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Abstract

The objective of this research is to determine and draw the attention of venture
capitals toward the most important factors that they should consider for making a
proper exit decision. A list of suggested influential factors in venture capitals’ exit
decision was extracted from the literature. The list is refined and developed by
the Delphi method through three rounds of Delphi with a Delphi group composed
of 15 Spanish venture capitalists. A list of the 14 most influential factors in an exit
decision is developed and is divided into four categories (venture capitals, inves-
tees, entrepreneurs and external environment). Some of the factors have been
neglected in previous studies and some seldom have been studied. It is recom-
mended that venture capitals consider a combination of the suggested factors to
make an exit decision. Also when making the exit decision, venture capitals
should not only pay attention to the factors regarding themselves and the inves-
tee, but also they should consider the factors regarding the entrepreneurs and
external environment. The research brings together different factors in venture
capitals’ exit decision from different categories, refines and develops them, and
produces a precise and actionable list of the most important ones.

Keywords: venture capital; divestment; exit decision; Delphi method; Spain

JEL codes: G24, G32, G33
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INTRODUCTION

The investment process of venture capitals is divided into three general steps, pre-
investment, post-investment and exit (De Clercq et al., 2006). Getting out of an invest-
ment is the natural end to any venture capital deal and finally a day would come that the
venture capital would decide to divest and exit the deal (Zider, 1998) by selling its shares
in it, partially or fully (Cumming & Maclntosh, 2003a).

According to Wall and Smith (1997) more than 70% of venture capitals have difficulty in
determining the proper time of their exit from a deal; and this problem still keeps on straining
venture capitals (Hege et al., 2009; Oehler et al., 2007; Cumming & Maclntosh, 2003b).

The main question of this research is: ‘What are the most important factors which in-
fluence a venture capital’s exit decision?’ The main objective of this research is to de-
termine and draw the attention of venture capitals toward the most important factors
that they should consider for making a proper exit decision.

This research is a qualitative and applied one. It is done based on literature review
and by using the Delphi method with a panel consisting of 15 Spanish venture capitalists.

In this article, first, the literature on venture capitals’ exit decision is reviewed.
During the review the factors which are considered influential in venture capitals’ exit
decision are highlighted. After that, the research method (the Delphi method) is first
introduced briefly and then how it is used for conducting this research is described.
Later on, the results are reported and commented on and finally conclusions are
drawn and future research opportunities are suggested.

LITERATURE REVIEW

First of all, there are two jargons which their difference needs to be clarified to prevent any
misunderstanding and mix-up before moving forward. It is important to have in mind that an
entrepreneur is a person who comes with a business idea. An ‘investee’ is a legal entity (usu-
ally in form of a company) which has been started by one or more entrepreneurs to convert
a business idea into a business, and has been invested in by others such as venture capitals.

Venture capitals are one of the most important financial sources for micro-
enterprises and SMEs. Venture capitals invest in those types of companies not in the
hope of an instantaneous gain, but hoping that those companies would grow and conse-
quently their investment value would grow. For this reason, venture capitals prefer to
invest in companies with fast growth potential (Kaliski, 2006).

A venture capital enters a deal in hope of great return on its investment, usually
10 to 20 times of its investment; but the venture capital would be still satisfied with
3 to 5 times of it. Anything under that would be considered as a ‘sideways deal’
which means a low quality and an inferior deal (Berkery, 2007, p. 70). But in any
case, whether the investee succeeds to achieve its promise or fails to do so; at some
point, the venture capital have to divest and collect its profit or accept its loss. This
process of divestment is called ‘exit’ (Félix et al., 2014; Nadeau, 2011; Bienz & Walz,
2010; Gladstone & Gladstone, 2004, p. 9; Zider, 1998).

Cumming (2008) says a venture capital faces many challenges while going through
the exit step. For example, there usually would be disputes and confrontations between
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the entrepreneurs and the venture capital in evaluating the investee’s value when the
time of exit comes. Also, severe information asymmetry against the venture capital,
would negatively affect its ability to exit a deal; it especially makes it hard to exit the deal
by an IPO (Amit et al., 1998) — which is the preferred type of exit for a venture capital in
terms of return on investment (Gompers, 1995).

Scholars have identified and studied different factors which affect venture capitals’
exit decision. Berkery (2007, pp. 178-211) mentions five major factors which influence
the exit decision of a venture capital:

— possibilities of different exit options such as IPO, stock buyback, merger and acquisition;

— the investee’s life cycle stage such as seed stage, early stage, formative stage, later
stage, balanced stage;

— other investment opportunities that the venture capital is facing, such as access to
better deals or lack of that;

— dividends of the venture capital’s current shares in the investee;

— the venture capital’s strategic decision to reduce its shares in the investee.

Puri and Zarutskie (2012) show that an ‘investee’s life cycle stage’ is a significant fac-
tor in the investee’s value; hence, it plays a major role in a venture capital’s exit decision.
Also, when an innovative company is small and near its beginning; it is less valuable than
when it matures and commercializes its innovative ideas (Chemmanur et al., 2014). As
the investee grows, although it gets more valuable but also its capital needs grows too;
hence, the venture capital faces several options; it could continue and invest more or
invites other venture capitals for a syndicated investment or exits.

Hawkey (2002, pp. 3-52) provides eight factors which have an impact on a venture
capital’s exit decision, which are:

— The ‘why’: the reason that the venture capital is seeking to exit the deal. This factor in
Hawkey’s opinion is also the most important factor and would consequently deter-
mine when and how to exit the deal. For example, the venture capital could be facing
another more lucrative deal and be in need of cash to invest in that, or the investee is
not growing according to the expectations and the venture capital prefers to cash in
on its investment as soon as possible or the venture capital could be in conflict with
the entrepreneurs.

— Value: does the chosen exit option maximise the venture capital’s return on investment?

— Control: how much control does the venture capital has over the chosen exit’s trans-
action? And furthermore, does the venture capital still want to keep some degree of
control over the investee after the exit?

— Risk: how risky is the chosen exit’s transaction?

— Financial expectations: how much does the chosen exit option fulfil the venture capi-
tal’s expected financial gain?

— Gratification and satisfaction: how much does the chosen exit option satisfy the ven-
ture capital’s non-financial expectations such as reputational incentives?

— Payment certainty: The probability that the venture capital be fully paid based on
what is agreed upon with the buyer(s).

— Deal flexibility: How much flexibility the chosen exit would provide for the venture capital
such as suitable payment terms and possibility of future involvement in the investee.
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Kuratko and Hornsby (2009, p. 220) consider ‘continuous assessment of an inves-
tee’s performance and financial status’ to be a key factor in a venture capital’s exit
decision. They also suggest that venture capitals should prevent reaching an emer-
gency situation by periodically calculating ‘Altman Z-Score’ (Altman, 1968) to moni-
tor possibility of bankruptcy in near future; in order to take the proper exit measures
before an exigency happens.

Fried and Ganor (2006) examine the relationship between use of ‘venture capitals’ pre-
ferred stock and control rights” and their exit decision. They found out that venture capitals
are practical and opt toward an exit option which maximises their financial gains; and that
is not necessarily the option which has the best consequences for the entrepreneurs. On
the other hand, the exit process and its consequences have more importance for entrepre-
neurs. Thus, in case venture capitals have preferred stock and control rights, they tend to
use them for taking an exit decision which leans toward their preferred exit option.

Also, the role of ‘contractual control rights’ is important in venture capitals’ decision
to exit. Those rights come from the contract between a venture capital and entrepre-
neurs which is the legal basis of the deal. The amount of control that a deal bestows to
a venture capital over entrepreneurs eventually affects the venture capital’s exit decision
(Cumming, 2008; Smith, 2005; Bascha & Walz, 2001; Hellmann, 1998).

Existence of a ‘call or put agreement’ in a deal between a venture capital and entre-
preneurs is another factor in the venture capital’s exit decision (Gladstone & Gladstone,
2004, pp. 286-289; Black & Gilson, 1998). A ‘call agreement’ is an agreement which
obliges the venture capital to offer a pre-determined quantity of its shares to the entre-
preneurs based on a pre-agreed timetable and pricing formula. However, the entrepre-
neurs are not obligated to execute their option, which in this case, the venture capital
could keep the shares or offer them to other parties.

On the other hand, a ‘put agreement’ is an agreement which obliges the entrepre-
neurs to buy a pre-determined quantity of the venture capital’s shares based on a pre-
agreed timetable and pricing formula. However, the venture capital is not obligated to
execute its option, which means the venture capital could keep the shares.

Wang and Zhou (2004) show an in increase in the ‘number of stages that a venture
capital invested in an investee’ reduces the risk of a bad exit. Besides, another factor in
a venture capital’s exit decision and choosing a proper exit option is the ‘investee’s age’
(Giot & Schwienbacher, 2007).

‘Entrepreneur’s satisfaction” is another factor which influences the performance of
an investee and consequently affects the venture capital’s exit decision (Wijbenga et al.,
2007; Zahra, 1996).

Other factors which affect a venture capital’s exit decision are:

— NPV (Net Present Value) of the investee and its deviation from the venture capital’s
previous projections and current expectation (Neus & Walz, 2005; Cumming & Macln-
tosh, 2001; Gompers & Lerner, 2001; McGrath, 1999; Gompers, 1995);

— the ability of the buyer(s) to help the investee’s growth and development in the future
and by that maintaining a positive image of the venture capital and adding to its cred-
ibility (Bayar & Chemmanur, 2012);
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— the venture capital’s social capital, network ties and especially its relationship with
financial markets’ players (Lungeanu & Zajac, 2015; Ozmel, Robinson, & Stuart, 2013;
Hallen & Eisenhardt, 2012; Hochberg et al., 2007);

— the buyback ability of the entrepreneurs (Cumming & Johan, 2008; Cumming et al., 2005);

— the venture capital’s experience (Giot & Schwienbacher, 2007; Cumming et al., 2006).

As it is obvious different authors have focused on different factors that affect a ven-
ture capitals’ exit decision. What is missing in the literature is a study which first of all
gathers all those factors in one place, and secondly, specifies the most influential one so
it could be of practical use for the industry. This study aims to fill this gap.

The influential factors on venture capitals’ exit decision which are scattered through
the literature and are identified above are used to form a raw list which this research
aims to refine and develops it into a multi-dimensional and clear-cut list of the most
influential factors on venture capitals’ exit decision.

MATERIAL AND METHODS

To answer the main question of this research — which is: What are the most important
factors which influence a venture capital’s exit decision? — and also to probe how theo-
retical and practical influential factors on a venture capital’s exit decision relate to each
other, a qualitative method that is called “The Delphi Method” was employed.

The Delphi method is based on collecting and converging the views of a group of ex-
perts in the study’s subject (The Delphi Group) which is led and handled by
a coordinator. The aim is to reach a consensus among the experts over the subject.

Consensus is achieved by going through a systematic process. The process starts
with defining the problem by the coordinator and guiding the Delphi group’s discussion,
and continues by receiving the comments and views of the Delphi group members. The
discussion is summarized by the coordinator.

Afterwards, the synopsis of the discussion and the comments is fed back to the Delphi
group by the coordinator. This procedure of discussion, summarizing and feeding back is
called a “Round of Delphi”. The rounds of Delphi usually continue until there is a consensus
among at least two-thirds of the Delphi group members on the subject at hand.

It should be mentioned that the quality of the Delphi method directly depends on
the quality of the assembled Delphi group. Also, it is recommended to have at least 15
members in the Delphi group and with larger groups it gives better results (Hsu & Sand-
ford, 2007; Linstone & Turoff, 1975; Dalkey, 1969). There are several weaknesses associ-
ated with the Delphi method such as being time consuming and possibility of getting
more general answers than specific ones (Hsu & Sandford, 2007).

For this study, primarily a group consisting of three high-ranking Spanish venture
capitalists were formed (High-ranking means that they were head of a venture capital
firm or a senior manager in one). Then, they each were asked to introduce four more
expert venture capitalists; and by adding those experts, the Delphi group with 15 mem-
bers was formed. The researcher took the role of the coordinator.

First, the coordinator — based on the literature — made a list of influential factors
in a venture capital’s exit decision. The coordinator then briefed the Delphi group on
the research’s objective and main question; and then, they were asked to comment
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on the factors list. By applying the comments and suggestions, a primary list of fac-
tors were formed to start the rounds of Delphi with.

During each round of Delphi, first, the experts discussed the factors list and then
graded them by assigning a mark (0 to 100) to each one of the factors. Also, they could
suggest corrections or new factors. Those suggestions would be put to vote and the
chosen ones would be applied to the list for the next round.

RESULTS AND DISCUSSION

The finishing criterion of the rounds of Delphi was set to reach to a minimum of two-
third consensus among the Delphi group members and absence of new suggestions;
which by the end of the third round both conditions were achieved. A final list of 14
factors was agreed upon with a 73.1% average mark and also valuable commentary
on them was accumulated during the rounds of Delphi. Table 1 summarizes those
three rounds of Delphi.

Table 1. Statistics of the rounds of Delphi on influential factors in a venture capital’s exit decision

Indicator First Round Second Round | Third Round
Number of suggested addition / correction to 5 ) 0
apply for the next round
Final number of factors 7 12 14
Average mark 41.3 62.6 73.1
Changes in the average mark - +21.3 +10.5

Source: own study.

The final list of the 14 most influential factors in a venture capital’s exit decision has
been furthered distributed in four key categories which demonstrate different dimen-
sions of the exit decision (Table 2).

The first noticeable point in the results is that venture capitals have detailed factors
when it comes to making an exit decision. It is in the contrast with major part of the
factors that are mentioned in the literature which are mostly pointing toward general
factors. The results are not contradictory with the factors offered by the literature, but
they are finer, more detailed and practical while the factors mentioned in the literature
are general, conceptual and in some cases vague.

As it is shown in table 2, there are five factors regarding investees. It is important to
consider that those do not solely depend on the entrepreneurs or the venture capitals,
but they are the result of the cooperation between the entrepreneurs and all the ven-
ture capitals and other stakeholders involved with the investee.

An interesting result — which is not discussed in any previous study — is that
a venture capital updates the initial investee’s business plan based on the current reali-
ties of the investee and external environment, and takes this updated version of the
business plan into consideration for making an exit decision.

Also, it should be taken into account that a venture capital’s quantitative and quali-
tative performance criteria depends on many elements especially the source of its funds.
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Venture capitals that have more access to governmental funds have different criteria
than the ones who have limited or no access to such funds.

Table 2. Final list of the 14 most influential factors in a venture capital’s exit decision

Factors’ .
Factors List
Category
- NPV (Net Present Value) of the investee and its deviation from the venture
capital’s previous projections and current expectation (mark: 87),
Factors - the investee’s life cycle stage and if it is passed its fast-growth stage (mark: 84),
. - comparison of the investee’s performance with its updated business plan
regarding
investees (mark: 72),
- comparison of the investee’s performance with the venture capital’s quantita-
tive and qualitative performance criteria (mark: 69),
- assessment of the investee’s financial status and it’s Altman Z-Score (mark: 68).
- attractiveness of the venture capital’s alternative investment opportunities in
Factors comparison with keeping the current investment (mark: 79),
. - the venture capital’s access to financial resources and its cache requirements
regarding
(mark: 74),
venture o . .
. - the venture capital’s contractual control rights and existence of a put agree-
capitals
ment (mark: 70),
- availability of buyers who are interested in the investee (mark: 68).
- the buyback ability of the entrepreneurs and existence of a call agreement
Factors
. (mark: 75),
regarding , - . . .
- the entrepreneurs’ potential in attracting more funds and their previous rec-
entrepreneurs
ords (mark: 71).
- priorities and preferences of the venture capital’s fund providers and the
Factors regard- .
. capital markets (mark: 72),
ing external . .
. - financial legal system (mark: 68),
environment . . E .
- changes in the market of the investee’s products/services (mark: 67).

