes of all the assets. Asset attributes need to be created
by the whole team. Technological entrepreneurship identifies, selects, and develops new
attributes for the purpose of creating value for the firm and its customers.

The concept of technological entrepreneurship in Polish literature focuses on efforts
to connect the scientific potential of universities and research and development centres
with capital market institutions and business activities (Flaszewska & Lachiewicz, 2013).
It is important to ensure optimal conditions for the commercialization of research results
and their usage in enterprises in the form of new products and services through effective
collaboration with research centres and the business-related sphere. Poznanska (2010)
emphasizes that technological entrepreneurship provides a practical usability of research
results through an effective collaboration between science, technology and the commer-
cial world. Inventions, discoveries and new technologies — as a result of the implementa-
tion and development of the commercial market — form technological innovations that
determine further development of products and processes.

Technological entrepreneurship which must be combined with innovativeness is an
ability to allocate resources efficiently. The development and implementation of innova-
tion require cooperation with institutions of business environment, including those that
provide funding for such projects. In this respect, “technological entrepreneurship is
related to the basic pillars of knowledge-based economy which include the following: the
systems of innovativeness, education, information and communication, knowledge man-
agement processes at the organization level, regional aspects, as well as institutional and
business environment” (Lachiewicz & Matejun, 2010, p. 189).

All approaches to technological entrepreneurship share the same key to its creation,
namely the interactions between science and technology and the commercial world.
A special role here should be attributed to centres involved in pilot deployments, market
analyses, education on new technologies regarding the process of their transfer to the
economic sphere. All these segments and types of institutions create a system of activi-
ties which compose the process of technological entrepreneurship. A special role is
played here by the business ecosystem; a wide range of cooperation ranging from con-
sortia or research centres, through consultancy, organizational, funding and infrastruc-
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ture services, to relations with business environment institutions in the field of incuba-
tion (Badzinska, 2014).

Technological entrepreneurship formula combines both intellectual entrepreneur-
ship and academic entrepreneurship. This perspective encompasses spin-offs, also
known as professorial or academic companies, industrial and technological parks, busi-
ness incubators and other forms organizing the first phase of technological entrepre-
neurship. Academic entrepreneurship is an expression of new jobs and opportunities
that open up for college community and research and development sector. This is a man-
ifestation of intellectual entrepreneurship coined by Kwiatkowski (2000) as laying the
foundations for material wealth of individuals, social groups and nations out of immate-
rial knowledge. Technology start-ups represent the mainstream of academic entrepre-
neurship and one of the active mechanisms of the commercialization of research results.

In this study the author proposes the understanding of technological entrepreneur-
ship as a process that combines the elements of academic and intellectual entrepreneur-
ship with the entrepreneurship of commercial organizations — owners, managers and
employees implementing new technologies and innovative business solutions in the
market environment. Technological entrepreneurship is in its essence based precisely on
the cooperation of companies with both the science sector and the business environ-
ment.

MATERIAL AND METHODS

Research Design and Data Collection

For the scientific purpose of this paper, a review of Polish and foreign literature has been
conducted along with the analysis of secondary research results on the nature and im-
portance of technological entrepreneurship in the modern economy. Much attention has
been drawn to the concept and the characteristics of this phenomenon. The author pre-
sented also her own interpretation of the concept. The following methods were used:
defining, comparing, attribute analysis, inference. The wide problem area of entrepre-
neurship requires the acceptance of the limitations of the study area.

The empirical part of the paper is an attempt to indicate the role of endogenous fac-
tors and external environment influencing the development of technological entrepre-
neurship using a case-study method on the example of a small technology company. The
subject of the research is a technology Start-up — GLIP Ltd. The exploratory research was
designed to identify the problem of technological entrepreneurship in business practice
and the direction of further in-depth research.

Primary data acted as a basis to identify the factors influencing the development of
the studied process. The necessity to confront a variety of data sources forced the appli-
cation of the principle of triangulation (a multimethod research approach). Triangulation
involves a conscious combination of quantitative and qualitative methods as a powerful
solution to strengthen the research design. The logic is based on the fact that a single
method can never adequately solve the problem of rival causal factors (Denzin, 1978;
Jick, 1979; Patton, 1990).

Qualitative data was obtained from direct (in-depth) interviews conducted with the
owner of the analyzed enterprise, who is responsible for innovation management. An
interview questionnaire was prepared. Semi-structured interview guide contained the
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following: (i) general questions about the company and its organizational structure; (ii)
guestions about all innovation products and projects; (iii) questions about idea genera-
tion, idea selection and project development; (iv) questions about events before its for-
malization and commercialization; (v) questions about the sources of financing innova-
tive projects and the cooperation with business environment institutions and different
enterprises.

In order to verify the gathered information, further telephone conversations with
the manager of the company were conducted and materials were sent in an electronic
form. To expand the database on the company an analysis of materials from the availa-
ble secondary sources research was also conducted. This included the analysis of web-
sites, publications and customers' opinions on opineo.pl website. An important source of
data was the information obtained from Poznan Science and Technology Park of Adam
Mickiewicz University Foundation, which is a strategic shareholder of the company.

Case Study

The empirical method makes use of a case study involving the analysis of processes im-
plemented in the selected enterprise (Dyer & Nobeoka, 2000). The rationale for the use
of the case study is its usefulness related to the timeliness of technological entrepre-
neurship phenomenon and the dynamism of its effects. There is a need to conduct
a practice-oriented empirical research for better understanding of reality and to help
managers choose their own path (Czakon, 2011). The applied case study should help
recognize the analyzed phenomenon under real conditions (Yin, 1984), and its purpose
has been the practical orientation (executive research) of the concept of technological
entrepreneurship. Both descriptive and explanatory techniques were used in the pre-
sented case study. The procedure for the case study consisted of the following sequence
of steps:

— Research question;

To exemplify the concept of technological entrepreneurship in business practice,
the following driving research question was erected: What endogenous factors and
what external environment potential determine the development of technological in-
novations in the analyzed company?

— The selection of case;

The case study should be a clear example to illustrate the studied correctness
(Flyvberg, 2004). The example of business implementation of technological entrepre-
neurship was selected with a purposeful sampling technique (Merriam, 1998; Max-
well, 2005; Patton, 1990). The purposeful selection of Glip technology Start-up result-
ed from the following (i) the pragmatic criterion of availability of data, (ii) clarity of the
explained phenomenon of technological entrepreneurship, (iii) the observed influenc-
ing factors of technological innovation. The above criteria lead to the conclusion that
a single case study would help to attain the objectives of the research.

— The development of data gathering tools;

The author adopted an iterative procedure, in which the stage of verification of
data gathering tools is repeated because of the information obtained or problems en-
countered. Data from secondary sources do not provide sufficient saturation of in-
formation for the research objectives. The need to obtain primary data on the subject
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determined the carrying out of field studies (in the premises of Glip Ltd.). The confron-
tation of multiple data sources justifies the cyclical nature of data collection proce-
dures in the case under examination.

— The formulation of conclusions and implications for research and practice;

The application of these research methods has made it possible to characterize
the essence of technological entrepreneurship and illustrate the progress and devel-
opment of the studied phenomenon in practice. The presented case study may act as
a starting point for an in-depth empirical research on endogenous and exogenous fac-
tors influencing the development of technological entrepreneurship in academic start-
ups. Despite the fact that the research is based on a single case study, there are some
interesting implications for business practice, as described in the conclusions section.

RESULTS AND DISCUSSION

The Technology Start-up Glip Ltd

The subject of the study — Glip Ltd — is a young Polish company manufacturing multime-
dia touch platforms (Glip Multitouch Solutions, 2015). The founders (two men) of the
technology Start-up are graduates of the Poznan University of Technology, who, on the
basis of interdisciplinary knowledge and experience related to the IT industry, marketing,
finance and economics, have created a modern business model. “We share passion and
desire to create innovative ICT solutions for business” — declare the entrepreneurs from
Glip. The company has been on the market since 2013 and currently employs 8 full-time
employees, but the first multimedia devices were presented by these young entrepre-
neurs in 2012. ICT tools created by Glip facilitate clear and engaging communication,
both within the company and around it, taking into account the realities of the fast-
growing B2B and B2C markets. In its solutions the company uses modern tools of interac-
tive communication and focuses on the customization of services dedicated to individual
customer needs.

The company offers equipment based on the technology of touch, motion detection
and holographic projection. The offer includes touch tables, totems and screens, as well
as interactive floors and holographic pyramids. This equipment is available in a wide
range of sizes and types tailored to individual projects. Glip also offers copyright soft-
ware created per requests of different groups of consumers, freely customized and de-
signed in accordance with company logo. The products are dedicated for business cus-
tomers, cultural and educational institutions and local government units._Transforming
the concept into a coherent and valuable application, service or device, created on the
basis of professional consulting and support for the project in this phase of its implemen-
tation is a challenge faced by the young entrepreneurs of Glip.

The Influencing Factors of Technological Entrepreneurship in the Studied Company

In order to obtain an answer to the driving research question: “What endogenous factors
and what external environment potential determine the development of technological
innovations in the analyzed company?” — an attempt has been made to diagnose these
factors. The influencing factors of technological entrepreneurship in the studied compa-
ny include a set of endogenous components.
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Company managers have pointed to the human factors and more precisely — the po-
tential of staff members and organizational culture based on knowledge. The pillars of
technologically entrepreneurial culture of organization should include an ability to im-
plement technology (innovation) and take actions towards technology development
(Disselkamp, 2005). The company Glip emphasizes both the individual characteristics of
employees (providing them with a wide range of creative freedom) and the creativity of
the team. Emphasis is laid upon the ability to generate new ideas and solutions and to
improve adaptation to the changing environment. Managers attach great importance to
building their own developmental base (both physical and intellectual) and to the com-
mercialization of solutions and applications designed by employees. Responsible leader-
ship, commitment and great determination of employees to reach objectives constitute
the challenges posed by young entrepreneurs from Glip.

The concept of technological entrepreneurship is permanently inscribed in the strat-
egy of the company. The main purpose of the team of young entrepreneurs is to create
and promote innovative projects that will explore new opportunities and offer unique
business solutions with the support of ICT. The mission of the team is to break standards,
avoid boilerplate solutions and undertake interesting challenges. “Glip wants to stay
ahead of the needs of the users and even create such needs” — says the manager of the
company. A clearly defined purpose, aims and priorities allow the company to point
towards development and fulfill its mission. A common vision of development strategy
concerns the creation of new ICT solutions tailored to the specific needs of clients. In the
analyzed company the basis for the creation of the management style is to build a cli-
mate of dialogue, partnership relations and free flow of information. The organizational
structure and motivation procedures are tailored to the needs of the implemented ICT
solutions. An important role in the development of technological entrepreneurship is
played by the management through objectives and the delegation of powers for self-
learning and acquiring new skills.

Organizational culture constitutes a common system of meanings, which is the basis
of communication and mutual understanding. On the one hand, the culture of organiza-
tion shapes its style and atmosphere, governs the approach to work and attitudes of
people on how to perform tasks. On the other hand, it determines the effectiveness of
the organization and carries significant implications for the motivation of employees. By
building an entrepreneurial organizational culture the analyzed company creates its own
patterns of behaviour and patterns of action, thus gaining unique expertise and the abil-
ity to cope with the changing environment. The basis of organizational culture at Glip is
the awareness of the importance of knowledge, commitment to shared values and the
creation of an attitude of cooperation and not rivalry. These are the necessary conditions
to create a culture of creative thinking to support the development of technological
entrepreneurship. An important aspect is also the consistency of operations and cus-
tomer-oriented employees with high attention to the quality of services. Creating a cul-
ture based on knowledge, identifying employees with the company and the continuous
technological development are key values of the analyzed organization. Knowledge man-
agement supports both innovative processes and technological entrepreneurship in
order to effectively implement and commercialize the designed solutions and applica-
tions.
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An important aspect in the development of technological entrepreneurship is to cre-
ate an attitude of openness among employees regarding knowledge, study the environ-
ment in terms of demand for new ICT solutions and look for external sources of infor-
mation to fill gaps in intellectual resources. In this context, the important role is played
by cooperation with selected research institutions and organizations supporting technol-
ogy transfer. The external environment potentially determines the development of tech-
nological innovations in the analyzed company. Building a network for the exchange of
information and the diffusion of knowledge between employees and cooperators takes
place through the implementation of joint projects. Company managers attach great
importance to creating an attitude of openness to new solutions and to the dissemina-
tion of information and communication technologies. The pro-innovation attitude is
something more than just a search for new solutions in a changing environment. The
external knowledge search plays a key role in achieving variety through the identification
and acquisition of new information and ideas that, in combination with their internal
knowledge base, lead firms to generate solutions for emerging problems and new oppor-
tunities (Cruz-Gonzalez, Lopez-Saez, Navas-Lopez & Delgado-Verde, 2015).

Among the activities undertaken by the company in the field of cooperation with the
business ecosystem and in creating favorable institutional environment to support the
transfer of technology, it is necessary to mention strict scientific and research coopera-
tion between Glip and Poznan Science and Technology Park of Adam Mickiewicz Univer-
sity Foundation. The project called InQbator Seed co-financed by the European Union
under the Innovative Economy Operational Programme aided the company in 2013 with
the amount of 500 000 PLN (Mam Startup, 2013). It was an important financial aid de-
termining the development of the young technology start-up. The funds have enabled
further research and progress on the construction of large-format touch surfaces and
specialized software.

Another example of the co-operation with the institutions of business environment
is taking part in the prestigious competition called Poznan Leader of Entrepreneurship
2014 in the category Start-up 2014. The competition is aimed at young, innovative com-
panies based on knowledge and new technologies. It is organized jointly by Poznan City
Hall and County Office and designed to support outstanding enterprises from the SME
sector which have been building their strong market position (Poznan Leader of Entre-
preneurship, 2014). Technological innovations and the entrepreneurship of young peo-
ple employed by Glip were fundamental for the company to win the first place in the
Poznan Leader of Entrepreneurship 2014 competition (Winner in the category Start-up,
2015). In 2014, Glip also won the VIl edition of the Award of the Marshal of Greater Po-
land "i-Greater Poland — The Innovative for Greater Poland”. This is a special award for
entrepreneurs who, through their creativity and openness to new scientific thought,
bring innovative solutions to the market.

The cooperation of the company with business institutions in the field of science and
culture supports the transfer of knowledge into commercial solutions in the field of
technological innovations. Glip's technology has been used in the Mobile Museum of the
Greater Poland Uprising. It is an example of cooperation with the Foundation of Greater
Poland Brand — the main organizer of the project. With Glip's technological support some
private family heirlooms of people associated with this historic event were scanned.



The Concept of Technological Entrepreneurship: The Example of Business ... | 67

During the show, Glip unveiled nearly 30 square meters of interactive space — touch
tables, floors, screens and holograms. The collected documents, dates, places and char-
acters are presented using technology based on motion detection and touch.

The cooperation with the institutions of business environment in consulting, organiz-
ing and financing innovative ICT solutions constitute the condition for development for
this company. These examples confirm that the environment and the conditions condu-
cive to the process of technological entrepreneurship can be found on various grounds of
companies and institutions as well as surrounding entities. The conducted exploratory
research aimed at problem identification and determination of the direction of further
research. The data analysis connecting with the examined phenomenon suggests that
the concept of technological entrepreneurship is based on increasing innovation, new
assets and competitiveness through more efficient use of research results leading to
development of products and services. Both endogenous factors and external environ-
ment undoubtedly play an important role in the process of technological entrepreneur-
ship associated with the basic pillars of knowledge economy. However, there is a need
for conducting a broader quantitative research confirming the importance of the listed
endogenous and exogenous factors.

CONCLUSIONS

The process of creating technological entrepreneurship is a joint achievement of the
team from the studied company Glip, which offers support with knowledge and exper-
tise. Employees in this process show a tendency to take actions aimed at continuous
development and risk taking, while managers manifest the characteristics of leaders who
are open to innovativeness. It is worth keeping in mind that people are the basis for the
functioning of every company. Their attitude, creativity, invention and courage impact
the overall innovativeness. However, this requires full acceptance of goals, motivation
and commitment to tasks.

The empirical findings are reflected in the light of development of technological en-
trepreneurship with regard to Glip technology Start-up. The paper finds that both the
potential of human resources and the potential of the company's external environment
contribute to firms’ recognition of entrepreneurial opportunities as well as to develop-
ment of technological entrepreneurship. Young, technology start-ups are able to create
and use intellectual potential. It is necessary, however, to support them in the process of
technology transfer. It is also worth pointing out the interactive nature of this process, in
which various feedback loops take place between the senders and receivers of
knowledge and new technological and organizational solutions (Matusiak, 2011). Sup-
porting the development of innovative technology start-ups and accelerating the process
of intellectual property commercialization may significantly contribute to further integra-
tion of academics and practitioners in the implementation of the concept of technologi-
cal entrepreneurship.

The study confirms that case studies in the field of technological entrepreneurship
should develop the existing theory and provide explanations of the hitherto unrecog-
nized phenomena. However, the rationale for conduct of a practice-oriented empirical
research is its usefulness for managers and business reality. In addition, they will allow
for a better understand and development of the analyzed processes, taking into account
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the economic, social and cultural characteristics of the region. The wide problem area of
entrepreneurship requires the acceptance of the limitations of the study area. The em-
pirical method makes use of a case study which has helped to recognize the analyzed
phenomenon under real conditions (Yin, 1984), however, there is a need for conducting
a broader research. The presented case study can be a starting point for an in-depth
empirical theory-creating research (for instance the multiple-case studies approach as
suggested by Eisenhardt (1989), Yin (1984), Voss, Tsikriktsis and Frohlich (2002) and
Eisenhardt and Graebner (2007) recommendations), providing hypotheses for quantita-
tive research, or making room for exploration that was previously perceived differently
or simply overlooked. The findings of case studies can help practitioners in designing
processes more adapted to the characteristics of their projects and contingencies, which
may lead to a better allocation of resources and better efficiency in general (Salerno et
al., 2015). Furthermore, a quantitative research confirming the importance of factors
influencing the development of technological entrepreneurship would have a greater
cognitive value and impact on the business practice.

It is necessary to develop the current theory of technological entrepreneurship and
provide the discussion on the methodological dilemmas associated with conducting re-
search in this area. The contribution of the author to the research theme is both an at-
tempted synthesis of the views of scholars on technological entrepreneurship and own
interpretation of the concept. The author proposes the understanding of technological
entrepreneurship as a process that combines the elements of academic and intellectual
entrepreneurship with the entrepreneurship of commercial organizations implementing
new technologies and innovative business solutions in the market environment. Techno-
logical entrepreneurship is in its essence based precisely on the cooperation of compa-
nies from both the science sector and the business environment.

Despite the fact that the research is based on a single case study, there are some
implications and recommendations for business practice. The creation by Glip of innova-
tive ICT solutions and multimedia devices may allow the company the early internation-
alization of its business activity (Oviatt & McDougall, 2005; Cavusgil & Knight, 2009) and
become a key tool in generating wealth in international business environment. Oppor-
tunity recognition is an important aspect on entrepreneurship, especially for technology-
based ventures. However, to successfully compete on the global market entrepreneurs
have to break standards, avoid boilerplate solutions and undertake interesting challeng-
es.

Furthermore, the author emphasizes that important stimuli for the process of creat-
ing technological entrepreneurship are both the local climate and the commitment of
local government and business institutions. The lack of any formulated innovation strat-
egy for the region undoubtedly inhibits the development of entrepreneurial activities
and pro-innovation structures of the region itself. It is vital, therefore, to create an effec-
tive system of support from financial institutions, non-profit organizations and EU pro-
grams for entrepreneurship infrastructure development and technology transfer. The
formation of regional innovation policy and the assurance of international cooperation in
terms of technology transfer from research centres to technology start-ups both consti-
tute essential conditions for effective implementation of the concept of technological
entrepreneurship into economic practice.
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INTRODUCTION

While leadership is one of the leading issues in positive organisational scholarship (POS),
there has been a lot of confusion and chaos in that regard. Moreover, rapid development
of positive leadership theories has been observed in the last decade since the statement
that “the understanding, developmental process, and implementation of needed positive
leadership still remains largely under-researched by both the leadership and recently
emerging positive psychology fields” (Luthans & Avolio, 2003, p. 241). Additionally, few
papers concern the impact of positive leadership on other phenomena at organisational
level, for example firm level entrepreneurship. Therefore, the objective of the paper is to
describe the approaches to positive leadership and propose research directions on its
impact on corporate entrepreneurship of firms. The objective is of theoretical and practi-
cal importance, as the debate on supporting entrepreneurship in enterprises are being
looked for by managers. The question of style of leadership that enhances corporate
entrepreneurship is in line with very recent research directions proposed by leading
scholars (Levie, 2016).

The paper presents the theory of positive organisational scholarship (POS) with the
focus on positive leadership. Some of the leadership concepts preceding POS but corre-
sponding to it are presented as well, such as transformational leadership or servant
leadership. The main body of the paper presents three positive leadership concepts:
fundamental state of leadership, authentic leadership and positive deviance. Moreover,
the construct of psychological capital (PsyCap) is presented. Additionally, research prop-
ositions on impact of positive leadership on corporate entrepreneurship are presented.
The research was carried out within research project 2014/13/B/HS4/01618 funded by
National Science Centre in Poland.

As the paper is of conceptual nature the main method applied is critical literature re-
view. The material for this review are mainly papers and book chapters published under
the banner of positive organisational scholarship, however, the review is not limited to
that sources. The main purpose of literature review is to uncover the processes in which
positive leadership contributes to entrepreneurship inside organisations and to formu-
late research propositions. The paper does not list the studies undertaken in this regard
before, as they are not available.

LITERATURE REVIEW AND THEORY DEVELOPMENT

Positive Organisational Scholarship and Positive Leadership

POS is an umbrella concept and has its main inspiration in positive psychology that pro-
poses different perspective, not replacing traditional approach, but attempting to sup-
plement it. It redirects focus from what is wrong with people toward emphasizing human
strengths that allow people to build the best in live, thrive and prosper. POS proposes
a new philosophy of organisation. While it doesn’t reject the organisational and social
phenomena, such as greed, selfishness, manipulation, distrust or anxiety, it emphasizes
the “positive” ones, e.g. appreciation, collaboration, virtuousness, vitality, meaningful-
ness, trustworthiness, resilience, wisdom, loyalty, respect and honesty (Cameron, Dutton
& Quinn, 2003; Cameron & Spreitzer, 2012). POS proposes new approach both in ontolo-



Positive Leadership and Corporate Entrepreneurship: Theoretical ... | 75

gy and epistemology of organisational science, it sheds new light on what organisation is
and how to get to know it. It is not a single theory, more of a viewpoint putting emphasis
on positive and dynamic social and organisational phenomena, encompassing attention
“to the enablers (e.g., processes, capabilities, structures, methods), the motivations (e.g.,
unselfishness, altruism, contribution without regard to self), and the outcomes or effects
(e.g., vitality, meaningfulness, exhilaration, high-quality relationships) associated with
positive phenomena” (Cameron et al., 2003, p. 4).

Cameron and Spreitzer (2012) argue that the convergence in understanding positivi-
ty can be summarized in four approaches: (1) adopting a unique lens or an alternative
perspective that puts more emphasis on positive phenomena and attributes more im-
portance to them, (2) focusing on extraordinarily positive outcomes or positively deviant
performance, outcomes dramatically exceeding common or expected performance,
(3) an affirmative bias that fosters resourcefulness — elevating the resources in individu-
als, groups, and organisations to build capacity, and (4) the examination of virtuousness
or the best of the human condition with eudaemonic assumption.

The careful analysis of the POS underlying philosophy brings to a conclusion that at
the core of focus of the notion are human strengths that result in extraordinary organisa-
tional performance. Moreover, founders of POS always stress the critical importance of
uplifting interpersonal relationships, especially relationships between leaders and their
followers (Quinn, 2005; Cameron, 2008). POS scholars also refer to some earlier leader-
ship theories developed mainly in 1970s, especially to transformational leadership and
servant leadership.

Pre-Pos Positive Leadership Approaches

Transformational leadership theory stresses the fact, that leadership is a process by
which a person interacts with others and is able to create a relationship that results in
a high degree of trust, that will later result in an increase of motivation, both intrinsic
and extrinsic of both leaders and followers. The core of transformational leadership
theories is the assumption that leaders transform their followers (instead of just trans-
acting with them as in transactional theories) through their inspirational nature and
charismatic personality. Rules and regulations are flexible, guided by group norms. These
attributes provide a sense of belonging for the followers as they can easily identify with
the leader and its purpose. Transformational leadership theory rests on the assertion
that certain leader behaviours can arouse followers to a higher level of thinking (Bass,
1985; Burns, 1978). By appealing to followers’ ideals and values, transformational lead-
ers enhance commitment to a well-articulated vision and inspire followers to develop
new ways of thinking about problems (Piccolo & Colquitt, 2006).

Probably the most wide-spread model of transformational leadership was proposed
by Bass (1985). He was interested in the extent to which a leader influences followers.
Followers go after a leader because of trust, honesty, and other qualities and the strong-
er these are, the greater loyalty they have for the leader. The leader transforms the fol-
lowers because of having these qualities. Not only is the leader a role model, but he
exhorts the followers to challenge the existing order, the revolutionary being a stark
example of this. While the leader may have democratic motives in mind, he can assume
a transaction leadership style at the same time, directing the followers to do things. Bass
stressed following aspects of transformational leadership: (1) Individual consideration is
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the degree to which leaders attend to followers’ needs, act as mentors or coaches, and
listen to followers’ concerns. Individual consideration, where there is an emphasis on
what a group member needs. The leader acts as a role model, mentor, facilitator, or
teacher to bring a follower into the group and be motivated to do tasks. (2) Intellectual
stimulation is the degree to which leaders challenge assumptions, take risks, and solicit
followers’ ideas. Intellectual stimulation is provided by a leader in terms of challenge to
the prevailing order, task, and individual. Leader seeks ideas from the group and encour-
ages them to contribute, learn, and be independent. The leader often becomes a teach-
er. (3) Inspirational motivation is the degree to which leaders articulate visions that are
appealing to followers. Inspiration by a leader means giving meaning to the follows of
a task. This usually involves providing a vision or goal. The group is given a reason or
purpose to do a task or even be in the organisation. The leader will resort to charismatic
approaches in exhorting the group to go forward. (4) Idealized influence is the degree to
which leaders behave in charismatic ways that cause followers to identify with them.
Idealized influence refers to the leader becoming a full-fledged role model, acting out
and displaying ideal traits of honesty, trust, enthusiasm and pride.

Servant leadership philosophy was founded by Greenleaf in the essay “The Servant
As Leader”. Greenleaf (1977), a practitioner with a forty-year career in AT&T, compiled
his observations to stimulate dialogue and build a better, more caring society. He de-
scribed himself as a lifelong student of organisations and how things get done (Green-
leaf, 1977, p. 336). Although Greenleaf (1977) never formally defined servant-leadership,
others have described it as valuing individuals and developing people, building communi-
ty, practicing authenticity, and providing leadership that focuses on the good of those
who are being led and those whom the organisation serves. The strength of servant-
leadership in encouraging follower learning, growth, and autonomy “suggests that the
untested theory will play a role in the future leadership of the learning organisation”
(Bass, 2000, p. 31).

Main Positive Leadership Approaches

As said before, leadership is one of the leading topics in positive organisational scholar-
ship. However, a couple of partly competing and partly supplementing each other theo-
ries have been developed in the last decade and a half that introduces some degree of
disorder. Probably the most widespread approach is that of authentic leadership. It was
also the only positive leadership theory included in original POS foundation book by
Cameron et al. (2003): “this is the only chapter in this book on positive organisational
scholarship that deals directly with leadership, and there are no entries in the recently
published Handbook of Positive Psychology” (Luthans & Avolio, 2003, p. 241).

Authenticity itself is one of the pillars of positive organisational scholarship. All the
other phenomena discussed within POS have no value and meaning if they are not true
and authentic. POS researchers trace back authenticity to ancient times and modernism.
Positive psychologists conceive authenticity as both owning one’s personal experiences
(thoughts, emotions, beliefs) and acting in accord with the true self (behaving and ex-
pressing what you really think and believe) (Harter, 2002). Therefore, authentic leader-
ship is purely based on authenticity, authentic leaders do not try to coerce or even ra-
tionally persuade associates, but rather the leader’s authentic values, beliefs, and behav-
jours serve to model the development of associates.
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Authentic leadership is an approach to leadership that emphasizes building the lead-
er’s legitimacy through honest relationships with followers which value their input and
are built on an ethical foundation. Generally, authentic leaders are positive people with
truthful self-concepts who promote openness. By building trust and generating enthusi-
astic support from their subordinates, authentic leaders are able to improve individual
and team performance. Luthans and Avolio (2003) provide a wide range of characteris-
tics of authentic leaders. They are confident, hopeful, optimistic, resilient, transparent,
moral/ethical, future-oriented and associate building. However, perhaps the most robust
model of authentic leadership was proposed by Walumbwa, Avolio, Gardner, Wernsing
and Peterson (2008). They highlight and introduce a measure of four principles of au-
thentic leadership: (1) self-awareness: an ongoing process of reflection and re-
examination by the leader of own strength, weaknesses, and values; (2) relational trans-
parency: open sharing by the leader of own thoughts and beliefs, balanced by a minimi-
zation of inappropriate emotions; (3) balanced processing: solicitation by the leader of
opposing viewpoints and fair-minded consideration of those viewpoints; and (4) internal-
ized moral perspective: a positive ethical foundation adhered to by the leader in rela-
tionships and decisions that is resistant to outside pressures.

A careful analysis of the dimensions of authentic leadership brings to a conclusion
that the concept partly overlaps with some previous approaches, namely transforma-
tional leadership and emotional intelligence. With the first concept it shares balanced
processing that corresponds to individual consideration. Emotional intelligence brings to
authentic leadership self-awareness and empathy that corresponds to balanced pro-
cessing.

Another positive concept of leadership that was created a little bit later by Quinn
(2005) and is more difficult to grasp is fundamental state of leadership. The essence of it
is answering four questions: “Am | results centred? (Am | willing to leave my comfort
zone to make things happen?) Am | internally directed? (Am | behaving according to my
values rather than bending to social or political pressures?) Am | other focused?
(Am | putting the collective good above my own needs?) Am | externally open?
(Am | receptive to outside stimuli that may signal the need for change?)” (Quinn, 2005,
p. 75). Quinn claims that “asking and answering these questions tends to change the
being state. New feelings, thoughts, behaviours, and techniques then emerge. The per-
son makes deep change and exerts new patterns of influence.” (Quinn & Anding, 2005,
pp. 489-490).

However, the critical question in reaching fundamental state of leadership is: Who
am I? (What are my values? What would | never compromise?). In this sense fundamen-
tal state of leadership draws from emotional intelligence self-awareness being the basic
component. Also other focus is based on one of the components of emotional intelli-
gence — empathy.

Quinn (2005) opposes fundamental state of leadership to ordinary state. He also ar-
gues that “people who observe excellence from the normal state see only what their
conceptual tools allow them to see. (...) Normal thinking, based on the assumptions of
transaction and analyses is going to capture the part and not the whole. Normal thinking
lacks the requisite variety, the complexity to capture what is there.” (Quinn & Anding,
2005, p. 494). Therefore, fundamental state of leadership should be treated as a higher
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state of awareness, that, however, can be achieved by combining four components:
(1) results orientation, (2) internal direction, (3) other focus, and (4) external openness.
Two more attributes of fundamental state of leadership should be noticed. First, Quinn
argues that it might not be fully conscious. People could enter fundamental state of
leadership without even knowing it. Second, it is a temporary state. People enter and
exit it as victims of entropy.

The final concept that can be qualified as positive leadership theory is positive devi-
ance. Originally it was created as an approach to behavioural and social change based on
the observation that in any community, there are people whose uncommon but success-
ful behaviours or strategies enable them to find better solutions to a problem than their
peers, despite facing similar challenges and having no extra resources or knowledge than
their peers. These individuals are referred to as positive deviants (Tuhus-Dubrow, 2009).
To augment positive deviance from the individual to the firm level, the operational defi-
nition of corporate deviance consists of three specific and measurable components:
intentionality, departure from referent group norms, and of either a harmful or an hon-
ourable nature. Positive deviant behaviour, by definition, has to be “voluntary, purpose-
ful, and discretionary, rather than forced or coerced” (Spreitzer & Sonnenshein, 2004,
p. 842).

The most comprehensive model of positive deviance was presented by Cameron
(2008). He states that positive leadership: (1) refers to the facilitation of positively devi-
ant performance, (2) refers to an affirmative bias, and (3) focuses on facilitating the best
of the human condition, or on fostering virtuousness. Cameron also presents four lead-
ership strategies that enable positive deviance: (1) positive climate (fostering compas-
sion, forgiveness and gratitude), (2) positive relationships (building energy networks and
reinforcing strengths), (3) positive communication (obtaining best-self feedback and
using supportive communication), and (4) positive meaning (affecting human well-being,
connecting to personal values, highlighting extended impact and building community)
(Figure 1). Enhancing one of the strategies tends to positively impact the other three.