Source: own study.

Venture capitals which have access to governmental funds consider the govern-
ment’s strategic plans and non-profit objectives into their decision making process. For
example, if the government is funding an especial industry, then the profit is less im-
portant as a criterion to the government than knowledge creation.

A venture capital considers if an investee is passed the fast-growth stage in its life-
cycle. In this situation if there is not much possibility of a lucrative exit in the future (such
as an IPO) then the venture capital prefers to exit and invests the earning into another
deal with fast-growth possibility.

In the factors regarding venture capitals, ‘attractiveness of the venture capital’s al-
ternative investment opportunities in comparison with keeping the current investment’
means that in the same situation depending on what alternatives a venture capital has, it
may or may not keep its shares in an investee. So, if there are not any better alterna-
tives, a venture capital prefers to keep its shares in a weak investee.

Also, in case there is not any suitable buyer, a venture capital may prefer to hold on
to its shares in a weak investee. In the factors regarding entrepreneurs, an entrepre-
neur’s potential in attracting new funds and previous record is important to a venture
capital. For example, venture capitals are more tolerant and patient with serial entre-
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preneurs than new entrepreneurs. Also, as another example, they are more tolerant with
famous entrepreneurs who could attract new funds from other sources.

In the factors regarding external environment, changes in the market of an investee’s
products/services is influential in a venture capitals exit decision, which has been neglected
in the previous studies. Some of the Delphi group members mentioned that they had had
experiences of investing in investees with attractive products which later on, foreign
cheaper products took their market and they had been forced to exit the deals.

CONCLUSIONS

Choosing the timing of an exit is one of the major concerns of venture capitals (Hege et
al., 2009; Oehler et al., 2007, Cumming & Maclntosh, 2003b; Wall & Smith, 1997). They
are hopeful to do it on the right time in the right manner to maximize their profit or
minimize their loss. A review of literature shows that many factors could influence
a venture capital’s exit decision. Additionally, most of the literature has its focus on suc-
cessful exits and unsuccessful exits and early exits have been studies less.

This research composed a comprehensive list of factors extracted from the literature
and discussed them with a Delphi group of Spanish venture capitalists and finally arrived
to a list of the 14 most influential factors, which some of them were neglected by the
literature or have been studied rarely. The factors regarding external environment which
could affect a venture capital’s exit decision seldom have been studied. And the same
goes for studies of call or put agreements. Also, the results show that Altman Z-Score is
an important factor that could help a venture capital to make an early exit decision.
Based on the results, venture capitals are advised to consider a mixture of important
factors regarding four different dimensions — themselves, the investees, the entrepre-
neurs and external environment — to make a proper exit decision. Also, they are strongly
advised to pay more attention to external environment factors.

It should be considered that although the results does not seem to be location
bound and country specific but, anyhow, the Delphi group was consisted of homogene-
ous members in the sense that all were Spanish venture capitalists, and that may have
influenced the results although there is no clear indication of that. Also, it should be
taken into account that the results not only are based on the thoughts and ideas of
a group of Spanish venture capitalists but they are also affected by the reality of current
economic situation of the country and the continent. Thus, further researches are re-
quired to show the degree of extendibility of the results to different places, times and
situations. Moreover, based on this research and for the future studies, it is suggested
that scholars consider prioritizing and weighing up those 14 factors. Additionally, design-
ing a general model based on them could be helpful and valuable.
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Abstract

The objective of this paper is to identify the role of factors influencing the develop-
ment of technological entrepreneurship using as example a company with academic
origin in the IT sector. The scientific purpose of the study is to compile the views of
scholars on technological entrepreneurship. The first part of the study is of descrip-
tive character and based on literature review, while the second part is empirical.
The application of the empirical method of a case study has made it possible to
characterize the essence of technological entrepreneurship and illustrate the devel-
opment of the studied phenomenon in business practice. The first part of the study
is of descriptive character and based on literature review, while the second part is
empirical. The application of the empirical method of a case study has made it pos-
sible to characterize the essence of technological entrepreneurship and illustrate
the development of the studied phenomenon in business practice. The concept of
technological entrepreneurship is based on increasing innovation, new assets and
competitiveness through more efficient use of research results leading to develop-
ment of products and services. The process of creating technological entrepreneur-
ship is conditioned largely by endogenous factors of organizations and also by the
business ecosystem. It is necessary to further develop current theory of technologi-
cal entrepreneurship through discussion on the methodological dilemmas associat-
ed with conducting research in this area.

academic entrepreneurship; ICT solutions; technological entrepre-
neurship; technological innovation; technology start-up
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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 mar-
ket environment. Technological entrepreneurship is in its essence based precisely on the
cooperation of companies with both the science sector and the business environment.

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 imple-
mented 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 entrepreneurship
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 presented 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
determined the carrying out of field studies (in the premises of Glip Ltd.). The confron-
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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 peo-
ple 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 build-
ing an entrepreneurial organizational culture the analyzed company creates its own pat-
terns of behaviour and patterns of action, thus gaining unique expertise and the ability 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 crea-
tion 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 entre-
preneurship. An important aspect is also the consistency of operations and customer-
oriented employees with high attention to the quality of services. Creating a culture based
on knowledge, identifying employees with the company and the continuous technological
development are key values of the analyzed organization. Knowledge management sup-
ports both innovative processes and technological entrepreneurship in order to effectively
implement and commercialize the designed solutions and applications.
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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
cooperation between Glip and Poznan Science and Technology Park of Adam Mickie-
wicz University Foundation. The project called InQbator Seed co-financed by the Euro-
pean Union under the Innovative Economy Operational Programme aided the compa-
ny in 2013 with the amount of 500 000 PLN (Mam Startup, 2013). It was an important
financial aid determining 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.
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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 im-
plications and recommendations for business practice. The creation by Glip of innovative
ICT solutions and multimedia devices may allow the company the early internationaliza-
tion of its business activity (Oviatt & McDougall, 2005; Cavusgil & Knight, 2009) and be-
come a key tool in generating wealth in international business environment. Opportunity
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 challenges.

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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Abstract

The concept of path dependence describes mechanisms which can lead organizations
to a lock-in on a certain path of development. Sydow et al. (2009) describe four basic
self-reinforcing mechanisms (learning effects, adaptive expectations, coordination
effects and complementary effects) and argue how they can lead to organizational
lock-in along three distinct phases. This study raises the research question of the influ-
ence of these mechanisms on the entrepreneurial venture creation process (Berger
2014) and concludes in an argumentation that this process is by no means a deter-
mined path. Instead, the forces of path dependence actually lead entities out of the
entrepreneurial gestation process in each single step. Therefore, becoming an entre-
preneur requires repeated processes of breaking the determined path, which explains
another and still unexplored dimension why starting a venture can be so challenging.
The study employs research on organizational path dependence and seeks to develop
causalities that explain the need for path breaking in terms of venturing.

path dependence; path breaking; entrepreneurial funnel; nascent
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INTRODUCTION

There are two different ways to understand the topic of this article. One interpre-
tation would be about the problems of leaving the track to successfully launching
a new venture. The other interpretation focuses the need to break with typical
habits and procedures to make a successful venture happen. This article is about
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the second interpretation and employs the lens of research on path dependence
for a better understanding of the underlying factors.

For an individual founder, entrepreneurship is a longer process from developing the
general willingness to found a company, through generating a specific idea, to finally
founding the venture and making it successful (Berger 2014; Sanchez Lopez 2012; Kelley
et al. 2011; Brixy et al. 2011; Bhave 1994). To understand how entrepreneurial venture
creation works, we need to identify the mechanisms to proceed from one foundation
step to another. Potential entrepreneurs who do not proceed to the next step eventually
reduce the overall number of successfully founded companies (Berger 2014). Therefore,
the process of entrepreneurial activity has to be understood to identify leaks in the
whole pipeline and to understand which forces are in place keeping potential entrepre-
neurs in the process or driving them out. The process step before actually founding
a company plays a crucial role here, as it is the last filter before substantial amounts of
investments occur. Especially for potential entrepreneurs with promising profiles (Chan-
dler & Jansen 1992; Briiderl et al. 1992; Cooper et al. 1988; Cooper et al. 1994; Jo & Lee
1996; Stuart & Abetti 1990; Gompers et al. 2006; Berger 2014), it would be a huge waste
of economic potential not to take this hurdle. To achieve a successful new venture, the
entrepreneurs have to move through the entire path of the entrepreneurial process.

Path dependence is a concept about mechanisms which make organizations stay on
a certain track of development (David 1985; David 2001; Arthur 1989; Arthur 1990; Stack
& Gartland 2003; Sydow et al. 2009). This study will apply insights of path dependence
research to the context of the entrepreneurial venture creation process and investigate if
there are reinforcing mechanisms which lead to the subsequent process step or, on the
contrary, to a drop-out. The study assumes that these mechanisms do not determine
a path through the gestation process towards a successful company, but instead force
a potential entrepreneur to break a running process to create a prosperous new venture.
While generally path dependence research sheds new light on the foundation process
and illuminates commitments and frames, this study stresses the need for path breaking,
particularly in earlier phases of the development of young firms. Understanding these
mechanisms lays the ground for interventions from policy makers, academic educators,
etc. to shape the environmental conditions in a way that is more supportive for promis-
ing founders and helps them to stay within the entrepreneurial process.

The paper intends to develop a different view of start-up processes by employ-
ing path dependence research in a novel way. Due to the need to combine research
from different areas as conceptual foundations and to develop a novel perspective,
the paper in its very nature is conceptual to avoid an overload. The conceptual con-
siderations are used for developing first research hypotheses that should guide fol-
low-up empirical research on the topic.

THE VENTURE CREATION PROCESS

As for the foundation process of a new venture (Bhave 1994), Kelley et al. (2010) devel-
oped a process illustration to be used in the annual Global Entrepreneurship Monitor
(Kelley et al. 2010; Brixy et al. 2011). In this model, there are four states in the process.
The first one is called ‘potential entrepreneur’ and describes entrepreneurs as individuals
who consider the idea of founding a business. This stage does not clearly define how
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concrete these plans of a person are. It could include people who could just generally
imagine becoming self-employed as well as potential entrepreneurs with a concrete idea
just before starting. In a later illustration of the process, Kelley et al. (2011) distinguished
between potential entrepreneurs and those with intentions to found. The items in the
second stage are called ‘nascent entrepreneurs’ and are defined as individuals who seri-
ously started the conception of a company. Once they implement their plan and actually
found a business, they become an ‘owner-manager of a new business’ in stage three.
Kelley et al. (2011) define this stage as lasting 3.5 years. During this time, the founders
are young entrepreneurs, according to their definition. Stages two and three are aggre-
gated and labeled ‘total early-stage entrepreneurial activity’ in Kelley at al.’s (2011)
model. If these young entrepreneurs have not quit their businesses after 3.5 years, they
proceed to step four as ‘owner-manager of an established business’. Apart from the
possibility of moving on to the next step, the model allows a step back to a previous
stage at two points. Both young entrepreneurs and established entrepreneurs can dis-
continue their respective businesses and consequently move back to become potential
entrepreneurs again (Kelley et al. 2010; Brixy et al. 2011).

Sanchez Lépez (2012) developed a similar framework to better understand the
venture creation process. Similar to Kelley et al.’s (2010) model, it consists of four
stages. However, they do not describe the same situations. To address the problem
of categorizing individuals who cannot imagine founding a company at all, a further
stage at the beginning of the process is suggested. This upstream stage describes the
attitude towards entrepreneurship and can be interpreted as the general willingness
to found a company. Once this general willingness developed into a concrete inten-
tion to start, these individuals have reached the first actual stage in Sanchez Lopez’
(2012) process model. He labels this first step as ‘potential entrepreneurs’ and de-
fines it as individuals with an intention to start a business. Once they developed
a concept of their potential business, they move on to the second stage. The third
stage describes the gestation phase of a new company when the individuals start to
set up the organization of their venture. Sanchez Lépez (2012) labels stages two and
three as ‘nascent entrepreneurs’. Once the set-up is completed, the individuals be-
come real ‘entrepreneurs’ and participate in the market exchange.

The framework of the ‘Entrepreneurial Funnel’ by Berger (2014) provides a structure
of both simplicity and high explanatory power, while being compatible with both existing
conceptual models of the entrepreneurial process (Kelley et al. 2011; Sanchez Lépez
2012) and present empirical research findings (Fritsch et al. 2006; Fritsch & Weyh 2006;
Kelley et al. 2011; Brixy et al. 2011; Fiet 2001) in this area. Therefore, this paper will build
on the entrepreneurial process of Berger’s entrepreneurial funnel.

The entrepreneurial funnel differentiates between six steps of the process (Berger
2014). The first one represents the people who cannot (yet) imagine founding a company
(Berger 2014; Sanchez Lépez 2012). The process models this step as the very first one,
which every entrepreneur as a member of the entire population relevant to this study has
to pass through. This is due to the assumption that every human being starts with not
being ready to found a company. Participants in this process step are, by definition, not
yet potential entrepreneurs, as they obviate the possibility to found a business. The sec-
ond step represents the potential entrepreneurs — people who could generally imagine
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founding a company (Berger 2014; Sanchez Lépez 2012; Kelley et al. 2011). This includes
a wide span of people who could imagine founding a company, from people who just not
definitely exclude the possibility to people who concretely plan to become self-employed.
The individuals in this process step can then proceed to the next step once they have their
first actual business idea (Berger 2014; Sanchez Lépez 2012; Kelley et al. 2011). Having an
idea what company to found shows progress in the process as planning gets more con-
crete and hence commitment increases. Once they evaluated an idea as positive in the
meaning of being worth trying to implement it, they progress to the fourth step in the
process. Having evaluated ideas and considering one or more of them worth trying shows
a further escalation of commitment towards starting a business. Once they eventually
implement their idea and found an actual business, they become real entrepreneurs and
are categorized in the next process step (Berger 2014; Sanchez Lépez 2012; Kelley et al.
2011). Fear can be an important factor that hinders reaching this step (Berger 2014). From
then on, the entrepreneurs struggle to reach the next step of the process by making their
endeavor profitable. Since it is not possible to give a collectively covering definition of
success to the manifold ventures, ‘profitable’ should be interpreted in the sense of the
aim of the venture. For non-profit enterprises or social entrepreneurship endeavors, for
example, success could be measured by non-monetary profit definitions like illiteracy or
infant mortality rates, reflecting the project’s targets (Berger 2014). For a discussion on
the definitions of entrepreneurial failure see also research by Watson and Everett (1993).
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Figure 1. The Entrepreneurial Funnel
Source: Berger 2014.