Psychological Capital

Luthans and Avolio (2003) define authentic leadership in organisations as a process that
draws from positive psychological capacities and a highly developed organisational con-
text, which results in both greater self-awareness and self-regulated positive behaviours
on the part of leaders and followers, fostering positive self-development. By positive
psychological capacities they understand mainly psychological capital (PsyCap), construct
that replaced positive psychological capacities a year later (Luthans & Youssef, 2004).
This composite construct has been defined as “an individual’s positive psychological
state of development and is characterized by: (1) having confidence (self-efficacy) to take
on and put in the necessary effort to succeed at challenging tasks; (2) making a positive
attribution (optimism) about succeeding now and in the future; (3) persevering toward
goals and, when necessary, redirecting paths to goals (hope) in order to succeed; and
(4) when beset by problems and adversity, sustaining and bouncing back and even be-
yond (resilience) to attain success” (Luthans, Youssef & Avolio, 2007, p. 3). It should be
also emphasized here, that there has been a discussion going on about what psychologi-
cal capital really is: more a trait or more a state. Luthans, Avolio, Avey and Norman
(2007, p. 544) argue that on the continuum from trait, through trait-like and state-like to
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state, it is state-like, “relatively malleable and open to development; the constructs could
include not only efficacy, hope, resilience, and optimism, but also a case has been made
for positive constructs such as wisdom, well-being, gratitude, forgiveness, and courage as
having “state-like” properties as well”.
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Figure 1. Four leadership strategies that enable positive deviance
Source: Cameron (2008, p. 14).

Impact of Positive Leadership on Corporate Entrepreneurship

For some scholars the essence of corporate entrepreneurship and a source of entrepre-
neurial behaviour at organisational level is entrepreneurial orientation. It is an ideology
that generate strategic criteria of importance, desirability, feasibility, legitimacy, rele-
vance of opportunities and actions. Moreover it channels and distributes decision mak-
ing into a specific set of procedures and practices. Finally, it provides the institutional
strategic framework for understanding the situations that motivate action and interpret
meaning. Some researchers operationalized the behaviour of entrepreneurial firms as
consisting of product-market innovation, proactiveness of decision making, and risk-
taking. They maintained that the level of entrepreneurship presented by a firm was the
aggregate total of these three sub-dimensions: “the extent to which top managers are
inclined to take business-related risks (the risk-taking dimension), to favour change and
innovation in order to obtain a competitive advantage for their firm (the innovative di-
mension), and to compete aggressively with other firms (the proactive dimension)” (Cov-
in & Slevin, 1988, p. 218). Entrepreneurial orientation has been later operationalized as
five-dimensional construct (Lumpkin & Dess, 1996) or three-dimensional one (Kreiser,
Marino & Weaver, 2002) and a prerequisite and critical factor of corporate entrepre-
neurship. In the project corporate entrepreneurship will be conceptualized as a construct
which dimensions work in configuration with positive behaviours in the process of mod-
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eration between high performance factors and the actual performance of the organisa-
tion.

The question on supporting corporate entrepreneurship by applying positive leader-
ship is an important one, as researchers and business practitioners are looking for new
ways of supporting innovativeness, proactiveness and willingness to take risk. It should
be noted here, that positive leadership and corporate entrepreneurship are concepts at
different levels of analysis. Positive leadership is typically analyzed at individual level and
corporate entrepreneurship at organisational level. Therefore, supporting entrepreneur-
ial orientation by creating positive leadership should be directed at institutional solu-
tions: recruiting and training positive leaders. Moreover, the effects of such processes
might not be homogenous within the entire organisation — the level of corporate entre-
preneurship might differ according to the degree of ‘positivity’ of local leader.

The impact of psychological capital on entrepreneurship is perhaps the most widely
investigated among approaches to positive leadership. For example Hayek (2012) states
that while the constructs that form the psychological capital construct, hope, resilience,
optimism, and self-efficacy are all revered characteristics and highly associated with
entrepreneurs, the consequences of these being applied to situations where the individ-
ual actually has a misplaced sense of control may have dire consequences. In broader
sense, psychological capital might contribute to corporate entrepreneurship in a number
of ways. Self-efficacy allows pursuing risky and difficult business opportunities, hope and
optimism allow to interpret strategic events as opportunities instead of threats (Brat-
nicki, 2006) and resilience allows to continue to further develop ventures in the envi-
ronment of pressure and crisis. Therefore, | propose that:

Proposition 1: Psychological capital of managers contributes to corporate entrepreneur-
ship.

There is no empirical evidence on the impact of authentic leadership on corporate
entrepreneurship. However, this kind of contribution can be assumed, taking into con-
sideration the components of authentic leadership. The assumed influence especially
concerns the followers of authentic leader and the component most likely to be of im-
portance here is balanced processing. It allows employees to express their opinions,
which, in turn allows for bottom-up creation of new ventures. Moreover, Hmieleski, Cole
and Baron (2012) in their study of top management teams of new ventures and their
impact on performance state that authentic leadership may be particularly beneficial
when shared among team members. Therefore, | propose that:

Proposition 2: Authentic leadership of managers contributes to corporate entrepreneur-
ship.

Similarly, there is no evidence on relationship between fundamental state of leader-
ship and corporate entrepreneurship. Also in this case components of the concept might
be relevant for corporate entrepreneurship, especially other focus and external open-
ness. The first of them introduces the atmosphere of respect and understanding that is
necessary for the development of new ventures. External openness is in turn important
for receiving information and inspiration for new ventures. It constitutes a phenomenon
by some called entrepreneurial alertness. Therefore:



Positive Leadership and Corporate Entrepreneurship: Theoretical ... | 81

Proposition 3: Fundamental state of leadership of managers contributes to corporate
entrepreneurship.

Finally, positive deviance is expected to contribute to corporate entrepreneurship.
| argue that the entire concept of positive deviance is entrepreneurial, as it means doing
something in a different, extraordinary and new way. The same principles lie at the core
of entrepreneurship, including corporate entrepreneurship. Unfortunately, there is no
empirical evidence on the support for corporate entrepreneurship from positive devi-
ance. The only partial piece of evidence comes from Nam, Parboteeah, Cullen and John-
son (2014) who argue that innovation is an outcome of positive deviance. | therefore
propose that:

Proposition 4: Positive deviance of managers contributes to corporate entrepreneurship.

CONCLUSIONS

The field of positive leadership and its relations with phenomena at organisational level
is largely under-researched. | argue that this line of study has a huge potential and might
be fruitful in explaining firm level entrepreneurship at scientific level and supporting it at
practical level. So far, the field is characterized by high degree of complexity and disor-
der. What is critical in this line of research, is the configuration of positive leadership
approaches and its combined impact on corporate entrepreneurship. There is some
empirical evidence that positive leadership types work in synergy and reinforce each
other. For instance Jensen and Luthans (2006) argue that psychological capital supports
entrepreneurs’ authentic leadership. Therefore relationships in this area should be inves-
tigated comprehensively, with regard to other approaches.

There is an important question on the level of analysis of impact of positive leader-
ship on corporate entrepreneurship. It might be studies on individual level, where posi-
tive behaviours of the leader contribute to his entrepreneurial spirit, which in turn mobi-
lizes the followers to develop new ventures. On the other hand, positive leadership tak-
en to organisational level might directly contribute to entrepreneurial orientation of the
whole organisation. Important argument for the second approach is delivered by Memili,
Welsh and Luthans (2013, p. 1291) who introduce the concept of organisational psycho-
logical capital (OPC) arguing that “group-level collective PsyCap can develop through
interactive and coordinative dynamics and leadership in a firm that can foster desired
behaviours and performance outcomes”.

The main weakness of the study is the lack of literature in the field of positive lead-
ership. The paper is therefore based on available literature sources that might not be
fully exhaustive. The main contribution of the paper is to draw attention to the models of
leadership that might be critical for entrepreneurship inside organisations. That ques-
tion, however, goes beyond that and also considers individual entrepreneurship and
leadership skills necessary to start up and develop an enterprise.
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institutions to support SMEs in the light of the author's own research.
Research Design & Methods: The author's study was carried out in 2012-2014 in two
stages: quantitative research (a survey on the sample of 590 SMEs) conducted with
the use of the PAPI and CAWI methods based on a survey questionnaire and qualita-
tive research conducted among 10 representatives of business environment institu-
tions with the use of in-depth interviews (IDI) based on a questionnaire with a stand-
ard list of information sought.
Findings: The study results suggest that the role of business environment institutions
in the development of small and medium-sized enterprises in the present conditions
is small. This is a result of, on the one hand, little interest of SMEs in the support of-
fered by these institutions, and, on the other hand, the fact that frequently the ser-
vices offered do not meet the needs of enterprises.
Implications & Recommendations: To improve the situation, on the part of business
environment institutions, it is necessary to update information on the scope of coop-
eration, undertake extensive promotional activities, adjust the offer to the needs of
enterprises and expand cooperation, especially by providing financial support for
enterprises.
Contribution & Value Added: The study can be used for in-depth analyses of support
for the SMEs provided by business environment institutions. It can be also useful for
decision-makers responsible for creating development policies.
Article type: research paper

SMEs; business environment institutions; support for SMEs; poten-

Keywords: . . S .
v tial of business institutions; entrepreneurship
JEL codes: R11, M21, L26, 044
Received: 16 February 2016 Revised: 17 June 2016 Accepted: 1 July 2016

Suggested citation:

Lisowska, R. (2016). The Potential of Business Environment Institutions and the Support for the
Development of Small and Medium-sized Enterprises. Entrepreneurial Business and Economics
Review, 4(3), 85-101, DOI: http://dx.doi.org/10.15678/EBER.2016.040307



86 | Renata Lisowska

INTRODUCTION

The development of small and medium-sized enterprises is affected by many internal
factors (related to the person of the entrepreneur and the characteristics of the enter-
prise), as well as external ones arising from the environment, of which business envi-
ronment institutions constitute an essential part. They are especially important for sup-
port of small and medium-sized enterprises (SMEs) in the financial, advisory, infor-
mation, training, organisational and legal areas. This support is regarded as a factor facili-
tating and stimulating their development.

Business environment is part of the economy, filling the gap between market mech-
anisms and actions of public administration, providing mainly service functions through
a network of institutional infrastructure, enabling businesses growth and development
(Bakowski & Mazewska, 2012). Business environment includes (Dominiak, 2013):

— institutional infrastructure — including business environment institutions;

— business services — advisory, training, information and financial services;

— innovative environment — a set of innovation centres and R&D institutions along with
their internal and external links;

— climate favourable to economic activity.

Business environment institutions are part of institutional infrastructure and play an
important role in the development of small and medium-sized enterprises through the
provision of services for start-ups as well as enterprises already operating in the market.
Enterprises that intend to introduce innovations and apply new technologies also need
specialised support, which can be provided by the innovative environment. Undoubtedly,
commercial enterprises providing different kinds of specialised business services as well
as the so-called climate favourable to initiate and develop economic activity also play an
important role in supporting SMEs.

The existing analysis of business environment institutions supporting SMEs in Poland
evaluate highly their potential due to the significant number of these entities in the
country, as well as a to a specialised range of support they offer. However, as indicated
by numerous studies, efficiency of operation and the range of services offered by these
institutions is unsatisfactory.

This paper aims to assess the use of the potential of business environment institu-
tions to support SMEs in the light of the author's own research conducted in 2012-2014
among owners and co-owners of small and medium-sized enterprises and representa-
tives of business environment institutions in Poland. In order to achieve the objective
set, two types of research were carried out: quantitative research conducted with the
use of the PAPI (Paper And Pen Personal Interview) and CAWI (Computer Assisted Web
Interview) methods based on a survey questionnaire and qualitative research conducted
with the use of in-depth interviews (IDI) based on a questionnaire with a standard list of
information sought.

The first part of the paper, based on review of literature, presents the characteristics
of business environment institutions in Poland in terms of support offered to business
entities. The second part of the paper presents the methodology of the author's own
research conducted among SMEs and selected business environment institutions as well
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as the research results that allow to assess the use of the potential of business environ-
ment institutions to support small and medium-sized enterprises. The findings are pre-
sented in the form of discussion. The paper ends with conclusions and recommendations
for the support of small and medium-sized enterprises in Poland.

LITERATURE REVIEW

Characteristics of Business Environment Institutions in Poland

Small and medium-sized enterprises face many barriers in their development, which can
to a large extent reduce the quality and availability of support derived from the envi-
ronment (Matejun, 2015). This support is provided through the interaction of SMEs with
the institutional sphere in the form of specific policies and instruments. The policy sup-
porting small and medium enterprises is focused on the existing entities, while the policy
to support entrepreneurship concentrates mainly on potential entrepreneurs and entre-
preneurs in the course of implementing a business idea (North & Smallbone, 2006; Ste-
venson & Lundstrom, 2007; Dyer & Ross, 2007; Niska & Vesala, 2013). Each of these
policies requires other areas and instruments of support. In the case of SME support
policies, the following elements are most frequently mentioned: financing, consulting,
R&D&I, education, and development of infrastructure (De, 2000; Gancarczyk, 2010),
while in the case of the policy supporting entrepreneurship, the most important ele-
ments include: promotion of entrepreneurial attitudes, education, support for the crea-
tion of new businesses and financing start-ups (Lundstrém & Stevenson, 2005). The
forms of support offered reflect certain groups of assistance solutions which include
instruments of support usually in the form of commercial and non-commercial services

provided by business environment institutions (Niska & Vesala, 2013; Matejun, 2015).
The literature presents numerous terms that describe institutions supporting busi-

ness entities, of which the most common are: support institutions, business environment
institutions, support infrastructure, non-profit business environment, innovation and
business centres, innovation and technology transfer infrastructure. These differ in rela-
tion to the type of institutions that belong to the so-called institutional business envi-
ronment.

The entities that operate within the framework of institutional infrastructure may be
divided into two groups (European Commission, 1996, as cited in Fabinska, 2013, pp. 72-
73):

1. Resource centres — entities that possess an appropriate potential comprising materi-
al and non-material resources (e.g.: equipment, knowledge, financial resources) that
can be made available to enterprises in the form of services or on the basis of coop-
erative relations. Their competences allow to meet specific needs reported by en-
terprises (in terms of quality, time and costs). Typical entities in this category in-
clude: R&D units, operating at universities and in large companies, institutions
providing financial support (e.g. venture capital funds, business angels).

2. Interface organisations — entities that are catalysts of interactions between institu-
tions offering support in the form of specific competences (e.g. technological, finan-
cial, etc.) and enterprises that require this support. Typical entities in this category
include: technology transfer centres, regional development agencies, business
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chambers and other organisations for entrepreneurs, technological parks and incu-
bators.

According to the Polish Business and Innovation Centres Association (Stowarzyszenie
Organizatoréw Osrodkéw Innowacji i Przedsiebiorczosci w Polsce, SOOIPP), business
environment institutions are referred to as innovation and business centres and are
divided into three categories (Table 1) (Mazewska, 2015, p. 8):

1. Business centres are institutions that deal with widely understood business promo-
tion and business incubation aimed at creating business entities and jobs, as well as
providing support services to SMEs and stimulating the development of peripheral
areas or areas suffering from a structural crisis.

2. Innovation centres are entities engaged in widely understood business promotion
and incubation, channelling their activities towards the development of innovative
business entities.

3. Non-bank financial institutions are institutions involved in the distribution of repaya-
ble and non-repayable financial instruments financed by funds provided by the Eu-
ropean Union and derived from private sources.

Table 1. Classification of innovation and business centres in Poland

Innovation and business centres

Non-bank financial

Business centres: Innovation centres: e e
institutions:

1. Traini d Iti 1. Technol ientific, scientifi .
raining and consulting echnology, scientific, scientific 1. Regional and local loan

centres; and technology, industrial and funds:
2. Entrepreneurshi technolo arks, techno-parks; o
P P &Y p P 2. Credit guarantee funds;
centres; 2. Technology incubators; .
. 3. Seed capital funds;
3. Business centre; 3. Technology transfer centre; .
. . . . 4. Business angels net-
4. Pre-incubators; 4. Academic business incubators;
. . . work.
5. Business incubators; 5. Innovation centres.

Source: Mazewska (2015, p. 8).

These institutions offer support in the area of (Filipiak & Ruszata, 2009, p. 42):

— improving the management of the enterprise and making better use of its resources,

— establishing contacts with foreign partners,

— providing business information and consulting services,

— establishing cooperative relations with large companies,

— granting or helping to obtain financial support,

— encouraging entrepreneurs to organise themselves into producer or distribution
groups and creating a system of cooperation and subcontracting,

— improving competitiveness through absorption and implementation of new technolo-
gies.

R&D units, employer organisations, special economic zones, clusters, networks sup-
porting entrepreneurship and innovation, as well commercial organisations providing
training, consulting and financial services also play an important role in supporting SMEs.

Support for small and medium-sized enterprises is delivered with the use of various
forms and instruments. Forms of support consist of specific groups of support solutions
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characterised by certain similarities in their impact on development processes of small
and medium-sized enterprises, e.g.: non-repayable financial assistance, capital support,
consulting and training assistance. Support instruments are specific solutions possible to
acquire and use in the development of small and medium-sized enterprises, e.g.: in the
framework of non-repayable financial assistance — subsidies, grants from public funds
(Matejun, 2015, p. 50). In the area of business start-ups, the following financial instru-
ments are particularly important: grants, loans, guarantees, EU funds, venture capital,
business angels, tax incentives and information instruments such as information and
consulting services, training in the area of entrepreneurship and starting a business.
Institutional support in the form of business incubators, as well as industrial and tech-
nology parks, is also important (Gancarczyk, 2010).

The potential of business environment institutions is manifested in the range of ser-
vices offered and their availability. According to the study conducted in 2014 by SOOIPP,
Poland had 681 business and innovation centres, which included
(Mazewska, 2015, p. 11):

— 42 technology parks,

— 24 technology incubators,

— 42 technology transfer centres,

— 47 innovation centres,

— 103 capital funds,

— 81 local and regional loan funds,

— 58 credit guarantee funds,

— 7 networks of business angels,

— 207 consulting and training centres,
— 46 business incubators.

The data presented highlights a significant number of these centres in Poland and
different characteristics of their operations. With regard to the territorial system, busi-
ness environment institutions operate throughout the country. In terms of voivodeships
(regions), the largest number of the centres can be found in the Mazowieckie, Slgskie
and Wielkopolskie Voivodeships, while the smallest number in the Podlaskie, Lubuskie
and Opolskie Voivodeships. The greatest number of these centres can be observed in the
regions with a high economic potential and a strong market, while fewer are located in
the regions weaker in terms of socio-economic development, which build the infrastruc-
ture to support innovative projects at a very slow rate (Mazewska, 2015, pp. 13-14).

Services offered by business environment institutions can be often acquired by en-
trepreneurs on preferential terms or for free as the majority of these services are fi-
nanced by the EU funds and/or offered by non-profit institutions. Despite such opportu-
nities, a small number of small and medium-sized businesses benefit from this support.
The reason for this state of affairs, as confirmed by numerous studies (Wach, 2008; Gan-
carczyk, 2010; Lisowska, 2013; Comarch, 2014), is little or no knowledge among entre-
preneurs about the services offered by business environment institutions, as well as their
reluctance to cooperate and a negative attitude towards the support offered. This means
that SMEs do not fully exploit the potential of these institutions to support their devel-
opment and raise the level of their competitiveness. Previously conducted studies have
also confirmed that a small number of SMEs which use the so-called business services
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have been supported primarily by means of financial and advisory assistance, assessed
by the respondents as adequate to allow the further development of their companies
(Gancarczyk, 2010; Lisowska, 2013; Matejun, 2015).

MATERIAL AND METHODS

The research aims to assess the use of the potential of business environment institutions
to support SMEs in the light of the author's own research conducted between 2012-2014
among owners and co-owners of small and medium-sized enterprises and representa-
tives of business environment institutions in Poland. In order to achieve the objective
set, the following research hypothesis was adopted: the potential of business environ-
ment institutions is not used fully by small and medium-sized enterprises due to little
interest on the part of these entities in the support offered and the mismatch between
the offer of these institutions and the needs of SMEs.

In order to achieve the objective set and verify the research hypothesis, two re-
search instruments were prepared: a survey questionnaire and an in-depth interview
scenario. The survey was conducted with the use of the PAPI and CAWI methods, while
the qualitative research was conducted with the use of in-depth interviews (IDI) based
on a questionnaire with a standard list of information sought.

The author's study was carried out in two stages. The first stage involved the quanti-
tative research — a survey conducted on the sample of 590 small and medium-sized en-
terprises from the private sector. The national official register of business entities
(REGON) of the Central Statistical Office constituted the sampling frame. The so-called
legal unit (corresponding approximately to an enterprise with all its subsidiaries) was
adopted as the sampling unit (the statistical unit in the study). Then a sample of 6,000
entities was randomly selected. Stratified sampling was used according to the following
criteria: the number of persons employed (3 groups: micro-enterprises: 0-9 employees;
small enterprises: 10-49 employees; medium-sized enterprises: 50—-249 employees) and
the voivodeship (region) based on its office location. The sample size was determined
with a large excess due to the applied research technique. The study was conducted with
the use of a questionnaire sent by mail and e-mail. It was then supplemented by a direct
interview survey, due to the low return on questionnaires sent.

The main research limitation was the sample size i.e. the number of received, com-
pleted questionnaires, was 590 (9.8% return rate). The conducted quantitative research,
on the one hand, made it possible to reach more business entities and ensure the degree
of anonymity of the respondents (it was often a prerequisite for conducting the survey).
On the other hand, there was a high degree of difficulty associated with completing the
survey, e.g.: partially filled questionnaires and problems with the interpretation of some
questions.

In order to assess the representativeness of the realised sample, a comparison of its
structure with the structure of the population was carried out based on the following
characteristics: the company size (micro, small and medium-sized enterprises) and the
location (the voivodeship according to its office address). The comparison results allowed
to regard the analysed sample as representative of the general population.

Micro-enterprises were the dominant group in the study (55.8%), while small enter-
prises amounted to 26.8% and medium-sized enterprises to 17.4%. The majority of the
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surveyed enterprises were involved in trade and services (approx. 70%), and only less
than 30% in manufacturing. The regional, local and national market was their main area
of activity, only one in ten companies expanded its business to the international market.
Mostly manufacturing enterprises operated in international markets (Lisowska, 2013).

The second stage of the study comprised qualitative research carried out by means
of the individual in-depth interview (IDI) conducted among 10 respondents that were
representatives of business environment institutions (presidents, directors, managers).
The selection of the sample was purposeful as it included the institutions that had
a diverse support offer for SMEs and their representatives expressed willingness to par-
ticipate in the study. The full names of the organisations were not disclosed to preserve
the anonymity of the interviewees, only the type of institution was indicated. The sur-
veyed institutions included: a regional development agency, a technology transfer cen-
tre, an academic business incubator, a loan fund, a guarantee fund, a technology park,
a business incubator, a regional chamber of commerce, an industrial and technological
park, and an entrepreneur service centre.

RESULTS AND DISCUSSION

Only 31.7% of the surveyed SMEs cooperated with business environment institutions.
Small and medium-sized enterprises dominated among cooperating enterprises (Figure
1). The cooperation took place both in a systematic and sporadic manner. However,
systematic cooperation dominated, mainly in the form of consultation centres/ entre-
preneur service centres and business centres. Sporadic cooperation took place primarily
in the case of technology transfer centres. Such a distribution of the responses shows an
untapped potential of business environment institutions that small and medium-sized
enterprises could use to support their development.

100%

80% |

60% - M Yes
® No

40%

20%

0%
Micro Small Medium

Figure 1. Cooperation of enterprises with business environment institutions
Source: own calculations based on the author's research results (n = 590).

The enterprises that cooperated with business environment institutions also indicat-
ed what kind of institutions they were. The respondents' answers varied depending on
the size of the company, which is also confirmed by the Kruskal-Wallis® test (more on the

! The Kruskal-Wallis test allows to compare more than two independent populations. It is used when the de-
pendent variable is quantitative, but does not meet the assumptions related to the normal distribution or is
expressed on an ordinal scale.
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subject of the test, among others, in: Urdan, 2010; Kufs, 2011), its results and probability
value (p<0.05) (Table2).

Table 2. Kruskal-Wallis statistic (H) and the level of probability value (p) of variables that deter-
mine the type of business environment institutions that the enterprise cooperated with

. . s e The Kruskal-Wallis Probability
Type of business environment institutions .
statistic (H) value (p)
Training and consulting centres 15.93 0.00
Technology transfer centres 17.82 0.00
Technology parks 8.14 0.04
Networks of business angels 8.09 0.04
Loan and guarantee funds 11.29 0.01
Business incubators 7.30 0.06
Consultation centres/entrepreneur service centres 10.37 0.01
Business centres 15.53 0.00

Source: own calculations based on the author's research results (n = 187).

Training and consulting centres

Technology transfer centres

Technology parks

Networks of business angels

Loan and guarantee funds

Business incubators

Consultation centres/entrepreneur service
centres

Business centres

Other

0% 5% 10% 15% 20% 25% 30%
Micro ®Small B Medium
Figure 2. The type of business environment institutions that the company cooperated with*

* Calculations for the business environment institution indicated first by the respondent.
Source: own calculations based on the author's research results (n = 187).

In the case of the micro-enterprises, the most popular were consultation cen-
tres/entrepreneur service centres (27.5% of the responses), as well as business centres
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(23.2% of the responses), in the case of small enterprises — loan and guarantee funds
(23.7% of the responses), as well as training and consulting centres (21.6% of the re-
sponses). The medium-sized enterprises indicated in this respect technology transfer
centres (27.0% of the responses), as well as loan and guarantee funds (22.5% of the re-
sponses) (Figure 2). Such a distribution of response indicates diverse needs in terms of
support. Micro-enterprises usually need general information about running a business
and opportunities to raise funds, while small and medium-sized enterprises require spe-
cialised services, e.g. in the area of improving innovativeness, technology transfer, etc.

The surveyed entrepreneurs were least likely to cooperate with business incubators
and networks of business angels, which may indicate under-utilisation of the full poten-
tial of these institutions in the support of SMEs that are at early stages of development.

The enterprises that cooperated with business environment institutions also indicat-
ed the effects of the said cooperation. The respondents' answers varied depending on
the size of the company, which was also confirmed by the Kruskal-Wallis test, its results
and probability value (p<0.05) (Table 3 and Figure 3).

Table 3. Kruskal-Wallis statistic (H) and the level of probability value (p) of variables that deter-
mine effects of the enterprise's effect with business environment institutions

Cooperation effects The Kruskal-Wallis Probability
statistic (H) value (p)
Establishing cooperation with other enterprises 13.05 0.00
Obtaining assistance in solving a problem (consulting) 9.19 0.03
Purchase of new technologies 11.37 0.01
Increasing export opportunities 5.11 0.14
Finding new customers and/or markets 4.17 0.19
Possibility of human resources development 17.76 0.00
Joint projects and ventures 6.02 0.09
Ability to implement innovative solutions 13.15 0.00
Use of the EU funds 15.96 0.00
Access to expertise 12.27 0.01
Acquisition of financial resources 8.51 0.04

Source: own calculations based on the author's research results (n = 187).

In the case of the micro-enterprises, the main effects of cooperation included: ob-
taining assistance in solving a problem (consulting) (17.5% of the responses), access to
expertise (15.9% of the responses), raising funds (13.7% of the responses), as well as the
use of the EU funds (11.2% of the responses). Small enterprises pointed to raising funds
(20.1% of the responses), access to expertise (14.7% of the responses), establishing co-
operation with other enterprises (12.5% of the responses) and the possibility of the de-
velopment of human resources (11.4% of the responses). The medium-sized enterprises
indicated in this respect: the purchase of new technologies (17.9% of the responses), the
ability to implement innovative solutions (16.5% of the responses), raising funds (12.7%
of the responses), as well as the use of the EU funds (11.3% of the responses) (Figure 3).

The enterprises that did not cooperate with business environment institutions indi-
cated the reasons for the lack of cooperation. The respondents' answers varied depend-
ing on the size of the company, which was also confirmed by the Kruskal-Wallis test. Its
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results and probability value (p <0.05) highlighted the diversity of the majority of the
variables examined (Table 4).

Acquisition of financial resources

Establishing cooperation with other enterprises

Obtaining assistance in solving a problem
(consulting)

Purchase of new technologies

Increasing export opportunities

Finding new customers and/or markets

Possibility of human resources development

Joint projects and ventures

Ability to implement innovative solutions

Use of the EU funds

Access to expertise

Other

0% 5% 10% 15% 20% 25%

M Micro ®mSmall ®Medium

Figure 3. Effects of the enterprise's cooperation with business environment institutions*
* Calculations for the effect of cooperation with business environment institutions indicated first
by the respondent.

Source: own calculations based on the author's research results (n = 187).

The micro-enterprises pointed to the following reasons: a lack of measurable bene-
fits derived from such cooperation (25.1% of the responses), no need to use such ser-
vices (19.5% of the responses) and a lack of information about services provided by busi-
ness environment institutions (16.2% of the responses). The small enterprises pointed to
no need to use such services (18.6% of the responses), a lack of measurable benefits
derived from cooperation (14.8% of the responses) and a lack of an offer suitable to the
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needs of the enterprise (12.1% of the responses). The medium-sized enterprises indicat-
ed the unsatisfactory quality of services offered (18.3% of the responses), a lack of in-
formation about services provided by business environment institutions (14.4% of the
responses) and no need to use such services (12.1% of the responses) (Figure 4).

Table 4. Kruskal-Wallis statistic (H) and the level of probability value (p) of variables that deter-
mine the reasons for lack of cooperation between the enterprise and business environment
institutions

Reasons for lack of cooperation The Kruskal-Wallis Probability
statistic (H) value (p)

The offer unsuitable to the enterprise's needs 14.30 0.00
LengthY prqc'edures assoc'lated with initiating 10.96 0.01
and maintaining cooperation

Lack of measurable cooperation benefits 17.44 0.00
Too few/no such institutions in the region 7.08 0.07
No such services available 5.27 0.15
Unsatisfactory quality of the offer 9.70 0.02
No need to use such services 10.12 0.02
Limited p055|bv|||tlles to adapt the solutions offered .83 0.04
to the enterprise's needs

Lack of information about BEIs' services 13.67 0.00
Too high costs of cooperation 4.89 0.18

Source: own calculations based on the author's research results (n = 403).

According to the respondents, the problem with cooperation with business envi-
ronment institutions lies in the fact that in most cases it is initiated by enterprises which
come to these institutions with a specific need. There is, however, a lack of action in the
opposite direction, i.e. initiating cooperation by business environment institutions.
A large percentage of the enterprises that do not feel tangible benefits of cooperation
and do not have the need to use the services offered by business environment institu-
tions is also worth noting. This fact indicates the existence of an awareness barrier
among entrepreneurs, i.e.: they do not have confidence in these institutions, do not
appreciate their activity, have a low opinion of the manner these services are provided,
as well as of the competence of the personnel. The responses obtained suggest that the
entrepreneurs expect other directions in terms of support for business activity than are
currently offered by these institutions.

The surveyed enterprises also rarely benefited from public aid (only 24.9%). Small
and medium-sized enterprises dominated among the beneficiaries (Figure 5). The rea-
sons for this situation should be sought, on the one hand, in insufficient resources to
obtain such assistance, and on the other hand, in a lack of current information about the
forms of support offered.

The enterprises that benefited from public aid indicated what kind of assistance they
received. The respondents' answers varied depending on the size of the company (Figure
6.), which was also confirmed in the case of most of the analysed variables by the Krus-
kal-Wallis test, its results and probability value (p<0.05) (Table 5).

The micro-enterprises mainly made use of preferential loans and credits (28.0% of
the responses), reduced contributions (e.: NIl contributions) (26.3% of the responses),
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Figure 4. Reasons for lack of cooperation with business environment institutions
* Calculations for the reasons for the lack of cooperation with business

environment institutions indicated first by the respondent.

Source: own calculations based on the author's research results (n = 403).
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Source: own calculations based on the author's research results (n = 590).
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small grants from the EU funds (24.1% of the responses), as well as loan and credit guar-
antees (21.6% of the responses), while medium-sized enterprises took advantage of tax
reductions and exemptions (26.9% of the responses), and the EU grants (23.7% of the
responses) (Figure 6). Other forms of public aid that the enterprises used comprised
consulting services, internships and trainings. Such a distribution of the responses shows
greater willingness of the surveyed enterprises to use public aid in the form of safe fi-
nancial instruments such as preferential loans offered by support institutions.

Table 5. Kruskal-Wallis statistic (H) and the level of probability value (p) of variables that deter-
mine forms of public aid that the enterprise used

Reasons for lack of cooperation The Kruskal-Wallis Probability
statistic (H) value (p)

Loan and credit guarantees 17.94 0.00
Seduced c'ontrlbutlons (e.g.: National Insurance Institu- 20.42 0.00
tion contributions)

Subsidies from the state budget 6.99 0.07
Tax reductions and exemptions 10.92 0.01
Preferential loans and credits 15.98 0.00
Grants from the European Union 9.06 0.03

Source: own calculations based on the author's research results (n = 147).

Loan and credit guarantees

Reduced contributions (e.g.: National
Insurance Institution contributions)

Subsidies from the state budget

Tax reductions and exemptions

Preferential loans and credits

Grants from the European Union

Other

0% 10% 20% 30%
Micro ®Small B Medium
Figure 6. Forms of public aid the enterprise used

* Calculations for the used form of public aid indicated first by the respondent.
Source: own calculations based on the author's research results (n = 147).

The opinions of representatives of business environment institutions (BEIs) on this
cooperation, collected during qualitative research, complemented the study on the sup-
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port of SMEs provided by these institutions.
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Table 6. Activities undertaken by BEls to establish cooperation with entrepreneurs

Type of institution Offer for SMEs Activities undertaken by BEls to establish cooperation
surveyed
- information, consulting and training services on “Information meetings about the possibilities of
Regional establishing and running a business, cooperation with entrepreneurs in the form of semi-
development - preparation of grant applications, nars and conferences, the creation of a website
agency - loans to start and develop business activity, containing offers of cooperation, organising trade
- regional consultation centre missions, preparation of a business guide”.
- providing a database of technological offers,
- consulting and training services in the field of com- “Active participation in actions that promote the range
mercialisation of advanced technologies and imple- |of services offered: developing a website, organising
Technology mentation of innovation, seminars and conferences with the participation of
transfer - commercialisation of technologies, entrepreneurs, expanding cooperation offers to
centre - preparation of innovation evaluations, include services that respond to the needs of entre-
- establishing science and business cooperation and preneurs, establishing cooperation between science
providing support for R&D projects, and business”.
- preparation of technological offers for industry
- services for students, alumni, faculty members in the |”Updating the offer and adapting it to the needs of
Academic field of: _start-_uP support, i_nfrastructural support of newly»s_tartefi businesses_, preparing a newsletter,
business econ.ormc actlw.ty and business support; promotion in thet n'.1ed|.a ?Innovatlon_ .Portal) .and
incubator - providing practical knowledge and examples of good |through collaborating institutions, organising meetings
practices in the area of establishing and running a with business angels for presenting new business
business ideas”.
“Participation in seminars and conferences, updating
Loan - granting low-interest (non-commercial) loans for the website, reaching out directly with an offer of
fund establishing and developing economic activity (micro- |cooperation to enterprises. Cutting red tape and
financing, seed capital, the JEREMIE initiative) simplifying procedures for obtaining support to
a minimum”.
“Taking measures to promote the activities of the fund,
Guarantee - providing guarantees for loans and credits to small updating the offer, organising free seminars on
fund and medium-sized enterprises promoting entrepreneurship, cooperation with banks
and financial institutions”.
- possibility of doing business using the premises and | “Increasing financial support for businesses — loans,
Technology technicgl infras.truc.ture on_preferential terms, credit_guarantegs, the EU grants, reducing red tape.
park - consulting services in the field of technology transfer |Organising seminars and conferences for entrepre-
and transformation of R&D results of activity into neurs, engaging in a dialogue with enterprises regard-
technological innovations ing the need for cooperation”.
- providing premises for newly established small and “Expanding the offer of support to sources of financing
Business medium-sized enterprises on preferential terms, for future entrepreneurs, opening new centres in the
incubator - providing advice, e.g.: legal, tax, accounting, market- |region, adjusting the offer to the needs of entrepre-
ing neurs —opening a training and consulting centre”.
- training and advice for start-ups, “Measures to promote the range of services offered
Regional - preparation of applications, include: updating the website, providing a Chamber
chamber - consultation centre newsletter and a professional journal, promotion at
of commerce - the organisation of events such as trade shows, events such as trade shows, conferences and seminars
conferences, seminars and industry meetings with the participation of entrepreneurs in the region”.
- land for investment,
Industrial - consulting services for SMEs — credit applications, “Taking measures to promote the park offer via the
and technological appljcation for the FU funds, accoun?ing and financial wet?site, organising e}/enFs, 'cooperatio'n. with ot.her
park services related to implemented projects, business environment institutions, organising meetings
- exhibition space, with potential investors”.
- virtual office
Consultation centre: |~ 2nd level intermediate body for the implementation |“Conducting an information campaign about the Lodz
! of the Regional Operational Programme for Lodz, ROP, updating the website, preparation of instructional
Entrepreneur service . R ; - - . )
centre - advisory services for SMEs on how to obtain funds videos on how to"prepare an application for financing
from the EU from the EU funds”.

Source: own compilation based on the author's research results (n = 10).

The representatives of BEls when asked about their cooperation with small and me-
dium-sized enterprises emphasised the diverse situation that exists in terms of this co-
operation. A small number of enterprises are interested and eager to work with BEls.
However, there are companies that are not interested in this cooperation due to e.g.:
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a lack of trust and a lack of knowledge of the offer, as well as the fact that the BEIs' offer
is not adjusted to their needs. The analysis of the statements made by the representa-
tives of business environment institutions indicate the main barriers to cooperation be-
tween enterprises and BEls. The barriers associated with enterprises include:

— low propensity for cooperation,

— lack of funding for co-financing projects,

— lack of knowledge about the possibilities of cooperation,

— lack of innovation and lack of willingness to make changes,
— not seeing the purpose and benefits of cooperation,

— lack of qualified staff.

The barriers associated with business environment institutions include:

— insufficient information and promotional activities,
— failure to adapt the offer to the needs of enterprises,
— lack of specialised services,

— incompetence of employees.

While indicating the barriers to cooperation, the respondents suggested the follow-
ing actions (Table 6) that should be undertaken to improve these relations:

— updating information on the scope of cooperation on the website,

— undertaking extensive promotional activities,

— closer cooperation with local government, adjusting the BEIs' offer to the needs of
enterprises,

— expanding the scope of cooperation, particularly to incorporate financial support for
enterprises,

— change in the human resources policy in order to provide professional services.

CONCLUSIONS

The research findings suggest that the network of business environment institutions in
Poland is well-developed. These institutions are mainly located in large cities and regions
with a high economic potential, where a relatively large number of business entities
provide opportunities for diversification of services offered. The study shows that the
role of business environment institutions in the development of small and medium-sized
enterprises in the present conditions is small. This is a result of, on the one hand, little
interest on the part of SMEs in the support offered by these institutions, and, on the
other hand, the fact that frequently the services offered do not meet the needs of enter-
prises.

Entrepreneurs who collaborated with business environment institutions perceived
benefits resulting from this cooperation, however, the exploitation of the potential of
these institutions was limited by many barriers on the part of enterprises, i.e. a lack of
funds for co-financing projects, a lack of knowledge about the possibilities of coopera-
tion, as well as on the part of business environment institutions, i.e. insufficient infor-
mation and promotional activities, a lack of adjustment of the offer to the needs of en-
terprises, and a lack of specialised services.
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A lack of activities related to initiating cooperation is a weak point of cooperation
between SMEs and business environment institutions. A large percentage of the enter-
prises that do not feel tangible benefits of cooperation and do not have the need to use
the services offered by business environment institutions is also worth noting. This fact
indicates the existence of an awareness barrier among entrepreneurs, i.e.: they do not
have confidence in these institutions, do not appreciate their activity, have a low opinion
of the manner these services are provided, as well as of the competence of the person-
nel.

To improve the situation, on the part of business environment institutions, it is
necessary to update information on the scope of cooperation, undertake extensive pro-
motional activities, adjust the offer to the needs of enterprises and expand cooperation,
especially by providing financial support for enterprises. Activities aimed at improving
the flow of information between business entities and promotion/establishment of co-
operation between science and business are also important to improve SMEs' relations
with business environment institutions.
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ABSTRACT
Objective: The objective of this paper is to verify the relationship between the share
of investments in organizational capital (OC) within the total amount of investments
and key performance indicators of SMEs.
Research Design & Methods: Quantitative research based on the author’s theoretical
model and was conducted on a group of 180 Polish SMEs with the use of a structured
questionnaire. To verify the hypothesis measures of dispersion as well as correlation
were used.
Findings: The share of investments in OC vary at particular growth stages and the
highest is in decline stage. Investigated firms invest mostly in 'brand' and 'IT systems'.
Investing in OC seems to be important mostly for SMEs that are in the prime stage. In
this stage the share of investments in OC is correlated with almost all performance
indicators. It suggests that OC can be treated as a source of competitive advantage
and firms’ performance.
Implications & Recommendations: The appropriate share of investments in particular
resources positively impact the effectiveness of decisions aimed at enhancing SMEs
growth. Guidelines in what to invest help managers to plan their activities, especially
while operating in a rapidly changing environment.
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INTRODUCTION

Increasing competition among small and medium enterprises (SMEs) and between their
large competitors, as well as an opportunity to act on international markets cause that
companies operating in SMEs sector have to build their competitive advantage on the
basis of resources that cannot be easily imitated by other firms. One of such resources is
organizational capital (OC) which consists of processes, procedures, brand creation,
management systems and structures. Because it is firm-specific it may play an important
role in building sustainable competitive advantage. However, because firms change over
their life cycle, the shape of processes and structures has to be modified as well and
investments in organizational capital should be made. According to Maritan (2001) there
is not much research focusing on the mechanism of building organizational capabilities
by investing in resources.

This article is aimed at verifying if there is a relationship between investments in or-
ganizational capital and SMEs growth. In the first part a literature review concerning
resource-based view of the firm and organisation growth theories is conducted. It is
followed by a presentation of a theoretical model and results of conducted research.
Conclusions are drawn on the basis of the data gathered from a 179 random sample of
Polish SMEs. In the research structured questionnaire was used and correlations be-
tween the share of investments in OC and growth stages were verified. In conclusions
main findings, referring to the article’s main goal are presented and implications of in-
vesting in OC for SMEs growth are summed up.

LITERATURE REVIEW

Organizational Capital as a Source of SMEs Competitive Advantage

A firm may achieve and sustain a competitive advantage when it is built on the basis of
resources that can be characterised as valuable, rare, inimitable and nonsubstitutable
(VRIN attributes) (Barney, 1991). Such an advantage may stem from physical capital
resources, human capital but also from organizational capital which is defined as internal
processes and systems that refer to planning, coordinating, structure and informal rela-
tions among employees (Barney, 1991). On the basis of resource-based view of the firm
Galbreath (2005) in his research used more detailed categories referring also to tangible
and intangible resources. According to Galbreath’s (2005, p. 980) conceptual framework
“resources can be divided into:

1. Tangible resources which include (a) financial assets and (b) physical assets.

2. Intangible resources that are assets which include (a) intellectual property assets, (b)
organizational assets and (c) reputational assets.

3. Intangible resources that are skills which include capabilities.”

In this model organizational assets refer to factors that impact firms’ performance
and allow to manage all other resources. These assets should be planned and developed
as they consist of such important components as structure and human resource policies
(Galbreath, 2005). Similarly, Cwik (2011, p. 35) claims that competitive advantage stems
from five fundamental resources that are:
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Human resources — especially knowledge, skills, attitudes and abilities;

Relational resources — relationships with stakeholders;

Tangible resources — real estates, materials, machines;

Financial resources — cash, deposits and equities that can be transferred into cash;
Organizational resources — that include brand, image, know-how, strategies, proce-
dures and internal systems.

ukhwn e

The resource-based-view of the firm focuses on factors that organisations have and
may use in order to achieve appropriate level of competitiveness (Eisenhardt & Martin,
2000). The structure, quality and quantity of these resources as well as the way organisa-
tions use them is a foothold for market position. Taking into account SMEs’ characteris-
tics it should be added that they have fewer tangible and financial assets than their larg-
er counterparts (Berends, Jelinek, Reymen & Stultiéns, 2013), which causes that their
competitive advantage may stem mostly from intangible assets. Moreover, SMEs’ own-
ers do not have an access to many important market analyses and data or do not imple-
ment appropriate control systems (Voss & Brettel, 2013), which make them more vul-
nerable to environmental changes (Surma, 2010, p. 52). That is why organizational capi-
tal which refers to the way firms are organised, to processes they implement and to the
schemes they follow, is so important in achieving appropriate level of performance. OC
includes tasks that affect firms’ functioning and refer to setting goals and developing
strategies, planning, defining tasks, coordinating and communicating decisions to em-
ployees (Squicciarini & Le Mouel, 2012, p. 7). It can be divided into structural capital
(organizational structure, IT systems and licenses), operational processes capital (proce-
dures, quidelines, methods, schemes) and innovative capital (R&D activities, patents)
(Beyer, 2010, p. 175). On the basis of the definition cited, it is assumed in this study that
OC includes brand, IT systems, management systems and know-how that organisation
may use in order to achieve competitive performance or act effectively. According to
Flamholtz (1995) factors corresponding directly to organizational capital are the founda-
tions of firms’ performance. The development of operational systems, management
systems and corporate culture impact directly the level of goal achievement. However,
the importance of these factors is not the same along firms’ lifecycle. That is why, organ-
isations should analyse changes in their functioning and analyse what changes they
should implement and in which components of organizational capital they should invest.

Organisations’ Growth Theories

Organisations’ growth is a widely discussed issue in scientific papers. Many researchers
have developed their own models presenting the path organisations follow from their
initial phase. The multiplicity of approaches stems mostly from the diversity of SMEs
which operate in different branches and on different markets. Moreover, the number of
such enterprises makes it difficult to capture similarities which makes researchers try to
generalise focusing on different issues. Such models characterise precisely changes that
appear in the market position, size, level of incomes, but also in the shape and complexi-
ty of internal processes and systems. According to Hugo and Garnsey (2005) firms’
growth is very often analysed with the use of firm size, market share and sales revenue
figures. Internal changes and resources development are less frequently discussed. That
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is why, in this part, examples of most commonly cited organisation growth models are
presented through the lens of changes in internal systems.

One of the most commonly cited model developed by Churchil and Lewis (1983)
consists of five stages: existence, survival, success, take-off and resource maturity. The
authors claim that SMEs growth is determined by factors related to the enterprise and to
the owner. Those referring to the enterprise directly correspond to OC because they
consist of management style, organizational structure, extent of formal systems, major
strategic goals (Churchil & Lewis, 1983). As the organisation grows they have to intro-
duce operating schemes, control systems, build their brand, design communication
channels and plan their goals. Moreover, changes in organizational structure should be
implemented and SMEs should switch from simple, owner-managed firms into decentral-
ised, and functionally divided ones.

In the model of Scott and Bruce (1987) (similarly to Churchil & Lewis, 1983) five stag-
es were defined: inception, survival, growth, expansion and maturity. In each of these
stages, requirements for change in internal processes were drawn. In the beginning, in
the inception, firms should concentrate mostly on formalizing basic processes and finan-
cial issues. Following their growth they should change their managing style by delegating
supervisory tasks and focusing on coordination. While SMEs grow the pressure for im-
plementing effective information and communication systems appears, and advanced
control systems should be introduced. In the following stage SMEs should focus on ad-
ministrative issues enabling to control and coordinate wide and complex processes, but
firms should be aware of possible red-tape crisis. In the mature stages organisations
should also pay more attention to marketing and brand creation, which can be important
in sustaining the market position (Scott & Bruce, 1987).

Hanks, Watson, Jansen and Chandler (1993) based their model on detailed analyses
of a number of organizational levels, specialised functions, formalization and average
percentage of sales revenues and employment growth. In the subsequent stages that
are: start-up, expansion, maturity, diversification, the number of: organizational levels
vary from 2.2 to 5.7; specialised functions from 1.5 to 15.3; sales revenue growth vary
from 91% (in start-ups), 297% (in expansion) to 37% in diversification (Hanks et al.,
1993). All these figures clearly state that there are ongoing changes in internal systems
and processes on the growth path of enterprises.

Greiner (1998) built his model on the basis of crises that refer to managerial prob-
lems. These problems are connected with changes on markets as well as with the in-
creasing size and complexity of firms. In the model five stages were described (creativity,
direction, delegation, coordination, collaboration) and each of these stages forces the
owner to implement changes in management style, communication system, decision
making, planning and organizational structure.

The development of internal systems and processes is also discussed or can be
drawn from the models of Jackson and Morgan (1982), Mintzberg (1984), Adizes (2004),
Matejun (2013), Miller and Friensen (2014). Despite the fact that there are many differ-
ences in organisations’ growth models, that stem from the approach adopted by the
authors, each of them presents a coherent model of organisation features at subsequent
stages. On the basis of such characteristics a unified model presenting changes in the
internal systems of the SMEs can be drawn. According to Floren (2011) a firm’s growth
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extorts changes in the structure, planning and formalization level. Such a situation cause
a dilemma whether to remain small and flexible or to introduce more structuralised
solutions in order to reach higher effectiveness. Nevertheless, SMEs should invest in
organizational capital in order to create conditions that enable reaching desired levels of
performance.

Theoretical Model and Hypotheses

On the basis of organisations’ growth theories it is assumed that over their life cycle
SMEs follow a path that consists of five main stages: survival, take-off, prime, maturity
and decline. In each of the stages a combination of resources, crucial for achieving goals
and reaching appropriate level of performance, can be described. One of these resources
is organizational capital which refers to the scope, extent and complexity of internal
systems. The way SMEs are organised and how they run their internal processes is crucial
due to their limited financial and tangible resources. If internal systems are implemented
properly organisations can achieve superior performance. The theoretical foundation of
the research is presented in Figure 1.

Stages of Business outcomes
growth
Sales value
Survival
Sales quantity

Share of investments in

Take-off Organizational Capital ’ Profits ‘
in total investments at —
Prime particular stage of ‘ Brand recognition ‘
h
growt | Number of customers ‘
Maturity
| Number of employees ‘
Decline

‘ Financial condition ‘

Figure 1. Impact of the share of organizational capital investments

on business outcomes at growth stages
Source: own research.

According to the developed model SMEs set different goals at particular stages of their
growth which refer to their potential and market position. This is why they require dif-
ferent resources in order to achieve desired performance. Thus, it can be hypothesized
that:

H1: The share of investments in organizational capital in total investments differs
in subsequent growth stages.

As SMEs grow they require different solutions enhancing their efficiency and they
have to adapt to changing market conditions. Thus, the structure of investments in or-
ganizational capital should not be the same at all stages. It can be hypothesized that:

H2: The structure of investments in particular components of organizational capi-
tal differs in subsequent growth stages.
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Because the shape, extent and complexity of internal processes affect efficiency it
will also impact SMEs business outcomes. Thus, it can be hypothesized that:

H3: The share of investments in organizational capital within total investments
impact SMEs’ business outcomes at particular growth stages.

Business outcomes can be measured by the means of sales value, sales quantity,
profits, brand recognition, number of customers, and overall financial condition.

MATERIAL AND METHODS

The research was conducted on a group of 470 Polish SMEs in the years 2014 and 2015.
In the study the definition of SMEs provided by the Polish government (that refers to EU
regulations) was implied. Only the organisations that employ between 9 and 249 em-
ployees, and have incomes up to 43 million euros (Ustawa ..., 2004) were taken into
account. Following Churchill and Lewis (1983) and Hanks et al. (1993) it was assumed in
the study that SMEs may go through all the subsequent stages of growth, not becoming
large organisation. It implies that even a small firm may face threats referring to decline
stage, because of shrinking market or mismatch between managerial decisions and mar-
ket conditions.

Respondents were chosen randomly from a database consisting of 1950 items, which
had been built with the use of the information from Polish Statistical Office. While select-
ing SMEs, stratified sampling, including geographical density of companies in regions was
applied. Despite the fact that the sample corresponded to the number of companies in
a particular region, it was not representative because the number of investigated com-
panies did not correlate with the total number of SMEs in Poland. While collecting data,
PAPI technique was used and the owners or managers were asked to answer questions
listed in a questionnaire. During the interviews, some respondents refused to give an-
swers to particular questions concerning the value of investments in particular resources,
the sales value, profits or business outcomes. That is why, in this paper information from
only 180 questionnaires was used. In most cases investigated SMEs had only one profile
and services (43%) were dominant. The share of companies that act in the production
and sales branch was similar (Table 1).

The first step of analytical procedure was aimed at evaluating the growth stage. On
the basis of literature study and developed model, indicators of the following eight are-
as: products and services, distribution, technology, management, finance, customers,
brand and relations with stakeholders, were investigated. For each area three to six
questions were asked, giving respondents a possibility to choose an answer correspond-
ing to the particular stage of growth. Provided options, were based on (1) quantity (for
example the number of introduced innovations, range of products and services, number
of distribution channels, and facilities for customers), (2) formality/complexity (for ex-
ample in the ‘management system’ area the scope of answers to the question concern-
ing job description was from ‘we do not have job descriptions or tasks specifications’, to
‘we have detailed job descriptions, formalized functional relationships, and listed tasks
executed while fulfilling roles’, (3) relationships with stakeholders (for example, share of
occasional and regular customers, stability in cooperation with suppliers and subcontrac-
tors, involvement in CSR activities, and cooperation with partners). On the basis of pro-
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vided answers and with the use of modal value the stage of growth was described on
a five-grade scale where ‘1’ stands for ‘survival’, ‘2’ for ‘take off’, ‘3’ for ‘prime’, ‘4’ for
‘maturity’, and ‘5’ for ‘decline’. The share of companies in particular growth stages is
presented in Table 1.

Table 1. Sample characteristics

Profile Services Production Sales A+ B+ C A+B A+C B+C
(in%) (A) (8) ()
43 17 15 5 4 6 9
Market Local | Regional | National | International no answers
(in %) 31 29 18 17 5
Growth Survival Take-off Prime Maturity Decline
stage (in %) 16 34 28 16 5

Source: own elaboration on the basis of data gathered.

The next step was to calculate the mean value of the share of investments in organi-
zational capital. The data was divided into four main components: brand, know-how, IT
systems and management systems. Respondents were asked to provide information
about monetary value of such investments. However, they were also informed that if
some activities connected with a particular component are executed by employees and
are treated/regarded as an investment, respondents should provide estimated cost of
such investments by calculating them on the basis of employees’ salary and time spent
on the activity. The share of investments in organizational capital was calculated by
summing up all expenditures and dividing them by the value of all investments made by
a particular company. As a result the share and the structure of investments in organiza-
tional capital was calculated. The share of investments in organizational capital in total
investments represented by a value falling into a <0;1> range is presented in Figure 2. It
was followed by analyses of the structure of investments in organizational capital at
subsequent stages, which is presented in Figure 3.

The last stage of analytical procedure was testing the relationship between: (i) the
share of investments in organizational capital and the stage of growth, (ii) the structure
of OC investments and the stage of growth, and (iii) between the share of investments in
OC and business outcomes. As indicators of performance nine variables, referring to:
(a) quantity of products' sale, (b) quantity of services' sale, (c) value of products' sale,
(d) value of services' sale, (e) profits, (f) number of customers, (g) number of employees,
(h) overall financial condition and (i) brand recognition were chosen. To evaluate per-
formance a five-grade scale was used. On the basis of business outcomes respondents
achieved in the last three years, they were to specify if a given indicator: definitely de-
creased, decreased, remained stable, increased or definitely increased. As the variables
‘stage of growth’ as well as ‘business outcomes’ were discrete (represented by values
1-5), it was necessary to rank the variable ‘share of investments in organizational capital’
to verify the correlation with the use of the Spearman method. Rank ‘1’ was granted to
companies with the lowest share of investments in organizational capital.

All interviews were conducted in March and April which made it possible to provide
up-to-date answers based on previous year annual statements. The results of correlation
testing are presented in Table 3. However, due to the fact that only nine companies fell
into the group of companies in the decline stage.
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RESULTS AND DISCUSSION

Share of OC Investments in Total Investments

The average share of investments in OC in SMEs is almost at the level of one third of all
investments expenditures (Figure 2). Improving internal systems and procedures is per-
ceived by organisations as an important activity enhancing their performance. More
detailed analyses of the OC investments at growth stages shows that starting from the
take-off the share of spending on internal development is rising.

50%

40%

30%

20%

10% I
0%

All SMEs Survival Take-off Prime Maturity Decline

Figure 2. The share of investments in OC in total investments
at subsequent growth stages (in %) (n = 180)
Source: own research.

However, it should be added that companies at the survival stage allocate more than
one third of their funds in OC. Such a high share at the initial stage may stem from the
necessity to organise all basic processes enabling SMEs to exist on the market and run
the business. At the take-off stage, when companies focus mostly on market and search
for selling opportunities, more funds are spent on other activities such as building rela-
tions with customers and business partners or investing in tangible resources. Organisa-
tions which achieve an appropriate market position at the take-off start their rapid
growth that can be observed in prime stage. An increasing number of customers, new
markets and business partners cause that there is a need to modify and upgrade pro-
cesses and the way SMEs are managed. This is why the share of investments in OC in
total expenditures is increasing. Following the growth path at the maturity stage firms
are stable, with a good market position so they can pay less attention to external issues
and concentrate on internal ones which generates a higher level of investments in OC. At
the decline stage, as profits and market share are decreasing, companies try to reorgan-
ise their processes in order to cut off costs and reduce unnecessary activities. Such ac-
tions require funds for reengineering business processes. Despite the fact that the share
of OC investments and its changes in investigated SMEs are in accordance with theoreti-
cal foundations the correlation between this variable and stage of growth was not veri-
fied statistically. Thus, it should be concluded that the first hypothesis is not supported.
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Structure of OC Investments

The structure of investments in OC changes at subsequent stages. Initially, SMEs invest
mostly in IT systems and in the brand (Figure 3 and Table 2). Following the growth path it
can be seen that the share of investments in IT systems decreases while the ratio of
brand investments rises. The correlation between these two areas and growth stages is
supported statistically (Table 2). There are also changes in the share of other areas of
investments. Taking into account management systems, it can be seen that SMEs do not
invest in them almost at all at the survival stage. It can stem from a belief that owners or
managers are able to cope with all duties or from the low complexity of internal process-
es that do not require advanced tools or methods. At the two subsequent stages (take-
off and prime) changes in SMEs position and scope of activities may initiate investments
that enhance the quality of management processes. Introduced solutions at prime stage
may fit organisations, and make the share of such investments lower in the last two
stages.

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%
All SMEs Survival Take-off Prime Maturity Decline
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Figure 3. The structure of investments in OC at subsequent growth stages (n = 180)
Source: own research.

The share of investments in know-how is at almost the same level at survival, take-
off and decline stage (Figure 3 and Table 2). However, SMEs seem to invest more in
know-how at prime and maturity. It may results from the market position and firms’
potential. At the prime stage companies achieve high level of incomes, profits and their
market share increases rapidly. It makes them search for new products or services and
they become more eager to invest in know-how. Similar causes may refer to maturity
stage. A stable market position and brand recognition create conditions in which compa-
nies willing to renew their offer invest in know-how which helps them launch new prod-
ucts or services. In some cases higher share of investments in know-how may also stem
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from the lowering level of incomes and shrinking markets. Managers or owners of SMEs,
invest in new technologies or new solutions and try to prevent organisations from falling
into the decline stage.

On the basis of conducted analyses it can be concluded that the structure of invest-
ments in organizational capital varies in accordance with a particular stage of growth.
Due to the fact that not all correlations were verified statistically it can be concluded that
the second hypothesis is partly supported.

Table 2. Structure of OC investments at subsequent stages (as a percent of total OC investments)

Area of investments/ Growth stage | All SMEs | Survival | Take-off | Prime Maturity | Decline
Brand (0.241828%*) 46.0 27.6 44.5 48.0 64.3 43.4
Know-How 12.9 11.0 10.3 16.0 15.4 11.5
IT systems (-0.254671%) 36.5 60.6 39.8 28.6 17.5 43.4
Management systems 4.6 0.8 5.3 7.3 2.8 1.7

* Spearman’s Rank Correlation significance for p = 0,05
Source: own research.

OC Investments and Business Outcomes

Organizational capital can be treated as a source of sustainable competitive advantage
because of its VRIN attributes. Thus, investments in OC should impact SMEs’ business
outcomes. According to the model to evaluate the relationship between such invest-
ments and business outcomes the changes in nine performance indicators were ana-
lysed. In Table 3 the correlations between the share of investments in OC and perfor-
mance indicators are presented. In the cases where the relationship is verified statistical-
ly (with p = 0.05) the value of the coefficient appears in the fourth column.

Table 3. Correlation between share of investments in OC and business outcomes indicators

Survival | Take-off Prime Maturity | Decline
. All SMEs
Variables (n = 180) stage stage stage stage stage
(n=28) (n=48) (n=48) (n=28) (n=9)
Share of investments in OC 1 1 1 1 1 1
Quantity of products' sale - - - 0.333449* - -
Quantity of services' sale - - - - - -
Value of products' sale - - - 0.337769* - -
Value of services' sale - - - 0.295658* - -
Profits - - - 0.366323* | 0.366839* | 0.366839*
Number of customers - - - 0.392860* - -
Number of employees - - - - - -
Overall financial condition 0.17802* - - 0.551985* | 0.387029* | 0.387029*
Brand recognition 0.20429* - - 0.498291* - -

* Spearman’s Rank Correlation significant codes: 0.05
Source: own calculations in Statistica.

Taking into account all companies (regardless of the growth stage) there is a correla-
tion only between the share of investments in OC and the overall financial condition or
brand recognition. Despite the fact that the relationship is supported in the case of two
out of nine indicators it can be stated that the overall financial condition seems to be the
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most important for SMEs. In the case of all other indicators other resources, for example
tangible assets, human capital or relational capital, have to be of higher importance.

There is no correlation between the share of OC investments in total investments
and business outcomes in companies in the survival stage. Such organisations are ex-
posed to so many environmental threats and have so few resources that the relationship
between actions taken and performance is not constituted.

In the take-off and maturity stage there is a relationship between OC investments
and one performance indicator. When SMEs are growing investments in OC are negative-
ly correlated with value of products’ sale. The requirements of shaping the way the busi-
ness is organised and managed after the survival stage, cause that SMEs have to spend
more funds on internal processes. At the same time the brand is not widely recognised
yet and the number of customers is not increasing relatively to the owners’ expectations.
It may cause that the value of products’ sale is much lower than expected.

At the maturity stage OC investments correlate with profits. SMEs have a stable
market position and their products or services meet customers’ expectations. Actions
taken in order to improve or modify internal processes are aimed at increasing efficiency
which may result in lowering general costs. Lower costs and high sale value may result in
profits rise.

The highest impact of OC investments on business outcomes can be observed at the
prime stage. The correlation is statistically important in the case of six out of nine indica-
tors. The higher the share of OC investments is the more frequently an increase in value
of products and services sale can be observed. There is also a rise in the number of cus-
tomers and brand recognition which may result from introducing marketing and promo-
tion schemes and processes. What is more, there is a positive relationship between the
share of OC investments and profits or overall financial condition. Such a correlation may
stem both from better brand recognition as well as from increasing efficiency of internal
processes and management systems.

On the basis of conducted analysis it can be concluded that the share of investments
in OC impacts business outcomes mostly at the prime stage. At other stages there is no
correlation or OC investments impact only one indicator. Thus, it can be stated that the
third hypothesis is partly supported.

CONCLUSIONS

Organizational capital which is firm specific, difficult to imitate and substitute is treated
as a source of sustainable competitive advantage. In the case of SMEs which have fewer
financial and tangible assets than their large competitors, such a resource can play
a crucial role in achieving a success. Despite the fact that firms build their organizational
capital from the initial phase by changing the way they act and by implementing modifi-
cations in internal processes, it can be stated (on the basis of conducted research) that it
does not have the same impact on business outcomes at every stage of SMEs growth.
Investments in organizational capital seem to be the most important at the prime
stage in which SMEs face a rapid growth. Lack of investments in OC may create con-
straints that lower SMEs’ potential and cause a decrease in their performance. Thus, it is
very important for managers and owners to provide conditions for incremental growth at
this stage. It is also important that in general, investments in OC impact the overall fi-
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nancial condition and brand recognition. Taking into account all investigated SMEs, re-
gardless of their stage of growth, size and profile, the correlation between these varia-
bles was statistically verified. It suggests that OC can be treated as a source of competi-
tive advantage and firms’ performance.

Despite the fact that there was no statistical correlation between the share of OC in-
vestments and the particular stage of growth, SMEs seem to follow schemes presented
in the theory of organisation growth. The share of OC investments in total investments is
high at the survival stage which results from the necessity to initiate all activities. At the
take-off stage it drops and investments in other resources, for example tangible assets or
relationships with stakeholders, are made. Starting from the take-off stage there is an
increase in the share of OC investments which is associated with the rising complexity of
internal processes and the size of the firm. Such findings might be important for manag-
ers and owners because of their applicability. They should make their investment deci-
sions on the basis of an in-depth analysis of the firms’ functioning and not to implement
the same schemes of investments all the time.