The aim of the entrepreneur should be to move all the way through the funnel to the
foundation of a profitable company. However, there are bifurcations of success and
failure in each step, so the items passing through the process will become fewer and
fewer. To reflect this, the model of a funnel is used additionally to the process diagram
with entrepreneurs as items passing through the funnel. For each funnel step, there is an
empirical probability to reach the next funnel step (‘success’ according to the definition
of this framework) or to drop out of the funnel (‘failure’ according to the definition of
this framework) with corresponding underlying causes (Berger 2014). Existing research
suggests that the failure rate from funnel step IV: Founded/Implemented to step V: Prof-
itable (n4) is about 50% within the first 5 years (Fritsch et al. 2006; Fritsch & Weyh 2006).
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THE CONCEPT OF PATH DEPENDENCE

Research on path dependence of organization is a key to better understand the process
of venture creation and causal chains in connection with success or failure (David 1985;
David 2001; Arthur 1989; Arthur 1990; Stack & Gartland 2003; Sydow et al. 2009). Ac-
cording to Sydow et al. (2009), the concept of path dependence provides a framework
that explains the process of organizations getting into situations with limited and/or
decreasing managerial discretion. As figure 2 suggests, an organization starts with a wide
scope of possible options to choose from (Phase 1). The process of becoming path de-
pendent, i.e. locked in, starts with certain events as a root cause. Under certain circum-
stances, these events can trigger self-reinforcing dynamics due to a number of economic
and social patterns. As these dynamics get stronger, a critical juncture is reached where
the operating range of an organization narrows (Phase Il). When this juncture is passed,
the organization inevitably ends up in a lock-in situation with a “corridor of limited scope
of action that is strategically inefficient” (Sydow et al. 2009). In this state (Phase Ill), deci-
sions and commitments taken in the past cannot be undone anymore and trigger follow-
up decisions and eventually a lock-in situation (Freiling et al. 2010; Sydow et al. 2009).
The organization then finds itself in a state of inertia and suffers from the effect that its
‘history matters’ (Sydow et al. 2009; Freiling et al. 2010). Usually the path the organiza-
tion is doomed to follow at this point in time is not the most favorable one anymore.
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Figure 2. The constitution of an organizational path
Source: Sydow et al. 2009: 692

To distinguish path dependence from other phenomena, Sydow et al. (2009) char-
acterize the process by four differentiation properties. The first one is non-
predictability. The historic events functioning as root causes for developing path de-
pendence do not allow estimating the future outcomes. Even more, usually it cannot
be foreseen which types of events can lead to a lock-in situation at all. The second
property of the process is non-ergodicity. This means that the destiny of the organiza-
tion was not determined before, so it could develop in multiple ways and, thus,
achieve different outcomes. However, the historic events limit the flexibility and de-
termine the path towards a particular outcome out of all previous alternatives. This
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leads to the third property of the path dependence process, the resulting inflexibility.
The process is defined by the eventual situation where the actors are locked in and
restricted in their decision-making. At this point in time, it is not possible to switch to
other options outside the predetermined path. Since path dependence describes
a concept of becoming trapped in an unfavorable position, the process is also defined
by inefficiency. Usually the path does not lead to a superior position in the market
(Sydow et al. 2009). Apart from the fact that it is usually not the most favorable event
of the previously possible ones that finally happens, it is a disadvantage by itself to be
limited in decision-making and the choice of options. In today’s dynamic environment,
the flexibility to react to changes in the market can condition success or failure.

To gain a better understanding which historic events can lead to path depend-
ence, it is important to investigate how the self-reinforcing mechanisms work. These
mechanisms in Phase Il of the path dependence process “mean more than the mere
existence of timeworn routines, cognitive rigidities, or structural inertia” (Sydow et
al. 2009) and will be detailed further in the next section.

Self-Reinforcing Effects Triggering Path Dependence

Sydow et al. (2009) identify four major self-reinforcing effects that can potentially
trigger states of path dependence in organizations: learning effects, adaptive expec-
tations, coordination effects and complementary effects.

Learning Effects

Learning effects describe the phenomenon of efficiency gains by repetition. With each
iteration of an operation, learning effects occur which allow performing the subsequent
operation with increased efficiency (Sydow et al. 2009). This is a universal concept that
applies to most actions requiring a common skill or experience set, not only to exactly
repeated actions like operations on a conveyor belt. They can also occur with unique
events as long as they share a common underlying pattern, for example decision-making
rules or approaches to deal with an unknown situation. The concept of decision-making
grounded in heuristics is also based on increased efficiency by repeating patterns of
previous decision-making. Even complex decisions are often taken on the basis of mental
models and dominant logics to increase efficiency and reduce complexity (Prahalad
& Bettis 1986). Learning effects can create self-reinforcing situations (Sydow et al. 2009).
If certain actions were taken for some time in the past, accumulated skills due to learning
effects cause efficiency gains and enable performing the operation with either lower
resource inputs or better outputs. This makes the choice to perform the operation in the
same way again in the future more attractive. This phenomenon prevents considering
other options that could prove to be superior in the long run (Sydow et al. 2009). It also
applies to new ventures, particularly in case of entrepreneurs being successful with first
steps they made. In these situations, they receive confirmation based on first feedback
that increases their belief that the chosen way is the ‘right’ one.

Adaptive Expectations

Sydow et al. (2009) describe the concept of adaptive expectations as the adaption of
behavior based on the experiences and expectations of other persons’ reactions to the
behavior. Preferences can vary in response to the expectations of others (Sydow et al.
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2009). This behavior can be explained by the uncertainty people face in their decisions
and the reduced complexity and feeling of security if other people make similar decisions
or show similar behaviors or at least appreciate them. The reason for this behavior is the
human “need for social belonging and the desire to end up on the winning side” (Sydow
et al. 2009). Individuals are subconsciously afraid of breaking out of the mainstream and
being stigmatized as ‘outsiders’ (Kulik et al. 2008). Since expectations are influenced by
others, it can become a self-fulfilling prophecy if everybody does what everybody else
does (Sydow et al. 2009). This can result in a self-reinforcing system. If an individual takes
a decision to meet the expectations of a group, the group feels its expectations are con-
firmed and tends to strengthen them. This increases the pressure on subsequent deci-
sion-makers to behave in a way that conforms to these expectations (Sydow et al. 2009).
Due to the resulting determination of decisions, an organization gets more and more
path dependent. In the context of entrepreneurship, the founders and their organiza-
tions are in constant exchange with other entities and exposed to their behaviors and
expectations. Founders adopt behaviors they observe with others and consider them
‘best practices” without reflecting if this is the best solution for their individual situation
(Freiling et al. 2010). Decision-makers are also influenced by cognitive biases when esti-
mating expected behavior. For example, people tend to rely more on negative than on
positive information (Baron 2004). This fact can lead to distorted reactions of entrepre-
neurs who being more affected by negative, e.g., risks, than positive information, e.g.,
chances. Subsequently entrepreneurs can take exaggerated defensive actions (Freiling et
al. 2010). Since resources are scarce especially in the entrepreneurial context, this exag-
gerated behavior is not efficient and can in be a barrier to success (Freiling et al. 2010).

Coordination Effects

A further effect which can lead to path dependence is the coordination effect (Sydow et
al. 2009). It describes the influence of predicted reactions on the decision-making behav-
ior. In environments where the actors know each other well and play in well-rehearsed
teams, the reactions of the other actors to their own decisions can be predicted. There
are implicit or even explicit codes of conduct that lead to rule-guided behavior. By using
these rules, the reactions of the other actors are predictable so that uncertainty is reduc-
ible. This decreases complexity and facilitates decision-making (Sydow et al. 2009). Simi-
lar to network effects, using these rules gets more attractive, the more other actors use
these rules as well. Coordination effects allow more efficient interaction among these
actors so that coordination costs can be significantly reduced (Sydow et al. 2009). In the
context of entrepreneurship, coordination effects can cause escalating commitment and
organizational rigidities (Freiling et al. 2010). These can lead to inappropriate adherence
to current behaviors and ways of decision-making due to previous experiences of affir-
mation by various stakeholders like co-founders or investors. This can also distort the
evaluation of previous investments of time or other resources. They are no longer con-
sidered sunk costs which are irrelevant for future decision-making but show a path of
historic approval that seems appropriate to be continued — regardless of whether they
were efficient or not. These coordination effects restrict appropriate reactions and adap-
tation to the market, competition and changing environmental conditions (Freiling et al.
2010). When own decisions follow the rules of a group, this code of conduct gets more
and more cemented and triggers further decisions following it. This causes a self-
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reinforcing effect that narrows down the scope of future decisions and can lead to path
dependence (Sydow et al. 2009). An example that radically illustrates this effect is right-
hand traffic. Since the reaction of the other actors — in this case, the side of the road they
are going to use — can be predicted from historic experiences and rules, it determines the
choice of the side of the road the actor will use. Not only the decision is less complex, it
also increases efficiency when performing the action of the chosen option because of
coordination with others (Sydow et al. 2009).

Complementary Effects

According to Sydow et al. (2009), these effects are similar to the concept of economies of
scope, which states that two or more goods or services have lower average costs when de-
veloped, produced or marketed jointly rather than separately (Panzar & Willig 1981). This
effect can also apply to efficiency gains through a combination of production resources. An
example that comes to mind when thinking of complementary effects is Apple. Due to the
synergies that can be achieved by different entities working together as an established
‘dream team’, deviation from this state involves switching costs (Prahalad & Hamel 1990).
Apple took another approach and leveraged their complementary effects of combined soft-
ware and hardware development in the personal computer segment to enter the phone
market to introduce revolutionary new ways to think about mobile phones and initiated the
era of today’s smartphones (Lin & Ye 2009; Kenney & Pon 2011; West & Mace 2010).

The previous example illustrates a dilemma businesses can face in view of comple-
mentary effects. Leonard-Barton (1992) highlights the paradox of companies wanting to
leverage their own strengths and build on best practices, but at the same time being
innovative. “[T]raditional core capabilities have a down side that inhibits innovation,
here called core rigidities” (Leonard-Barton 1992). This rigidity is a sign of the path de-
pendence the company is stuck with. Since the established way of doing things is work-
ing so well or at least worked so well in the past, new behaviors, routines and rules are
only introduced when they are in line with the current modus operandi and, hence, fur-
ther complementary synergies may be expected (Sydow et al. 2009). The more of these
informal rules are established additionally, the more the incentives grow to choose
a system-conform behavior again. This leads to a self-reinforcement of the complemen-
tary effects and supports becoming path dependent. The challenge for companies is to
benefit from the efficiency given by their core capabilities, at the same time staying flex-
ible enough to be innovative (Leonard-Barton 1992).

Self-Reinforcement

The four effects described above can drive self-reinforcing mechanisms and path depend-
ence. The reasons for these dynamics partly lie in human behavior and decision-making.
Emotional reactions like uncertainty avoidance, the need to feel a sense of belonging to
a group or to be politically correct and to act according to social desirability play an important
role (Sydow et al. 2009). Just like in all human decision-making, cognitive biases like selective
perception or confirmation biases are an important factor here as well (Sydow et al. 2009;
Kahneman & Tversky 1979). The phenomena of adaptive expectations, coordination effects
and complementary effects fall into these categories. On the other hand, learning effects
represent a more objective, economic reason to be stuck in the current path. In the short run,
sticking to the current practice is often more efficient — independently of potential cognitive
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distortions. This is similar to other resource-based lock-in situations with high switching costs
(Sydow et al. 2009). An example is the use of today’s standard keyboards with ‘QWERTY’
layout (David 1985). It is not the most ergonomic and efficient way to type and solely results
from historic typewriters to prevent the letter levers from jamming. Since generations of
people were used to typing with this layout, it was maintained in the electronic age. Switch-
ing to a more ergonomic keyboard layout would have been technically possible then and far
more efficient, but at the price of switching costs with related initial inefficiency (Sydow et al.
2009). This example shows how not only a single organization but the whole society is caught
in path dependence. Next, we relate the considerations on path dependence with the entre-
preneurial funnel of founding a company to develop first causal relationships.

FOUNDATION AS REPEATED PATH BREAKING: DEVELOPING RESEARCH PROPOSITIONS

Viewing the entrepreneurial funnel or similar models of entrepreneurial venture creation,
it might appear that a path leads through the funnel steps from generally considering be-
coming an entrepreneur, through generating business ideas, to finally founding a company.
As these steps occur in sequence in the process, it may seem natural to progress from one
step to another and dropping out of a step would be rather an exception. However, it can
be argued that the opposite is the case. When applying the concept of path dependence
(David 1985; David 2001; Arthur 1989; Arthur 1990; Stack & Gartland 2003; Sydow et al.
2009) to the entrepreneurial funnel, staying within the funnel is an exception. The path in
every single step in the funnel tends to lead out of the funnel — as illustrated in figure 3.
This study assumes that staying in the process and finally becoming a founder requires
breaking the path constantly. The following sections will substantiate this thought.

To understand this surprising phenomenon, the four single effects that lead to path
dependence, introduced in the previous section, have to be analyzed: learning effects,
adaptive expectations, coordination effects and complementary effects (Sydow et al.
2009). As these effects rest on cognitive and emotional barriers of decision makers, the
concept relates to organizations and individuals as well.
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Figure 3. The concept of path dependence
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Source: own elaboration.
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Learning Effects

The learning curve is a concept with a long history in research (Yelle 1979; Spence 1981;
Adler & Clark 1991). Learning effects are based on the fact that “the more often an opera-
tion is performed, the more efficiency will be gained with subsequent iterations” (Sydow et
al. 2009). As repetition usually creates efficiency, there is an incentive to stick to the same
actions as performed before. Whatever an individual has done before, stopping to do it
and becoming an entrepreneur is something different and new. Previous experience and
subsequent efficiency gains of continuation cannot be used directly and the same level of
efficiency as before when becoming an entrepreneur. This situation can be compared to
established companies with a high staff turnover, where new employees enter the compa-
ny at another level of the learning curve. Research shows that such companies “significant-
ly underperform their rivals” (Hatch & Dyer 2004: 1155). Usually, the longer an individual
was in his/her current occupation, the better he/she performed (Spence 1981). This gener-
ates opportunity costs and makes it harder to give up this current occupation.

Also, with every change in occupation over time, learning gets more difficult, since
“[v]iewed as a learning machine, a man may become less and less productive as he grows
older” (Ben-Porath 1970: 153). Changing the occupation might therefore not only require
starting at another point of the learning curve but also on a learning curve with a flatter
slope (Ben-Porath 1970: 153). This argumentation can be further supported by using theo-
ries of human capital which argue that investments in human resources can increase
productivity (Werner 2011). A link between the human capital theory and learning effects
can be established, since investments in human capital, for example through training pro-
grams, can “significantly improve learning by doing, which in turn improves performance”
(Hatch & Dyer 2004: 1155). That means that “firm-specific human capital” (Hatch & Dyer
2004: 1155) can increase the slope of the learning curve within a particular company. Start-
ing over as a new venture again comparatively decreases the slope of the learning curve.

The same learning effects apply to the use of heuristics and mental models for deci-
sion-making (Prahalad & Bettis 1986). They are also used to reduce complexity in the
human brain and lead to higher efficiency in decision-making (Prahalad & Bettis 1986).
To engage oneself in an entirely new situation, like becoming an entrepreneur, which
requires a total different mindset can lead to inefficient decision-making. The supposable
path is to continue the current situation in the same way as before. Becoming an entre-
preneur therefore requires breaking the path. Against this background, we propose:

P1 [Learning effects]. Learning outcomes related to prior employment positions makes
path breaking harder.

Adaptive Expectations

The adaptive expectations effect describes the phenomenon that preferences “vary in
response to the expectations of others” (Sydow et al. 2009: 700). Decision makers tend to
anticipate what others expect from them and to decide accordingly. They do not want to
be ‘outsiders’ who deviate from the group (Kulik et al. 2008). As people usually expect for
the future what they experienced in the past, this causes a continuous path (Sydow et al.
2009). Certain practices evolve in organizations, which is generally not a bad thing, as they
might increase competitiveness (Szulanski 1996). Members of the organization tend to
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follow these proven practices in expectation that others would do the same, since they
want to be part of the mainstream (Kulik et al. 2008). This adaptation reinforces these
practices, since “[a]daptation creates rules (and even rituals) of behavior” (Luhmann 1995:
122). Before a person becomes an entrepreneur, he/she is in another context, for example
in a previous occupation, still in education or even in unemployment. Whatever the previ-
ous state is, the potential entrepreneur faces certain expectations of his/her environment.
Being in an employment situation, supervisors, co-workers and even external parties who
interact within the business context expect the individual to continue the current occupa-
tion. At most, they expect changes within the organization, for example by being promoted
to a superior position or switching to another division. What they do not expect is that the
potential entrepreneur leaves the company. Even if the prospective founder is not in an
employment situation, his/her environment has certain expectations. When one completes
university education, professors, friends and family might expect him/her to get a safe job
in an employment situation with a fixed salary and to gather money and work experience.
Even though there might be supporters of the idea of starting an own venture, negative
opinions might prevail, since cognitive biases often lead human beings to rely more on
negative than positive information when estimating expected behavior (Baron 2004). Tak-
ing the risk of becoming an entrepreneur right away might distract the social environment
of the founder. This is the case also if the entrepreneur has no previous occupation at all
and is e.g. coming out of unemployment. The social context, like family and friends as well
as authorities, like the employment bureau or social security agencies, expect the individu-
al to find secure employment with a work contract. These examples illustrate that in most
situations the potential entrepreneur could come out of before founding, the social envi-
ronment has strong expectations of the individual not to become an entrepreneur. If the
prospective founder still does so, he/she does not live up to the peers’ expectations and
takes the risk of becoming an ‘outsider’ of his/her social group (Kulik et al. 2008). It is also
hard to build up a new social group whose expectations support entrepreneurship at the
moment of taking the decision to found. This is because the founder just starts to be an
entrepreneur and probably has not yet built up a strong network in the entrepreneurial
community. Also shortly after foundation, it might be hard to build up a new social group
where he/she can feel as an ‘insider’ again, because usually the founder is quite alone at
the top of the company. Potential employees are in another social context, as they are not
founders. To find real peers who can support the entrepreneurial decisions, he/she would
have to reach out to other founders or mentors. The above argument shows that taking
the decision to found, actually founding and being an early entrepreneur requires ignoring
the expectations of others and not adapting to them. This means that the natural path
leads out of the entrepreneurial funnel at this stage and staying within the process and
becoming an entrepreneur requires breaking the path. Again, we propose:

P2 [Adaptive expectations]. With growing social expectations towards the potential en-
trepreneur of keeping the relationship as it is, path breaking becomes harder.

Coordination Effects

Coordination effects describe the phenomenon that sticking with established teams and
processes makes the outcomes predictable as well as more efficient and comfortable.
Implicit or explicit rules facilitate coordination among different people much more, the
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more people use them (North 1990). This creates a “[m]ore efficient interaction among
these actors” (Sydow et al. 2009: 699) and hence “coordination costs can be significantly
reduced” (Sydow et al. 2009: 699). In the previous occupation, the prospective entrepre-
neur benefited from this coordination and the resulting synergies and cognitive confirma-
tion. The entrepreneur comes out of a professional as well as private social situation that is
well-rehearsed. He/she knows the way to behave in this context. In the situation of entre-
preneurship, this effect can cause escalating commitment towards the current choice of
decisions and actions (Freiling et al. 2010). This does not only apply to a new venture in
a start-up company but also an innovative venture within an established company. Sydow
et al. (2009) connect such examples to coordination effects of path dependence. For ex-
ample, newspaper companies which were too much locked in their rigid routines to cap-
ture opportunities in the online market (Gilbert 2005) or the photo company Polaroid,
which did not manage to reallocate its R&D structures towards the development of a new
product suited to the new market requirements (Tripsas & Gavetti 2000). The same may be
the case in a — thanks to social security systems — often convenient and well-settled em-
ployment situation and lead to sticking to the current occupation. Often employees have
developed a certain feeling over time which behavior in the job is appreciated and leads to
acceptance and success and which does not (Sydow et al. 2009). Becoming an entrepre-
neur, the prospective founder has to give up this efficient, predictable context and move
into an unknown territory. This step is even harder than just switching jobs to a new com-
pany, because as a new company already exists, there are these unwritten rules and cul-
tural behavior guidelines already in place (Luhmann 1995; Szulanski 1996). They just have
to be learned and adapted to, but not newly developed. In a new venture, however, usually
there is no established team and also the cultural and organizational environment within
the start-up is yet to be created. Therefore, there are no explicit or implicit rules and codes
of conduct that would guide how to behave and how to take decisions. All the coordination
has to be built up from scratch. This increases not only uncertainty but also pure effort.
These coordination effects incentivize the potential entrepreneur to stay in his/her previ-
ous well-rehearsed situation and not take the step to give up this developed efficiency by
starting a new venture. Again, this self-reinforcing effect creates path dependence to the
obvious path leading out of the entrepreneurial funnel. Staying within the process and
finally becoming an entrepreneur requires breaking the path.

P3.1 [Coordination effects]. Sunk costs-based investments in employment career paths
makes path breaking harder.

P3.2 [Coordination effects]. Expecting benefits from social security systems makes path
breaking harder.

Complementary Effects

Complementary effects mean that a combination of certain input factors, processes or
output factors can create additional value due to ‘economies of scope’ (Panzar & Willig
1981). This could apply to two or more single employees or business divisions working
together as an established ‘dream team’ (Sydow et al. 2009). The same holds when cer-
tain products or services are provided as an entire solution rather than providing them
stand-alone — at a lower level of efficiency (Panzar & Willig 1981; Sydow et al. 2009). This
leads to a situation where new rules and behaviors are only introduced if they are in line
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with the current practices and therefore are complementary (Sydow et al. 2009; Freiling
et al. 2010). The complementary effect could simply be a combination of the workplace
and the employee. A potential entrepreneur can take advantage of these complemen-
tary effects in his/her previous occupation. Having other components provided by the
organization reinforces the impact of the own components. These could be input factors
like a well-established cooperation between two divisions. For example, a strong market
research department could boost the efficiency and effectiveness of the market commu-
nication department by providing them with exact descriptions of target groups, thus
allowing creating perfectly targeted advertising messages (Prahalad & Hamel 1990).
These could also be output factors that reinforce each other in sales. For example,
a strong research and development and production division of batteries could comple-
ment the division of power units of an automotive OEM in the development of electrical
cars. There might be no particular separate demand for high capacity batteries but in the
combination with an electrical car they get a whole new meaning and value. Vice versa,
the electrical car might have a superior design and power unit, but the value increases
considerably if a market leading battery quality is part of the offering. David refers to
such fruitful combinations as ‘institutional clusters’ (David 1994: 214). These interactions
determine a path of sticking to the current complementary entities, which are getting
increasingly dominant as action patterns (Leonard-Barton 1995). When a potential en-
trepreneur leaves such established clusters, he/she has to leave the resulting benefits
behind. Complementary units have to be built up from scratch in a newly founded ven-
ture. Therefore, complementary effects tend to force a prospective entrepreneur to stay
on the current path and continue the previous occupation. Implementing his/her idea
and actually founding a company requires breaking this path. We conclude:

P4.1 [Complementary effects]. Lacking complementarity makes path breaking harder.

The same holds in case of personal relationships to other people being relevant to
the new business creation directly or indirectly.

P4.2 [Complementary effects]. Social embeddedness makes path breaking harder.

Path Dependence in the Single Steps of the Entrepreneurial Funnel

The investigation of the self-reinforcing effects that can lead to path dependence (Sydow
et al. 2009) shows that all of them counteract becoming an entrepreneur. However, so
far the discussion above has mainly focused on changing from an employee position to
self-employment, so on the overall entrepreneurial process. However, it can also be
applied to the single steps within the entrepreneurial funnel. While no irreversible steps
have been taken to start an own venture, for example quitting the previous job, a poten-
tial entrepreneur always has the fallback option of discarding the idea of founding
a company and continuing with the current occupation (McGrath 1999). Therefore, for
every funnel step before the actual foundation of a company (funnel steps 0-1V), the
above arguments can be made to support the thought of the path leading out of the
funnel. The most crucial one here is the transition from step Ill (“Positive evaluation of
idea”) to step IV (“Founded/Implemented”), as this move might likely create hardly re-
versible facts. However, also reaching the next step (“V. Profitable”) can be hindered
from the perspective of path dependence, since the entrepreneur always has the chanc-
es to give up the chosen path of running an own venture and return to an occupation
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similar to his/her previous one. From the viewpoint of real options reasoning (Collan et
al. 2014), the entrepreneur can constantly weigh up his/her different options and turn to
a more favorable one (McGrath 1999). So if the company does not immediately show the
desired results, the entrepreneur has to withstand a dry spell in his/her venture and can
abandon the company and turn to another available option of occupation (McGrath
1999). There are also opposing views of real options thinking in the entrepreneurial con-
text. Landier (2006) argues that entrepreneurs often have a highly subjective evaluation
of the current performance and future prospects of their venture. They often overvalue
the impact of a failure and the related feared stigma of failure (Landier 2006; McGrath
1999) and hence hold on to start-ups, even though they are not promising any more
(Landier 2006). This finding further supports the thought of path dependence towards
failure, as it describes a situation where an entrepreneur who already founded a compa-
ny (step “IV. Founded/Implemented”) does not reach the subsequent step (“V. Profita-
ble”). Due to the irrational hesitance to terminate the project and start over again with
a more promising option (Landier 2006), for example going back to the previous occupa-
tion or starting again with another business idea, he/she fails to reach the next step.

I -
H »
AN W \ >
» H ld .
i \‘—\ » | Not becoming
= H ”"| a successful
¢ > P entrepreneur
LTTTTT] » »
» 5 Ll
Buoaooad
I. Poten- 1l. Business 11l. Positive
0. Foundation/ tial entre- idea evaluation IV. Founded/
not an option/ preneur generated of idea Implemented / V. Profitable

— Determined path
----- P> Breaking the path

Figure 4. Path Dependence in the different steps of the entrepreneurial funnel
Source: own elaboration

The argument above concludes in supporting the idea that moving through the entre-
preneurial funnel requires leaving the predetermined path repeatedly. This might be coun-
terintuitive, because the steps of becoming an entrepreneur from the process point of view
seem to follow one another subsequently. However, in reality, moving all the way through
the process is rather an exception. The following figure illustrates this circumstance.

CONCLUSIONS, LIMITATIONS AND OUTLOOK

The concept of path dependence has a long history in research (David 1985; Arthur
1989). In the entrepreneurial context, it has been mainly applied to understand success
and failure of existing ventures. Sydow et al. (2009) presented an appealing line of rea-
soning in this context. This study built on their arguments, but applied the concept of
path dependence of the process of venture creation as a path-breaking process to ex-
plain why some potentially promising ventures are not founded in the first place.
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The findings of this study trigger the discussion that moving through the entrepreneurial
process might not be a natural sequence, but instead principles of path dependence lead
entities out of the process at each step. Staying in the process and founding a company and
making it successful hence might require multiple breaches of the determined path. This
insight opens up a new perspective on why it is so hard to start a new company.

It also raises the question if measures to overcome path dependence can be used to
facilitate moving through the entrepreneurial process. To regain the flexibility in line
with the available choices, a path dependent organization in Phase Ill has to break the
path (Sydow et al. 2009). The aim can be either to return to the full set of choices of
Phase |, just to broaden the corridor of available choices, or to generally accept the path
dependence but at least try to switch to another, more favorable path. Breaking the path
means leaving the current patterns of decision-making and actions behind. This is not an
easy endeavor, as the causes are often emotional and cognitive barriers, as described
above, which are hard to overcome (Sydow et al. 2009). External impulses might be re-
quired to change the lens through which to look at things and evaluate the current situa-
tion. For organizations, this outside impulse could be, e.g., advice from external consult-
ants or newly hired management staff. For individuals, these could be mentors or coach-
es (Kets de Vries 2006). To cope with emotional barriers, individuals might need psycho-
logical and psychoanalytical approaches (Sydow et al. 2009; Kets de Vries 2006) such as
Neuro Linguistic Programming (NLP) tools like reframing (Bandler et al. 1982) or psycho-
analytical leadership coaching (Kets de Vries 2006).

Further research should conceptually follow up on the initiated discussion that
moving through the entrepreneurial process might require breaking a determined path
repeatedly, as it brings a new perspective to both concepts of entrepreneurial process
and path dependence. A starting point here could be an investigation of the corre-
sponding success and failure causes in every single step of the entrepreneurial process
to draw connections to the mechanisms of path dependence. Future research should
further intensify the quantification of the entrepreneurial funnel. A representative
guantification would allow calculating the chances for a single entrepreneur to pro-
ceed from each one to the next funnel step and thereby identify the most important
leaks in the pipeline towards becoming a successful entrepreneur.

The developed propositions are derived from theory and previous findings. Inso-
far, they are founded. However, there is no indication that this set of causalities is
already complete. Case study research (Yin 2013) could be one empirical option that
allows researchers to complete the set of causalities by, e.g., semi-structured inter-
views. In the first part of these interviews, the interview partners could be asked for
other factors not considered by theory or prior research.

Another limitation is the use of a mono-theoretical approach. Path dependence re-
search seems to be a fertile background to understand the venturing process. However,
the lens of this approach illuminates certain issues but ignores others. Thus, applying
other theories of evolutionary nature could allow identifying other important constructs.
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Abstract

This article presents preliminary results of empirical studies concerning the rela-
tionship between knowledge management and effective performance in small and
medium-sized enterprises. 120 small and medium-sized enterprises from the Low-
er Silesia province were studied. Quantitative research was carried out. Articles
published in professional literature point to a relationship between market orien-
tation and knowledge management. Pilot studies allowed to further develop the
research tool. Relevant quantitative empirical studies have shown that knowledge
management with respect to market orientation is a determinant of the growth
and development of contemporary small and medium-sized enterprises. Both mar-
ket orientation and knowledge management place knowledge in the centre of
attention. Implementing by entrepreneurs knowledge management with respect
to market orientation allows them to gain competitive advantage over others and
is one of effective methods of development of an organisation.

Keywords: knowledge management; small and medium companies

JEL codes: M14, 031

INTRODUCTION

The aim of this paper is to present selected results of empirical studies concerning the
relationship between knowledge management, market orientation, effective perfor-
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mance in small and medium-sized enterprises, (special attention was devoted in this
paper to a part of the study concerning the relationship between knowledge manage-
ment and effective performance of the enterprise). Knowledge management is consid-
ered as an important factor facilitating adaptation to market requirements and enhanc-
ing efficiency and innovativeness (Bosua & Venkitachalam, 2013, p.331-346). A substan-
tial number of studies have shown that large enterprises successfully utilise knowledge
management and that there is a positive correlation between knowledge management
and the enterprise's growth and development rates (Zack & McKeen & Singh, 2009,
p. 392-409). At the same time, however, studies reveal that small and medium-sized
enterprises do not fully exploit knowledge management tools (Durst & Edvardsson, 2012,
p. 879-903). As the specific features of SMEs are different from those of large enterpris-
es, it should not be assumed that the correlation between market orientation and
knowledge management, and their impact on the enterprise's operating efficiency, are
shaped in the same manner. Although studies suggest that SMEs do benefit from apply-
ing knowledge management mechanisms, the dependence between market orientation,
knowledge management and enterprises' operating efficiency is not clear and requires
further analysis. Therefore, a justified need arises to conduct comprehensive studies into
the impact of knowledge management and market orientation of SMEs on their operat-
ing efficiency.Small and medium-sized enterprises located in the Lower Silesia province
were studied. A survey questionnaire addressed to the owners/managers and employees
of SME was used as a research tool. In the study statistical methods and structural equa-
tion modelling were used. As a result of the study, the empirical dimensions of the rela-
tionship between knowledge management, market orientation and effective perfor-
mance in small and medium-sized enterprises were identified.