On the basis of conducted research it should also be concluded that managers and
owners should invest more in the brand on subsequent stages. The more developed an
organisation is the more attention should be paid to promotion and building the organi-
sation’s image. Diverse conclusion could be drawn while taking into account IT systems.
The share of IT investments decreases on subsequent stages. It can be concluded that
appropriate investments at the initial stages can support SMEs functioning throughout
their lifecycle.

Despite the fact that the research provides data to draw conclusions concerning in-
vestments in OC and SMEs growth, it has several limitations. First of all, the sample con-
sists of only Polish SMEs which makes it impossible to generalize about the findings and
apply them also to companies that operate in other countries. Secondly, taking into ac-
count the total number of existing SMEs, the sample size of 470 companies initially inter-
viewed, and 180 finally taken into account for statistical analyses, is relatively small.
Although SMEs were selected randomly from a database including 1950 items, the re-
sults cannot be applied as a representative because of three main reasons: (i) the sample
consists of Polish enterprises only, (ii) the sample is relatively small in comparison to the
number of existing SMEs, (iii) the sample was not homogenous — SMEs operating in dif-
ferent branches and having different profiles were analysed. Thirdly, in the sample SMEs
in their decline stage were underrepresented which made it necessary to implement
stratified sampling in the further study. Fourthly, information concerning investment
expenditures referred only to the data included in financial statements for 2013 or 2014.
In order to analyse the impact of investments on performance and growth it is necessary
to compare collected data with those referring to a longer scope of time, especially
whilst analysing investments in organizational capital. Finally, some changes in metho-
dology can be implemented. They may refer to evaluation of a growth stage, as a modal
value could not be sufficient enough to classify particular SME into an adequate stage of
growth. Moreover, some econometrical models describing relationships between in-
vestments in OC and performance could be applied in further research. Having verified
statistical correlation between investments in OC and some performance indicators at
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particular growth stages, despite the limitations the research is a foothold for further
studies that could be conducted in more homogenous groups of SMEs.
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INTRODUCTION

Entrepreneurship is perceived as one of the sources of success for economies, organisa-
tions and human beings. Bhargava notes that “companies which treated entrepreneur-
ship as an integral part of their business strategy succeeded in maintaining top ranks for
years” (Bhargava, 2008, p. 31). Entrepreneurship is assigned both to for-profit and non-
profit activities. In the case of the latter type of activity, the concept of social entrepre-
neurship has been developing over the last few decades.

Non-profit organisations (NPO), including many types of social enterprises that use
business activities to provide social needs, play a significant role in modern societies. We
have observed an increase in their numbers in many countries as well as an increase in
the scale and scope of their activity. Many non-profit organisations face similar problems
as for-profit enterprises; for example, limited resources, increasing expectations, or
changes in the external environment. Many of them behave in similar ways; for example,
they compete for resources, innovate to offer better services, or look for new opportuni-
ties to serve new social groups. Accordingly, we can compare them from several points
of view. One such view is the level of entrepreneurial activity of the organisations.

The theory of organisational entrepreneurship and its related research methodology
have been developing dynamically over the last few decades. However, they mostly
focus on business activity. The challenge faced by researchers is to conceptualise and
operationalise the organisational entrepreneurship in a social context. One of the con-
cepts that could be applied to this context is entrepreneurial orientation (EO).

The objective of this paper is to investigate whether the scales designed to measure
entrepreneurial orientation can be used in non-profit organisations (and under which
conditions). Firstly, the concepts of entrepreneurship related to the organisational level
are presented. Then, the methodologies dedicated to measuring organisational entre-
preneurship are reviewed, with a focus on those scales used to measure the entrepre-
neurial orientation of organisations. Afterwards, the differences between for-profit and
non-profit organisations are analysed (in the context of organisational entrepreneur-
ship). Finally, some modification of the present scales of EO that have been employed by
research will be suggested. To achieve the objective, the literature will be reviewed; and
based on the results of the review, solutions enabling the measurement of entrepreneur-
ial orientation in the social context will be recommended.

MATERIAL AND METHODS

The research problem behind this paper is measuring entrepreneurial activity in a non-
profit organisation. The paper is a conceptual one, and its aim is to suggest some related
measures adequate to the characteristics of these types of organisations.

To achieve the goal, the following sub-objectives will be achieved: (1) identification
of organization-level entrepreneurship concepts; (2) defining specific traits of non-profit
activity and their consequences for entrepreneurial activity; (3) recommending measures
adequate to the entrepreneurship of non-profit organisations, including verification, if
some measures used in for-profit entrepreneurship research could be used. The first and
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second sub-objectives will be pursued by literature studies. Literature from the following
fields will be reviewed and analysed:

— the general theory of entrepreneurship,
— organisational entrepreneurship and entrepreneurial orientation,
— social entrepreneurship and non-profit sector.

The relevant materials will be selected mostly from scientific journals focused on the
above-mentioned fields. A number of sources will be limited to the most-cited publica-
tions; however, some new ones will also be included. Firstly, the materials from each
field will be analysed separately, with a focus on issues related to other areas. Then, the
propositions resulting from the previous analysis will be suggested and developed. Af-
terwards, the third sub-objective will be achieved through the critical analysis of present
measures and inference based on previous literature studies.

LITERATURE REVIEW

General Theory of Entrepreneurship

Entrepreneurship is a multidimensional construct that can be analysed from differ-
ent perspectives. One of the most-cited contemporary definitions was proposed by
Shane and Venkatraman, who define entrepreneurship as a “scholarly examination of
how, by whom, and with what effects opportunities to create future goods and services
are discovered, evaluated and exploited” (Shane & Venkatraman, 2000, p. 218). Steven-
son, Roberts, and Grousbeck defined entrepreneurship as “a process by which individu-
als — either on their own or inside organisations — pursue opportunities without regard to
the resources they currently control” (Stevenson et al., 1989) quoted in (Stevenson
& Jarillo, 1990, p. 23). Hisrich, Peters and Sheperd (2005) quoted in (Leutner et al., 2014,
p. 58) identify entrepreneurship with “behaviours that are related to the creation of
value through the exploitation of opportunities in novel and innovative ways”. McGrath
and MacMillan (2000) quoted in (Ma & Tan, 2006, p. 714) perceive entrepreneurship as
“the relentless pursuit of opportunities as well as resources”.

In the above definitions, entrepreneurship is connected with opportunities. Casson
(1982) quoted in (Shane & Venkatraman, 2000, p. 220) defined opportunities as “those
situations in which new goods, services, raw materials, and organising methods can be
introduced and sold at greater than their cost of production”. Opportunity is also defined
as a “future situation which is deemed desirable and feasible” (Stevenson & Jarillo, 1990,
p. 23). Shane and Venkatraman (2000, p. 220) acknowledge that opportunities them-
selves are objective phenomena that are not known to all parties at all times, but the
recognition of entrepreneurial opportunities is a subjective process. Kirzner (1997) quot-
ed in (Shane & Venkatraman, 2000, p. 220) mentions that entrepreneurial opportunities
require the discovery of new means-ends relationships, whereas the other for-profit
opportunities involve optimisation within existing means-ends frameworks.

Gartner (1989) identifies entrepreneurship with creating organisations. For him, this
is an activity that differentiates entrepreneurs from non-entrepreneurs: “entrepreneurs
create organisations, while non-entrepreneurs do not” (Gartner, 1989, p. 47).

Entrepreneurship is also perceived as a process that “involves all the functions, activ-
ities, and actions associated with the perceiving of opportunities and the creation of
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organisations to pursue them” (Bygrave & Hofer, 1991, p. 14). Hisrich, Peters and Shep-
herd (2005) argue that the entrepreneurial process involves the identification and evalu-
ation of opportunity, development of the business plan, determination of the required
resources, and management of the resulting enterprise.

Entrepreneurship is also perceived as a set of attitudes, such as the desire to
achieve, the passion to create, the yearning for freedom, the drive for independence,
and the embodiment of entrepreneurial visions and dreams through tireless hard work,
calculated risk-taking, continuous innovation, and undying perseverance (Ma & Tan,
2006, p. 704).

Organisational Entrepreneurship and Entrepreneurial Orientation

Entrepreneurship can be treated as a trait of an organisation. It reflects the entrepre-
neurial behaviours in existing organisations. These “formal or informal activities aimed at
creating new businesses in established companies through product and process innova-
tions and market developments” are called corporate entrepreneurship (Zahra, 1991,
p. 261) quoted in (Morris & Kuratko, 2002, p. 31). Corporate entrepreneurship is also
perceived as a way of “renewal or innovation within current organization” (Sharma
& Chrisman, 1999, p. 13) quoted in (Morris & Kuratko, 2002, p. 31). Such a concept
shows that the entrepreneurial process does not end when the organisation is founded,
but it is continued within that organisation. The entrepreneurial process could be de-
scribed as a cyclical one, and it could be connected with organisational development. It
could be presented on the model of a spiral of the entrepreneurial development of an
organisation (Kusa, 2015, p. 705). Kuratko and Audretsch stated that “the major impetus
underlying corporate entrepreneurship is to revitalize innovation, creativity, and leader-
ship in corporations. Corporate entrepreneurship may possess the critical components
needed for the future productivity of global organizations” (Kuratko & Audretsch, 2013,
p. 332).

Organisations vary in terms of entrepreneurship. Researchers and practitioners
strive to measure the level of entrepreneurship in organisations. Morris (1998, p. 18)
states that “entrepreneurship occurs in varying degrees and amounts” and suggests the
concept of “entrepreneurial intensity”. Lumpkin and Dess (1996, p. 137) developed
a concept of entrepreneurial orientation (EO). This concept is based on the definition of
an entrepreneurial firm, which was proposed by Miller (1983). He stated that “an entre-
preneurial firm is one that engages in product-market innovation, undertakes somewhat
risky ventures, and is first to come up with ‘proactive’ innovations, beating competitors
to the punch” (Miller, 1983, p. 771). Covin and Slevin (1989, p. 75) have built a scale to
measure the EO, which is comprised of three dimensions: risk-taking, innovativeness,
and proactiveness, and Lumpkin and Dees (1996, p. 137) augmented it by adding two
more dimensions: autonomy and competitive aggressiveness. Some modifications of this
scale were proposed. One of them is the scale of Hughes and Morgan, who used 18
items to measure the dimensions of entrepreneurial orientation and 5 items to estimate
the business performance of firms at the embryonic stage of development. They have
found that uniform effort in all EO dimensions does not generate consistent gains in
business performance, and organising activities around proactiveness and, to some ex-
tent, innovativeness is essential to securing improved performance for such firms
(Hughes & Morgan, 2007, pp. 657-658).
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Covin and Wales (2012, p. 677) analysed a different measurement approach towards
entrepreneurial orientations and stated that “unidimensional versus multidimensional
EO measurement models are consistent with fundamentally different conceptualisations
of the EO construct”. Schillo (2011, p. 24) suggests that entrepreneurial orientation could
be useful for practitioners as a source of managerial recommendations. However, entre-
preneurial orientation is not an effective concept under all environmental conditions. For
example, Frank, Kessler and Fink (2010, p. 194) concluded from their empirical analyses
that it “might preferably be pursued in rapidly changing environments that offer new
opportunities, and in which the firm has sufficient financial resources at its disposal to
take advantage of those opportunities using a portfolio of innovation activities”, but it is
not advisable using it when “a dynamic environment is combined with low access to
financial capital”.

Social Entrepreneurship

Entrepreneurial activities can be observed in non-profit organisations. They are linked
with the tendency of becoming ‘business-like’ of non-profit organisations (Maier, Meyer
& Steinbereithner, 2014, p. 1). Verreynne, Miles and Harris (2013, p. 113) have observed
that “these ‘profit for purpose’ organisations use market transactions to generate social
benefits directly (for example by providing employment opportunities for the disabled in
sheltered workshops) and/or indirectly (by creating revenues that support social initia-
tives) for their beneficiaries”. Such activities are analysed in the frame of the social en-
trepreneurship concept, which offers a theoretical basis for such analysis.

Yunus (2011) defines social entrepreneurship as an “initiative of social consequenc-
es, taken by an entrepreneur with a social vision, where the initiative may be both non-
economic, associated with a charity or business initiative oriented towards personal
profit or without such an option”. Mair and Marti (2006, p. 37) perceive social entrepre-
neurship as “a process involving the innovative use and combination of resources to
pursue opportunities to catalyse social change and/or address social needs”. They argue
that social entrepreneurship can occur in both new organisations and established ones.

Researchers of the European Research Network identify social entrepreneurship
with social economy. They define social enterprises as “organisations with an explicit aim
to benefit the community, initiated by a group of citizens and in which the material in-
terest of capital investors is subject to limits. Social enterprises also place a high value on
their autonomy and on economic risk-taking related to ongoing socio-economic activity”
(Defourny & Nyssens, 2006, p. 5). The model proposed by the European Research Net-
work distinguishes three sets of criteria (three economic and entrepreneurial, three
social, and three related to the participatory governance) according to which entities and
initiatives are classified as parts of a social economy. The economic criteria comprise
a continuous activity, producing goods and/or selling services, a significant level of eco-
nomic risk, and a minimum amount of paid work. The social criteria include the explicit
aim to benefit the community, an initiative launched by a group of citizens or civil society
organisations, and a limited profit distribution. Finally, the dimension of participatory
governance is described by a high degree of autonomy, a decision-making power not
based on capital ownership, and a participatory nature, which involves various parties
affected by the activity (Defourny & Nyssens, 2012, pp. 12-15).
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In the EU’s documents, the term 'social enterprise' is used to cover the following
types of business (European Commission, 2011, p. 2):

— those for which the social or societal objective of the common good is the reason for
the commercial activity, often in the form of a high level of social innovation,

— those where profits are mainly reinvested with a view to achieving this social objec-
tive,

— those where the method of organisation or ownership system reflects their mission,
using democratic or participatory principles or focusing on social justice.

Because of many approaches to social enterprises as well as different definitions and
legal forms dedicated to this kind of activity in different countries, it is not precise to
identify social enterprises with non-profit organisations (although many social enterpris-
es could be classified as non-profits). There is an increasing number of publications de-
scribing social initiatives (e.g., pioneering social enterprises in Bangladesh (Yunus, 2011)
or activities of Ashoka leaders (Bornstein, 2009), as well as reports. One of the examples
of statistical research is an examination of social entrepreneurship in 49 countries based
on the Global Entrepreneurship Monitor methodology. The results of this research show
that in widely defined social entrepreneurship there is a significant part of the popula-
tion involved: 4.1% of the population in Belgium, 7.5% in Finland, 3.1% in France, 3.3% in
Italy, 5.4% in Slovenia, and 5.7% in the United Kingdom (Terjesen, Lepoutre, Justo
& Bosma, 2011). Other statistics show that European social enterprises operate within
a wide range of areas, including work integration of disadvantaged groups and social
services of general interest such as long-term care for the elderly and for people with
disabilities, early education and childcare, employment and training services, social hous-
ing, social integration of disadvantaged such as ex-offenders, migrants, drug addicts, etc.,
and health care and medical services (European Commission, 2014, p. 2).

Applying Entrepreneurial Orientation to Social Entrepreneurship

Scholars researching non-profit organisations compare them and their management
practices with their business counterparts. Austin, Stevenson and Wei-Skillern (2006,
pp. 3-4) suggest focussing on the following variables to conduct a comparative analysis:

— market failure, when those needing the services are not able to pay for them, which is
perceived as a problem by the commercial entrepreneurs and an opportunity by social
ones,

— mission, which is focused on creating social value in the case of social entrepreneur-
ship and on creating profitable operations resulting in private gain in the case of
commercial entrepreneurship,

— resource mobilisation, both financial (which are acquired from different sources) and
human (staff in non-profit organisations is often not compensated as competitively as
in commercial enterprises),

— performance measurement, which relies on relatively tangible and quantifiable
measures of performance, such as financial indicators, market share, customer satis-
faction, and quality in the case of commercial organisations and a much more chal-
lenging measurement of social impact, which will remain a fundamental differentia-
tor, complicating accountability, and stakeholder relations.
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Lumpkin, Moss, Gras, Kato and Amezcua (2013, p. 763) analysed entrepreneurial
processes within social contexts and the antecedents and outcomes that make social
entrepreneurship unique. They pointed to the presence of a social mission and/or moti-
vation to pursue a social purpose, multiple stakeholders linked to the purpose or mis-
sion, and a perspective that opportunity-identification processes may be different when
directed toward social problems. They stated that many entrepreneurial processes
change very little in the presence of antecedents and outcomes that are related to social
context. However, these processes are likely to be challenged by the presence of multi-
ple stakeholders and how autonomy and competitive aggressiveness function in a social
context (Lumpkin et al., 2013, p. 780). This is in line with Zur’s conclusion that “non-
financial performance outcomes have not been addressed enough” and suggests spread-
ing the research across different entrepreneurship contexts (such as social and non-
profit) and adjusting relevant scales and measures (Zur, 2015, p. 22).

Morris, Webb and Franklin (2011) relate non-profit organisations directly to entre-
preneurial orientation, conceptualised in a three-dimensional scale built by Covin and
Slevin (1989). Morris et al. (2011, p. 956) observed that “the meaning of innovativeness,
proactiveness, and risk taking are more complex and multifaceted in the non-profit con-
text”, and they proposed an alternative conceptualisation, with sub-dimensions emerg-
ing for all three dimensions, which are meant to capture the meaning of entrepreneur-
ship and EO more accurately in the non-profit context.

We could find some examples of using EO scales in the non-profit sector. Davis, Ma-
rino, Aaron and Tolbert (2011) explored the differences in entrepreneurial orientation by
profit status. They surveyed 134 nursing home administrators, and they have found that
“there was no significant difference in the EO between non-profits and for-profits, but
that non-profits were significantly more likely to engage in environmental scanning activ-
ities such as gathering information from trade magazines and suppliers and that they
remained abreast of economic and technological trends more than their for-profit coun-
terparts” (Davis et al., 2011, p. 197). Pearce, Fritz and Davis (2009) surveyed 250 religious
congregations using a modified Covin and Slevin (1989) EO scale. They observed that
entrepreneurial orientation is positively associated with organisational performance
(Pearce et al., 2009, p. 219).

DISCUSSION

The results of the literature review suggest that (1) the theory of entrepreneurship offers
different concepts of organisational entrepreneurship, (2) some of these concepts are
operationalised, (3) there were some surveys conducted based on these conceptualisa-
tions, and (4) some attempts to measure the level of entrepreneurial activity in non-
profit organisations were made. Based on these observations, we can assume that it is
possible to measure the level of entrepreneurial activity of non-profit organisations.
However, there are still some questions as well as challenges faced by researchers when
designing the survey on entrepreneurial orientation in the non-profit sector.

The present experience in measuring organisational entrepreneurship suggests using
scales aligned with the concept of entrepreneurial orientation. According to the Covin
and Slevin (1989) measure, EO frames innovativeness, proactiveness, and risk-taking. In
the Hughes and Morgan (2007) scale, competitive aggressiveness and autonomy is also
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included. The statements related to competitive autonomy, as “In general, our business
takes a bold or aggressive approach when competing” or “We try to undo and out-
maneuver the competition as best as we can” (Hughes & Morgan, 2007, p. 659) could be
non-relevant to behaviours of non-profit organisations. These organisations tend to
focus on their social mission and unmet social needs, and they strive to solve some social
problems and maximise social value rather than get a better competitive position and
maximise their financial value. On the other hand, NPOs are more willing to cooperate
with other organisations working with the same target groups, which is not typical in the
case of business enterprises?. If we interpret cooperation as a way of pursuing an oppor-
tunity to satisfy social needs, we can treat it as a specific dimension of social entrepre-
neurship. It leads us to the proposition that, in the case of research comparing for-profit
and non-profit entrepreneurship, the Hughes and Morgan (2007) scale is more adequate,
and it should be expanded to the item or items related to cooperation with other organi-
sations focussed on the same goals. It could be hypothesised that this dimension mostly
distinguishes both types of organisations and entrepreneurship (for-profit and non-
profit).

The next attributes that could differentiate both types of organisation are autonomy
and independency, which are perceived by Lumpkin and Dees (1996, p. 140) as key com-
ponents of entrepreneurial orientation. It could be also expected that social entrepre-
neurs have different attitudes to risk and are led by different motivations to take risk.
These differentiating dimensions require special attention during the design of measures
and analysis of results.

Some suggested changes in the items in the EO scale are presented in Table 1: origi-
nal indicators are presented in column A, while the suggested indicators aligned with
non-profit context are in column B.

Some terminological modifications are required when implementing the scales to
social context; e.g., instead of the term “business”, the term “organisation” can be used.
In the case of tools dedicated to a particular group of organisations, some more changes
could be desirable as done by Pearce, Fritz, and Davis (2009), who used the scale of Cov-
in and Slevin (1989) to survey EO in religious congregations — they asked about “new
ministries and worship services” instead of “new products and services” (Pearce et al.,
2009, p. 219).

Additionally, in the case of comparative research focussed simultaneously on for-
profit and non-profit organisations, it is necessary to decide whether one universal
measuring tool is to be used or many tools adjusted to particular groups of organisations
in parallel. The universal tool could be inadequate for every type of organisation. In the
latter case, all of these tools have to be compatible with each other to enable a compari-
son of results. It could be required to scale the measured dimensions differently in the
case of for-profit and non-profit organisations (Morris et al., 2011, p. 966).

! This does not mean that for-profit enterprises are not able or not willing to cooperate — they do so in many
ways, but there are different motivations and expectations behind such activity, as they focus on economic
goals (e.g., cooperating with one group of enterprises to compete with another).
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Table 1. Examples of indicators of entrepreneurial orientation designed for for-profit and non-
profit organisations

Original content of items Modified content of items
(designed for for-profit organisations) (designed for non-profit organisations)

In general, the leaders of my organisation
favour a strong emphasis on scientific analysis
and predictions, pioneering solutions, and
innovations

In dealing with other organisations, my organ-
isation typically focus on the maximisation of
social value, including cooperation with other
organisations

In general, the leaders and top managers of
my organisation have a strong proclivity for
high-risk projects (with chances of solving the
most difficult social problems)

We always try to take the initiative in every
situation (e.g., against groups of opponents or
sceptics, in projects when working with oth-
ers)

In general, our organisation takes a bold or
aggressive approach in the face of total inabil-
ity

We try to convince other organisation to
cooperate with us or to support our aims as
best as we can

In general, the top managers of my firm fa-
vour a strong emphasis on R&D, technological
leadership, and innovations*

In dealing with its competitors, my firm typi-
cally adopts a very competitive, “undo-the-
competitors” posture*

In general, the top managers of my firm have
a strong proclivity for high-risk projects (with
chances of very high returns)*

We always try to take the initiative in every
situation (e.g., against competitors, in projects
when working with others)**

In general, our business takes a bold or ag-
gressive approach when competing**

We try to undo and out-maneuver the com-
petition as best as we can**

* items from the Covin and Slevin EO scale
** jtems from the Hughes and Morgan EO scale
Source: own elaboration based on (Hughes & Morgan, 2007, p. 659; Covin & Wales, 2012, p. 692).

CONCLUSIONS

Measuring entrepreneurial activity in non-profit organisations is one of the challenges
faced by researchers and practitioners. Literature studies show that there are some
methodologies that enable the measurement of such activities in business organisations.
The entrepreneurial orientation scales (designed originally for for-profit organisations)
can be used in non-profit organisations. However, they require some modification. These
modifications refer especially to those dimensions that differentiate both types of organ-
isation. According to the results of the literature study, these areas include relations with
other organisations as well as the autonomy of the employees and members. Taking into
account the findings above, modifications of some items of the EO scales were suggested
in the paper.

It should be noted that, as entrepreneurship is a multidimensional phenomenon that
occurs in many types of activities, the suggested modifications could be irrelevant to
each organisation. Moreover, the EO scales simplify the phenomenon of entrepreneur-
ship, which may result in skipping or not fully reflecting some attributes of the entrepre-
neurship. Relying on experiences from business organisations may lead to omitting some
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aspects of entrepreneurship that are important within non-profit organisations but not
relevant to business organisations (and not reflected in the original scales). To minimise
these limits, it is necessary to explore the specific characteristics of the surveyed organi-
sations and their environment. Creating new scales dedicated solely for non-profit organ-
isations emerges as an alternative solution. However, such a new scale needs to be sta-
tistically tested, while the existing ones have already been verified. The next limitation is
connected with the geographical context. The analysed literature reflects the character-
istics of entrepreneurial practice in the non-profit sector in the European Union and the
United States. The findings and recommendations might not be applicable to non-profit
organisations operating in other regions. This limitation is connected partly with the
methods applied in the paper, and it could be recommended to extend the scope of
future research to other areas as well as include other research methods to verify the
propositions.

The literature study and (especially) the published results of existing research sug-
gest that it is desirable to support entrepreneurial behaviours in non-profit organisa-
tions. Practical prompts for practitioners are needed; for example, which solutions from
for-profit organisations could be implemented in non-profit ones (and vice-versa) or how
can entrepreneurship in non-profit organisations be supported?

Parallel to developing practical knowledge, the theoretical base should be expanded.
To understand the nature of entrepreneurship as a universal phenomenon existing in
different kinds of activities, it is recommended to conduct comparative studies covering
both social and business organisations. One of the questions to be answered is: In which
dimensions are social and business entrepreneurship similar, and in which ones are they
different? To understand the nature of social entrepreneurship, it is important to com-
pare entrepreneurial behaviours in social enterprises and other types of non-profit or-
ganisation (e.g., charities, associations) and to explore which organisational or legal
forms of non-profit organisations are more eligible for using business activities to
strengthen the achievement of their social goals. Comparing entrepreneurship in non-
profit and for-profit organisations, or traditional non-profits with social enterprises, re-
quires the development of research methodology, including the design of a question-
naire or methods of collecting data.

Taking into account the role of the non-profit sector, researching entrepreneurial
orientation in a social context is reasonable objective, as it could support the future de-
velopment of non-profit organisations and (furthermore) their effectiveness in solving
social problems.
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ABSTRACT
Objective: The paper aims to analyse theoretically and empirically the development
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INTRODUCTION

The European Union (EU) is subject to a rather complicated situation in terms of em-
ployment of young people. This relates to several European countries, especially Greece
and Spain; however, in both Lithuania and Poland, a somewhat difficult situation on the
labour market exists as well. The demographics of unemployment show that a significant
proportion of the unemployed are youths. The EU suggests and promotes numerous
instruments aimed at reducing the level of unemployment amongst young people. One
of these instruments is the development of entrepreneurial skills and abilities among
young people and subsequently attracting those young people to business in order to
bring the ideas they have to fruition. Numerous examples of ‘good practice’ might be
found in other EU countries — therefore it is of vital importance to use those examples
appropriately in EU countries.

The analysis is focused on the situation in Poland and Lithuania in terms of solving
economic and social problems through the involvement of young people in entrepre-
neurship; especially social enterprises. Prior research in the field covers many spheres
and viewpoints researching social entrepreneurship. Thomson (2002), Drayton (2002),
Korosec and Berman (2006), Peredo and McLean (2008) defined characteristics of social
entrepreneurs. Mair and Marti (2006) analysed different combinations of resources im-
plementing social activity, Hausner (2008) was analysing the role of social entrepreneur-
ship, Zahra, Gedajlovic, Neubam and Shulman (2009) analysed the concept of social en-
trepreneurship, including entrepreneurial opportunities, Doherty, Haugh and Lyon
(2014) analysed social value creation peculiarities. In the context of this paper, other
analysed research works might be grouped as analysing some special issue of entrepre-
neurship as entrepreneurial opportunities. Casson (1982), Shane and Venkataraman
(2000), Shane (2003), Ardichvili, Cardozo and Sourav (2003), Davidsson and Honig (2003),
Audretsch and Acs (2003), Dutta and Crossan (2005), Shepherd and DeTienne (2005),
Dimov (2007), Aldrich and Martinez (2007), Plummer, Haynie and Godesiabois (2007),
Davidson (2008), Smith, Matthews and Schenkel (2009), Ucbasaran, Westhead and
Wright (2009), De Jong (2009), Short, Ketchen, Shook and Ireland (2010), Fuentes et al.
(2010), Soderqvist (2011), Dahlqgvist, Wiklund (2012). Jesensky (2013) analysed different
aspects of entrepreneurial opportunities possibly actual in social enterprises creation.
Despite analysed research, the research fulfilled in this article focuses on less analysed
field as authors trying to develop social entrepreneurship creation possibilities through
accepting entrepreneurial skills and abilities as entrepreneurial opportunity especially for
young people involvement in social enterprises creation.

The scientific problem of the article pertains to the question of how to improve the
environment for entrepreneurial development in Poland and Lithuania, and attract
young people to business in order to exploit entrepreneurial opportunities for creating
social enterprises. The subject of the research is social entrepreneurship, based on the
support of social entrepreneurship through the education and teaching of appropriate
skills and abilities at university as entrepreneurial opportunity. The research aim is to
analyse theoretically and empirically the development of social entrepreneurship in
Poland and Lithuania, emphasizing the development of appropriate skills and abilities
gained at university as entrepreneurial opportunity. The research tasks are:
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1. To analyse entrepreneurial opportunities of social entrepreneurship development
focusing on entrepreneurial skills and abilities;

2. To evaluate the potential and situation of social entrepreneurship development,
especially in the case of social enterprises in Poland;

3. To present comparative analysis of pilot empirical research into entrepreneurial skills
and abilities gained at university as entrepreneurial opportunity in Lithuania and Po-
land;

4. To provide recommendations and suggestions on how to engage young people in
entrepreneurship, especially social enterprises, integrating the education process in
the overall support system for entrepreneurship in Poland and Lithuania.

The first part of the article is devoted to presenting the essential issues related to
the analysed object from theoretical viewpoint: the concept of social entrepreneurship
and its dimensions are presented; entrepreneurial skills and abilities are analysed as
entrepreneurial opportunity for deeper analysis of social entrepreneurship involving
young people. Second part of the article presents the methodological assumptions ap-
plied to empirical research. Third part presents the results and discussion of situation
analysis in Poland and pilot empirical research results about fostering and developing
entrepreneurial skills and abilities at university for developing social entrepreneurship in
Lithuania and Poland. In the end, some conclusions and recommendations are provided.

LITERATURE REVIEW

Entrepreneurship itself is analysed in a vast number of different scientific publications.
Different angles of analysis are chosen and various aspects have been researched. In the
framework of the scientific problem raised in this article, it is most important to review
and analyse the scientific works on the concept of social entrepreneurship and entrepre-
neurial opportunities and the exploitation thereof, paying attention to the place of en-
trepreneurial skills and abilities in this context.

Concept of Social Entrepreneurship

In recent decades, entrepreneurship research has focused on social value, influence on
and interaction with society and has been preconditioned to the foundations of social
entrepreneurship and analysis. Zahra et al. (2009), in summarising various assumptions
on social entrepreneurship, state that social entrepreneurship encompasses the activi-
ties and processes undertaken to discover, define, and exploit opportunities in order to
enhance social wealth by creating new ventures or managing existing organisations in an
innovative manner. A social entrepreneur simply might be someone who organises
and/or operates a venture or corporation, which fulfils social goals (Peredo & MclLean,
2006).

The role of communities is especially stressed in the context of social entrepreneur-
ship. Korosec and Berman (2006) define social entrepreneurs as individuals or private
organisations that take the initiative to identify and address important social problems in
their communities. According to Thompson (2002), social entrepreneurs are also said to
possess the qualities and behaviours generally associated with business entrepreneurs,
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but they operate in communities and are more concerned with caring and helping than
with making money. The approach of social entrepreneurship unites business and com-
munities, and the essence of it relies upon the coherence of business and society. The
term ‘social enterprise’ links two main attributes: ‘entrepreneurship’ and ‘community’.
The first means that it relates to the organisation, which conducts business that is asso-
ciated with the economic risk and verification of the effects of this economic activity. In
turn, the second attribute, i.e. ‘community’, indicates on the one hand the basic re-
sources that are used by the company (based on social capital, shaped within a particular
community), and, on the other hand, its mission (the activity of the company is focused
on social integration within the local community and its main aim is to prevent social
exclusion through professional elicitation and activity) (Hausner, 2008, p. 10).

The other important aspect in any discussion of social entrepreneurship relies upon
the allocation of resources, which leads to the creation of new enterprises. Mair and
Marti (2006) perceive social entrepreneurship as a process of creating value by combin-
ing resources in new ways. Secondly, these resource combinations are intended primarily
to explore and exploit opportunities to create social value by stimulating social change or
meeting social needs. Third, researchers viewing social entrepreneurship as a process
emphasise that it involves offering services and products, but can also refer to the crea-
tion of new organisations. The authors argue that the profit motive of entrepreneurship
can be a partial motive for social entrepreneurship as it might be presumed that the
motives for social entrepreneurship can be, for example, personal satisfaction or fulfil-
ment. It is also said that entrepreneurship in the business sector also has a social aspect.
Drayton (2002) emphasises the strong ethical fibre of the entrepreneur. Societal focus
appears strongly related to the character of entrepreneurs, as such; people are frequent-
ly very active in society because of the nature of their behaviour and character features,
as well as the skills and abilities, which the social entrepreneur possesses.