THE CHARACTERISTICS OF OPERATION OF SMALL AND MEDIUM-SIZED ENTERPRISES IN
THE CONTEXT OF KNOWLEDGE MANAGEMENT

Much attention in both domestic and foreign literature is devoted to the issues asso-
ciated with the functioning of the sector of small and medium-sized enterprises (here-
inafter referred to as SME)™. The issues concerning SME are given special attention by
the European Commission, which indicates that enterprises in this sector play a major
role in the creation of jobs and are a factor of social stability and economic develop-
ment?. The report published by the World Bank “SME Exchange in emerging market
economies. A stocktaking of development practices” (Harwood & Konidaris, 2015,
p. 14-16) pointed out the important role of the SME sector in the economic life of
individual countries. The authors of the report propose facilitating in acquiring capital
by the SME sector, including through stock exchanges. The importance of SME financ-
ing through the stock exchange is also emphasised in the Report on the Newconnect
market®. SMEs are predominant quantitatively in the overwhelming majority of de-

! More on this topic: (Katua, 2014; Lundstrém et al. 2009; Wymenga, Spanikova, Barker, Konings, & Canton,
2012; Nvérova & Vrchota, 2013)

2 Commission Regulation (EC) No 70/2001 of 12 January 2001 on the application of Articles 87 and 88 of the EC
Treaty to State aid to small and medium-sized enterprises. Official Journal of the European Union.

3 Report on the Newconnect market - a summary of the functioning of the first alternative trading platform in
Poland. (2015). Warsaw Stock Exchange.
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veloped and developing world's economies and within the European Union approxi-
mately 20 million companies operate, 99.8% of which are companies of the SME sec-
tor. In this community micro enterprises definitely prevail. There are about 18 million
of them, which constitutes 91.8% of entities. According to the report of the Polish
Agency for Enterprise Development, SMEs are responsible for almost 3/4 of Polish
GDP, and share of small and medium-sized enterprises is at 48,5%".

In the available literature there is no conclusive indication when it comes to the direc-
tion of the relationship between knowledge management and market orientation. Studies
carried out in large enterprises confirm that there is a significant and positive relationship
between these concepts (Escher, 2013), (Nofal & Surachman & Salim & Djumahir, 2014,
p.8-17), (Michna & Kmieciak, 2012, p. 204). This is due to the fact that the lack of appro-
priate mechanisms for knowledge management in enterprises significantly impairs the
effective creation and dissemination of knowledge of the market. Effective knowledge
management creates the conditions for processing, interpreting and using the knowledge
about market trends. The specificity of knowledge management in SMEs:

— often has informal and unaware nature,

— often has insufficient information system,

— simpler organisational structure,

— more favourable situation to acquire knowledge of the customers,

— forgetting knowledge,

— no demarcation of responsibility,

— insufficient level of delegation of tasks and powers,

— fast applicability of new knowledge [contributing to the flexibility and agility].

For the purpose of the study, its authors adopted the following definitions of
knowledge management and market orientation: knowledge management is an inte-
grated set of actions, aimed at shaping and utilising those knowledge resources which
are conducive to boosting the enterprise’s operating efficiency; market orientation, in
turn, consists in the systematic observation of the activities of competitors, suppliers,
customers and other market actors, which is followed by dissemination of knowledge
about the needs of the business environment within the organisation with a view to
determining and satisfying customers' needs. The concept of enterprise’s operating effi-
ciency was derived from the work of J. Penc who defined this term as follows (Penc,
1997, 100): “(...) it is the ability of an enterprise to adapt, on an ongoing and strategic
basis, to changes in its business environment, and to utilise its resources in a productive
and cost-efficient manner in order to implement the adopted structure of goals”.

Integration of knowledge management and market orientation may be a key element
of the competence and improvement of the competitive position of the company (Wang
& Hult & Ahmed, 209, p.99-122). In addition, both market orientation and knowledge
management place knowledge in the centre of attention. Both these concepts are per-
ceived, along with a number of other aspects, as significant for the growth and develop-
ment of an enterprise. (Brzostek & Michna, 2014, p. 471-482). An important factor induc-
ing extensive research in the area of market orientation is the importance of the re-

4 Report on the status of small and medium enterprises sector in Poland in the years 2013-2014. (2014). War-
saw, Polish Agency for Enterprise Development, 9.
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sources of knowledge in the economy and individual enterprises. Research in market
orientation was carried out using quantitative research methods. However, some authors
indicate (Van Raaij & Stoelhorst, 2008, p. 37-55), (Gebhardt & Carpenter & Sherry, 2006,
p. 37-55) that qualitative methods may provide a source of new insights into the relation-
ship between market orientation and knowledge management. Analysis of the research
carried out by various authors indicates that there is a research and methodological gap in
the field of knowledge management, market orientation and effective performance. Re-
search carried out by various authors concerning the relationship between market orien-
tation and the growth and development of SMEs indicate an indirect or direct relationship
between the orientation and measures of growth and development.

Based on the analysis of both foreign and domestic literature it can be concluded
that there have been no comprehensive studies so far concerning the relationship
between knowledge management, market orientation and effective performance in
small and medium-sized enterprises. Thus, there is a justified need to carry out
a comprehensive study concerning the impact of knowledge management and mar-
ket orientation of SMEs on their effective performance.

CHARACTERISTICS OF EMPIRICAL STUDIES CARRIED OUT

The study covered 120 small and medium-sized enterprises from the Lower Silesia prov-
ince. Micro enterprises employing up to 9 people were excluded from the study. Quanti-
tative research was carried out in the first and second quarter of 2015. Survey question-
naires were used as a research tool for quantitative analyses. The source of the individu-
al variables in the questionnaires was literature research. The questionnaire was de-
signed, inter alia, with the use of papers by the following authors: [Zieba, 2014, p. 358-
465; Zack & McKeen & Singh, 2009, p. 392-409; Narver & Slater, 1990, p. 20-35]. The
questions were prepared on the basis of the 7-point Likert scale. The survey question-
naires used in quantitative studies were developed in a paper and electronic version
using survey tools: https://www.google.com/intl/pl/drive/. In addition to questions di-
rectly related to knowledge management, the questionnaire included those pertaining to
aspects and processes exerting a major impact on the SMEs' ability to shape market
orientation. After the most important, potential determinants of knowledge manage-
ment and market orientation in SMEs were selected through an analysis of literature on
the subject, questions were added to the questionnaire regarding issues such as formali-
sation in an enterprise, decision-making centralisation, social interactions in an enter-
prise, knowledge management and market orientation. The following measures were
used to assess SMEs' operating efficiency: increase in revenue, increase in the number of
employees, increase in return on sales, market share, customer satisfaction, the quality
of products/services offered, the number of new products/services.

Enterprises covered by the study are affiliated with chambers of commerce and
business associations from the Lower Silesia region. At the first stage of the study, the
questionnaire, on behalf of its authors, was distributed via email by business organisa-
tions among their affiliated members. After this stage, a response rate of 3% was record-
ed. At the second stage, the authors contacted each entrepreneur in person, providing
them with hard copies of the questionnaire. Here, the response rate reached 38%.
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Pilot studies were carried out in January and February 2015. The pilot studies
covered managers/owners of small and medium-sized enterprises and their employ-
ees. The pilot studies were carried out on the same groups that were covered by the
main study, thereby ensuring methodological correctness. The pilot stage of the
study covered 10 managers and 10 employees of small and medium-sized enterpris-
es. Particular attention at this pilot stage was paid to whether the respondents had
any difficulties in understanding the questions — those not clearly understandable
were reformulated or, in certain cases, deleted.

Table 1. The SME sector taking into account a section of the Polish Classification of Activities and
comparing data of the research sample to the data presented by GUS

Percentage of

Fre- Percent- . Cumulative
uency age valid survey percentage
9 responses
A. Agriculture, forestry, hunting and fishing 2 1.7 1.7 1.7
B. Mining and quarrying 3 2.5 2.5 4.2
C. Industrial processing 12 10.0 10.0 14.2
D. El ici i
g({trlglty, gas, steam,'hot water and air 1 0.8 0.8 15.0
conditioning manufacturing and supply
E. Water supply; waste and waste water 1 0.8 0.8 15.8

management and remediation activities
F. Construction 8 6.7 6.7 22.5
G. Wholesale and retail trade; repair of

X . . 17 14.2 14.2 36.7
motor vehicles, including motorcycles
I. Accommodation and food service activities 4 3.3 3.3 40.0
J. Information and communication 14 11.7 11.7 51.7
K. Financial and insurance activities 10 8.3 8.3 60.0
L. Real estate activities 4 3.3 3.3 63.3
M. 'Prqfe55|onal, scientific and technical 3 6.7 6.7 70.0
activities
Q. Human health and social work activities 2 1.7 1.7 71.7
R. Arts, entertainment and recreation 2 1.7 1.7 73.3
S. Other personal service activities 31 25.8 25.8 99.2
T. Households as employers of domestic
personnel; service-producing activities of 1 0.8 0.8 100.0
private households for own use

Total 120 100.0 100.0

Source: own study.

The studied enterprises were analyzed considering the type of business, taking into
account a section of the Polish Classification of Activities 2007 and comparing data of the
research sample to the data presented by GUS (Table 1., Figure 1).

SMEs were divided considering the sector of activity. The most numerous group
among the surveyed SMEs are service companies (86%), the industrial sector represents 12
% of respondents and the agricultural sector represents less than 2 % of the respondents.
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Figure 1. The SME sector taking into account a section of the Polish Classification of Activities
and comparing data of the research sample to the data presented by GUS — diagram
Source: own study.

The most numerous group are companies operating in the administrative district
area (36.29%) and Lower Silesia province (17.98 %). 15.2% of the surveyed enter-
prises operate all over the country and 9.3 % within the county in which they are
registered. Only 8.36 % of SMEs conduct export activities and 15.2 % operate within
several provinces (Figure 2.).

@ administrative district

/') | county
ﬁq M Lower Silesia
province
W several provinces
12

i entire country

Figure 2. Areas of business of the surveyed SMEs
Source: own study

. multinational company

In the group of surveyed managers (business owners) most, as many as 75.8 %, were
male. In the surveyed companies 37.5% of the people who filled in the survey question-
naire were owners or co-owners of enterprises covered by the study.

In the surveyed companies the numbers of employees in relation to the previ-
ous year have not changed in 50 entities, which represents 40 % of all the surveyed
companies (Table 2. and 3.).

Changes in the effective performance of the surveyed companies in relation to the
previous year indicate that most companies recorded an increase in revenues in relation
to the previous year (60.8%) with the simultaneous decrease in profitability (40%).
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Table 2. Changes in revenues in relation to the previous year
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Changes in revenues in relation to the previous year: (N = 120)

Frequency Percentage
Decreased 29 24.2
No changes 18 15.0
Increased 73 60.8
Total 120 100.0

Source: own study.

Table 3. Changes in revenues in relation to the previous year

Changes in net profitability in relation to the previous year: (N = 120)

Frequency Percentage
Decreased 48 40.0
No changes 26 21.7
Increased 46 38.3
Total 120 100.0

Source: own study.

Among the surveyed companies 42 indicated that the value of their total assets does
not exceed 2 million. The second largest category are entities whose value of assets is
from 2 to 10 million euro (45 of all surveyed companies). None of the surveyed compa-
nies declared ownership of assets worth over 43 million euro (Table 4. and 5.).

Table 4. Structure of the sample with respect to rate of employment and the annual income

Annual income Rate of employment
s From 10 | From 26 | From 51 | From 101 From 201 | Total
(million euro)
to 26 to 50 to 100 to 200 to 249
(0;2> 34 7 0 1 0 42
(2; 10> 17 11 11 4 2 45
(10; 50> 8 6 8 8 3 33
Over 50 0 0 0 0 0 0
Total 59 24 19 13 5 120

Source: own study.

Table 5. Structure of the sample with respect to rate of employment and the value of total as-sets

Annual income Rate of employment
(million euro) From 10 | From 26 | From 51 | From 101 | From 201 | Total
to 26 to 50 to 100 to 200 to 249

(0;2> 36 6 0 4 0 46
(2, 10> 16 13 15 4 4 52
(10; 43> 7 5 2 5 1 )
Over 43 0 0 0 0 0 o
Total 59 24 19 13 5 120

Source: own study.
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RELATIONSHIP BETWEEN EMPIRICAL DIMENSIONS OF KNOWLEDGE MANAGEMENT
AND EFFECTIVE PERFORMANCE OF SMES

The presented model (Figure 3) is a part of wider analyses of the relationship between
knowledge management, market orientation and effective performance of SMEs. Taking
into account the carried out analyses of relationships between knowledge management,
market orientation and effective performance of an enterprise, including the analysis of
literature, analysis of correlation and analysis of regression, structural models were de-
veloped. Most structural equation models can be expressed in the form of path dia-
grams. This program uses (PATH1) language, which is much like the path dia-
gram. Individual models vary in the latent and exogenous variables adopted for the anal-
ysis and the proposed structure of mutual cause and effect relationships.

In the group of organizational impacts there is silent knowledge, whose occurrence
may influence the effective performance of an organization. Silent knowledge is an indi-
vidual knowledge difficult to formalise. Silent knowledge can also be intuition, this
knowledge is rooted in the expertise of an individual, values and emotions. The study
carried out by A. Rajan from the Centre for Research in Employment and Technology in
Europe on a group of 6000 companies has shown that a key factor in knowledge man-
agement is the use of hidden information and skills of employees (Gierszewska, 2003, p.
62-88). In the presented model manifest variables were taken as selected processes of
knowledge management, resulting from the model adopted by the author. In the pro-
posed model latent variables comprise the contexts related to silent knowledge.

Model taking into account the above dependencies obtained convergence in
the 12th iteration step (the obtained discrepancy function is 0.000873. The meth-
od of ML estimation was applied. The maximum likelihood (ML)- when selecting
this option, the program performs Wishart maximum likelihood estimation for
correlation or covariance analysis, and the normal maximum likelihood estimation
in the case of the torque analysis). The analysis of the values of path parameters
(Table 6.) draws attention to the negative value of the relationship between
“knowledge use” and “silent knowledge”. At the same time, a high value of the
parameter (6.162) is noted between “silent knowledge” and “effective perfor-
mance of the enterprise”. This confirms that the use of silent knowledge has signif-
icant meaning for the enterprise. The model reveals a more complex structure of
the relationship as it allows the differentiation of the relationship between the
assumed variables related to knowledge management and the corresponding silent
knowledge. It is indicated in the literature that developing knowledge of employ-
ees through actions aimed at the development of creativity and social capacity is
one of the most important directions of the research and development of the con-
cept of knowledge management (Carleton, 2011, p. 459-469).
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Figure 3. Knowledge Management and enterprise performance
Source: own study.