The dual mission — financial and social sustainability — of social enterprises shapes
the processes of opportunity recognition and exploitation in that value capture is tied,
either directly or indirectly, to social value creation (Doherty et al., 2014). Such a hybrid
nature of social enterprises increases the complexity of management processes. In these
enterprises, the activities of different partnerships are involved as well (Thompson, 2002;
Doherty et al., 2014).

Two distinct types of problems are frequently solved by social enterprises. The first
one is financing problems, which are related to the social mission of such enterprises and
without any defined profit because of their activity. Social enterprises lack support from
traditional financing institutions. Therefore, the demand for special financing instru-
ments remains in this sector.

The other group of problems inherent in social enterprises is related to human re-
source management. Social enterprises suffer shortages in terms of the skilled labour
force, sometimes due to financial problems, sometimes perhaps related to the specific
activity of social enterprises. Attracting volunteers and minor groups is a specific issue
with different managerial aspects. Work with minor groups’ demands managerial capa-
bilities and the skills effectively solve various situations and concerns arising from casual
activity. Voluntary work has its own issues based on, for example, unpredictable re-
sources in the appropriate moment, the motivation of the work force, the amount of
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free time allocated to different tasks, and so on. However, it should be taken into con-
sideration that volunteers in most cases are young people, especially students. That
could become a precondition for the involvement of young people in creating social
enterprises. They are often full of entrepreneurial ideas and need to see entrepreneurial
opportunities and exploit them.

Entrepreneurial Opportunities for Social Enterprise Creation:
Focus on Entrepreneurial Skills and Abilities Gained at University

Without an opportunity, there is no entrepreneurship (Jesensky, 2013). Shane and Ven-
kataraman (2000) state that to have entrepreneurship, we must first have entrepreneur-
ial opportunities. A potential entrepreneur can be creative and hardworking, but without
an opportunity, entrepreneurial activities cannot take place (Short et al., 2010). Accord-
ing to this, social entrepreneurship without entrepreneurial opportunity cannot take
place.

Entrepreneurship involves the nexus of entrepreneurial opportunities and enterpris-
ing individuals. This nexus indicates that opportunities are an important part of the en-
trepreneurial process (Shane, 2003). Opportunity is a central concept within the field of
social entrepreneurship. Understanding entrepreneurial opportunities is important be-
cause the characteristics of an opportunity influence the entrepreneurial process (Shane,
2003).

Following Casson (1982), Shane and Venkataraman (2000), Eckhardt and Shane
(2003) defined entrepreneurial opportunities as situations in which new goods, services,
raw materials, markets and organising methods can be introduced through the for-
mation of new means, ends, or means-ends relationships.

An entrepreneurial opportunity is more accurately described as an opportunity to
engage in entrepreneurial action, in which entrepreneurial denotes a sub-class of some
broader category of human action, which is motivated by profit. The adjective ‘entrepre-
neurial’ is used to qualify the manner by which this profit is sought — i.e. through the
introduction of new goods or services (Companys & McMullen, 2007).

Entrepreneurial opportunities can be represented as a stream of continuously de-
veloped ideas, driven and shaped by one’s social interaction, creative insights, and action
at each stage of entrepreneurship (Dimov, 2007).

Entrepreneurial opportunities consist of a set of ideas, beliefs and actions that ena-
ble the creation of future goods and services in the absence of current markets for them
(Shane & Venkataraman, 2000). Entrepreneurial opportunity consists of new idea/s or
invention/s that may or may not lead to the achievement of one or more economic ends
that become possible through ideas or inventions; beliefs pertaining to factors favoura-
ble to the achievement of those possible valuable ends; and actions that generate and
implement those ends through specific economic artefacts (the artefacts may be goods
such as products and services and/or entitles such as firms and markets, and/or institu-
tions such as standards and norms) (Audretsch & Acs, 2003).

Shane and Venkataraman (2000) have argued that entrepreneurial opportunities are
“objective phenomena”, existing in time and space even though they may not be known
to all people at all times (Companys & McMullen, 2007). Holcombe (2003) opined that
the information needed to seize some entrepreneurial opportunities comes from sources
available in principle to everyone, although recognising that information that a person
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acquires constitutes an entrepreneurial opportunity may also require some specific
knowledge of time and place. The duration of any opportunity depends on a variety of
factors — such as patent rights, information diffusion, or the inability of others to imitate
(Shane & Venkataraman, 2000).

Social enterprises have to pay attention to three valuable ways of categorising op-
portunities: by the locus of changes that generate the opportunity; by the source of the
opportunities themselves; and by the initiator of the change (Eckhardt & Shane, 2003).

Schumpteter (1934) suggested in brief detail five different loci of these changes:
those that stem from the creation of new products or services, those that stem from the
discovery of new geographical markets, those that emerge from the creation or discov-
ery of new raw materials, those that emerge from new methods of production, and
those that are generated from new ways of organising.

Prior research suggests four important ways of categorising opportunities by
sources. The first involves considering differences between opportunities that result
from asymmetries in existing information between market participants and opportuni-
ties that result from exogenous shocks of new information. The second comparison lies
between supply- and demand-side opportunities. The third differentiates between
productivity-enhancing and rent-seeking opportunities, and the fourth lies in identifying
the catalysts of change that generate the opportunities.

The final dimension by which opportunities have been classified is by the actor that
initiates the change. Different types of entities initiate the changes that result in entre-
preneurial opportunities, and the type of initiator is likely to influence the process of
discovery as well as the value and duration of the opportunities. Among the different
types of actors that researchers have identified are non-commercial entities, such as
governments or universities; existing commercial entities in an industry, such as incum-
bents and their suppliers and customers; and new commercial entities in an industry
such as independent entrepreneurs and diversifying entrants (Eckhard & Shane, 2003).

To sum up, an entrepreneurial opportunity could arise from the locus of the change,
the source of the opportunities themselves and the initiator of the change. As claimed by
Fuentes, Arroyo and Perez (2010), if opportunities exist, why are they not exploited? The
answer is clear: the process of identifying and subsequently exploiting opportunities is
complex and involves some “discovery costs” (Casson & Wadeson, 2007).

Entrepreneurial opportunity exploitation is part of the entrepreneurial process. Ac-
cording to Davidson (2008), the exploitation process is defined in terms of entrepreneur-
ial actions or behaviours, such as resource acquisition and coordination and market mak-
ing, networking, and business planning, which are aimed at the fulfilment of a venture
concept. Exploitation is associated with the full-scale operation, which requires the full
commitment of the new venture's resources in building efficient production and business
systems (Choi & Shepherd, 2004).

Entrepreneurial opportunity exploitation is explained by the ability to execute a new
venture, which is driven by motivation, the ability to mobilise resources and control the
new organisation (Aldrich & Martinez, 2007; Dahlqgvist & Wiklund, 2012). Social enter-
prises could be one of the results of entrepreneurial opportunity exploitation.

Zahra, Korri and Yu (2005) emphasise that only during the process of exploiting an
opportunity is the opportunity actually created (Soderqgvist, 2011). Opportunities are
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usually exploited only when human beings decide to act (De Jong, 2009). As claimed by
Zahra et al. (2005), the exploitation of opportunities always involves uncertainty and risk
(Soderqvist, 2011). Opportunity exploitation also correlates with individuals' attitude and
perceived subjective norms towards the opportunity, and perceived behavioural control
in order to successful implementation of opportunity (De Jong, 2009). Moreover, suc-
cessful opportunity exploitation depends on opportunity characteristics, the environ-
ment, and the entrepreneur’s individual motives (Plummer et al., 2007).

An entrepreneur starting a venture is strongly attached to the opportunity and tends
to avoid any exit from the venture process. Rather, when an opportunity seems unviable
(perhaps because a competitor has moved faster on it) entrepreneurs are likely to modi-
fy it or move onto a new, but related, opportunity (Choi, Levesque & Shepherd, 2008).

Shane and Venkataraman (2000) state that the exploitation decision is influenced by
both the nature of the opportunity and by individual differences. The former refers to
aspects such as the expected return provided by the opportunity, the costs involved, its
lifespan as well as the level of demand. The later implies that there are also differences
between people regarding how much risk they are willing to take.

As Ardichvili et al. (2003) argue, the most important factors that influence the
recognition and exploitation of opportunities are the entrepreneur’s alertness to such
opportunities, asymmetrical information and prior knowledge, social networks, the per-
sonality traits of the entrepreneur and the nature of the opportunity itself. Roure, Gon-
zélez, Nieto, Garcia and Solis (2007) find that the number of new firms depends on the
externalities of knowledge of a region and the entrepreneur’s possession of abilities and
knowledge.

There are three main determinants influencing entrepreneurial opportunity exploita-
tion: prior knowledge, personal traits and social networks (Shane, 2003). The role of prior
knowledge and learning in the identification and exploitation of entrepreneurial oppor-
tunities has received consistent attention in the literature (Dutta & Crossan, 2005;
Dimov, 2007; Smith et al., 2009; Ucbasaran et al., 2009).

Prior knowledge comes from various sources: education, personal history, and work
experience, advice from experts, imitation and copying (Davidsson & Honig, 2003; Shep-
herd & DeTienne, 2005). Different external sources of prior knowledge can help social
enterprises recognise and exploit different types of opportunities.

Choi and Shepherd (2004), in analysing the major dimensions of prior knowledge,
suggest that entrepreneurs are more likely to exploit opportunities when they have more
knowledge of customer demands for new products, or they have more fully developed
the necessary technologies or greater managerial capability (Fuentes et al., 2010). Ac-
cording to von Hippel (1994), people tend to notice information that is related to infor-
mation they already know. Shane (2000) postulated that entrepreneurs would discover
opportunities because prior knowledge triggers recognition of the value of the new in-
formation. Drawing on the Austrian economics argument that entrepreneurship exists
because of information asymmetry between different actors (Hayek, 1945), Shane main-
tains that any given entrepreneur will discover only those opportunities related to his or
her prior knowledge. To sum up, prior knowledge has an important role in the exploita-
tion of entrepreneurial opportunities. It triggers the creation of social enterprises. Social
entrepreneurs are more successful if they have sufficient prior knowledge. It can be
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presumed that entrepreneurial skills and abilities might be entrepreneurial opportunity
as well as raise itself entrepreneurial opportunities.

In summary, without an entrepreneurial opportunity, there is no social entrepre-
neurship, and only during the process of exploiting an opportunity is that the opportuni-
ty is actually created. An entrepreneurial opportunity could arise from the locus of the
change, the source of the opportunities themselves and the initiator of the change. The
main determinants influencing entrepreneurial opportunity exploitation are prior
knowledge, personal traits and social networks. All of these determinants have an impact
on the success of a social enterprise. Prior knowledge enables young social entrepre-
neurs to exploit entrepreneurial opportunities. The source of this prior knowledge could
successfully augment education gained at university, providing appropriate entrepre-
neurial skills and abilities for young social entrepreneurs.

The contribution to the research area of social entrepreneurship development
through entrepreneurial skills and abilities development at university as entrepreneurial
opportunity is not researched enough and the linking these two-research objects pre-
sumably might lead to improvement of social entrepreneurship implementation. Social
entrepreneurship research especially in Poland and Lithuania is lacking, as the object is
rather new for analysis worldwide and especially in these countries. Especially practical
implementation questions are discussed quite fragmentally and lack deeper analysis.
Scientific discussion on social entrepreneurship mostly takes place on a conceptual level:
what it is, what functions are fulfilled by phenomena, what benefit is created by imple-
menting it. This paper seeks to make a contribution to the theory combining theoretical
and empirical research to entrepreneurial skills and abilities as entrepreneurial opportu-
nities preconditioning social enterprises creation.

MATERIAL AND METHODS

The empirical part of the article is based on situation analysis, document analysis and
pilot target survey analysis. There are two main aims of our study: 1) the empirical re-
search aim is to evaluate the potential of social entrepreneurship development, with an
emphasis on Poland, and 2) to present the analysis of empirical research on entrepre-
neurial skills and abilities gained at university (entrepreneurial opportunity) in Lithuania
and Poland. Both the situation and document analysis are designed to analyse the poten-
tial and development of social entrepreneurship in Poland, focusing attention on social
enterprises and youth involvement in this activity. The analysis is focused on the eco-
nomic, political, legal and social environments. Emphasis is placed on the education sys-
tem as an entrepreneurial opportunity for social entrepreneurs. Qualitative research as
empirical research method is selected as mostly appropriate.

The pilot target survey analysis is fulfilled in target groups of students (Kaunas Uni-
versity of Technology, Master students, Study programme — International Business,
n =20, year 2013, 2014; called Group A in the Results section). Target group B is students
of Polish Dabrowa Gornicza University, studying International communication (n =22,
year 2016). This target survey is kept as pilotage one (authors wanted to analyse the
approach of young students from two neighbouring countries to the issue of entrepre-
neurship). The results obtained could be then further developed on larger samples.
Therefore, authors decided to choose two relatively small groups of students consisting
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of ca. 20 people especially for confirmation of necessity of such research and further
improvement of questionnaire as an instrument for research as well as such sample
selection was based on such assumptions as:

— Lithuanian students’ group was listener of special Entrepreneurship course;
— Polish students’ group was non-listeners of any special course of Entrepreneurship.

Such differences allow comparing in general very different groups and making as-
sumptions based on similarities and distinctions in both target groups as empirical re-
search object. It should be stressed that this research is unique in its construct and ful-
filled in Lithuania and Poland without existing similar research results. The research is
not focusing on the education of entrepreneurial skills and abilities, its techniques or
methods. The research is focuses on entrepreneurial opportunity creation through
teaching social entrepreneurship at universities, colleges or even schools for inspiring
young people for becoming social entrepreneurs.

Lithuanian Target group A students were participants in the teaching course ‘Entre-
preneurship and good practice examples of SMEs’. The questions in the survey were
similar for all target groups:

1. Have you ever attended a course on entrepreneurship? If yes, name the course.

2. What is your opinion about the background of entrepreneurs: are entrepreneurs
born or can they be made?

3. Which features of character do you think are most important in terms of entrepre-
neurial activity? How might these features be developed during tertiary study?

4. What entrepreneurial skills and abilities might be developed during tertiary study?

5. What conditions or/and measures could strengthen entrepreneurial potential at
university?

6. To what extent is the analysis of best practice or good practice important to the
development of entrepreneurial spirit?

7. What new methods or measures could be appropriate for the development of en-
trepreneurial skills and abilities at university? Should some special attention be paid
to an understanding of social entrepreneurship?

8. How important is the complex learning and education process of entrepreneurial
skills and abilities when it is undertaken at the primary, secondary and tertiary stag-
es of education respectively?

9. What is the most important factor in successful entrepreneurial education and the
implementation of entrepreneurial ideas in practice?

10. Social entrepreneurship, social entrepreneurs, social enterprises, and social innova-
tion are priorities in the developing economy in Lithuania and throughout the EU.
Have you heard of them and would you be interested in finding out more about the
management of social enterprises during your studies?

The interpretation of results is presented in the next section. The results are also
compared to those of another target survey undertaken at X University in EU where the
respondents were representatives of international students (n =11, year 2015; target
group called Group C) participating in the ‘European civilisation history and culture’
course and studying the Bachelor programme of Business Management. The selection of
the group was based on their internationalization, seeking to make an advanced compar-
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ison of different study experiences. It must be stressed that this Group C does not repre-
sent any particular country results (not Poland nor Lithuania). In analysing the results of
this focus group (international students at X University), it became apparent that just one
respondent was involved in the entrepreneurship course in reality, meaning that this
target group is rather different from the previous one Target group A. The questions
were the same as those mentioned above and used to target group A, B, and C.

RESULTS

Social Entrepreneurship in Poland: Situation Analysis
Social Entrepreneurship in Poland: a Historical Approach

Nowadays in Poland, there is a depth of discussion on social entrepreneurship taking
place. Among numerous publications, several studies are worth mentioning. A study by
Hausner (2008) provides a comprehensive scientific analysis on the conditions for the
establishment and activities of social enterprises in Poland (the genesis and specificity of
social enterprises, their institutional fixation and the related regulations, as well as Polish
and international good practices concerning the establishment and activities of social
enterprises). Both areas of activity of enterprises and their financial structure have been
described in detail. In turn, Ciepielewska-Kowalik (2013, 2015) raised different topics in
her studies, which were mostly concentrated on trends and challenges for social enter-
prises in Poland, models of social enterprises, and the institutional and historical context
of social enterprises in the country. Les (2004) as well as Le$ and Ciepielewska-Kowalik
(2014) focuses her deliberations on cooperatives, as well as trends, challenges and ob-
stacles in the social economy sector. Finally, Kurleto (2013) analyses the possibility of the
application of American solutions in the sphere of social entrepreneurship in Poland.

Generally, it is necessary to state that social enterprise organisations in Poland have
strong and complicated traditions, dating back to long before the Second World War
(Ciepielewska-Kowalik, Pielinski, Starnawska & Szymarnska, 2015; Herbst, 2008). In some
cases (e.g. cooperatives), they even appeared before the beginning of the nineteenth
century, since when they have undergone turbulent periods of change. Three basic his-
torical periods of the development thereof may be distinguished (Ciepielewska-Kowalik
etal., 2015):

— the period prior to the Second World War (the first period),
— the period during Communist rule, i.e. between 1945 and 1989 (the second period),
— the transition period, after 1989 (the third period).

There were significant differences between the particular sub-periods regarding the
perception of social enterprises as well as actions taken. There were also some similari-
ties, especially between the first and second period. The real re-interest in the concept of
the social economy as an instrument of social policy increased substantially during the
third period, and especially after accession to the EU (Kurleto, 2013; Greblikaite, Sroka
& Grants, 2015).

Despite these facts, it is necessary to mention that no comprehensive research has
been conducted in Poland to measure the nationwide development of social entrepre-
neurship. The available analyses relate to selected aspects of the phenomenon or a par-
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ticular region, case studies and reports on programmes oriented towards the develop-
ment of social entrepreneurship (Kusa, 2012), and despite growing interest in social
entrepreneurship among scholars over the last two decades, the literature on social
entrepreneurship still remains diffuse and fragmented (Austen-Tynda, 2008).

Social Enterprises in Poland: Selected Data and Key Factors of Development

There is no official data on the number of social enterprises in Poland. One estimates
that in 2012 there were around 5200 entities in Poland, which could be classified as so-
cial enterprises by applying the EU Operational Programmes, employing around 70 000
people. This represents around 0.3% of all registered and active enterprises (including
sole trader ships) and around 0.4% of the total employment in the economy (European
Commission, 2014). Social enterprises play an important role in work integration activi-
ties for groups endangered by social exclusion, which specifically affects the long-term
unemployed, homeless, addicts and the isolated (Kozuch & Zukovskis, 2014). They also
provide a wide variety of services of general economic interest such as education, social
care services, as well as other specialised services.

Given the data presented, the Polish Government promotes social entrepreneurship.
Therefore, a National Programme for Social Economy Development (KPRES) was imple-
mented and now has the status of an official government document. It is the first com-
prehensive legal act that fully recognises the social economy in Poland, and determines
the key directions of public support for the social economy. This act defines the activi-
ties, which should be undertaken by the Polish public authorities to strengthen the sec-
tor of the social economy. As a result, the position of the social economy has been given
new developmental opportunities. According to the KPRES Programme, organisations of
the social economy are to have several major goals, such as to integrate the socially
excluded (or those threatened by social exclusion), to create workplaces, to provide
welfare services, and to support local development. It should also contribute significantly
to employment growth, social coherence, and the development of social capital.

The growth of social enterprises in Poland does not necessarily mean that there is no
need to support them. On the contrary, there are several forms of support for social
enterprises, which were indicated by the representatives of this sector. The most im-
portant include direct subsidies, as well as preferential loans and credits. On the other
hand, the European Commission (2014) claims that there are no specialist investors or
intermediaries investing in or offering financial products to social enterprises in Poland.
In theory, social enterprises may borrow on the same terms as mainstream enterprises,
albeit in practice, demand for financing appears very limited and access is limited. Grant
funding is available to social economy entities from structural funds programmes.

There are also a limited number of financial instruments specifically aimed at social
economy entities including social enterprises. They include two commercial loan funds:

— The Polish-American Community Assistance Fund (PAFPIO) financing non-
governmental organisations,
— TISE financing all social economy entities.
In addition, one can find examples of small local initiatives such as microloan and

guarantee funds and social venture capital funds that are piloted from time to time.
Another example could be certain regional funds, such as the Fund for Social Economy in
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Matopolska (Matopolski Fundusz Ekonomii Spotecznej), which was established in 2009 by
private and public entities and specialises in the provision of credit guarantees for social
enterprises. To date it has provided 103 guarantees and small loans totalling 1.2 million
EUR, contributing to the creation of 32 social cooperatives and 35 microenterprises
(European Commission, 2014).

When speaking on other forms of support of social entrepreneurship in Poland, one
may mention access to free information and advice services, a wider promotional range,
as well as the use of guarantee funds and credit guarantee funds. These, however, arere-
garded as the least important form of support (Hausner, 2008). Fortunately, there are
some positives in this regard. For example, as was stated by Starnawska (2011), the pro-
motion of social enterprise and social entrepreneurship has been undertaken by several
initiatives. One of them is a national competition for Social Enterprise of the Year, intro-
duced in 2011 by the Foundation of Social and Economic Initiatives (FISE). Another such
initiative is the world-renowned program by Ashoka Foundation that has been identify-
ing its fellows in Poland since 1995. An additional initiative, which promotes social enter-
prise, comes from other international programmes, such as NESsT and the JPMorgan
Chase Foundation, which have announced the first awards for the best business plan
from a social enterprise in 2014. Generally, it is necessary to state that although these
initiatives and programs are varied in their scope and aims, they contribute to the pro-
motion of social enterprise and the development of social entrepreneurship in Poland.

Barriers to the Growth of Social Entrepreneurship in Poland

Despite the dynamic growth of social enterprises, there are a number of barriers to their
development, which include the accumulation of negative, social and economic features
in rural and underdeveloped areas, lack of trust in the initiatives undertaken by social
enterprises, the low level of activity of local communities, lack of social trust in partner-
ship-building skills and collaboration in achieving common objectives and lack of cooper-
ation between social enterprises (Greblikaite et al., 2015). A large group of representa-
tives of social enterprises surveyed were also of the opinion that it is easier to find an
employee or customer by concealing the social nature of the business.

A very important factor in weakening the position of the social enterprises operating
in the market is to treat them under the law as non-governmental sector entities. The
result of this treatment is the existence of a kind of social enterprise discrimination when
compared to commercial entities. This type of discrimination is particularly evident in
access to preferential training and raising funds for investment. Furthermore, these
companies are not recognised by law as non-governmental organisations, and cannot
obtain financial funds in a similar manner.

Despite the problems mentioned, it is possible to surmise that the development of
social entrepreneurship should be expected to continue, driven by both demand and the
capacity of social entrepreneurship to meet this demand. Despite systematic progress in
all areas of life, social needs, exclusion or stratification continue apace. Societies have
limited public resources to tackle social problems. On the other hand, increasing num-
bers of individuals have the capabilities (including time and skills) to join the process of
finding solutions to social problems. The standards of enterprise knowledge and skills are
rising and can be taken advantage of to solve problems of a social nature (Kusa, 2012).
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The Role of the Educational System in Poland

The education system plays an important role in shaping and developing social entrepre-
neurship in Poland. It is said that the only effective method of teaching social entrepre-
neurship is learning it in practice and drawing upon good examples of successfully pros-
pering social enterprises. Despite this fact, the vast majority of experts claim that the
Polish education system currently plays no significant role in developing the idea of so-
cial entrepreneurship. Generally, too little attention is paid to education and shaping
a positive attitude towards social economy, social commitment and responsibility. Unfor-
tunately, the Polish education system tends to focus on test scores and the race towards
better work, and universities in Poland prepare students by providing general knowledge
(Praszkier, Zabtocka-Bursa & Jozwik, 2014, pp. 24-25). Meanwhile, students should al-
ready gain work experience during their studies, and should learn how to establish rela-
tionships, participate in building a variety of initiatives, as well as participate in foreign
internships. Practical issues are extremely important in education but unfortunately
completely neglected at this point. Polish employers have also empirically confirmed this
thesis.

Although the Polish education system has introduced a subject called “Entrepre-
neurship” in secondary and high schools, there are no qualified teachers who could teach
it. Therefore, “Entrepreneurship” is usually taught by a teacher of another subject and
treated by the students, as well as their parents, as “something unnecessary” or “a sub-
ject which can improve your general average grade”. The entrepreneurship classes lack
any element of practical experience and there is no place for any innovation.

Despite this rather “dark” picture of the role of the educational system in entrepre-
neurship, there are, however, some positive factors. As an example, the Polish Ministry
of Education and Sport has attempted to introduce 25 interesting and innovative pro-
jects aimed at instruction of the Entrepreneurship subject by providing numerous grants
for the creation of innovative curricula and the pilot implementation of these programs
(Praszkier et al., 2014, pp. 24-26). An average student should learn that entrepreneurship
is a certain activity, a way of thinking about and treating problems. It is also crucial to
sensitise students to the common good, to educate young citizens to develop their social
skills and empathy. Furthermore, it is important to present students the idea of commu-
nity and to familiarise them with the local environment.

However, in order to teach well, a society and its rulers should learn at the beginning
what social entrepreneurship really is and apply it to the education system thereafter.
Schools, at every level of education, should teach both the theory and practice of social
entrepreneurship, and should distinguish and teach what social entrepreneurship, social
entrepreneurs and social enterprises are. It requires a whole new generation of initiators
and those who can prove it to be possible (Praszkier et al., 2014, p. 26).

The situational analysis revealed that social entrepreneurship is quite slowly devel-
oping in Poland. Additional attention is needed in all levels for further improvement of
situation. Special attitude should be put on young people as potential for creating social
enterprises. Entrepreneurial skills and abilities gained and/ or developed at university
might be effective entrepreneurial opportunity created for starting social business. Em-
pirical research seeks to emphasize the importance of such an opportunity.
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Development of Entrepreneurial Skills and Abilities at University as Entrepreneurial
Opportunity for Young Lithuanian and Polish Social Entrepreneurs

When researching the opinion of Lithuanian students on entrepreneurship, the devel-
opment and improvement of skills and abilities, it becomes obvious that students agree
that the teaching process can reinforce the desire and opportunity to become entrepre-
neurs. According to the opinions of the student target group A (Lithuanian students), the
main characteristics such as confidence, risk-taking, courage, creativity, seeking adven-
ture, opportunity creation, leadership, flexibility, originality, innovativeness, spontaneity,
communicativeness, capability of decision-making, competitiveness, and persistence
might be enforced in the study process. The means to the development of such charac-
teristics could be situation and case study analysis, discussions, teamwork, model crea-
tion and decision-making, listening to success stories, as well as various improvisations.

Analysing the results of target group B (Polish students) it should be mentioned that
just three of students were attending the course of entrepreneurship. None of them
declared of some knowledge about social entrepreneurship. As potential measures for
raising young entrepreneurs respondents emphasized the important role of practical
examples, features of character such as imagination, adaptiveness were mentioned.

As the most important features of character for entrepreneurial activity, the re-
spondents from target group C indicated: open-mindedness, social ability, management
skills, financial and economic knowledge, creativity, responsibility, reliability, leadership,
communication skills, languages, self-confidence, risk-taking, positivity, and flexibility.
These characteristics could be supported at university by special courses, as well as sci-
entific literature on entrepreneurship.

During the study process, certain entrepreneurial skills and abilities might be intro-
duced and developed as well. According to group A, analytical thinking, adaptiveness to
innovation, grounded decision-making, situation and environmental analysis, knowledge
of new technologies, organisational skills, communication skills, creativity, responsibility,
teamwork, and effective knowledge management might be introduced and/ or devel-
oped during tertiary study. For personal features development at university becoming
entrepreneur target group B students named knowledge gained at university and team-
work as potential measures.

The most effective measures at university for impetus in creating young entrepre-
neurs might be: analysis of examples of success; cooperation between the science and
business sectors; teamwork; encouragement of competition; generation of ideas; meet-
ing real entrepreneurs; work experience at entrepreneurial enterprises; and innovative
projects. In turn, the respondents from group C indicated management skills, strategic
and marketing skills, accounting, organisational skills, communication skills, teamwork,
leadership, negotiation skills, analytical thinking, forecasting, networking, flexibility, and
encouragement to “free thinking” as entrepreneurial skills and abilities which might be
developed during tertiary study.

The most important conditions and/or measures for strengthening entrepreneurial
potential at university were given as lectures from current entrepreneurs, practical ex-
amples, internships, and project-based activity. As potential measures how to develop
entrepreneurial skills and abilities at university target group B students emphasized the
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importance of time management, creativity development and internships provided by

university.

In terms of the most important factors for raising and developing young entrepre-
neurs, respondents from target group A emphasised such factors as a systematic ap-
proach to raising entrepreneurs from primary education and high schools, and later at
college and university; real stories of successful entrepreneurs in Lithuania; cooperation
between business and university;, entrepreneurs’ involvement in the study process, and
interdisciplinary education. Such measures might help develop social entrepreneurs as
well, given the emphasis on social value. Young people are interested in social activity,
which might be the first step towards social enterprise creation. Interdisciplinary study
programmes have started to be implemented in Lithuania, which may be classed as one
of the entrepreneurial opportunities for developing social entrepreneurs. These results

are compared in Table 1.

Table 1. Development of entrepreneurial skills and abilities at university

Group A

Group B

Group C

Measures of personal entrepreneurial features development

Comment

- situation and case analysis;

- discussions, teamwork;

- model creation and decision
making; listening to success sto-
ries;

- various improvisations.

- teamwork;
- appropriate
knowledge gaining.

- special courses;

- scientific literature
on entrepreneur-
ship.

Lithuanian students,
after completing the
entrepreneurship
course, enumerated
further measures on
how to develop
entrepreneurial
features at universi-
ty.

Measures of ways to develop entrepreneurial skill and abilities at university

- analysis of examples of success;

- cooperation between science
and business sectors;

- teamwork;

- encouragement of competition;

- generation of ideas;

- tight schedule with
additional activi-
ties;

- creativity devel-

- lectures from
current entrepre-
neurs;

- practical examples;

- internships;

Group A and Group
C had a similar
attitude to the
question; it means
that they proposed
measures in the
same manner.

- systematic approach to raising
entrepreneurs from primary edu-
cation and high schools, and later
at college and university;

- real stories of successful entre-
preneurs in Lithuania;

- cooperation between business
and university;

- entrepreneurs’ involvement in
the study process;

- interdisciplinary education.

- involving real
entrepreneurs in
education process;

- strong character
development;

- practice;

- imagination;

- adaptiveness.

- managerial skills;

- simulations;

- traineeships;

- good ideas;

- planning;

- teamwork;

- decision making; -
critical thinking.

- meeting real entrepreneurs; opment; . Group B showed the
. . ) - project-based
- work experience at entrepre- - internships. activit lack of comprehen-
neurial enterprises; ¥ sion on deeper
- innovative projects. suggestions.
Measures for raising and developing young entrepreneurs

Group B and C (non-
students of the
special course)
mostly were focused
on character and
managerial skills
development and
did not demonstrate
a complex view of
the problem.

Source: own study.
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The students’ research disclosed one of the most significant aspects pertaining to
the role of education in the development of social entrepreneurs. Students, being young
people and potential young entrepreneurs, strongly believe that entrepreneurial skills
and abilities might be strengthened or even acquired at university and could be leading
to entrepreneurial possibilities. They are interested in finding out more about social
entrepreneurship and its peculiarities. It reaffirms the main conclusion that education
institutions and the study process might be an appropriate place and an effective in-
strument for raising and enhancing young social entrepreneurs in Lithuania. The com-
pleted research implies future perspectives for the research of some task groups at
Polish universities, where students have already been studying course of Entrepreneur-
ship. It might be considered that students who are more experienced internationally,
studying at different universities, have different experience. In the same time target
group C students exposed weak knowledge in analysed question.

DISCUSSION

The fulfilled analysis and research allowed discovering several important aspects associ-
ated with social entrepreneurship in Poland and Lithuania. Students believe that entre-
preneurial skills and abilities might be strengthened or even acquired at university.
Therefore, one may say that education system plays an important role in shaping and
developing social entrepreneurship in both countries. When coming to the details, how-
ever, one could see unless there are both similarities as well as differences in this aspect.
For example, Polish respondents stressed that despite the fact there are ‘Entrepreneur-
ship” topics at the secondary schools, they are generally taught by unqualified teachers.
In contrast to this fact, the Lithuanian respondents did not raise this aspect. In turn, both
group of respondents generally agree as to the features the potential entrepreneur
should have.

Secondly, the results achieved suggest that the education system is a strong tool for
social entrepreneurship development providing entrepreneurial opportunities for young
entrepreneurs. It requires, however, enforcement and flexibility, a review of study pro-
grammes, and especially a constant support from business and society. Lack of these
elements will cause that the potential of this will not be fully utilized or even lost.

Thirdly, one seems to us that there is a difference in development level of social en-
trepreneurship in Lithuania and Poland. Lithuania is a little more advanced in this regard.
However, the existence of various entrepreneurial opportunities, especially education at
the university, caused that social entrepreneurship has been increasingly attracting in-
terest in Poland and starting to develop very quickly. One of the reason may be the size
of the countries analysed: in case of the smaller countries, it is always easier and faster
to implement certain solutions. Despite these differences, overall support is needed at
economic, political, legal, and social levels for the creation of social enterprises and,
especially, for attracting young people to them. It relates to both countries as, based on
the experience of Western countries, one may state that there is a big potential in social
entrepreneurship.

Fourthly, empirical research based on Lithuanian and Polish students’ perception of
the development of entrepreneurial skills and abilities at university as entrepreneurial
opportunity demonstrate several very positive tendencies and trends. For example, in-



Involving Young People in Polish and Lithuanian Social Enterprises by ... | 147

volvement in entrepreneurship attracts more and more interest, and the appropriate
skills and abilities can be gained or/and developed at university during the study process.
On the other hand, this process still requires further work and analyses, e.g. case studies,
presentation of achievements of real entrepreneurs, participation in the business pro-
jects etc.

CONCLUSIONS

The literature review undertaken in our paper allows to emphasise the importance of
scientific problems raised in the article in the framework of the subject analysed — social
entrepreneurship. It is something of a new phenomenon in Poland and Lithuania from
both perspectives — research and practice. The EU initiatives strongly support social en-
terprises and force countries to take the appropriate actions in developing social entre-
preneurship while exploiting the entrepreneurial opportunities, which exist or can be
created. Theoretical research reveals that education can be regarded as the entrepre-
neurial opportunity, which can be exploited by young people in terms of gaining entre-
preneurial skills and abilities at university.

Empirical research allows concluding that despite fragmental initiatives, the devel-
opment of social entrepreneurship remains slow in Poland. The role of the education
system is not sufficient effectively assist young people in gaining the appropriate entre-
preneurial skills and abilities. A similar situation remains in Lithuania in terms of the
education system and teaching entrepreneurship — although some initiatives are posi-
tive, a lack of any form of systemic approach still exists. Students are keen on learning
entrepreneurial skills and abilities but they state that methods and measures could be
improved for a more effective study process in the field of entrepreneurship, especially
social. Empirical research in Lithuania revealed that education is a powerful tool for in-
spiring and motivating young people to become the creators of social enterprises. As
empirical research remains just pilotage these assumptions could be applied just in simi-
lar situations arising applying research instrument. The more respondents should be
involved if gaining more explicit results in different Polish and Lithuanian universities,
especially focusing on concrete entrepreneurial skill and abilities research, which is im-
portant for social entrepreneurship.

In conclusion, it should be mentioned that both countries require better-integrated
and well-managed actions in the development of social entrepreneurship and encourag-
ing young people to become creators of social enterprises. Empirical research results
provide opportunity to develop study programmes at university based on entrepreneuri-
al skills and abilities development as exposing entrepreneurial opportunity. Empirical
research limitations are mostly based on limited target groups. Future research could be
based on quantitative method and different countries; especially EU, research as well as
research instrument could be different for listeners of specialised Entrepreneurship
course and non-listeners of such courses.
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INTRODUCTION

Currently, innovations are considered to be the heart of the present-day international
entrepreneurship research (Onetti, Zuchella, Jones & McDougall, 2012). Few previous
decades have caused that the global economy has undergone a dramatic change, and
the “new economic landscape requires a combination of entrepreneurship, innovation,
and internationalization” (Hagen, Denicolai & Zucchella, 2014, p. 111). Innovation, inno-
vativeness and/or innovative resources are widely recognized as a major driver of firm
internationalization either in traditional industries (Veglio & Zuchella, 2015) and especial-
ly in high-tech industries (Spence & Crick, 2006) or at least in knowledge-intensive indus-
tries (Bell, McNaughton, Young, Crick, 20013). Innovation is the key value creation and
export performance either for large multinational enterprises (MNEs) (Cano-Kollmann,
Cantwell, Hannigan, Mudambi & Song, 2016) or for small and medium-sized enterprises
(SMEs) (Kosata, 2015). Nevertheless, the recent empirical evidence and literature show
that “the links between innovation and internationalization tend to be less clear”
(Zuchella & Siano, 2014) as it is quite difficult to capture empirically these relations.

The aim of the article is to identify and verify the links between internationalization
and innovativeness as well as innovative behaviour of high-tech business in Polish reali-
ties. Empirical research is based on survey research. The article is designed in three con-
ventional sections. The first section presents the literature review on the potential rela-
tionship between innovation and internationalization. The second section introduces the
basic description of the material and methods used in the empirical study. The third
section discussed the empirical results obtained on the sample of 263 firms operating in
high-tech industries in Poland.

LITERATURE REVIEW

According to Schumpeter (1934), one of five forms of innovation is entering new mar-
kets, thus internationalization, as the expansion into a new foreign market or markets,
can be considered innovation itself (more specifically, marketing innovation, while using
a popular 4-element classification of innovation). Usually it is reported that the relation
between innovation and internationalization dates back to 1970s (Szymura-Tyc, 2015,
p. 70), at first at the macroeconomic level and then in business studies.

Rogers (1962, p. 8186) developed the process of the sequential adaptation of inno-
vation (Innovation-adoption Process, IAP) on which innovation-related internationaliza-
tion models are based. The introduction of innovation in stages models enabled to iso-
late the subgroup of innovation-related models which, in their primary assumptions,
based on the behavioural theory and the phase internationalization process, therefore,
are de facto a variety of stages models (Andersen, 1993, p. 212). The stress, however, is
differently distributed as for the mechanism of the internationalization process and its
explanation (Table 1). Innovation-related models are based on the sequential learning
process, with regard to innovation or adaptation, and decisions of the firm about its
internationalization are treated as innovations sensu largo. Various authors of various
innovation-related models distinguish various stages of the internationalization process.
Individual stages differ from each other, starting either from the lack of interest in inter-
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nationalization or export awareness, and as a rule ending with the exploration of farther
foreign markets. Reid (1981, p. 104) states that “viewing exporting as innovation adop-
tion gives us richer insight into how exporting is initiated and how it is developed”. The
innovation-based stages models treat internationalization per se as a process of innova-
tion, especially as a learning process — internationalization by learning (Andersen
& Kheam, 1998).

Table 1. The comparison of stages models (U-model) with innovation-based models (I-model)

Criterion U-model I-models
Types of scientific explanation Genetic historicism
No restrictions
i Unit of lysi SME
Analytical nit ot analysis (SMEs, Large enterprises) s
assumptions
umptt Time Unlimited Limited
Model type Causative cycles Explanatory chain

A lot of variables, mostly

the variables

definitions

Causation ) One variable: knowledge ) o
Explanatory variables . concerning organization-
of the enterprise
al factors
. . Based on behavioural theories, incremental decision-
Assumptions with regard ] . . . "
) . making process with no or little impact of competitive
to enterprise behaviour
and market factors
Unclear arguments for
Scientificit . Examples of possible the classification of
- v/ Correctness of defining o P P . .
Utilitarity indicators, no operating procedures or operation-

alization of explanatory
variables

Accuracy of delimitation
between stages

Considerable generality
and ambiguity

Basically intuitive argu-
mentation and reasoning

Usefulness / Intuitiveness

Axiomatic logics. Useless for the needs of manage-
ment and government policy.

Conformity between:
- theory and operationalization
- conceptual and operating definitions

Unclear

Some discrepancies, no
testing of validity

process

Specification of variables adopted to de-
termine the impact on the development

No variables except for
causative cycles

Lack of complete list of
variables, unclear argu-
mentation why and how
variables should differ
between stages

Empirical setting

Case studies: measure-
ment of independent
variables based on the
observation of depend-
ent variables

Cross-section analyses,
unclear causality of
internationalization
phases from their deter-
minants

Tautologies

Some difficulties in
delimitation of theoreti-
cal concepts

In some cases independ-
ent and dependent
variables are almost
identical

Testing alternative explanatory variables

none

Source: own compilation based on Andersen (1993, p. 221 & 226).
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Literature and various empirical evidence reveal a bipolar dependence, innovation
can impact internationalization, but also internationalization can influence innovation,
thus there are two main streams of research (Daszkiewicz, 2016, p. 105, Szymura-Tyc,
2015, p. 85):

1. Innovation as the cause. Innovativeness and innovative behaviour of firms cause
(faster or better) internationalization.

2. Innovation as the effect. Internationalization and international experience stimulate
innovative behaviour of the firm.

In the literature there is an ongoing debate on the role of innovations and the links
between innovation and internationalization and sometimes the empirical results are
quite contrary. Based on the sample of 299 internationalized Finish firms and using
a cluster analyses Kylaheiko et al. (2011) found that most of the firms were replicators
(79.8%), not innovators (20.2%), and distinguished four clusters, namely (i) international
replicators — 29.3% of the sample, (ii) domestic replicators — 50.5%, (iii) domestic innova-
tors — 11%, (iv) international innovators — 9.2%. Innovative capabilities, especially tech-
nological ones, are a major driver of international growth of the firm (Pla-Barber & Ale-
gre, 2007). As for various types of innovations, the most important in the internationali-
zation process are product innovations, or generally technological innovations. It seems
that there is a positive relationship between product innovation and export performance
as the basic mode of internationalization (Cassiman & Golovko, 2011). Innovation can be
classified as hard and soft, what is more the innovative behaviour of the entrepreneur,
especially in case of SMEs, also impacts the international performance of the business
(Denicolai, Hagen & Pisoni, 2015). High-tech businesses, especially small technology-
based enterprises (STEs) are international from the inception and called born globals
(Kuivalainen, Saarenketo & Puumalainen, 2012; Zou & Ghauri, 2010), and it is a clear
evidence that there is a link between innovations (knowledge, high-technology) and
internationalization, at least in case of high-tech industries. Also Li, Qian and Qian (2012)
confirmed that technological intensity is positively correlated with the early internation-
alization (born globals). Li, Qian and Qian (2015) proved that radical innovations are
positively correlated with internationalization, as small young technology-based entre-
preneurial firms (SYTEFs) that “generate radical innovation are more likely to internalize
their foreign operations”. Chetty and Stangl (2010) confirmed that internationalized
businesses with limited network relationships have incremental internationalization and
innovation, but those with diverse network relationships exhibit radical internationaliza-
tion and innovation. Literature on the role of innovation in international business is very
diverse and rich and deals with many detailed aspects like licencing or research and de-
velopment (R&D). Pinkwart and Proksch (2014) confirmed that going international is
positively related with havening patents or licences. The above mentioned variables can
be put together and integrated into the basic concept of international entrepreneurship
(Wach, 2015, p. 19), which can result in the theoretical modelling of innovative interna-
tionalization of the firm (Figure 1).

Both, the literature studies, and especially the review of various empirical studies re-
sulted in the following hypothesis to be testes in the empirical reality in Poland:
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H: Innovativeness and innovative behaviour of a business contributes to the
intensification of the internationalization process of the firm operating in the

high-technology industries.

INNOVATIVE AND ENTREPRENEURIAL FIRM

TECHNOLOGICAL
INNOVATIONS

product
process

NON-
TECHNOLOGICAL
INNOVATIONS
organization
marketing

Technology position
R&D Expenditures
Patents position
R&D Staff
New products

discovery
and/or creation
of international
opportunities

exploitation
of proftable
international
opportunities

International intensity
International profitability

Geographic scope
Market share

|

|

I

I
Revenue growth }
|

|

I
Market capitalization }
I

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

Figure 1. The theoretical modelling of innovative internationalization
in international entrepreneurship
Source: own study based on Wach (2015, p. 19) and Gerybadze (2010, p. 15).

MATERIAL AND METHODS

To identify and verify the links between innovation and internationalization of high-
technology businesses in Poland survey research was employed. The study was conduct-
ed at the end of 2015 using Computer Assisted Telephone Interviewing (CATI). Stratified
sampling has been selected according to the following criteria (Daszkiewicz, 2016,

p. 124):

— firms performing any international activities (at least exports),
— firms belonging to one of the given classes of business activity (NACE), being classified

as high-tech or medium-high-tech industries,

— firms fulfilling at least one out of the following three criteria:
a) obtaining patents or signing licensing agreements in the areas identified as high-

tech,

b) employing highly qualified personnel in terms of science and technology,
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c) conducting industrial research, research and development (R&D) activities to pre-
pare these studies and work to implement in the economy.

Based on the above mentioned criteria, the target population was selected, and the
survey questionnaire was directed to 4075 businesses from the database, of which 857
businesses, in fact were not eligible for the study, or did not have in the database the
current phone number, so the net population was only 3218 of internationalized high-
tech firms. In the course of surveying we obtained 263 fully completed questionnaires
(the return rate was 8.2%), suitable for further statistical processing, as a basis for infer-
ring.

The study uses six different variables (one measuring the internationalization level
and five measuring innovativeness and innovative behaviour) such as:

— the transnationality index (TNI) expressed as a percentage (from 0 to 100%),
— the pace of innovation diffusion measured on 7-point Likert scale (DiffPace),
— the number of implemented innovation from 0 to 8 (InnoNumb),
— the innovation scope (business-level, regional, country-wide, worldwide innovations),
— the innovation types (product, process, organizational, marketing innovations),
— the innovation index (INNO) as a continuous variable (1-100%) and an interval variable
(low, moderate, high innovators).

The transnationality index (TNI) was calculated as the average of foreign assets, sales
and employment to the total ones and being expressed as a percentage based on the
formula:

Ar Sz E
a4, ts, T E, (1)
TNI = %*100 [%]

where:
Ar - total assets;
Ap - foreign assets;
St - total sale;
Sp - foreign sales;
E; - total employment;
Ep - foreign employment.

In order to evaluate the real level of innovativeness of the investigated firms, there
was a need to create one indicator expressing the innovative behaviour of business. The
innovation index (INNO) enabled to evaluate the innovativeness of the responding firms.
This synthetic indicator uses two basic dimensions of innovations, namely (i) the range of
innovations measured by their types and numbers and (ii) the scope of innovations
measured on the tradition 4-category scale (in numbers expressed from 1 to 4). Each
innovation was able to provide from 1 to 4 points. 8 different cases of various innova-
tions enabled to provide up to 32 points. The innovation index, as the overall indicator of
innovation evaluation, was constructed by the sum of the values at each of the cases (by
multiplying the range and the scope of innovations), and then divided by the sum of the
maximum achievable points. Ultimately, it resulted in an average total score, standard-
ized in the range of 0 to 1 (expresses as the percentage in the range from 0 to 100). The
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following weights were adopted: (0;25> — low innovators; (25;75> — moderate innova-
tors; (76;100> — high innovators.

The statistical calculations were made by the use of the statistical software Statisti-
ca® PLv. 12.5. In the empirical study, the level of the statistical significance (alpha or a)
for statistical hypotheses testing was considered as 0.05. To verify the assumed relations
statistical instruments were used such as descriptive statistics, Chi-Square test, the Krus-
kal-Wallis test, the linear Pearson correlation and the multivariate regression.

RESULTS AND DISCUSSION

As for the size of the investigating businesses, the sample was diversified, and included:
9% of microenterprises, 26% of small enterprises, 47% of medium-sized enterprises and
18% of large enterprises. The share of enterprises belonging to the SME sector of the
surveyed businesses is 82% (216 enterprises), while the share of large enterprises is 18%
(47 enterprises). Businesses were located in all 16 regions of Poland, with a clear
overrepresentation came from three regions: mazowieckie, slgskie and wielkopolskie.
Among the surveyed firms, over 75% had exclusively domestic capital, and less than 15%
of the surveyed businesses declared that foreign ownership of assets is 100%.

All investigated businesses implemented within the previous 3 years at least one
type of innovation. Respondents were given a list of 8 different innovations, to be more
specific there were two different innovations of each of 4 basic types of innovations
(Figure 2). Altogether it was possible to declare 8 different innovations. Between 1 and
3 innovations were implemented by 26.23 investigated firms, while 4 of 5 innovations
were introduced by 33.45% of business and the highest number of innovations, between
6 and 8, were declared by 40.32 of the responding firms. The overall level of innovation
implementation was rather high, comparing to general empirical studies of internation-
alized businesses, but as the study included high-tech companies, so the high level can-
not be surprising. The innovativeness level of Polish internationalized businesses operat-
ing in various industries (sample of 293) conducted by Szymura-Tyc (2015, pp. 165-170)
was a bit lower. Almost all investigated firms implemented product innovation (257 out
of 263), while organizational innovations were the least popular (152 out of 263). Either
process or marketing innovations were also quite popular among the responding firms
(respectively 204 and 222).

According to the theory of innovation, the scope of innovation is important while
judging innovation behaviour of firms. All investigated business implemented at least
one type of innovation, however its scope was very diversified:

a) 14.8% investigated firms implemented business-level innovations (39 cases),
b) 4.2% investigated firms implemented regional level innovations (11 cases),
c) 18.3% investigated firms implemented country-wide innovations (48 cases),
d) 62.7% investigated firms implemented worldwide innovations (165 cases ).

The scope of the declaring innovations is indeed very optimistic, especially taking in-
to account the types of the implemented innovations (Figure 3). The product innova-
tions, which are crucial for high-tech firms, were the most frequently implemented in the
global scale, which means they were new to the world.
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Note: The numbers do not sum up to 100% as respondents could select more than one answer.
Source: own calculations based on the survey (n = 263).
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Rating of the business innovativeness ranges of continuous values from the both
sides closed interval in the range of <1, 100>. The innovation index of investigated busi-
ness ranged from 3.12 to 100 (Table 2). Based on the mean, the median, and the mode,
it is obvious that the innovation behaviour of investigated firms was average in most
cases. Only one fourth of the firms, exceeded its level amounted to 62.50 and these
companies can be considered hyper innovative.

Table 2. Descriptive statistics of innovation index (INNO) of the investigated businesses

Mean Median Mode Frequency Minimum | Maximum Lowe.r Uppe_r Std. Dev.
of Mode Quartile | Quartile
43,91 40.62 37.50 24 3.12 100 25 62.50 24.16

Source: own calculations based on the survey and Statistica 12.5 (n = 263).

As suggested by prior research there is a theoretical assumption that there is a de-
pendence between the internationalization and innovativeness of firms. The linear Per-
son correlation value between TNI (internationalization level of firms) and INNO (the
innovation index of firms) is only 0.31 significant at p < 0.05, which means the average
correlation between these variables. Also Szymura-Tyc (2015, p. 177) obtained very
similar results based on the sample of 293 internationalized business operating in various
industries (r=0.302, p < 0.001). Taking the 4-category innovation index and using the
Kruskal-Wallis test the dependence between the variables of TNI and INNO was also
confirmed (Chi-Square = 10.65, df = 2, p = 0.0049; H (2, 261) = 969935, p = 0.0078). It was
also confirmed by the median test, and the mean ranks for groups were as follows: 118,
130, 173. Studying the “box & whisker” plot it is noticeable that the better innovator is,
the higher TNI value it receives (Figure 4). TNI values was the highest for so called high
innovators, and the lowest for the low innovators. Therefore, the hypothesis was con-
firmed, according to which the innovativeness of a business contributes to the intensifi-
cation of the internationalization process of the firm operating in the high-technology
industries.

In order to search for deeper relationships, multiple regression was used. Although
the p-value means very strong presumption against neutral hypotheses, the model ex-
plains only 5.6% of the dependence of TNI on three innovative behaviours, such as (i) the
innovation index (as the general evaluation of innovativeness of the firm), (ii) the pace of
innovation diffusion and (iii) the number of implemented innovations. If the innovation
index will increase of 1 p.p., TNI will increase in average of 5.47 p.p. ceteris paribus.
What can be interesting is the fact that if the number of innovation will increase of
1 p.p., TNI will decrease of 1.98615 p.p. Despite the awkward outlook, these results can
be explained quite easily, as we can assume, as the investigated firms introduced be-
tween 1 and 8 innovations, so some of them were inessential or even unnecessary.
Probably organizational and/or marketing innovations, except for being costly, didn’t
supported the internationalization process, as we could assume.
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Table 3. Regression Summary for Dependent Variable of TNI

R=0.23656313 R2 =0.05596211 Adjusted R2 = 0.04494221
Effect F(3,257) = 5.0783 p < 0.0019 Std.Err. of Estimate: 19.174
b* Std.Err. b Std.Err. t(257) p-value
of b* ofb
Intercept 22.0314 3.5214 6.2563 0.0000
INNO 0.2618 0.0894 5.4665 1.8670 2.9279 0.0037
DiffPace 0.1431 0.0617 6.0394 2.6063 2.3172 0.0213
InnoNumb -0.1915 0.0893 -1.9861 0.9268 -2.1429 0.0330

Source: own calculations based on the survey and Statistica 12.5 (n = 263).
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Figure 4. Boxplot by group for the variables TNl and INNO INDEX
Note: 0 — low innovators, 1 — medium innovators, 2 — high innovators.
Source: own calculations based on the survey (n = 263).

CONCLUSIONS

Like all research, this study is not without some notable limitations. First of all, the re-
search sample is not representative for the whole population, thus it is not possible to
absolutize the result over the whole population of Polish businesses of high-tech indus-
tries, but are quite close to generalization. Secondly, future studies should seek to devel-
op longitudinal research designs.

Based on the statistical calculations presented in the article, the following conclu-
sions can be drawn:
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1. The overall level of innovation implementation among the investigated firms was
rather high, comparing to general empirical studies of internationalized businesses,
but as the study included high-tech companies, so the high level cannot be surpris-
ing.

2. Almost all investigated firms implemented product innovation, as for high-tech in-
dustries this can be obvious.

3. Most of the investigated businesses implemented worldwide innovations, as the
widest range of 4-category classification, and again for high-tech industries this is ra-
ther expected.

4. The hypothesis stating that the innovativeness of a business contributes to the in-
tensification of the internationalization process of the firm operating in the high-
technology industries, was confirmed (linear Pearson correlation, Kruskal-Wallis
test). The higher level of TNI was observed among high innovators and the lowest
among low innovators.

5. The regression model showed the dependence of TNI on three innovative behav-
iours, such as the innovation index, the diffusion of innovation pace and the number
of implemented innovation.

The research presented in the article seems to be one of the first in Poland investi-
gating into internationalization and innovation in high-tech industries. The results are in
line with the majority of empirical evidence worldwide. The preliminary links between
innovation and internationalization among Polish high-tech businesses were confirmed.
Further research should seek the links and dependences between technological as well
as non-technological innovations and the internationalization intensity.

The empirical results have also great importance for policy makers, as the illustration
of Polish high-tech businesses seem to be relatively well internationalized, especially in
comparisons to general business population. Policy makers should continue to support
innovativeness of Polish economy, but especially these industries which are highly inno-
vative.
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ABSTRACT
Objective: The purpose of this article is to evaluate the adequacy of the present theo-
retical knowledge relating to divestments and de-internationalization in the context
of explaining the backshoring phenomenon — a relatively new, but gaining in im-
portance specific behaviour of companies in the process of internationalization.
Research Design & Methods: The paper discusses various aspects of contemporary
processes of internationalization. The employed research design is qualitative — the
study has been based on conclusions drawn from critical literature studies.
Findings: Although backshoring shares some common characteristics with the con-
cepts of de-internationalization and international divestments, there are several no-
ticeable differences: e.g. both de-internationalization and international divestments
are rather related to wholly owned subsidiaries, while backshoring includes both
activities outsourced to company’s foreign suppliers and to its subsidiaries.
Implications & Recommendations: It is necessary to develop new concepts that in
a holistic way will define the decision-making process of enterprises which use
de-internationalization and backshoring of business processes as part of their long-
term internationalization strategies. The article indicates some dependencies and
issues that must be considered in formulating new theoretical proposals.
Contribution & Value Added: The originality of this study lies in the in-depth analysis
of the similarities and differences between the processes of de-
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INTRODUCTION

International business (IB) literature contains multiplicity and diversity of theoretical
explanations of motives, courses and consequences of internationalization of enterpris-
es. Such variety results from methodological and content-related reasons. Due to a great
plurality of possible paths of internationalization, researchers can focus attention only on
selected aspects of operations undertaken by the companies in international markets.
Reasons for expansion into foreign markets should be sought in new phenomena in the
macro- and competitive environment. Companies create their own, often completely
new, development and competitive strategies, taking into account current and future
external conditions. Consequently, there is no single universal theory of internationaliza-
tion, but rather a bundle of complementary concepts that can be applied to explain the
internationalization processes of different types of businesses.

First (traditional) theoretical approaches covered the internationalization of produc-
tion and foreign direct investments, generally undertaken by companies with ownership
advantages (resulting from the company's size, experience and possession of unique
technology). The concepts which were developed in the last decades of the twentieth
century perceived internationalization as a gradual process of increasing the companies'
involvement in activities on foreign markets through systematic adequate adjustments in
the area of used strategies, available resources and organizational structure (Minska-
Struzik & Nowara, 2014). A common feature of these theoretical concepts is the percep-
tion of growing internationalization as a one-way escalating process in which companies
use various modes of entering foreign markets.

Meanwhile — as indicated by a number of studies — the economic crisis has forced
many international companies to reduce the scale and scope of activities on foreign
markets. This is not a new phenomenon — since the 70s companies have been making
decisions of withdrawing from foreign operations or changing entry modes. However,
the current reconfiguration of international business activities is connected with new
factors and circumstances that are not fully inherent in previously known concepts of de-
internationalization and international divestments. Simultaneously, backshoring — a spe-
cific behaviour of some TNCs (transnational corporations) in the process of international-
ization, understood as a partial or total relocation of previously offshored companies'
activities to their home countries, is gaining importance in recent years. Therefore, it
seems crucial to answer the question to what extent the existing theoretical frameworks
are useful to explain the trend of backshoring. Thus the main objective of the article is to
evaluate the wusefulness of concepts of international divestments and de-
internationalization in explaining the backshoring phenomenon. The research has been
based on conclusions drawn from in-depth study of literature.

The first section of the article describes the essential ideas of international divest-
ment and de-internationalization. In addition, it presents the basic modes and typology
of de-internationalization. Then, the main reasons for decision about de-
internationalization are identified. In the next part of the paper different definitions of
backshoring are compared and the main types of this phenomenon and motives are
highlighted on the basis of the selected empirical research. The discussion section pre-
sents the main conclusions and points out the similarities and differences between the
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processes of divestment, de-internationalization and backshoring. The paper ends with
some conclusions and implications for further research.

MATERIAL AND METHODS

The main aim of the article is to evaluate the adequacy of current theoretical knowledge
relating to divestments and de-internationalization in the context of the possibility of
explaining the backshoring phenomenon. Therefore, the paper focuses on the presenta-
tion and evaluation of these phenomena by thoroughly discussed definitions, conditions
and motives. Identification of similarities and differences allows to assess the usefulness
of concepts of international divestments and de-internationalization in explaining back-
shoring. Based on a review of literature, it can be concluded that although these theoret-
ical concepts have some features in common, backshoring has some specific characteris-
tics that suggest separate approach to this concept in IB field.

The article is of descriptive character. The most recognized concepts have been se-
lected for the needs of this study. The literature review covers available literature on the
subject (in particular academic articles), published before December 2015. Selected aca-
demic databases (EBSCO, Emerald, Scopus, Google Scholar), taking into consideration
such keywords as: “divestment”, “de-internationalization”, “reshoring”, “backshoring”,
“onshoring” were employed to identify relevant literature®. Besides, considering the
same keywords, proceedings of the most important international conferences in the area
of international business (e.g. EIBA, AIB) have been analysed. Attention has been paid
primarily to academic articles, which focused on the analysis of motives, governance
structure of relocated activities and the level of voluntariness of companies that decided
to implement these strategies.

LITERATURE REVIEW AND THEORY DEVELOPMENT

De-Internationalization and Divestments as the Specific Behaviours of Companies on
International Markets

In the current economic reality companies are forced, more than ever, to make decisions
regarding effective management of international operations’ portfolio, including the
reduction of activities in foreign markets. As early as in the 70s researchers’ attention
has been drawn to foreign divestments (Boddewyn, 1979). Since that moment, divest-
ments have stopped to be perceived only as a failure in terms of conducting operations
in foreign markets and have been used in the processes of adapting companies to the
changes in their internal and external environment.

Multidimensionality of the processes and the variety of companies, industries and
locations create a broad spectrum for studying the phenomenon of divestments (Chow
& Hamilton, 1993). When considering divestments from the perspective of a corporate
strategy, a portfolio of foreign operations is considered — the company is analysed in
terms of its efficiency and strategic adjustment of resources and products. Operations
that are unprofitable and deviating from the company's strategy should be immediately

! Analysis of a number of media articles referencing to reshoring/backshoring was conducted by Cranfield
University (2015), and it indicates a dynamic increase of interest in this topic from 2010.
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sold or liquidated (Duhaime & Grant, 1984). This indicates that the probability of divest-
ment depends largely on the strategy adopted by the company in foreign markets. It is
also important whether the company adapts and works on individual foreign markets as
a part of a multinational strategy, or the branch is a part of an integrated production
network belonging to the global company (it is assumed that foreign affiliates are more
vulnerable to divestments).

A divestment may mean a partial reduction of activities in foreign markets or total
withdrawal of companies from operations on the market through liquidation, sale of
assets, or bankruptcy petition (Burt, Dawson & Sparks, 2003). In the case of sale, the
owner changes, but the foreign branch continues its activities. Liquidation means that
a foreign subsidiary of a company ceases to exist (Mata & Portugal, 2000). Divestments
may also be the result of failures on the foreign market, adaptation or restructuring
actions taken by the company (aimed at improving the functioning of the whole enter-
prise) or can be also imposed, e.g. in case of nationalization (Benito, 2005).

Typology of divestment processes proposed by Simoes (2005) is based on the two
approaches to this phenomena: the reduction of the degree of ownership and the reduc-
tion of assets held by the company and its activities. The author distinguished: (i) forced
divestments / selling a branch / selling part of the shares (reduction of property, business
is conducted with no changes), (ii) a decrease in production / decrease in importance of
the branch (reduction of operations, the level of ownership remains unchanged), and {iii)
liquidation of a foreign branch / sale of shares and reduction of company's activities
(reduction of both the scope of operations and the level of ownership), and (iv) no di-
vestments (no changes in the ownership and business activity).

The concept of de-internationalization has been outlined much later and introduced
by Welch and Luostarinen (1988), who believed there was no guarantee that the compa-
ny that started the process of internationalization would continue it in the future. Simi-
larly, Fletcher (2001) challenges the traditional approach to internationalization as an
incremental process, and examines the role of de-internationalization in view of long-
term internationalization of the company. According to the author, this process is the
opposite of gradual progression and should be analysed in the context of the problems
identified during the initial implementation of the original internationalization strategy.
A similar approach was presented by Calof and Beamish (1995), who claimed that inter-
nationalization is a continuous process to adapt the structure, strategies, resources, and
other business operations to the conditions prevailing in the international environment,
and de-internationalization is a deliberate reduction in the degree of involvement of
companies in international markets.

Benito and Welch (1997), who first developed a conceptual model of de-
internationalization, believe that this process applies to all activities, both voluntary and
forced, which result in a reduction of activities in the international market. The authors
have analysed de-internationalization from three theoretical perspectives: economics,

2 However, Boddewyn (1979) claims that foreign divestment is only a voluntary cessation of business activity or
the sale of all or selected parts of the company. Besides, also the definition proposed by Mellahi (2003) is
limited to de-internationalization as a voluntary engagement in the process of reducing foreign operations in
response to the worsening organizational conditions in the local or international market. De-
internationalization in this approach can be a mean to improve the overall profitability of TNCs.
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strategic management and internationalization process management. From the perspec-
tive of economics, de-internationalization is examined as a rational response to changes
in market and competitive conditions. From the perspective of strategic management,
the company decides to conduct de-internationalization on the basis of the analysis of
product life cycle and portfolio of activities and resources. In turn, from the point of view
of the internationalization process managing, authors point out that the ongoing interna-
tionalization process of the company is itself seen as a major barrier for de-
internationalization (e.g. due to the increasing involvement of senior management in
operations in the international markets).

Turcan (2011) created a typology of de-internationalization processes taking two cri-
teria into account: the degree of de-internationalization and the final result of this pro-
cess (Figure 1). However, this classification does not take into consideration scale and
scope of the reduction of foreign operations and does not take into account the change
in degree of ownership of existing activities.