The model indicates important links between “communication with the environ-
ment” and “silent knowledge”, which, as a result, translates into a high value of the pa-
rameter connecting “silent knowledge” with “effective performance of the enterprise”.
Communication with the environment includes both the growth of customer and suppli-
er requirements but also maintaining contact with them (both formal and informal one),
participation in training courses, conferences, technological progress, which gives each
employee opportunities to obtain information and knowledge in a virtually unlimited
manner. G. P. Huber assumes that the incidental, unintended acquisition of information
and knowledge is a common way of learning in learning organizations. M. Huysman indi-
cates that the organization learns based on cases. An enterprise's learning process is
largely spontaneous (Malara, 2012, p. 146). The calculated indicators of the fit of the
model indicate a good fit of the model to the data.
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Table 6. Model assessment (Correlations: Managers. Management. Effectiveness)

Model assessment (Correlations: Managers. Management.
Effectiveness)
Parameter Standard Statistics Likelihood
assessment error T

[LOCATING]-1->( LOCAL _C) 1.206 0.000

[COM]-2->( COM _C) 6.114 0.000| 5,535990E+00 0.000
[SPREAD]-3->( SPREAD _C) 4.405 0.000

[UTILI]-4->( UTILI _C) -1.532 0.324| 4,722401E+00 0.000
(LOCAL _C)-5->(WYKORZ _C) 0.866 0.000

(COM_C)-6->( SPREAD _C) -2.685 0.000

(SPREAD _C)-7->(COM_C) 0.332 0.000

(SPREAD _C)-8->( UTILI _C)

(UTILI _C)-9->(LOCAL_C) 4.155 0.000

(UTILI _C)-10->( SPREAD_C)

(LOCAL _C)-11->[EFEKT] 0.114 0.040| 2.870663E+00 0.004
(COM_C)-12->[EFEKT] 3.386 0.070| 7.447363E+00 0.000
(SPREAD _C)-13->[EFEKT] 0.647 0.095| 6.812749E+00 0.000
(UTILI _C)-14->[EFEKT] 6.162 0.763 | -8.447363E+00 0.000

Source: own study.
CONCLUSIONS

A conclusion which can be drawn from the study is that the key factor in knowledge
management is to make effective use of employees' latent information and skills. High
scores obtained by relations connected with communicating with the business envi-
ronment, localising and obtaining information and knowledge as well as disseminating
knowledge, show how important these knowledge management processes are for
disseminating customer- and competition-related information, organisation and
a coordinated action aimed at utilising knowledge resources available in this regard to
the organisation. Communicating with the business environment; maintaining contacts
(both formal and informal) with customers and business partners; attending training
courses and conferences; technological progress which provides every employee with
almost endless possibilities when it comes to acquiring knowledge and information. By
communicating with the business environment, each party can articulate its needs and
expectations, and therefore have its interests duly acknowledged. This, in turn, may
translate into improved operating efficiency for the organisation.

The conducted analyses open an interesting research perspective. In the focus of
further research attention should be paid to the need for research of a qualitative
nature. An analysis conducted by Dwivedi shows that the use of qualitative and quanti-
tative research methods is a common approach within the framework of the issues
concerning knowledge management (Dwivedi, Venkitachalam, Sharif, Al-Karaghouli,
Weerakkody, 2011, p. 43-56). This will allow for the development of practical recom-
mendations for owners/managers of SMEs and going forward, for the increase in the
effective performance and the opportunities of development.
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Abstract

This article aims at presenting a systematic review of publications that verified the
network theory and the theory of networks empirically, published in the entrepre-
neurship journal with the highest Impact Factor: “Entrepreneurship Theory and Prac-
tice”. We present how publication frequency evolved over time, and classify papers
into major streams of entrepreneurship re-search. Our findings suggest the theory of
networks is an under-researched area promising for further advancing the theory of
entrepreneurship. We also find increasing publication frequency of network related
research over time. Results oriented research were most often present in reviewed
articles, while relationship among network variables and innovation was only tested
in two articles so far which suggests that more research is needed in this direction in
the future. We belief that verification of theories of networks in entrepreneurship and
verification of relationship between network variables and innovation within the
network theory are most promising. The originality of this work lies in identification of
research opportunities and dynamics of empirical verification of network studies in
the field of entrepreneurship.

network theory; theory of networks; literature review; entrepreneur-

Keywords: ship; network society

JEL codes: L26, D85

INTRODUCTION

Entrepreneurs and organisations established by them operate in a complex mix of rela-
tionships. To explain antecedents of these relationships, find patterns that enable to
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understand their complexity, and inquire into consequences of observed patterns, En-
trepreneurship scholars increasingly use network theorizing. The study of entrepreneur-
ship through network lenses has been increasingly visible, as indicated by earlier review
of the filed (Hoang & Antoncic, 2003). This review identified 70 papers that have been
published on the role of networks in the entrepreneurial context in scholarly journals
specializing in entrepreneurship, sociology, and strategic management already in 2003.
Since that time number of publications that use network approach in organization sci-
ence has increased substantially, that enabled clarification on network related theorizing
in social science (Borgatti & Halgin, 2011). Building on advances in network theory we
decided to apply two major categories of network theorizing: the theory of networks and
the network theory in systematic review of network research in the leading journal in the
field — Entrepreneurship Theory and Practice.

Network theorizing raised out of a metaphor that was creatively used and turned in-
to rigorous theoretical propositions, inter alia, by Harrison White, the founder of Harvard
Revolution in sociology, and Bruno Latour, the author of the actor-network theory. Harri-
son White (1992) put forward a general sociological theory based on organisations (and
individuals) seeking to control their identities through embeddedness in netdoms. Bruno
Latour (1988) wrote that the network metaphor indicates concentration of resources in
few network nodes. His actor-network theory treats both machines and humans as ac-
tors of social processes, emphasizing the key importance of their interactions in today’s
organisations and societies. That theory anticipates phenomena that have been recently
called the Internet of things or the Internet of everything, visions of a global network
connecting not only people but also objects. In the world where hundreds of millions of
Internet users are constantly exchanging huge amounts of information, the network
metaphor seems to be commonly comprehensible. Thinking about social networks, we
imagine the world entangled by relationships among exchange participants who use
modern information technologies.

The network metaphor usefulness is not confined to explaining the Internet phe-
nomena solely or even those that occur in social systems. The widespread existence of
networks is evidenced by a growing number of studies and theoretical proposals devel-
oped by physicists, mathematicians, computer scientists, biologists and epidemiologists.
Also artists are interested in networks, as exemplified exquisitely by Mark Lombardi’s
drawings collected by the Museum of Modern Art (MoMA) in New York. Understanding
the rules of information and resources flow within a network structure also has crucial
practical implications. For example, it allowed for designing Google PageRank algorithm
(Brin & Page, 1998), reducing costs and improving effectiveness of the fight against ad-
diction to nicotine (Christakis & Fowler, 2008), detecting and combating terrorist net-
works (Krebs, 2002), and effectively placing innovations in the market (Valente, 1996).

In institutional economics, Powell (1990) points to networks as the third mechanism
of economic organisation, along with markets and hierarchies. White (2001) and Grano-
vetter (1985) argue that markets are theoretical concepts separated from reality, where-
as, in fact, economic processes unfold primarily in social networks of exchange and co-
operation. Granovetter’s (1985) theory of social embeddedness of economic processes
contrasted with classical economic theories that disregarded the social aspect and were
dominated by individualistic, transactional explanations of economic mechanisms. Cas-
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tells (1996) writes about an emerging network society that develops as modern commu-
nication technologies become widespread and global actors become more and more
interconnected. The network metaphor allows him to reveal a comprehensive picture of
the organisation of modern societies that are being constantly reconfigured. The net-
work society processes cannot be effectively regulated by national laws since the net-
work extends beyond the borders of a single country. Citizens of the network society
smoothly switch between organisations, associations or coalitions of interests.

In the network society, where interrelated individuals are involved in the ex-
change of resources and information, an entrepreneur’s success inevitably depends
on his or her position and characteristics of the network in which he or she operates.
Position in the network structure determines opportunities and imposes restrictions
on freedom of action. Network characteristics govern dynamics and possibilities of
exchange and access to resources and information.

Our article aims at presenting a systematic review of publications that verified the
network theory and the theory of networks empirically and were printed in the entre-
preneurship journal with the highest Impact Factor: “Entrepreneurship Theory and
Practice”. Our literature review outlines key theoretical proposals for a network ap-
proach: the network theory and theory of networks. To introduce this theoretical ap-
proaches we briefly introduced their key assumptions and illustrated each by example
of a seminal study conducted in these traditions. Then, we introduce methodology of
our study and present the results of our systematic literature review of “Entrepreneur-
ship Theory and Practice” publications in 1995-2015. Resorting to the Scopus database,
we selected 71 articles published in the last 20 years that use the word “network” in
their abstracts. Subsequently, we divided the articles into those addressing theoretical
proposals and those reporting empirical research to verify the theories. Since our re-
view seeks to establish how advanced empirical research into links between networks
where entrepreneurs operate and their performance is, the next step left out articles
aimed at examining other relationships. We do not analyse in detail theoretical articles
that contain no empirical research results, either. We selected 38 articles for our final
analysis, considering them as an attempt to verify two broad theoretical traditions that
we introduced earlier. Our literature review indicates popularity of these two ap-
proaches in the journal when mainstream entrepreneurship research is presented. We
also describe changes in the number of publications in question in the studied period of
20 years. In conclusions, we identify promising areas of future research that strives to
verify the network theories in the field of entrepreneurship.

NETWORK THEORY AND THE THEORY OF NETWORKS

The growing importance of the network approach in the organisation and management
theory was mentioned by Borgatti and Foster (2003), who indicated that its popularity
increased exponentially, as measured by the number of publications in scientific journals.
A network may be made up of any set of objects connected by relationships that form
analysable patterns. Objects may be alternatively referred to as actors, nodes or vertices,
and their interrelations may be termed ties, lines, connections or edges of a network.
A network analysis highlights the fundamental importance of relationship patterns that
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form the ground for explaining the phenomena addressed by social sciences and for the
entrepreneurship theory developed based on such sciences.

A social network analysis aims at clarifying links between the structure of relation-
ships and connections and characteristics of the social system. It comprises two key
aspects: mechanisms governing the formation of the social system and its characteris-
tics, and consequences of network configuration (Tsai & Ghoshal, 1998; Rowley, Beh-
rens & Krackhardt, 2000). Borgatti and Halgin (2011, p. 1168) point to the distinction
between those two theoretical network issues that are analytically separate, defining
them as the theory of networks and the network theory.

The theory of networks explains the origins and characteristics of an observed net-
work, for example its non-scalability, i.e. the fact that the relationships between network
nodes are distributed exponentially. Such a distribution may result from preferential
connections, namely the tendency of nodes to establish relationships with popular net-
work objects (Barabasi & Albert, 1999). Another research project, in line with the theory
of networks, would define network properties, for instance its density as a measure of
network relationships in proportion to all possible relationships. Networks where entre-
preneurs operate are expected to have different densities, depending on the culture of
a country. If entrepreneurs tend to be driven by more individualistic values, the network
density is expected to be low, resulting in slower dissemination of practices and innova-
tion and greater differentiation of entrepreneurs’ attitudes. Empirical studies under the
theory of networks are, therefore, conducted as macro-analyses of entrepreneurship
determinants described by measurements of global network properties.

Research under the theory of networks is also exemplified by analyses of the extent
to which the structure examined has the characteristics of a small-world network. The
concept of small-world network refers to the classical theoretical proposal put forward
by Milgram (1967), who stated that actors of even very extensive networks are separat-
ed by only a few direct connections, usually not more than six. A small-world network is
a specific class of networks with many strongly interrelated subgroups and a relatively
short path of connections between nodes (Watts & Strogatz, 1998). Uzzi, Amaral and
Reed-Tsochas (2007) discussed the applications of small-world network research meth-
ods, pointing to the existence of such networks in a wide variety of organisational sys-
tems, for instance networks of relationships between musicians and actors, networks of
alliances, research networks examined through mutual citations, inter-organisational
networks built through personal relationships among board members, patent coopera-
tion and energy networks. The fact that small-world networks prevail in different types
of inter-organisational and personal networks proves high efficiency of network action
coordination mechanisms and resilience of those systems to disruptions.

The network theory aims at explaining the consequences of network variables such
as centrality, operation in structural holes and characteristics of ties for the performance
of network participants (Granovetter, 1973; Freeman, 1979; Burt, 1992). Granovetter
used the characteristics of ties to develop the theory of strength of weak ties (SWT)
(Granovetter, 1973). He was directly inspired by research into the job seeking process
that found that weak ties provide valuable information about job offers. It is the infor-
mation from acquaintances weakly tied with job seekers, rather than from closely relat-
ed friends, that increase the probability of success in the labour market. This is because
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persons closely related with job seekers live in the same environment and usually have
access to similar information. Valuable information is communicated by people who
have access to multiple groups with different information. Weak ties accelerate flows in
a network and provide fast access to its remote parts.

Examination of links between the effects of action and the quality of relationships is
also well illustrated by one of the most frequently cited scientific articles addressing
networks (Uzzi, 1997). Its author investigated women’s fashion companies in New York
and found that two distinctive types of relationships existed between those companies
and their suppliers. Those types are also included in the SWT theory described above.
Respondents talked about them in different ways. The first type includes relationships
marked by social embeddedness and called “close” or “special” by CEOs of examined
companies. Such relationships are based on reciprocity, emotional involvement, inten-
sive exchange of information, trust, joint problem solving and a longer time horizon. The
second type comprises market transactions (arm’s length ties), individual agreements
where suppliers were selected chiefly according to the lowest price criterion. Uzzi stated
that embeddedness was associated with saving time (economies of time), i.e. the ability
to seize emerging market opportunities quickly. Embeddedness also reduces transaction
costs because partners having a long-term relationship tend to trust each other. He also
highlighted that excessive embeddedness restricted access to information about changes
outside the network of a company’s close relationships.

The theory of structural holes is a perfect example of reasoning in the context of the
network theory, which states that the positions of nodes affect their performance. It was
developed by Ron Burt (1992) on the basis of research into issues similar to those that
became the foundation for Granovetter’s theory of strength of weak ties. Burt focused
on the impact of a diversified egocentric network structure, i.e. a network of people
directly related with candidates, on the speed of promotion. He put forward the hypoth-
esis that promotion is linked with structural holes in egocentric networks. Holes also
exist where two people tied with a candidate for promotion do not have mutual relation-
ships. Structural holes allow the candidate to control information flow between unrelat-
ed contacts and access knowledge from many sources. This affects his or her expert
position and should be positively correlated with promotion likelihood, as confirmed by
that author’s research. In his argumentation, he does not focus on the quality of rela-
tionships but on their structure and the position of candidates for promotion.

We have drawn a distinction between the network theory and the theory of net-
works in this section. We introduced the essence of each of these theories and discussed
seminal studies that illustrate both. In order to achieve this we have chosen the most
frequently cited works that examined network structures and effects of network actors’
positions. In the next chapter, we analyse those two types of theories in the entrepre-
neurship literature based on a review of texts published in “Entrepreneurship Theory and
Practice” during 20 years. We were curious how often in mentioned journal the issue of
network was the topic of articles and, considering the entrepreneurship field, in what
context it was analysed. The aim was to determine what areas were taken into consider-
ation in the analysis of the network in ETP.



84 | Agnieszka Brzozowska , Michat Zdziarski

MATERIAL AND METHODS

In this article, we report preliminary research that we want to develop into a systematic
review of entrepreneurship literature. We intend to provide a comprehensive review of
publications aimed at verifying network theories empirically. We would like to include
more scientific journals addressing entrepreneurship and expand the scope of our anal-
yses. At the present stage of preliminary research, we have chosen to analyse the entre-
preneurship journal with the highest IF: “Entrepreneurship Theory and Practice”. Based
on the Scopus database, we limited our selection of articles to 1995-2015.

Initially, we tried to look for texts addressing the network theory and the theory of
networks. However, regardless of the search phrase, the results comprised the same 16
articles. We, therefore, decided to broaden our search and selected articles that con-
tained the word “network” in their abstracts. This resulted in more texts, namely 71.
Thus, we were able to prepare a broader analysis of the issue in question and verify
which theory is actually used for data analysis.