De-internationalization continuum

Total Partial

Total withdrawal from international

> . . -
- . s X . L artial withdrawal from activi-

'E Still in business | activities/ continuation of activities P ) )

= R ties on foreign markets

S on the domestic market

>

&

g' Total withdrawal from activities on

S | Out of business foreign markets/ discontinued non-empirical cell

operations

Figure 1. Typology of de-internationalization
Source: on the basis of Turcan (2011, pp. 230-232).

Turcan (2011) added the issue of de-internationalization modes to the typology pre-
sented above. In accordance with the definition proposed by Benito, Petersen and Welch
(2009), he also claimed that forms of conducting business activity in foreign markets
include de-internationalization. If the company wundertakes a partial de-
internationalization, it can reduce the scale of operations in the market or change the
form of conducting business to one that requires less workforce or capital commitment.
Reduction of operations’ scale can be done by reorganization, withdrawal of one of the
brands from a given market, or production of older version of the product. In case of
changing entry mode in the foreign market, a company may decide to de-invest, de-
franchise or de-export. A company which decides to de-invest may in turn change the
form of business activities, e.g. to franchising, contracting-out or assets sale.

The main difference between divestment and de-internationalization is the possibil-
ity to do a multi-dimensional analysis of the phenomenon of de-internationalization.
Researches on foreign divestments (and withdrawal from export activities) focus basical-
ly on the form of activities, while the scope of the analysis of de-internationalization
processes may include other aspects, e.g. a products portfolio or the attractiveness of
individual foreign markets. Thus, in relation to the whole company, de-
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internationalization seems to be a much wider concept®. Despite these differences, it
must be noted that these two processes are characterized by: 1) a voluntary or forced
reduction in the degree of company’s involvement on foreign markets; 2) the complete
withdrawal of a company from a foreign market or partial reduction of the involvement
on a given market (Reiljan, 2004).
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® withdrawal home market
% - franchising
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= - selling-off
S
£ |
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Figure 2. Modes of de-internationalization
Source: Turcan (2011, p. 42).

Motives of De-internationalization

Reiljan (2004) classified the reasons for de-internationalization basing on the analysis of
empirical research on divestments and withdrawal of export activity. She also highlighted
four groups of factors influencing the decision to reduce involvement in foreign markets.
As she points out, the motives may result from lack of international experience, strategic
changes, poor financial results or increase of costs and “other factors”.

The group of motives related to lack of experience include, inter alia, insufficient
market analysis preceding the process of internationalization, too early / too late started
expansion into the foreign markets, lack of information, wrong choice of target market
or inappropriate entry mode. A lack of experience in foreign markets may also result in
maladjustment of the product and insufficient adaptation to the foreign market re-
quirements. A partial or complete de-internationalization can also result from changes in
the business strategy, including, e.g. rationalizing company's activities, focusing on the
key areas of company's activities, changes in management, the increase in demand on
the domestic market, a shortage of necessary resources (including qualified staff) and
consequently limited production capacity or changes in the operation in the given for-
eign market. In a group of reasons connected with poor financial results or an increase in

3 De-internationalization is sometimes a preparation to re-internationalization. Welch and Welch [2009], while
exploring the issue of re-internationalization, have defined it as a process of internationalization of a company,
with a temporary withdrawal from a foreign market, finished with a successful comeback.
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incurred costs Reiljan (2004) has listed an advancing competitive pressure (in the country
of origin, in the host country and in other countries), rising production costs, transporta-
tion costs and taxes. Among the "other reasons" the author has pointed out de-
internationalization processes of related industries, external shocks, governmental inter-
ventions and ownership changes.

Reasons related to the lack of experience are most important at an early stage of ex-
pansion into international markets. At a later stage of internationalization, the most
important reason for de-internationalization seems to be an increase in costs resulting
for example from changes in the economic situation on foreign markets. At the most
advanced stages of internationalization, a frequently occurring reason for de-
internationalization is reorganization and a change of the company's strategy. As indicat-
ed by Minska-Struzik and Nowara (2014), in the case of de-internationalization of activi-
ties resulting from financial or strategic motives, this process is not generally followed by
reduction of the involvement in foreign markets, but rather by changes of host markets
and/or entry modes.

Often, despite obvious reasons to conduct de-internationalization, the decision on
withdrawal from operations in foreign markets is not ultimately adopted. The main rea-
sons for postponing de-internationalization are reluctance to admit a defeat and a large
connection of foreign branch with the other activities of the company. The fact is that
the decision to withdraw from activities on the foreign market is not easy, especially
when making it may be hindered by factors which constitute exit barriers (Porter, 1976).

In Search of the Definition and Motives of Backshoring

The IB literature have repeatedly called into question the benefits of captive offshoring
and offshore outsourcing, noting a big difference between the value of savings initially
estimated by the companies and their actual achieved profits (Leibl, Nischler, Morefield
& Pfeiffer, 2009). The debate among researchers, business practitioners and politicians
about the need for re-industrialization of developed countries is largely based on expecta-
tions that the return of manufacturing companies that have previously moved part of their
operations to low-cost countries, will contribute to restoration of (industrial) competitive-
ness of developed countries (lozia & Leirido, 2014).

Although the scale of re-industrialization remains limited, the number of companies
that have decided to backshore is growing rapidly. It is difficult to accurately assess how
common is this phenomenon, as there is no fully reliable data. The problem with esti-
mating the scale of backshoring also stems from the fact that this concept is not clearly
defined®. Basically, backshoring concerns transfer of business processes, production and
services that have been transferred to an offshore (or nearshore) location, back to the
country of origin (Arlbjgrn & Mikkelsen, 2014). In other words, backshoring is a form of
reshoring, which itself is a reversal of offshoring and can refer simply to change of the
location (Gray, Skowronski, Esenduran & Rungtusanatham, 2013)°.

“In the literature there are also other terms defining backshoring, e.g. ,backsourcing”, ,insourcing”, ,inshor-
ing”, ,on-shoring”, ,home-shoring” or ,repatriating manufacturing” etc.

® Fratocchi et al. (2014) divide reshoring into: back-reshoring — meaning a return to the home country, and
near-reshoring — meaning a transfer of business processes to the location close to the home country.
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The variety of definitions result from the concentration of authors on various aspects
of this phenomenon, although almost all researchers accept that backshoring refers to
the earlier delocalized manufacturing processes, regardless of the business model
adopted on the foreign market (outsourcing or insourcing). Thus, backshoring covers the
case of partial repatriation of offshored production processes® (which may concern
a whole foreign branch or some of company’s functional areas). One of the basic condi-
tions of backshoring is also the aim of the company to satisfy a demand in the home
/ local market from the point of view of the parent company’. Therefore, it can be gen-
erally assumed that backshoring means a strategic, voluntary decision to relocate previ-
ously delocalized modules of the value chain to its country of origin, regardless of
whether these processes are or will be implemented under their ownership structures or
through outsourcing. This phenomenon relates to a physical location, not the ownership
itself, which is why manufacturing backshoring can be analysed from different perspec-
tives, and as a result, four possible options of backshoring can be identified. The compa-
ny can provide a demand for products on the domestic market by:

— Option 1: the transfer of production from its own foreign branch (captive offshoring)
to the internal structures of the company on its home market (so-called “in-house
backshoring”).

— Option 2: the transfer of production activities from its own foreign branch to an ex-
ternal supplier on its home market (backshoring for outsourcing).

— Option 3: the transfer of production activities from the foreign supplier (offshore
outsourcing) to the internal structures of the company on its home market (backshor-
ing for insourcing).

— Option 4: the transfer of production activities from the foreign supplier to an external
supplier on its home market — the change relates only to geographical boundaries
(outsourced backshoring) (Mtody, 2015).

The literature indicates some factors that made some companies decide to recon-
sider their strategies of internationalization and eventually relocate (partially or totally)
production processes to the country of origin. Although in recent years a whole range of
studies on backshoring has appeared (Arlbjgrn and Mikkelsen, 2014; Fratocchi, Di Mauro,
Barbieri, Ancarani, Lapadre & Zanoni, 2014; Kinkel, 2012; Kinkel, 2014; Martinez-Mora
& Merino, 2014; Tate, Ellram, Schoenherr & Petersen, 2014; Van den Bossche, Gupta,
Gutierrez & Gupta, 2014), comprehensive empirical studies on this phenomenon are very
limited.

Backshoring may be an operational action taken to correct previous decisions re-
garding the relocation of value chain activities, due to e.g. internal or external conditions,
or as a part of a long-term strategy (Bals, Tate & Daum, 2015). According to Kinkel
(2014), 80% of German backshoring activities are classified as operative corrections to
managerial decisions whereas 20% are categorized as strategic adaptations to changing

® The attention is paid most of all to the backshoring of production processes because of at least two reasons:
1) exit barriers for production processes are generally much higher than in the case of services, 2) offshoring of
services, in contrast to offshoring of production, relates to a limited number of locations (India and East-Central
Europe among others).

7 It is hard to imagine production relocation, targeted at Asian markets, from China to e.g. Western European
countries for any economic reasons.
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environmental conditions (Kinkel, 2014). However, current trend indicates moving away
from managerial adaptations to strategic ones (Bals et al., 2015).

It happens that companies carrying out production in foreign locations "forget"
about the care of such important aspects as a high quality of products offered on the
domestic market and their innovativeness (Arlbjgrn & Mikkelsen, 2014; Van den Bossche
et al., 2014). Another important factor is also the made in effect, especially in the con-
text of consumer ethnocentrism (Martinez-Mora & Merino, 2014; Tate et al., 2014). The
tendency of “lean” supply chains and quick reactions to consumers' needs, favours locat-
ing production close to the home markets (Kinkel, 2012). Besides, consumers expect
quick delivery time, which in the case of transport from Asian countries is not possible,
even more so if we consider the issue of minimum orders.

Characteristics of the host country are also often cited as the basis to undertake
backshoring, not only because of the increase in cost, but due to such factors as: inade-
guate infrastructure in host countries, unavailability of skilled manpower, high cost of
coordination and control, or low level of protection of intellectual property rights (Kinkel,
2014; Pearce, 2014). Another, sometimes overlooked aspects are the investment incen-
tives in home countries® (Gray et al., 2014; Tate et al., 2014).

In summary, there is a whole range of factors that can motivate managers to take
decision to backshore production activities back to home countries. The frequency and
strength of these determinants can be influenced by the company's size and financial
health, international environment (e.g. oil prices, political stability), the attractiveness of
the market of the host (including e.g. market capacity) and the possibility of restoration
of a local supply base in close proximity to key customers.

DISCUSSION

The concepts of divestment, de-internationalization and backshoring presented in the
article indicate the fact that company's international activities should be considered in
a holistic way, by analysing the motives and conditions of the decisions taken in the con-
text of both directions of internationalization processes. The company cannot introduce
backshoring strategy of de-internationalization (effect) if its activities were not previous-
ly relocated (cause)®. Therefore, de-internationalization is a strategic business decision,
aimed at optimizing company's operations. Similarly, backshoring can be interpreted as
an action to de facto improve the functioning of the company in the long run.

Based on the above literature review, it can be concluded that backshoring shares
some similarities with de-internationalization and international divestments. Given the
broad definition of de-internationalization, understood as any action taken by the com-
pany (both forced and voluntary), which results in reduction of involvement in activities
on foreign markets (Benito & Welch, 1997), backshoring may be considered even as
a certain kind of de-internationalization. On the other hand, these concepts lack several
key features of the backshoring phenomenon, such as manufacturing outsourcing

8 Examples of the investment incentives have been described in e.g. World Investment Report 2014 (UNCTAD,
2014, p. 109).

° Benito and Welch (1997) have considered whether the particular factors, which cause the level of company’s
internationalization to rise, work also in the opposite direction, causing and enhancing processes of de-
internationalization.
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(Fratocchi et al., 2015; Moradlou & Backhouse, 2015). Significant differences can be seen
by analysing the motives of both processes (Table 1). Backshoring should be considered
as individual strategic decision of the company, while de-internationalization can be
either voluntary or forced (because of e.g. nationalization or government intervention in
the host country). Reasons for backshoring may also have a non-financial nature, bound
to political issues or consumer ethnocentrism. Factors that affect both de-
internationalization, as well as backshoring are, inter alia, rising production costs in host
countries, and the difficulty of coordinating operations in foreign markets. According to
the analysis, companies, in the case of backshoring, pay close attention to quality, inno-
vativeness and intellectual property protection in host countries — factors that did not
constitute generally motives of de-internationalization. Besides, it is noteworthy that
investment incentives for foreign operating companies in their home countries can in the
future significantly contribute to remodelling of the international manufacturing system.

Table 1. Comparison of key determinants of de-internationalization and backshoring

De-internationalization Backshoring
Strategic and financial grounds: Strategic and financial grounds:
- rationalization of business operations, - innovativeness — higher in the home
- restructuring of the foreign operations portfolio / country,
strategic repositioning, - improvement of products quality,
-low income derived from operations on a foreign | -the ability to automate production,
market, - reduction of supply chain risk,
- increase in the production / logistics costs, - increase the production / logistics costs
- financial losses / weak financial position of the com- in host countries,
pany in comparison with competitors operating on the | - improving the response to the demands
given market. of consumers / consumer proximity.
Market and organizational motives: Market and organizational motives /
- wrong choice of target market or the entry mode, associated with the production site:
- mismatch of products — insufficient adaptation to the | -investment incentives in home coun-
foreign market/lack of market research and analyses, tries,
-the loss of a competitive advantage on the foreign | - the made in effect,
market / increase in competitive pressures, - inadequate infrastructure and adverse
- unfavourable prospects for development of the indus- legal conditions in the host countries,
try - low level of intellectual property protec-
-lack of staff resources needed to conduct foreign tion,
operations, - unavailability of skilled manpower in the
- lack of knowledge and experience, host countries,
- insufficient control of foreign affiliates, - the high cost of coordination and con-
- ownership changes, trol,
- government interventions in the host country. - cultural distance.

Source: own elaboration on the basis of 1) de-internationalization (Benito, 2005; Benito & Welch, 1997;
Boddewyn, 1979; Duhaime & Grant, 1984; Hamilton & Chow, 1993; Reiljan, 2004); 2) backshoring (Arlbjgrn
& Mikkelsen, 2014; Fratocchi et al., 2014; Gray et al., 2013; Kinkel, 2012; Kinkel, 2014; Martinez-Mora & Meri-
no, 2014; Tate et al., 2014; Van den Bossche et al., 2014).

Moreover, while both de-internationalization and divestment refer to the case in
which wholly dependent organizational units are partially or completely withdrawn from
the market, backshoring may include actions both outsourced to foreign suppliers and
insourced within the subsidiaries. Research on de-internationalization does not also



Backshoring in Light of the Concepts of Divestment and ... | 177

indicate a transfer of production processes to the company's home country, which is
a fundamental condition of backshoring. In summary, it seems that backshoring, despite
having some common characteristics with the other two concepts, is characterized by
a larger range of other reasons, motives and distinct decision-making processes, and
thus, it may constitute an individual concept. This is consistent with the opinion of
Fratocchi et. al. (2015) who argue that concept of backshoring has some specific charac-
teristics suggesting a separate conceptualization in the international business literature.
Simultaneously, it does not correspond to the structure of equity of divestment pro-
posed by UNCTAD (2013, p. 27), in which backshoring is considered as one of the forms
of divestments.

CONCLUSIONS

The paper has focused on the processes of de-internationalization, divestments and
backshoring, to present a multi-dimensional comparative analysis of motives, govern-
ance structure of relocated activities and the level of the company's voluntariness in the
context of these three processes. Based on the literature studies, it can be concluded
that both de-internationalization and backshoring are the next steps of internationaliza-
tion which aim mainly for the optimization of company's operations. Reduction in the
level of internationalization can in fact accelerate the overall development of the com-
pany and consequently result in stronger international involvement in long term (Turcan,
2011). Despite some similarities between these phenomena, the concept of de-
internationalization (and divestments as a part of it) cannot, however, serve as an expla-
nation of backshoring activities, because of the different scope and motives of enterpris-
es and the level of voluntariness of relocation of manufacturing processes to home coun-
tries.

Limitations of the article are related to the still insufficient amount of empirical re-
search on de-internationalization and backshoring, and despite some attempts in recent
years to develop a holistic model of internationalization of enterprises the works on
a concept, which would cover all current processes in international business are still rare.
Future research should focus on the comparison of the motives and circumstances of
both the initial relocation and, subsequently, backshoring / de-internationalization of
production processes. In particular, these internal conditions, which make companies
more susceptible to these processes should be taken into account. This could enable to
define in detail the decision-making process in the context of a long-term strategy of
internationalization. Besides, future studies should include analysis of dependencies
between motives of companies' relocations (using categorisation such as Table 1.) and
companies’ characteristics like e.g. size of the company, the industry it operates in, gov-
ernance mode and the specificity of home/host country. Little is also known about the
impact of the decisions to backshore/de-internationalise, on the overall financial per-
formance of the company — what are the real costs and profits. Research in this area will
be a huge challenge for the scientists because of the necessity of a deep analysis of the
broad network of dependencies in complicated paths of location decisions.

In the current economic reality, managers are forced to make strategic decisions on
the effective management of portfolios of foreign operations, and therefore companies
constantly adjust their structure, resources and strategies to rapidly changing conditions
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within the company and in its external environment. Hence the interest in this subject
seems to be extremely important from the point of view of business practice, especially
in the context of, among others, volatile international markets, rising wage costs in China
and political pressures associated with the trend of re-industrialisation.
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ABSTRACT
Objective: The objective of this paper is to investigate the mediating role of innova-
tion legitimacy between corporate reputation and enterprise growth.
Research Design & Methods: Four hypotheses were formulated and tested in to
achieve the research objective. We collected data from 191 enterprises in 16 provinc-
es in China. In total, 300 enterprises were selected to participate in this study. De-
scriptive analyses showed that the valid data covered a wide range of samples in
terms of enterprise types and sizes, industries, market positions and years of estab-
lishment. The data was analysed by regression analysis.
Findings: The results of this research suggest that corporate reputation has significant
positive relationship with enterprise growth. This positive relationship was found
through all pathways tested. This means that brand image, social responsibility, inno-
vation capability and staff quality are all important to enterprise growth. Similar ef-
fects were found for innovation legitimacy on enterprise growth, indicating that legit-
imacy is an important theoretical perspective in understanding how businesses could
develop in various important aspects.
Implications & Recommendations: Legitimacy is an important theoretical framework
in understanding the complex relationships between corporate reputation and enter-
prise growth, especially from the innovation perspective. Future research may look
into these results in other contexts and further pursue the legitimacy perspective in
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INTRODUCTION

Being argued to be the most valuable organisational asset (Gibson, Gonzales & Castanon,
2006) and intangible resource (Hall, 1993), corporate reputation has long been acknowl-
edged as a significant source of sustained competitive advantage (Fombrun & Shanley,
1990). Not surprisingly, research evidence shows that corporate reputation has signifi-
cant implications on a variety of organisational and business issues including costs
(Deephouse, 2000) and pricing policies (Rindova, Williamson, Petkova & Sever, 2005). It
has been argued that corporate reputation also has long-term effects on firms (Fang,
2005). Amongst these scholarly efforts, positive links between corporate reputation and
firm performance have been established (Fombrun & Shanley, 1990).

Concurrent with the growth of empirical evidence showing positive links between
corporate reputation and firm performance that has been spanning over a quarter cen-
tury, the existing research is largely focused on the theoretical framework of the re-
source-based view (RBV) (Barney, 1991). While useful, this emphasis may fail to explain
the complex relationships between the two variables (Carmeli & Tishler, 2005). This
paper seeks to contribute to our understanding of the complexity of relationships be-
tween corporate reputation and firm performance through the lens of legitimacy (Such-
man, 1995). Specifically, the objective of this study is to investigate the potential mediat-
ing role of innovation legitimacy between corporate reputation and enterprise growth.
By analysing quantitative data collected from Chinese enterprises, our findings suggest
that innovation legitimacy has a significant mediating effect on the positive correlations
between corporate reputation and enterprise growth.

The remaining of this article is structured as follows. First, we review literature to
show how innovation legitimacy may act as a mediator between different dimensions of
corporate reputation and enterprise growth. We construct a conceptual model to illus-
trate the hypothesised pathways between variables based on our review of relevant
research. In the next section, we explain our sampling and data collection procedures as
well as how these data were analysed by statistical tools. Detailed analyses and results
will be demonstrated next before we will discuss these results and the implications. We
then discuss the limitations of this research and point out future research directions. We
conclude our research in the final section of this article.

LITERATURE REVIEW

This section reviews research on legitimacy, corporate reputation and firm performance
to derive hypotheses for this study. We begin by reviewing literature on corporate per-
formance.

Corporate Reputation

Corporate reputation, for this study, is broadly understood as a perceptual representa-
tion of an organisation regarding a set of its attributes associated with or inferred from
the organisation’s past activities, referring to both perceived identity and image of an
organisation. While organisational identity has an internal focus and organisational im-
age usually refers to internal audiences, corporate reputation tends to involve percep-
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tions of all stakeholders (Walker, 2010). The most studied theoretical perspective within
corporate reputation literature is RBV. Studies from the RBV perspective view corporate
reputation as an unreplaceable resource of the company that may lead to sustained
competitive advantages and examine how such effects are resulted (Flanagan
& 0O’Shaughnessy, 2005), for example, through uncertainty reduction by signalling prod-
uct quality (Rindova et al., 2005). Another frequently used theory in the literature is
signalling theory, focusing on strategic organisational signals that are perceived and
decoded by the stakeholders. For example, Basdeo, Smith, Grimm, Rindova and Derfus
(2006) applied corporate reputation into explaining how stakeholders may view a com-
pany’s strategic choices as signals sent by the company to form impressions. From this
perspective, social perceptions may influence corporate reputation (Turban & Greening,
1997). Many scholars have studied corporate reputation from other theoretical perspec-
tives including game theory (Milgrom & Roberts, 1982), stakeholder theory (Cable
& Graham, 2000), social identity theory (Turban & Greening, 1997) and mass communi-
cation theory (Deephouse, 2000). Within a number of theories studied, a predominant
theoretical perspective is institutional theory whereby the focus is on institutional con-
texts and reputation building. Institutional theory is used in the literature to investigate
how organisations can gain socio-cultural legitimacy to enhance organisational reputa-
tion by exploring their institutional contexts. From this perspective, environmental con-
texts of an organisation are crucial to its reputation in order to legitimate its activities.
This study extends the literature by putting the spotlight on organisational innovation
legitimacy.

Organisational Innovation Legitimacy

Legitimacy may be broadly understood as a generalised perception that an entity, and/or
its actions, is justified according to a societal culture. As an important source of organisa-
tional resources, legitimacy enhances the stability of organisational innovation because
organisational innovation that are perceived to be appropriate and desirable tend to
receive more resources from stakeholders (Parsons, 1960) and have less collective action
problems (Olson, 1965). Since legitimacy involves a collective rationale explaining the
actions and purposes of an organisation (Jepperson, 1991), legitimate organisations are
likely to be more comprehensible and thus ready to sustain.

Within the existing literature, legitimacy has been studied from different perspec-
tives. For example, Dowling and Pfeffer (1975) suggest that organisational actors may
support a company policy based on the policy’s expected value to them, implying a kind
of exchange legitimacy. Organisations may also possess dispositional legitimacy, evi-
denced by the fact that organisational actors often perceive, or act as though that, or-
ganisations have personalities including interests, styles and tastes (Pfeffer, 1981). From
an evaluative angle, moral legitimacy reflects a normative assessment of organisational
actions (Aldrich & Fiol, 1994), indicating judgements on whether the organisation is ‘do-
ing the right thing’.

From a consequential perspective, Scott and Meyer (1991) tested organisational
consequential measures such as automobile emission standards and hospital mortality
rates to test organisational effectiveness. Structurally, organisations may be viewed as
categorically legitimate whereby organisational legitimacy resides in its morally favoured
structural characteristics (Zucker, 1986). Individually, organisational legitimacy may rest
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on the leaders in the organisation, albeit such personal legitimacy may be more transi-
tional and idiosyncratic (Zucker, 1986). Finally, legitimacy may be studied on a cognitive
level, indicating taken-for-granted assumptions and beliefs about the organisations and
their activities (Jepperson, 1991).

The studies of organisational legitimacy dynamics focusing on cognition are different
from legitimacy based on evaluation or interests, as cognitive legitimacy does not involve
a positive or negative evaluation of organisations (Aldrich & Fiol, 1994). Grounded on
this cognitive angle, this paper extends the literature by studying legitimacy based on
perceptions of the level of legitimacy on organisational innovations. The next section
reviews literature on corporate performance.

Corporate Performance

In this study, we examine corporate performance through the lens of enterprise growth.
Sustained growth of a corporation is an understandable organisational objective that
guides organisational strategies and management practices. Although the goal to grow
may appear more important for relatively smaller companies, interestingly, research
shows that organisational growth does not need to depend on the size of the organisa-
tions (Lee, 2010). Within the enterprise growth literature, a commonly accepted claim is
that it relates significantly to organisational innovation. Akman and Yilmaz (2008) sug-
gested that innovation is an important way for companies to sustain and develop their
corporate performance and maintain long-term success. Similarly, it is suggested that
innovation may lead to business growth in the long run (Cho & Pucik, 2005). Since it is
well established that corporate performance relates to corporate reputation, and based
on the above review on organisational legitimacy, the claim that innovation may be an
important strategic tool to achieve enterprise growth gives a ground to study the com-
plex relationships between corporate reputation, innovation legitimacy and enterprise
growth. The next subsection explains the specific hypotheses of this study.

Hypotheses

Several hypotheses may be derived for testing the relationships between corporate rep-
utation, innovation legitimacy and enterprise growth from the reviewed theoretical
frameworks. The first hypothesis tests a direct relationship between corporate reputa-
tion and enterprise growth. From the RVB point of view, corporate reputation is a source
of valuable and rare resources sustaining competitive advantages of organisations. Fol-
lowing on from this, Fombrun and Shanley (1990) argue that sound corporate reputation
is positively related to expected return on investments, which may stimulate enterprise
growth. Moreover, Petkova, Wadhwa, Yao and Jain (2014) indicate that a firm’s reputa-
tion can increase its future performance. Taking a similar view, Gatzert (2015) evidence
also that it is of high relevance between corporate reputation and corporate financial
performance. We therefore put forward the first hypothesis as below:

H1: There is a positive correlation between corporate reputation and enterprise
growth.
As already pointed out in the literature review, innovation is a crucial means to sus-

tain long-term business growth. The positive relationship between innovation and busi-
ness growth has been tested and proven under many different circumstances. For exam-



Corporate Reputation and Performance: A Legitimacy Perspective | 185

ple, Eluinn (2000) suggested that innovation drives growth in outsourcing, while Gross-
man and Helpman (1993) claimed that innovation is an engine for growth in a global
context. As legitimacy is a related concept to institutional theory which is a predominant
framework in understanding corporate reputation, we hypothesise that innovation legit-
imacy may mediate the positive relationship between corporate reputation and enter-
prise growth:

H2: Innovation legitimacy has mediating effects between corporate reputation
and enterprise growth.

Organisation can gains on the base of continuous innovation, product service only
constantly updates to ensure to meet the public's changing needs. Also, the corporate
reputation will affect people's perception of new products and services, good reputation
to obtain people's identity to new products and services, such as brand effect. Public’s
loyalty is higher, the easier it is to accept the brand's other innovative products. Every
new products /services will face the liability of newness when it enters the market, and
the constraint of legitimacy is the main reason. Corporate reputation is very important
for gaining innovation legitimacy, the public's loyalty to enterprise will directly affect the
public's perception of products and services, and then will affect the innovation legitima-
cy. From the sociology perspective, to build a reputation is an effective way to obtain
legitimacy. Petkova (2016) argue that new firm’s reputation is significantly important to
enhance legitimacy under conditions of high or extreme market uncertainty. Therefore,
corporate reputation is established on base of the public’s wide acceptance, Social ap-
proval is the base to obtain the innovation legitimacy.

New institutionalism theory believes, that direct cause of the high mortality of new
enterprises is the lack of legitimacy, some start-up failure is due to the lack of social pub-
lic trust, and not to very well solve legitimacy problem, rather than because of market
constraints. enterprise growth is realised in the enterprise innovation gradually, innova-
tion legitimacy is crucial for an enterprise to grow. Once enterprise has got innovation
legitimacy, that means innovation will be accepted by government and related depart-
ment, and can meet the requirements of social moral and values, and is accepted by the
public. New products and services will face the new barriers to market entry. Enterprise
needs to overcome the constraint of public cognitive legitimacy, and to help enterprise
grow. Therefore, innovation legitimacy become the important factor for enterprise
growth. High legitimacy likely win the support of stakeholders, enterprise can acquire
important resources, cooperation and knowledge transfer, help enterprise accelerate to
grow.

Based on these analyses, and related to H2 hypothesis, there are two additional hy-
potheses to further clarify the complex relationships between corporate reputation,
innovation legitimacy and enterprise growth, so we set forth the below hypotheses for
this study:

H3: Innovation legitimacy is positively related to corporate reputation.

H4: Enterprise growth is positively related to innovation legitimacy.
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MATERIAL AND METHODS

Sampling

We collected data from 191 enterprises in 16 provinces in China. In total, 300 enterprises
were selected to participate in this study. Out of the 246 sets of returned questionnaires,
55 were deemed invalid and excluded from this study. Descriptive analyses showed that
the valid data covered a wide range of samples in terms of enterprise types and sizes,
industries, market positions and years of establishment. Among the participated enter-
prises, majority were from Anhui province (43%), followed by those from Zhejiang (8%),
Guangdong (8%), Jiangsu (7%), Shanghai (6%) and Beijing (6%). Most of these respond-
ents were from private firms (46%) while the rest surveyed worked in state owned en-
terprises, including state share-holding enterprises (26%), foreign companies (9%) and
joint ventures (6%). Majority (55.5%) of these companies were small-medium enterprises
employing less than 500 employees, while almost half of them had less than 10 years of
company history. Respondents were relatively evenly spread among over 10 broadly
defined industries such as manufacturing, finance, transportation and real estate sectors.
Similarly, they were also relatively evenly distributed in terms of market positions.

Survey Instruments

To contextualise survey instruments in China, we follow Li and Zhou’s (2015) recent con-
ceptual model and used their proposed survey instruments to conduct this research.
Following Li and Zhou (2015), we anchored the questionnaire items of corporate reputa-
tion, enterprise growth and innovation legitimacy on a number of established and well-
tested measures in Western and Chinese contexts (Li & Zhou, 2015). Corporate reputa-
tion was studied through four dimensions, including brand image, social responsibility,
innovation capacity and staff quality (22 items in total). Innovation legitimacy was stud-
ied by regulative legitimacy, normative legitimacy and cognitive legitimacy (11 items in
total). Enterprise growth was studied by six items, including performance on financial,
human resources and innovation aspects. Responses were measured on a Likert scale
(1 represents extremely disagree; 7 represents extremely agree).

Pilot Study

In validating measures used in this research, a preliminary study was conducted. In total,
70 samples were surveyed with a valid response rate of 96.8%. Statistic testing indicated
that the measures were reliable and samples were valid, i.e., values of all items were
above 0.7 and KMO values were above 0.7.

Data Analysis

We first tested the reliability of measures used in this study. The o values of all dimen-
sions of corporate reputation were above 0.7, i.e., brand image (a =0.793), social re-
sponsibility (o =0.857), innovation capability (o =0.875) and staff quality (a =0.929).
The internal reliability of these dimensions was deemed sound (CITC values were above
0.4). As well, the a values of all dimensions of innovation legitimacy were above 0.7, i.e.,
regulative legitimacy (o =0.882), normative legitimacy (0 = 0.959) and cognitive legiti-
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macy (a =0.916). All in all, the measures used in this research were deemed to be relia-
ble. In a similar vein, KMO values indicated that the measures were sound and valid. We
firstly used The Ran correlation analyses (Spearman correlation coefficients) in this re-
search to analyse the correlation between corporate reputation (each dimension), inno-
vation legitimacy (each dimension) and enterprise growth. But the degree of correlation
analysis can verify between closely, but cannot explain the causal relationship between
them. Then, we used multiple linear regression (MLR) analysis to analyse the data and
path analysis was used to examine the hypotheses (Wangbin & Yuli, 2011; Okeke, Ezeh
& Ugochukwu, 2015; Jauch, Glueck & Osborn, 1978). The results of this research are
explained in the next section.