Following the initial selection, we rejected 9 thematically irrelevant articles that con-
tained the word “network” in a meaning different from “a network of relationships” or
that concerned, for example, citation links between entrepreneurship researchers (Gré-
goire, Noél, Déry & Béchard, 2006). One article covered a literature review of research
into networks in entrepreneurship (Slotte-Kock & Coviello, 2010). 23 publications pre-
sented studies on the impact of a network on a selected phenomenon. The objective of
our review was to identify articles that verified empirically the network theory and the
theory of networks described in the previous chapter. We wanted to find out how re-
searchers analyse networks, what they research and what network characteristics are
described, which helped us to outline the research programme in the conclusions. Based
on the review of abstracts and an overview of the methodology and methods of analysis
of the collected data, we classified 38 articles for final analysis.

When reviewing publications on networks, we wanted to answer the following questions:

— Which theory is mainly used to do research into networks in entrepreneurship (theory
of networks vs. network theory)?

— In which context of entrepreneurship are networks most frequently researched?

— Which network characteristics are most often analysed in research into networks in
entrepreneurship?

We divided the selected articles according to the area researched, network theo-
ry used and the method of network analysis, and matched the articles to network
characteristics that were described in the studies: size, density, relationship type,
centrality, structure or content. We also identified 6 themes that were discussed in
the articles in the entrepreneurship context of research: innovation, company devel-
opment understood also as company growth, resources and resource accumulation,
achievement understood also as the number of agreements concluded, effective-
ness, etc., financing — all methods of financing, collaboration with banks, lending and
cooperation including texts describing cooperation between companies, suppliers,
entrepreneurs and institutions. Above themes arose from the grouping of articles in
the thematic area. Reviewing articles enabled us to define the main topics which
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were discussed, and categorize them into thematic categories. Our main analytical
frame was to distinguish papers as either fitting concepts of network theory or theo-
ry of networks as proposed by Borgatti and Halgin (2011). At more detailed level we
assigned papers according to specific measures and network concepts used by their
authors. We have looked for commonly used network concepts such as: density,
centrality, type of relationship, structure and content. Some articles are classified in
several categories as the use of concepts and measures is not mutually exclusive.

RESULTS AND DISCUSSION

The analysis of abstracts of 39 articles selected for review allowed us to classify them
to two theoretical areas mentioned in the preliminary literature analysis and to one
of 6 research area categories. We classified them independently, and when opinions
differed, we read whole articles in order to assign them to appropriate categories.
The results of our review are provided in Table 1 below.

It appeared that most studies — as many as 14 or 37% of all articles on network
research published in the journal that we chose — focused on business achievements.
As illustrated in Table 1, researchers concentrated primarily on analysing the type of
relationship and its impact on entrepreneurs’ achievements, hence used the network
theory more frequently, although network structures and sizes were also examined.
Among the selected texts, the article by Greve and Salaff (2003) has most citations
and describes networking patterns among entrepreneurs and their impact on busi-
ness operations, exemplified for 4 different countries. The second most frequently
cited article is that by Louise, Althanassiou and Crittenden (2000), who presented the
influence of the founder’s central position on strategic business management, and
thus on company performance. Based on the concept of social network and the
founder’s central position, they developed a model for further examination of strate-
gic business management. The third most often cited (150) text by Hite (2005) builds
on case studies and analyses embeddedness of entrepreneurs in the context of rec-
ognising opportunities, seeking resources and effective management. The next most
often cited (121 citations) study presents the network structure of academic entre-
preneurs managing companies in various stages of development (Mosey & Wright,
2007). The research involved interviews with academic entrepreneurs who were
asked to describe the structure, content and management of their networks at the
beginning of the research and again after one year. In his text, cited 82 times,
Westhead (1995) addresses achievements depending on the type of high-technology
company managers and the type of their relationships. A quite often cited article (70
citations) by Lester and Cannella (2006) is about building social capital by family busi-
nesses and its impact on their survival. Other articles in this group focused mainly on
the type of relationships, type of persons in the network and their impact on
achievements (Godwin, Stevens & Brenner, 2006; Wu, Wang, Chen & Pan, 2008; Huse
& Swartz, 2010; Scarbrough et al., 2013; Sautet, 2013; Ebbers, 2014), also with refer-
ence to success achieved by transnational entrepreneurs (Wenhong & Tan, 2009).
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Table 1. Division of articles by area, theory and network analysis area
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Innovation 2 1 1 1 1
Company development 4 2 2 3 1 1
Resources 5 4 1 2 4 1 1 1
Achievements 14 9 5 5 9 2 5 3
Financing 7 6 1 6 3 1
Cooperation 7 6 1 3 7 3 1
Total 39 28 11 10 2 30 4 13 7

Source: own elaboration.

We assigned seven texts to the thematic area of cooperation and seven articles to
the topic of raising funds by entrepreneurs.

As regards articles describing research into the impact of networks on cooperation
among entrepreneurs, investors etc., it can also be noted that the researchers concen-
trated chiefly on studying types of network relationships (Webb et al., 2010; Karra,
Tracey & Phillips, 2006), then the network structure (Ring, Peredo & Chrisman, 2010) and
the network size (Kuhn & Galloway, 2015; Patel & Conklin, 2009). Only one article used
the theory of networks (Ring, Peredo & Chrisman, 2010) and others employed the net-
work theory (i.a. Bartholomew & Smith, 2006; Daspit & Long, 2014).

That was also the case for articles on the impact of networks on the search for fi-
nancing by entrepreneurs where the authors also primarily analysed relationship types,
chiefly using the network theory (i.a. Chen & Tan, 2009; Du, Guariglia & Newman, 2015),
with only one article resorting to the theory of networks (Fiet, 1996). The research most-
ly concerned methods of building networks in order to gain easier access to loans
(Saparito, Elam & Brush, 2013; Du, Guariglia & Newman, 2015) or generally to raise funds
more effectively (Jonsson & Lindbergh, 2013; Kreiser, Patel & Fiet, 2013).

Another group of five articles (13%) presented networks in the context of resource ac-
cumulation. Again, what could be noticed was the popularity of network relationship type
analyses with account being taken of those relationships that allowed for successful use of
resources (Haugh, 2007; Khayesi, George & Antonakis, 2014), then the popularity of net-
work size analyses (Semrau & Werner, 2014), and finally centrality (Keil, Maula & Wilson,
2010) and generally network structure and content (Sullivan & Ford, 2014). No article as-
signed to the topic of resources and their accumulation used the theory of networks.

Four articles were categorised as addressing company development and the few-
est texts dealt with innovation (2 articles). In analysing networks in the context of
company development, the first study examined the impact of relationship types on
company operations in different stages of development (Arregle et al., 2015), whereas
the second one focused on the role played by networks and their densities in interna-
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tionalisation of companies (Musteen, Datta & Butts, 2014). In their research, De Car-
olis, Litzky and Eddieston (2009) attempted to find out what type of networks and
network relationships has a positive effect on company development. Their research
results are quite often cited — 70 citations. They analysed the types of people involved
in entrepreneurs’ networks. Hansen (1995) studied growing organisations with a focus
on the types and frequency of interactions among their members.

In the area of innovation, one article addressed network density and centrality and
their consequences for business innovation (Tan, Zhang & Wang, 2015). The authors of
the second study analysed the type of network relationships and commercialisation of
innovations (Partanen, Chetty & Rajala, 2014). Tan, Zhang and Wang’s (2015) publica-
tion used both network theory and theory of networks.

To summarise, based on our analysis, we noticed that research into networks in
entrepreneurship mostly concentrated on types of relationships and their effects on
achievements, financing, cooperation and resource accumulation. The fewest studies
addressed density, centrality and other network variables. Researchers least fre-
qguently referred to studies related to the theory of networks, which means that
there is a gap in the entrepreneurship literature.

What we also found interesting was an analysis of the number of articles based on
network research over the last 20 years, as presented in the table below.

As can be observed, articles reporting network analyses are not very popular in “En-
trepreneurship Theory and Practice”. By 2005, only single or no texts were actually pub-
lished. It was only after 2005 when we can notice an increased interest in research into
networks in the field of entrepreneurship. Especially over the last 5 years, this subject
seems to have been attracting more and more interest, although the number of publica-
tions has remained more or less the same since 2010. In recent years, roughly since
2006, such topics as cooperation, financing, search for resources have earned recogni-
tion, and since quite recently, innovation and company development have become more
popular.

Table 2. Distribution of 39 selected articles in 1995-2015 by year and popularity of the topic
wn o o [12] n [(-] ~ o] [<)] o o < wn
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Innovation 1 1 1
Company development 1 1 1
Resources 1 1 3
Achievements 1 1 1 1 2 1 1 2 1 2 1
Financing 1 2 3
Cooperation 2 1 2 1
Total no. of articles 2 1 1 1 1 4 2 2 5 4 5 7

Source: own elaboration.
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CONCLUSIONS

Our analysis allowed us to answer the questions that we asked. It turned out that re-
search to verify the theory of networks empirically is much less frequently published in
the entrepreneurship literature than research aimed at verifying the network theory.
This offers a huge potential for exploring that scientific branch and looking at entrepre-
neurship from a different perspective than before. It is worth reflecting on projects in-
tending to describe global network structures among entrepreneurs, examine network
density and other characteristics and reasons for the formation of networks whose im-
portance cannot be overemphasised in modern entrepreneurship. It seems interesting to
study the differences in relationship types and other characteristics across individual
countries and examine them in the context of cultural differences. Cultural differences,
for example individualism versus collectivism, should be relevant to the characteristics of
networks of entrepreneurs operating in different countries. A promising research field
should also cover analyses of transnational networks of entrepreneurs and their adapta-
tion to various structures that determine dynamics of the flow and exchange of re-
sources and information. It is noteworthy that studies of embeddedness-initiated in
economic sociology by Granovetter (1973) are very promising in the field of entrepre-
neurship. In particular, exploring effects of weak and strong ties (Granovetter, 1973;
Burt, 1992) on entrepreneurial behaviour in different context and across geographies
could extend our knowledge of determinants of success.

Studies based on the network theory are rarely published in the journal “Entrepre-
neurship Theory and Practice”, although the dynamics of publications that we have pre-
sented indicates their growing popularity. Particularly promising research directions that
will verify the importance of entrepreneurs’ position within networks seem to be those
that will explore links between networks and innovation processes. Network models
explaining the dynamics of innovation spread indicate different roles of network nodes,
depending on their position (Valente, 1996). The small number of articles could be
caused by the fact that that issue is still under researched. Other reason could be that
researchers from the entrepreneurship field consider this area as a not very suitable for
entrepreneurship research. The biggest problem is that our review is narrowed to one
journal and this topic could be not very suitable for the journal requirements.

Another promising direction of such research where we have seen relatively few
publications so far is an analysis of correlations between constraints and opportunities
for company development, ensuing from the position in the network structure. Although
researchers mostly paid attention to relationship types and their impact on achieve-
ments, that topic has not been exhausted. Investigation done by Uzzi (1997) should be
useful for researchers in these area. Few of the studies presented use standard measures
of centrality, density and occurrence in structural holes that were operationalised as part
of the social network analysis. This suggests that this discipline may be developed by
applying social network analysis methods in entrepreneurship.

The biggest limitation of our review is probably the focus on only one scientific jour-
nal. However, the goal of our article was to highlight the fact that network analysis is
very useful and interesting and to indicate a possible direction for entrepreneurship
research development. We are aware that the issue of networks in innovation may be
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more frequently addressed in journals focused primarily on innovation, hence the small
number of texts on this topic, though perhaps network analyses are not conducted in
that direction. This requires verification. A weakness of our analysis also lies in confining
it mostly to reading abstracts, with hardly skimming whole articles. This makes infor-
mation incomplete. Nonetheless, it is a good suggestion for in-depth analyses.

Our literature review shows that the network theory and the theory of networks are
becoming important approaches that make it possible to look at key and unchanged
issues of entrepreneurship from a new perspective. In the network society, where the
importance of relationships for the results achieved by individuals seems to be growing,
we expect further dynamic expansion of entrepreneurship research resorting to theoret-
ical perspectives discussed in this article. Our classification of articles could be helpful in
identifying areas where the network approach is rarely used.
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Abstract

In Poland entrepreneurship is often perceived as an extremely risky process and en-
trepreneurs are often portrayed in a negative light. The research goals of our explora-
tory study is to identify the entrepreneurship metaphors among Polish management
students. Authors decided to run both qualitative and quantitative research. In the
first part we addressed 124 management students on three levels BA, MA and MBA.
The respondents were asked to give their metaphorical expressions on paper. The
next step was to prepare a questionnaire based on 7 point Likert scale. This question-
naire was run among BA management student group composed of 82 students. Our
results suggest that there are several major entrepreneurial narratives evident among
all three groups including creativity and innovation, competition, war, journey, risk,
adventure and exploitation. The empirical findings serve as a starting point for further
in-depth research on entrepreneurship metaphors. It is recommended that in order to
gain a complete picture of the issues underlying the results, both qualitative and
quantitative research on a bigger sample should be undertaken. The originality of this
work lies in studying some aspects of entrepreneurship metaphors among non-
entrepreneurs in Poland. With regards to the research limitation, it must be highlight-
ed that it was a pilot study and the results cannot be generalized.

metaphors of entrepreneurship; entrepreneurship; metaphors;
research; entrepreneurship education; Poland

JEL codes: M12, L26

Keywords:




94 | Michat Chmielecki, tukasz Sutkowski

INTRODUCTION

Entrepreneurship, has always been at the heart of economy’s dynamics. Entrepreneur-
ship continues to gain momentum as a significant and relevant research field. Policy
makers in the rush to stimulate entrepreneurship in various countries, CEOs and compa-
ny owners are looking for entrepreneurial employees (Chmielecki, 2013). Focus on en-
trepreneurship has been spurred by enormous popularity of start-up firms in high tech-
nology industries, the expansion of venture capital financing, successes of regional clus-
ters, notably Silicon Valley and possibilities of crowdfunding. Some management scholars
and social scientists interested in entrepreneurship focused their attention on studying
metaphors of entrepreneurship. Unfortunately not much on this subject have been writ-
ten in Polish context. As culture influences entrepreneurship, different nations have their
own concepts of entrepreneurs and entrepreneurship.

The objective of this article is to is to identify the existing entrepreneurship meta-
phors among Polish management students, and this is an exploratory study at the very
initial stage.

The article is divided into three main parts. At first literature is discussed, and the
special attention was paid to metaphors in economic discourse. The second part briefly
presents the methodological assumptions and the survey design. Finally, the articles
elaborates on the survey results conducted among Polish students.

LITERATURE REVIEW

Defining Entrepreneurship

Entrepreneurship has always been a dominant force in economy. It changes the way we
work, the way we communicate, the way we live. It generates Innovation, improves the
quality of goods and services. Since the early 1980s, entrepreneurship has emerged as
a topic of growing interest among social scientists and numerous management scholars
(Cooper, 2003). Literature on entrepreneurs and entrepreneurship has stemmed from
three main sources (Deakins, 1999):

1. economic authors who stress the role of the entrepreneur in economic develop-
ment;

2. social and business authors who stress the influence of the social and business envi-
ronment on entrepreneurship;

3. psychologists who focus on the personality traits of entrepreneurs.

A bit more detailed typology of entrepreneurship was proposed by Wach (2015),
who tried to combine both economics and business studies, which resulted in distin-
guishing four primary and three secondary functions of entrepreneurship (Figure 1).

What is more, entrepreneurship is one of the most studied topics in economics and
business research (Table 1). Concepts of entrepreneurship have been changing overtime.