RESULTS AND DISCUSSION

The research results suggested that, in supporting the existing literature, there were
positive correlations between all dimensions of corporate reputation (i.e., brand image,
social responsibility, innovation capability and staff quality) and enterprise growth.
Therefore, hypothesis 1 was fully supported. Hypothesis 2 hypothesised that innovation
legitimacy had mediating effects between corporate reputation and enterprise growth.
Regression analysis results showed that this was partially supported. Among the possible
mediating pathways, normative legitimacy mediated between brand image and enter-
prise growth, staff quality and enterprise growth, as well as social responsibility and
enterprise growth, but did not have significant mediating effects between innovation
capability and enterprise growth. Similarly, regulative legitimacy and cognitive legitimacy
mediated between brand image and enterprise growth, innovation capability and enter-
prise growth and staff quality and enterprise growth, but did not have significant mediat-
ing effects between social responsibility and enterprise growth. In a similar vein, hypoth-
esis 3 was also partially supported. Although there were significant positive correlations
between innovation legitimacy and corporate reputation, such correlations between
social responsibility and normative legitimacy, social responsibility and cognitive legiti-
macy and innovation capability and regulative legitimacy were not significant. On the
other hand, hypothesis 4 was fully supported. There were significant positive correla-
tions between all dimensions of innovation legitimacy and enterprise growth as tested in
this research. Therefore, hypotheses 1 and 4 were fully supported whereas hypotheses
2 and 3 were partially supported (Table 1 and 2).

The results of this research showed that corporate reputation has significant positive
relationship with enterprise growth. This positive relationship was found through all
pathways tested. This means that brand image, social responsibility, innovation capabil-
ity and staff quality are all important to enterprise growth. Similar effects were found for
innovation legitimacy on enterprise growth, indicating that legitimacy is an important
theoretical perspective in understanding how businesses could develop in various im-
portant aspects. Although the mediating role of innovation legitimacy between corpo-
rate reputation and enterprise growth was only partially supported, most pathways
showed significant mediating effects of innovation legitimacy between the two variables.
The results of this research imply that legitimacy is a fruitful theoretical framework in
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understanding the positive correlation between corporate reputation and enterprise
growth.

Table 1. Descriptive Statistics and Correlations (n = 191)
Variables?| mean SD 1 2 3 4 5 6 7 8

1Bl 4.954 1.384 |1
2SR |4.542 |1.524 ]|0.402** |1
31C 4951 |1.397 [0.632**]0.501** |1
4SQ |5.068 1.236 |0.326*%* (0.411** |0.206** |1
S5RL |4.956 [1.472 |0.603** |0.478** |0.432**|0.413** |1
6NL [5.181 |1.226 |0.557** |0.212**|0.598** |0.504** |0.610** |1
7CL |5.091 1.128 |0.512** |0.204* |0.509** |0.477** |0.597** |0.754** |1
8EG |4.727 [1.282 |0.549** |0.503** |0.551** |0.429** |0.712** |0.686** |0.736** |1
*Notes: Bl-brand image, SR-social responsibility, IC-innovation capability, SQ-staff quality, RL-regulative legiti-
macy, NL- normative legitimacy, CL-cognitive legitimacy, EG-enterprise growth.

Source: own study based on survey data in China.

Table 2. Multiple Linear Regression

Model6 | Model7 | Model8
Modell | Model2 | Model3 | Modeld | Model5 (RL (NL (CL
(EG) (RL) (NL) (CL) (EG) mediate | mediate | mediate
CR&EG) | CR&EG) | CR&EG)

CONS  |1.352*** |1.273*** |1.045*** |1.453*** |1.521*** |2.186*** |2.351*** |2.068***

Variables®

Bl 0.185* 0.362*** |0.222** |0.207** - 0.125* 0.151* 0.134*
SR 0.262*** 10.269*** |0.014 0.016 - 0.203*** 10.171* 0.177**
IC 0.210** 10.029 0.340*** 10.249*** - 0.189*** 10.134* 0.101*
SQ 0.269*** 10.222*** 0.279*** |0.295*** - 0.412*** 10.261*** |0.469***
RL - - - - 0.357*** - - -
NL - - - - 0.154* - - -
CL - - - - 0.358*** - - -

Adj-R? |0.376 0.327 0.379 0.317 0.536 - - -

F 29.583 29.082 29.918 21.559 74.018 40.426 33.359 43.578
°Notes: Bl-brand image, SR-social responsibility, IC-innovation capability, SQ-staff quality, RL-regulative legiti-
macy, NL- normative legitimacy, CL-cognitive legitimacy, EG-enterprise growth.

Source: own study based on survey data in China.

Our study shows that there are significant positive relationships between brand im-
age, social responsibility, innovation capability, staff quality, and enterprise growth.
These Indicate that the higher corporate reputation, enterprise will obtain the greater
opportunities of growth. Similar to Dowling and Pfeffer (2002) found that corporate
reputation, being enterprise important strategic asset, has important effect to corporate
performance. Enterprise with good reputation, can hasve a high position in the customer
heart, gain customer loyalty, use intangible assets to build enterprise core competitive
capability, to promote enterprise sustainable development.

Also this study found there partly exists a correlation between organisation reputa-
tion and innovation legitimacy. Similar to Dacin, Oliver and Roy (2007) it can be pointed
out that entrepreneurial team reputation plays an important role in gaining the legitima-
cy of start-up. Brand image is helpful to make new products more accepted by govern-
ment and professional institutes, and can be widely accepted by the customers, which



Corporate Reputation and Performance: A Legitimacy Perspective | 189

implies that the new product is in accordance with the public ethics and value. Our em-
pirical research shows that the higher enterprise obtains innovation legitimacy, the bet-
ter enterprise grows. Legitimacy is helpful to improve the growth performance of small
and medium-sized enterprise. Enterprise’s new product, which has higher innovation
legitimacy, will be known and accepted by government departments, professional insti-
tutions and the public. Conforming to social values and moral standards facilitates sus-
tainable development of enterprise.

CONCLUSIONS

Main Conclusions, Implications and Recommendations for Practice

Corporate reputation has a positive influence on enterprise growth. Brand image is use-
ful to introduce innovative products into markets, and at the same time high reputation
shows that the value of organisation is in keeping with social values, and meets social
morality. That kind of organization can make the enterprise innovative products known
and accepted by the public, which means that the enterprise has obtained innovation
legitimacy, that can promote enterprise growth. Innovation capability can help enter-
prise integrate and utilise innovation resources, good corporate reputation is helpful to
the development of enterprise innovation behaviour. So enterprise should pay attention
to the maintenance of brand image, to be responsible for products, customers, share-
holders and employees. And to be able to find new market demand, to raise their ability
to innovate, to follow the principle of being people-oriented, to attract more qualified
talents to join, in order to realize the sustainable growth of enterprise.

Innovation legitimacy plays an important role in the enterprise growth process. En-
terprise growth must depend on innovation, and innovation legitimacy has become the
important influence factor of enterprise innovation to be realised. Regression analysis
shows that there is a significant correlation between normative legitimacy, regulative
legitimacy, cognitive legitimacy, and enterprise growth. At the same time, regulative
legitimacy, normative legitimacy, cognitive legitimacy, has a mediating effects between
corporate reputation and enterprise growth. This suggests that good corporate reputa-
tion can help enterprises obtain customer resources, the accumulation of customer re-
sources can promote enterprise technology innovation. Good corporate reputation can
bring high customer loyalty for a long time, thus greatly reduce the time of the innova-
tion product accepted by market, innovative products can more quickly overcome the
entering defect of the market.

There are significantly positive relationships between Innovation legitimacy and cor-
porate reputation of brand image, staff quality. Moreover, corporate reputation of social
responsibility is significantly related to regulative legitimacy, innovation capability is
positively related to normative legitimacy and cognitive legitimacy. This suggests that it is
particularly important for enterprises in lack of regulative legitimacy, to strengthen
brand imagine maintenance, and social responsibility, and to improve staff quality. When
an enterprise lacks normative legitimacy and cognitive legitimacy, it is important for
enterprise to enhance the corporate reputation of brand image, innovation capability,
and staff quality. In case of lack of innovation legitimacy enterprise may take steps to
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obtain in accordance with the different correlation of each dimension of corporate repu-
tation.

Limitation and Future Research Direction

This research was conducted in Chinese context and its measures were highly contextu-
alised. Although the reliability and validity of these measures were tested to be accepta-
ble, the generalisability of the results in other societal contexts may not be granted. This
is especially worthy of attention as legitimacy is a cultural product. Future research is
encouraged to further pursue the theoretical framework of legitimacy in understanding
enterprise growth, corporate reputation and their relationships. The generalisability of
the research results may be further tested in Western contexts in the future.

This research studied the mediating effects of innovation legitimacy between corpo-
rate reputation and enterprise growth. Its results suggested that innovation legitimacy
significantly mediated the positive relationship between the other two variables. In sup-
porting the existing literature, positive correlations between corporate reputation and
enterprise, and innovation legitimacy and enterprise growth were also found. Future
research may look into these results in other contexts and further pursue the legitimacy
perspective in understanding corporate reputation and enterprise growth.
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and Organizational Performance:
The Role of Climate for Creativity
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mediating relationships between talent management and organizational perfor-
mance.
Research Design & Methods: A model relating talent management, organizational
performance and climate for creativity was tested using structural equation modelling
Based and data from 326 large organizations in Poland. It allowed the verification of
two formulated hypotheses.
Findings: Research results reveal that talent management is a three-dimensional
construct (dimensions are: strategic, structural and ideological) while climate for crea-
tivity and organizational performance are both unidimensional constructs. Results
indicate that climate for creativity mediates the relationships between the dimen-
sions of talent management and organizational performance.
Implications & Recommendations: Research findings suggest that in order to enable
organizations to achieve high performance through talent management it should
focus on creating an appropriate climate supporting individual creativity of its em-
ployees.
Contribution & Value Added: The originality of this work lies in studying unexplored
relationships between talent management policies and organizational performance
with the mediating role of climate for creativity. It is the first attempt to assess these
relationships on the basis of empirical data in Poland.
Article type: research paper
talent management; organizational performance; climate for creativ-

Keywords: . . . .
ity; empirical research; structural equation modelling
JEL codes: M540; 0310
Received: 19 January 2016 Revised: 8 June 2016 Accepted: 1 July 2016

Suggested citation:

Ingram, T. (2016). Relationships Between Talent Management and Organizational Performance:
The Role of Climate for Creativity. Entrepreneurial Business and Economics Review, 4(3), 195-205,
DOI: http://dx.doi.org/10.15678/EBER.2016.040315



196 | Tomasz Ingram

INTRODUCTION

Talent management has received significant research attention over recent years
(Boudreau & Ramstad, 2005; Dries, 2013a). Despite numerous contradictions embedded
in the field researchers usually agree it is related to the way organizations capitalize on
their most important assets —talented employees (Raman, Chadee, Roxas & Michailova,
2013). Numerous research studies focus on the relationships connecting talent manage-
ment to organizational performance since this link justifies the significance of the issue
for management scholars (Coulson-Thomas, 2012). Despite numerous calls for empirical
studies (Boudreau, 2013) relationships between talent management and organizational
performance still lack solid evidence. This lack of empirical studies related to links be-
tween talent management and organizational performance are partly explained by
scarce theory about talent management (Dries, 2013a).

Using the dialectical perspective and strategic approach to talent management (In-
gram, 2016a) this paper aims at exploring the relationship between talent management
policies and organizational performance. As relationships between organizational varia-
bles rarely occur in isolation, climate for creativity was used as a contingent variable
mediating the abovementioned relationships. Climate for creativity allows organizations
to create valuable and novel organizational solutions supporting the innovativeness of
a company (Hunter, Bedell & Mumford, 2007). The undertaken problem itself is strongly
embedded in human resource management theory as well as entrepreneurship and
innovation theory.

To explore the relationships empirical data gathered between October 2014 and
January 2015 from 326 large companies located in Poland was used. The analysis was
conducted using SPSS and MPIlus software, and in particular confirmative factor analysis
and structural equation modelling were employed.

In the first part of the paper | briefly review current trends in the field of talent man-
agement and outline the dialectical approach to these issues. Next, | conceptually relate
talent management to organizational performance with the mediating role of climate for
creativity. Further, the methodology presents the sample selection and research proce-
dure as well as variables used in the research. In the following section research results
are provided. The paper finishes with implications for theory and practice and conclude
the paper with future research directions.

LITERATURE REVIEW

Talent Management as a Field of Research

Within recent years talent management has acquired much attention and has become
important vein in the research on human resource management (Tansley, Kirk & Tietze,
2013). From poorly theorized phenomena it has converted into a recognized source of
organizational performance and competitive advantage (Reilly, 2008). In the beginning,
following calls from distinguished scholars, the research on talent management has
mainly focused on the definition of talent (Tansley, 2011) and on the creation of a defini-
tion of the phenomenon (lles, Chuai & Preece, 2010). Following the most prominent
definition of talent management it is now conceptualized as “activities and processes
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that involve the systematic identification of key positions which differentially contribute
to the organization’s sustainable competitive advantage” (Collings & Mellahi, 2009,
p. 305) which is based on role definitions and the development of talent pools composed
of high potentials and/or high performing employees who are responsible for filling
these roles. It is also related to the development of human resource architecture that
would facilitate filling pivotal positions and guarantee commitment of key employees to
organizational aims.

Studies on talent management are mainly concentrated on its strategic aspects
(Harris, Craig & Egan, 2010), however research located in the best practice perspective is
also identifiable in the literature (Goldsmith & Carter, 2010). Much attention, both theo-
retical and empirical, has been put to understand and theorize relationships between
talent management and organizational performance, however researchers have not
come to sound, empirically confirmed conclusions in this area (Azmi, 2011). Al Ariss,
Cascio and Paauwe (2014) suggest that talent management may be discussed on several
different levels of analysis — i.e. individual, organizational, institutional as well as nation-
al, international and sectoral level.

There is also growing debate on the nature of talent in the literature. Gallardo-
Gallardo, Dries and Gonzalez-Cruz (2013) argue that there are multiple equipollent views
on the essence of talent, namely as the characteristics of people, natural ability, mastery
in a field, commitment, fit to context, as all employees (inclusive approach) and chosen
employees, in particular: high performers and high potentials. Dries (2013b) convincingly
claims that there are numerous contradictions embedded in talent and talent manage-
ment research which constitutes the central argument for approaching talent manage-
ment from the dialectical perspective presented in this paper.

Talent Management by The Lens of The Dialectical Perspective

Dialectical approach to organizational phenomena stems from the assumption that stra-
tegic problems within organizations are complex and simple solutions are hard to find.
The world of organization is composed of opposing forces — contradictions, dilemmas,
tensions, paradoxes (Bratnicki, 2001; Poole & Van de Ven, 1989). Managers are respon-
sible for the identification of contradictions and their reconciliation that allow the devel-
opment of an organization by capitalizing on positive aspects of each opposing force.
Adopting dialectical perspective to talent management (TM) signifies searching for
contradictions in the field and attempting to find a reconciliation and obtaining a balance
that crosses the trade-off line between two contradictory forces so neither dominates
over the other. Moreover, managers are responsible not only to identify and make at-
tempts to reconcile these forces, but also accept colliding events rivaling for domination
and control (Van de Ven, 1992). It also requires adopting a strategic approach accepting
that talent management is infused with paradoxes and ambiguity (Sundaramurthy
& Levis, 2003). There are numerous contradictions embedded in talent management,
namely: individual vs. teamwork, individual effectiveness vs. potential, universality of
solutions vs. its specificity, cultural specificity vs. unified global solutions, open vs. closed
recruitment, egalitarian vs. elitist approach, formal vs. informal definition, identification,
recruitment, selection and evaluation of talents, creating TM by separate departments
vs. project teams, focus on individual vs. organizational development, managerial vs.
entrepreneurial orientation of a TM program (Ingram, 2016a; Ingram, 2016b).
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The theory behind the dialectical perspective convinces that conscious reconciliation
of strategic contradictions should lead to improved organizational performance (Brat-
nicki, 2001), thus, contradictions reconciliations in the field of talent management should
also help to obtain satisfactory outcomes. This leads to the first hypothesis:

H1: There is a positive relationship between the ability to reconcile strategic con-
tradictions in the field of talent management and organizational performance.

Relationships Between Talent Management
and Organizational Performance in The Context

Relationships between organizational phenomena do not occur in isolation. There are
numerous variables that may determine, mediate or moderate relationships between
constructs in organizational studies. The link between talent management and organiza-
tional performance is not an exception in this regard. According to diverse studies there
are numerous contextual or contingent variables that affect, determine or influence the
nature of the above-mentioned relationship. Among variables influencing talent man-
agement are, inter alia, organizational structure (Mohrman & Lawler, 1997), firm’s strat-
egy (Sparrow, Scullion & Tarique, 2014), organizational climate (Rogg, Schmidt, Shull
& Schmitt, 2001) or organizational environment variables (Garavan, 2012).

Introduction of talent management, its shape, construction and relationship with or-
ganizational performance seems to be strongly dependent upon the climate existing
within a company. While talent management is usually realized with the purpose of help-
ing to create sustainable competitive advantage (Ashton & Morton, 2005), and the latter
is strongly related to the ability to deliver novel and valuable solutions (innovations) for
diverse groups of customers (George, 2007), climate supporting creativity — that affects
innovative capability (Yeh-Yun Lin & Liu, 2012) seems to play important role in the rela-
tionship between talent management and organizational performance. In particular,
following by analogy arguments of (Rogg et al., 2001) | assume that climate for creativity
intervenes the relationship between talent management and organizational perfor-
mance. Therefore, the following hypothesis may be formulated:

H2: The climate for creativity mediates the relationship between talent manage-
ment and organizational performance.

MATERIAL AND METHODS

Sample and Procedures

The paper aims to test the relationship between talent management policies and organi-
zational performance. On the basis of literature studies | formulated two research hy-
potheses, namely:

H1: There is a positive relationship between the ability to reconcile strategic con-
tradictions in the field of talent management and organizational performance.

H2: The climate for creativity mediates the relationship between talent manage-
ment and organizational performance.

Units of observation for this study were randomly selected large companies operat-
ing in Poland. Each company in the sample employed more than 250 full time employees
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and the sample was cross sectional. Intended sample size was 500 large companies. In
order to gather the empirical data, first two samples of 500 companies each were ran-
domly selected from the database composed of 3217 large companies. In the second
step companies from the first sample were contacted if they agree to participate in the
research. If a company from the first sample refused to participate in the research the
company from the second sample with the same identification number was contacted. In
total, 332 companies agreed to participate in the research. Therefore, sample realization
level equalled 66% (33% in respect to all randomly selected companies). To every com-
pany that agreed to participate in the research an interviewer was sent. Respondents in
the research were human resource managers or managers responsible for talent man-
agement. The study was carried out in the end of 2014 and beginning of 2015 by the
specialized market research company.

Variables

Talent management policies were assessed using self-created scale (Ingram, 201643, in
press). It is composed of 28 items, evaluated on a 7 point Likert scale, forming 14 strate-
gic contradictions (Cronbachs’ alpha = 0.746). The exploratory factor analysis revealed
contradictions form three dimensions that were labelled strategic (Cronbach’s al-
pha =0.702), structural (Cronbach’s alpha=0.823), and ideological (Cronbach’s al-
pha = 0.654), one contradiction was dropped because of low loading level (below 0.4).

Organizational performance was measured with a modified 5-item scale elaborated
by Antoncic and Hisrich (2001). The scale was used to measure subjective organizational
performance in relation to competitors. Exploratory factor analysis shows it is a unidi-
mensional construct (Cronbach’s alpha = 0.887). Climate for creativity was assessed using
a previously prepared scale (Hunter et al., 2007). It is composed of 7 items evaluated on
a 7 point Likert scale. Exploratory factor analysis indicates it is a unidimensional construct
with Cronbachs’ alpha equal to 0.848. All of the constructs are reflective which means
constructs determine the level of observed variables rather than are determined by
them. For exploratory factor analysis and Cronbachs’ alpha coefficients SPSS for Mac was
used.

RESULTS AND DISCUSSION

In the first step of analysis confirmatory factor analysis was carried out for identified in
EFA three dimensions of talent management. Root mean square error of approximation
(RMSEA) as well as Tucker-Lewis Index (TLI) and Comparative Fit Index (CFI) were satis-
factory accounting for 0.039, 0.957 and 0.967 respectively, which means the model is
well fitted (see Ingram, 2016, in press).

In the next step relationships between talent management contradictions and organ-
izational performance with the mediating role of climate for creativity was assessed
using structural equation modelling in MPlus for Mac ver. 7.2 software. The model was
well fitted (RMSEA = 0.049, TLI = 0.935, CFl = 0.943) indicating the relationship between
talent management and organizational performance is moderately strong (R? =0.237).
That means that organizational performance changes are explained in nearly 24% by the
independent variables. Model estimation results are presented in Figure 1.
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Interpretation of Figure 1 leads to several observations. Firstly, all dimensions of tal-
ent management are interrelated. Secondly, relationships between structural and strate-
gic dimensions of talent management and climate for creativity are significant. Also,
relationship between climate for creativity and organizational performance is significant.
Thirdly, none of talent management dimensions is significantly related to organizational
performance. Thus, ability to reconcile strategic contradictions in talent management
dimensions does not affect, by itself, organizational performance. Hence, hypothesis H1,
stating there is a positive relationship between talent management policies and organi-
zational performance does not receive support.

1.425 (.156)

286 (.067) 733 (122 602 (.092
797 (.111) (122) (.092)
570 (.085) ) 283 (.138) 312 (.068) Org_eff
1.420 (.186)
872 (.108)
47 (.116)

Legend:  TM_Struk — structural dimension of talent management;
TM_Strat — strategic dimension of talent management;
TM_ldeo — ideological dimension of talent management;
Climat — climate for creativity;
Org_eff — organizational performance;
Above lines model coefficients and standard errors are given;

Figure 1. Model of relationships between talent management dimensions,
climate for creativity and organizational performance
Source: own calculations in MPlus for Mac 7.2.

Fourthly, ideological dimension of talent management is unrelated to climate for
creativity as well as to organizational performance, hence, it does not influence neither
of these variables. Analyses of mediation effects are presented in Table 1.
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Results presented in Table 1 prove climate for creativity is an important mediator of
the relationships between strategic and structural dimensions of talent management and
organizational performance. Especially important are relationships between strategic
and structural dimensions of talent management, climate for creativity and organiza-
tional performance while these are significant and prove there are links not to be missed
in interpretation of changes in the organizational performance levels. Thus, it brings
support to hypothesis H2 stating that climate for creativity is an important mediator of
the relationship between talent management and organizational performance.

Table 1. Mediation analysis: Total, total indirect, specific indirect, and direct effects of talent
management strategic, structural and ideological dimension on organizational effectiveness
through the climate for creativity

. . Confidence Is the
Coefficient X R .
Effect B intervals — relationship
95% significant

Direct effect of strategic dimension 0.139 (-0.098; 0.377) No
Direct effect of structural dimension 0.043 (-0.072; 0.158) No
Direct effect of ideological dimension -0.052 (-0.387; 0.282) No
Total direct effect 0.130 - -
Conc.rete indirect ef.fe.ct of strategic dimension 0.088 (0.001; 0.176) Yes
by climate for creativity
Conc'rete indirect ef'fe:ct of structural dimension 0.089 (0.036; 0.142) Yes
by climate for creativity
Conc.rete indirect ef.fe.ct of ideological dimension -0.009 (-0.129; 0.111) No
by climate for creativity
Total effect 0.298 - -

Dependent variable: organizational performance
Source: own calculations in MPlus for Mac ver. 7.2.

Research results bring support to existing discussion related to links between talent
management and organizational performance. It supports claims that the organizational
ability in managing talents influences organizational performance (Levenson, 2012).
However, research results prove that this relationship does not occur in isolation and
contextual variables are important in explaining talent management effect on organiza-
tional outcomes (Thunnissen, Boselie & Fruytier, 2013). According to the research re-
sults, organizational climate for creativity is essential for understanding why talent man-
agement influences organizational performance. While the level of explanation of the
dependent variable is relatively low it would be worthwhile to include further variables
into the model. They might be organizational structure, strategy, leadership style, human
resource management practices and others that might help to explain relationships in
more detail (Van den Brink, Fruytier & Thunnissen, 2013). Therefore, future research
should focus rather on explaining the reasons of talent management capabilities influ-
ence on organizational performance than providing the evidence of the relationship
itself. This study addressed the issue from the strategic point of view (talent manage-
ment policies were the key point of reference), yet other approaches seem valuable for
explaining the effect on organizational performance (Tarique & Schuler, 2010).
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Research results bring also important implications for organizational practice. They
suggest that if organizations are willing to unveil the effect of talent management on
organizational performance, managers should focus on creating the climate supporting
creativity. A simple creation of talent management program does not guarantee im-
proved organizational position in relation to competition. It is necessary to focus more
strongly on creating conditions allowing for employment of the potential of talented
employees. Managers should especially concentrate on conscious shaping of strategic
and structural aspects of talent management programs, namely aspects of talent identi-
fication, recruitment and selection as well as evaluation procedures and processes. Man-
agers should also focus on reconciling contradictions in the field of individual vs. team-
working, paying attention to both the effectiveness of candidates and their potential,
balance universality and specificity of the program, focus on development of individual
and organization and search for equilibrium between managerial and entrepreneurial
aspects of talent management programs.

CONCLUSIONS

Talent management, as an emerging field of interest in the organizational theory, still
lacks answers to basic questions — about definitions, scope, relationships to organiza-
tional performance and contextual variables (Dries, 2013a). This study proves there is
a relationship between talent management, in particular, the ability to reconcile strate-
gic contradictions in TM dimensions, and organizational performance. Climate for crea-
tivity comprises of a mechanism that helps to unveil stated relationship. Therefore, it is
necessary to create proper conditions for talent management that enable its influence
on other organizational outcomes. Certainly, further studies on the issue and relation-
ships between talent management and other organizational variables are necessary,
especially important are studies helping to explain how and in what conditions talent
management policies might be profitable for an organization. Therefore, both explorato-
ry and explanatory studies are necessary to deepen the knowledge on talent manage-
ment in organizations. Benefits of such studies are hard to overestimate, while the link
between talent management and organizational well being are both theoretically
(Ashton & Morton, 2005) and empirically evident.

The study brings also implications for the organizational practice. As the study
proves, talent management can be conceptually and empirically linked to organizational
performance helping to boost it. However, in order to facilitate improvement of organi-
zational performance managers should focus on accepting contradictions embedded in
talent management and focus on processes of their reconciliation. Secondly, talent man-
agement by itself does not explain organizational performance fully. In order to capital-
ize on abilities to reconcile TM contradictions managers should focus on creating the
climate for creativity. According to the research results this climate serves as a trigger
and creates conditions for transferring TM reconciliation abilities into organizational
performance.

The paper has four main limitations. Firstly, the study was carried out in Poland, and
that hinders the possibility to generalize research results. Secondly, due to space limita-
tions, in the paper robustness of employed research procedure was not checked. Name-
ly, there are strong premises to state that the relationship between talent management
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and organizational performance might, in fact, be of the different direction. The basic
guestion here is if the ability to reconcile strategic contradictions in the TM field is not
actually higher in high performing organizations. Thus, further analyses in this regard
seem to be of a great importance. Thirdly, while organizational performance depends on
numerous factors, it would be useful to include more contextual variables in the research
procedure. This would help to explain variability of the organizational performance to
a higher extent. Fourthly, although it is suggested to use strong data in SEM, and used
scales are ordinal, researchers in the management field, also in the most prestigious
journals, commonly use Likert-type scales in similar analyses (Rodell & Lynch, 2016).
Being aware it might cause erroneous results and interpretations, the research design
followed a commonly accepted practice in this regard.
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= Public Policies and Business Education (in particular policies promoting entrepreneur-
ship, innovation, R&D and SMEs, education for entrepreneurship, new trends in social
sciences).

For each issue we accept submissions not later than 6 months before the particular issue
releasing. The deadlines for submissions are as follows:

= By the end of June for the March Issue (no. 1),

= By the end of September for the June Issue (no. 2),

= By the end of December for the September Issue (no. 3),

= By the end of March for the December Issue (no. 4).
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Call for Papers

Guidelines for Authors

We accept articles proposals if they fit the aim and scope of our journal. We release cur-
rent calls for papers on our website in the ‘announcement’ section. In each issue we pub-
lish thematic articles (based on our call for papers) and other articles (submitted continu-
ously to the first available issue).

The articles must be between 20 000 and 40 000 characters (including spaces as well as
all necessary tables, figures, graphs and illustrations, the list of used references and any
appendixes if needed).

The articles must be prepared with accordance to our technical requirements and taking
our academic ethics code into account. The articles must be prepared in our template.
We will reject submissions not prepared according to our requirements.

Before submitting your article, please read and apply the following rules:

= EASE Guidelines for Authors of Scientific Articles to be Published in English (version
of June 2014) explaining in details how to compose a scientific article according to in-
ternational standards.

= APA Style Manual (6th edition of June 2009) explaining in details how to use and cite
references and how to apply linguistic rules while writing in English.

For very detailed submission instructions, including guidelines for authors, and all other
information visit our website at: www.eber.uek.krakow.pl — please read there the follow-
ing documents very carefully before your submission:

= Guidelines for Authors (*.pdf),

= Template for Articles (*.docx, *.dotx, *.rtf, *.pdf),

= |nternal Review Form — Checklist of the Article(*.docx),

= Copyright Transfer(*.docx).

Submission of the Manuscripts

We use the 0JS system for submissions. After having finished your article, when your files

are ready, visit the online submission website. You will need to log into the system:

= |f you know your login details, use your user ID and password to log on.

= |f you do not know your login details, check to see if you are already registered by click-
ing on the 'Forgot your password?' button and following the on-screen instructions.

= |f you are not already registered, you can register by clicking on the 'Not a user? Regis-
ter with this site' button on the login screen and following the on-screen instructions.
Please remember you should register as ‘Author’, however we advise you to register
also as ‘Reader’ and ‘Reviewer’. If you don’t mark ‘Author’ status, you will not be able
to submit your article.
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Reviewing Policy and Procedures

10.

11.

The editor-in-chief or another member of the editorial team will make a preliminary
decision to either accept the paper for further review or reject the paper (desk’s re-
jection) if the submitted article doesn’t meet our editorial requirements or is out of
our aim and scope. The author will be notified of the decision as soon as possible. In
certain situations, this decision will be made following consultation with a member of
the editorial council specializing in a given area of research.

The reviews are prepared by at least 2 independent reviewers indicated by the edito-
rial board. The independent reviewers are not associated with the author’s parent
institution (external reviewers to the author).

Reviews are prepared using a double-blind peer review. This process is based on the
rule that the reviewer does not know the identity of the author and vice versa.

Each review is issued in written form (later revealed to the Author) and ends with
a recommendation for or against publication.

In addition to the recommendations made by reviewers, the Author may receive ad-
ditional editorial suggestions from:

= the editor-in-chief, only in urgent cases,

= an issue editor as the executive editor responsible for the issue,

= an associate editor or a guest editor if there is a special need,

= alayout editor for technical and editorial comments,

= a statistics editor if the paper contains statistics.

The author must reply to all comments and suggestions (a special form is required to
be filled in and to be sent back).

The editor-in-chief provides the final opinion based on a very detailed process.
Before submitting your article, please make familiar with the following forms and
evaluation criteria, which must be applied by Authors (files are available at our web-
site for downloading after logging in):

= Internal Review Form — Checklist of the Article (*.docx),

= External Review Form (*.docx),

= Statistical Review Form (*.docx),

= Technical Review Form (*.docx),

= Author's Statement after the Reviews (must be attached to the revised article),

= Copyright Transfer (must be signed before publishing).

Before publishing each article is proofread by a language editor (a native speaker or
a bilingual speaker). Authors are obliged to apply all necessary changes, however they
can negotiate special terminology use.

Prior to publishing, the Corresponding Author must sign and submit the Copyright
Transfer, otherwise we will not be able to publish the given article.

Each Author must follow the principles of transparency and best practices in scholarly
publishing (see our website for details). Editors and the Publisher will be documenting
all forms of scientific misconduct and malpractice, particularly violations of ethics and
violations of science principles. Any such cases will be reported to the employer of
the author and to the relevant public and state institutions.
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Publication History

So far we have published the following thematic issues of EBER:

2013

Vol. 1, No.
Vol. 1, No.
Vol. 1, No.
Vol. 1, No.

2014

Vol. 2, No.
Vol. 2, No.
Vol. 2, No.
Vol. 2, No.

2015

Vol. 3, No.
Vol. 3, No.
Vol. 3, No.
Vol. 3, No.

2016

Vol. 4, No.
Vol. 4, No.
Vol. 4, No.

A W N e A W N e

A W N P

Global Opportunities and Local Businesses
Modern Challenges for International Business in Europe
Contemporary Issues in International Economics

Modern Challenges for Business and Economy in CEE Countries

Global Entrepreneurship from the European Perspective
Globalisation of Economies and Industries
FDI in Central Europe

New Developments in International Business and Economics in CEECs

Social Entrepreneurship and Socio-Economic Development
International Entrepreneurial Orientation: Theoretical Perspective
Immigrant and Ethnic Entrepreneurship

Dilemmas of Modern Economy and Business

Economics of Higher Education
Real Estate and Construction Economics

Advancing Research in Entrepreneurship
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