ENTRE 2016 Conference Proceedings

| 95

Table 1. Definitions and variables that describe entrepreneurship

flexibility to adapt to changing conditions

Author The concept of entrepreneurship Variables describing entrepreneurship
Recognising opportunities for implementation of 1. The tendency to operate in conditions of
Schumpeter [ventures that are profitable and risk-taking to imple- uncertainty
(1934) ment them. 2. Exploration and exploitation of market oppor-
tunities
Churchill The process of discovery and devejlopmer)t of capa‘bil— 1. Technolt.:)gical and org‘ani?ational innovation
(1983) ities to create new value through innovation, acquisi- |2. Exploration and exploitation of market oppor-
tion of necessary resources and managing the pro- tunities
cess of value creation.
The process of creating or identifying opportunities |1. The tendency to operate in conditions of
Timmons and us?ng them c{espite of their current resources‘ uncertai-nty o
(1990) (...). Itis an creative act of an entrepreneur who finds |2. Exploration and exploitation of market
in him and devotes enough energy to initiate and opportunities
build a company or organization, rather than just 3. Entrepreneurial personality of a manager
observe, analyse and describe it.
The process of creating something different, because |1. Technological and organizational innovation
Hisrich of its value. in the framewor!< of which necessary.time 2. The ten‘dency to operate in conditions of
& Peters and effort is de\./otefj to a.chleve this gqal, assumlng uncerta|-nty o
(1992) the accompanying financial, psychological and social |3. Exploration and exploitation of market
risk, and expecting obtaining financial rewards and opportunities
personal satisfaction. 4. Entrepreneurial personality of a manager
Frey Starting a venture and (or) its growth, which occurs |1. Technological and organizational innovation
(1993) through the use of innovation, by management 2. The tendency to operate in conditions of
assuming the risk. uncertainty
Entrepreneurship is the process: 1. Technological and organizational innovation
- which includes the action taken for the analysis of [2. The tendency to operate in conditions of
opportunities of start and development (or just uncertainty
development) of the venture, its financing and the |3. Market and intraorganizational flexibility
possibility of meeting the effects of such action; 4. Exploration and exploitation of market
- which can take many different forms and shapes, opportunities
including initiation of a venture, creativity and inno- |5. Entrepreneurial personality of a manager
Piasecki vation in developing new products or services,
(1998) managing an existing venture in such a way that it
develops quickly and continuously, seeking financial
and material supply sources for potentially growing
number of ventures, accepting risk in the develop-
ment of new or expansion of existing ventures
(these elements are the part of the entrepreneurial
process, although not all of them must participate
in each activity).
Entrepreneurship is an activity that stands out by: 1. The tendency to operate in conditions of
activity and dynamism, innovation, looking for uncertainty
Krasnicka changes and reacting to them, perceiving opportuni- |2. Technological and organizational innovation
(2001) ties and their use, regardless of the resources (at the [3. Market and intraorganizational flexibility
moment), willingness to take risks, which main 4. Exploration and exploitation of market
motive is to multiply the capital. opportunities
Feature (way of behaving) of entrepreneurs and 1. Technological and organizational innovation
companies, that means the willingness and ability to |2. Market and intraorganizational flexibility
Sudot undertake and solve creative and innovative new 3. Exploration and exploitation of market
(2008) problems, while taking into consideration its risks, opportunities
the ability to use the available opportunities and 4. Entrepreneurial personality of a manager

Source: own compilation based on the cited references.
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As Sutkowski (2012) noticed “in many of the listed definitions, the following variables
describe entrepreneurship as:

1. a process of innovative and creative markets activities or organizational changes
(technological and organizational innovation);

2. taking risks in business or tolerance of uncertainty aiming at the development of the
venture (the tendency to act under uncertainty);

3. flexibility in relation to strategy and market activities and the willingness to change
and intraorganizational flexibility (market and organizational flexibility);

4. exploration and exploitation of opportunities inherent in the environment of the
organization and the unique competitive advantages of having support in the organi-
zational resources (exploration opportunities);

5. a set of entrepreneurial characteristics such as innovation, creativity, willingness to
take risks, and orientation to change (the entrepreneurial personality).

Summarizing the above definitions we can agree that entrepreneurship is the trans-
formation of an innovation into an enterprise generating value.

| Entrepreneurship |

. as the fuction of as the fuction of .
as the fuction of . Lo as the fuction of
X managerial an individual
personality market
process entrepreneur
. as the fuction of
as economic

SME sector

roduction factor .
P in the economy

as the fuction of
self-employment
in the economy

Figure 1. Basic functions of entrepreneurship in economics and business studies
Source: Wach (2015, p. 14).

Metaphors in Economic Discourse

Metaphors have been an important object of interest along centuries. It has been the
focus of various studies, research, analysis and theory, starting from Aristotle and going
on till now. Contrary to standard thought, metaphors pervade our thinking and concep-
tualization rather than serving a poetic and rhetorical device. In the field of communica-
tion and to be more precise, linguistics, it has been accepted that our thoughts and cog-
nitive processes are highly metaphorical i.e. metaphors constitute and construct human
thoughts (Lakoff & Johnson, 1980; 2003) . Deignan (2005, p. 18) believes that language is
hardly metaphor-free suggesting that people think in metaphors and become familiar
with new domains due to metaphorical thinking (Lakoff & Johnson, 1980; Gentner
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& Jeziorski, 1993), since analogical reasoning leads to new insights in either a new or
familiar concepts (Schon, 1993; Walsh, 1995).

Metaphor is common in economic discourse (McCloskey, 1995). Many terms in eco-
nomics such as inflation, depression or expansion, are metaphorical in their very own
nature. However, it was 1982, when W. Henderson opened the discussion of metaphor
in economics, emphasizing the scarcity of analyses of metaphor in economics, in spite of
the wide and deliberate use of metaphor in economic texts. Finally, the 1980s brought
the emergence of metaphors from the closet. Lakoff and Johnson (1980) were the pio-
neers in this field. They demonstrated the pervasiveness of metaphorical reasoning.
According to them, metaphors were necessary for humankind’s understanding. In the
twenty-five years since the Peters and Waterman’s triumph, the use of metaphors
gained strength. Every imaginable academic discipline started using metaphors (Knowles
& Moon, 2006). This was more so in the business and management fields.

This “metaphoromania” of the last three decades resulted in a lot of research, which
deals with the following processes: identification, comparison and juxtaposition, and the
two dimensions of metaphor, i.e. the instrument of thinking used to shape a certain disci-
pline and, paradoxically, the outcome of the light shed upon the metaphorical process
itself. Thus, metaphor is considered both a tool of forming various sciences and a result of
the way in which these sciences developed (Vasiloaia, Gaisoa, & Vergara, 2011).

Metaphors of Entrepreneurship

Charteris-Black (2004) emphasizes that metaphors involve a transfer of meanings. The use
of a metaphor allows people to map a schema, well-known to them onto a new domain
and assess the fit of relationships between variables from one to another (Wickman, Dan-
iels, White & Fesmire, 1999). This facilitates understanding of complex and abstract ideas
(Palmer & Dunford, 1996), such as entrepreneurship. Metaphors are known to capture
experience and emotions better than literal discourse (Palmer & Dunford, 1996).

Research concerning metaphors is well established within the entrepreneurship
field. Scholars have studied the metaphors for entrepreneurship used by entrepreneurs
(Hyrsky, 1999; Dodd, 2002) and non-entrepreneurs (Koiranen, 1995). Many have studied
the metaphors media use to portray entrepreneurs (Nicholson & Anderson, 2005). The
use of metaphors for sense-making and sense-giving among entrepreneurs was also
a subject of research (Hill & Levenhagen, 1995). However, the use of metaphors for en-
trepreneurship in Poland is still heavily under-researched.

MATERIAL AND METHODS

The research goals of our exploratory study is to identify entrepreneurship metaphors
among Polish management students. This research will focus on metaphors of entrepre-
neurship used by non-entrepreneurs. The research procedure employed was qualitative
in nature. We reached students of the University of Social Sciences in £édzZ in late 2015.
We reached the students we had classes with, so it was not a random sample. Thus, the
presented results are not representative, but they can illustrate the basic image in the
undertaken theme among students from Poland.

We had two stages of the investigation. We addressed 124 management students on
three levels, namely bachelor (BA), master (MA) and post-graduate (MBA) and they con-
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stituted the first research group. The second research group consisted of 82 students at
the bachelor level only. The first group was used for experimental phase of research and
the second group was used for the survey questionnaire.

RESULTS AND DISCUSSION

The first research group consisted of 124 students. The respondents were asked to give
their metaphorical expressions on paper. As far sex is concerned the group was diversi-
fied as 54% of the respondents were female and 46% were male. The average age of
respondents was 29 years and the average number of years of employment among re-
spondents was 6.8. 33% of the respondents said that either their parents or close rela-
tives were or had been business owners. None of the respondents had any experience
either in setting up or in running their own business.

Student respondents were asked to create the metaphors of their own accord. They
were encouraged to follow their first instincts in forming lexical associations depicting the
essential characteristics of a entrepreneurship. Metaphors were grouped into 8 different
clusters based on their semantic properties (Table 2). Our results suggest that there
are several major entrepreneurial narratives evident among all three groups including
creativity and innovation, competition, war, journey, risk, adventure and exploitation.

The next step was to prepare a questionnaire based on 7-point Likert scale. This
questionnaire was run among BA management student group composed of 82 students
only (the second research group).

As for sex the sample was diversified as 50 of the respondents were female and 32
were male. The average age of respondents was 27 years and the average number of
years of employment among respondents was 5.6. 12 respondents said that either their
parents or close relatives were or had been business owners. None of the respondents
had any experience either in setting up or in running their own business.

Based on 7-point Likert scale, in order to generalize results we calculated the basics
descriptive statistics — mean and standard deviation. Although some statisticians negate
such solutions, numerous studies published even in the top-ranking journals of business
studies accept such an approach (Ozaralli & Rivenburgh, 2016; Wach & Wojciechowski,
2016). The results are depicted in Table 3.

Hayton, George and Zahra (2002) stress that cultural values serve as a filter for the
degree to which a society considers certain entrepreneurial behaviours as desirable.
Moreover, numerous authors have emphasized the importance of understanding the
impact of cultural norms on entrepreneurship. Several researchers acknowledge the
importance of the cultural context for career decisions as entrepreneurs (Flores,
Robitschek, Celebi, Andersen & Hoang, 2010; Leong, 2010).
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Table 2. The content analysis of the metaphors of entrepreneurship among surveyed students

No. Metaphor Examples
Category
The respondents provided for example the following expressions to empha-
size the ideas of creativity and innovations:
Creativity “Entrepreneurship is building something out of elements which are initially
1. |or not connected”
innovation “Entrepreneurship is like constant problem solving exercise”

“Entrepreneurship is creating solutions”
“Entrepreneurship is building a fast path to the future you want.”

2. |Competition

The metaphors indicating competition:
“Entrepreneurship is a race for money”
“Entrepreneurship is a track race”
“Entrepreneurship is like wrestling”
“Entrepreneurship is a marathon race”
“Entrepreneurship is a competition”

The metaphors indicating journey:
“Entrepreneurship is like conquering a steep hill, one after another”

3. |Journey “Entrepreneurship is a never ending journey full of new people, places and
situations”
The metaphors indicating war:
“Entrepreneurship is a war”

4 lwar “Entrepreneurship is a war game against taxes and taxcouncil”

“Entrepreneurship is a constant battle”
“Entrepreneurship is a survival game”
“Entrepreneurship is like being on a battlefield, every day, all day long”

5. |Adventure

The metaphors indicating adventurers:
“Entrepreneurship is blazing new trails”
“Entrepreneurship is swimming across a stormy seas”

6. |Exploitation

Metaphors indicating exploitation of others:

“Entrepreneurship is exploiting other people”
“Entrepreneurship is taking advantage of employees”
“Entrepreneurship is squeezing as much as you can form others”

7. |Risk

Metaphors indicating risk:

“Entrepreneurship is like walking on a tightrope”
“Entrepreneurship is like skating on thin ice”
“Entrepreneurship is like a Russian roulette”

8. |Miscellaneous

Some miscellaneous metaphors were used, such as:
“Entrepreneurship is the key to success in life”
“Entrepreneurship is dreaming big, and getting big”
“Entrepreneurship is like workaholism but in a positive way”
“Entrepreneurship as a style of living”

“Entrepreneurship is like harvesting — you reap what you sow”
“Entrepreneurship is hunting for clients”

Source: own study based on open questions (n = 124).
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Table 3. Entrepreneurship metaphors among surveyed students

Metaphor Mean Std. Dev.
Creativity/innovation 3.353 1.399
Competition 5.061 1.390
Journey 2.902 1.384
War 5.695 1.038
Adventure 3.975 1.333
Exploitation 2.353 1.115
Risk 5.195 1.261

Source: own study based on the survey (n = 82).

Metaphors of entrepreneurship are under the influence of certain well-
established patterns and stereotypes in Polish culture. There were numerous nega-
tive metaphors indicating exploitation of others. “Exploiting other people” or “taking
advantage of employees” were just a few examples of metaphors with negative,
cynical or downgrading undertones.

However, findings illustrate the change in the perception of entrepreneurship among
non-entrepreneurs in Poland. Although as we have expected in our introductory re-
search most of the metaphors would reflect competition (“a race for money”,
“a marathon race”), war (“war against taxes and tax council” and risk (“skating on thin
ice” or “Russian roulette”), we may observe many optimistic metaphors. According to
this perception entrepreneurship is oftentimes viewed a “key to success in life” or “build-
ing a fast path to the future you want”. It’s very often associated with good and innova-
tive ideas, creativity, freshness and breaking stereotypes.

Some metaphors illustrate the approach to entrepreneurship as part of a lifestyle provid-
ing self-direction and self-control. Here comes the tendency to escape from competing and
fighting, and move towards balancing and harmonizing own life in relation to business.

CONCLUSIONS

The metaphorical statements revealed the paradoxical nature of respondents' percep-
tions of entrepreneurship. A majority of the metaphors contained quite negative images.
Especially in the least educated group sample they seemed to conjure up most negative
images of entrepreneurship as some kind of modern day “slave owners” or exploiters.

We believe that metaphors play an important role in popularizing business and busi-
ness related concepts and enhance our understanding in the nature of the different
metaphors used in economics discourse. Because metaphors shape the way we think,
our choices of metaphors are important. Gartner (1993) has suggested that “the words
we use to talk about entrepreneurship influence our ability to think about this phenom-
enon”. Subsequently these thoughts are able change the discourse about entrepreneur-
ship and direct actions toward entrepreneurial activities which ultimately affect culture
and support the activation of entrepreneurial attitudes in social circles.

The main research limitation is the non-representativeness of the sample as well
as small sample size (n = 124 at the first stage and n = 84 at the second stage). The
results presented in the article are very preliminary and further investigations in this
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field are needed. It seems necessary to conduct a survey among a larger sample of
students and to include more explaining variables.
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Abstract

The main objective of this article is to study the empirical relationship between inno-
vations and export performance of Polish firms. Our analytical framework refers to
the most recent strand in the new trade theory literature based on the Melitz (2003)
model that stresses the role of firm heterogeneity and the importance of firm produc-
tivity in entering export markets. We treat innovations as a key element that can
increase the level of productivity and study the significance of both product and pro-
cess innovations. The empirical implementation of the theoretical framework is based
on the probit model and the unique Polish CIS firm-level dataset covering the period
2008-2010. Our estimation results indicate that the probability of exporting is posi-
tively related to product and process innovations, firm size, the share of university
graduates in productive employment and foreign capital participation. The results
depend also on the level of technology used in the analysed sector and the relative
importance of export market. It is necessary to develop an innovation supporting
mechanism that would stimulate both product and process innovations in Poland. The
originality of this work lies in the use of the unique Polish CIS firm level dataset that
allows distinguishing between product and process innovations.

export performance; firm heterogeneity; innovations; Poland; probit
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INTRODUCTION

Innovation is one of the key terms related to the modernization and development of
the EU economy. However, empirical studies devoted to the subject in the context of
international competitiveness at firm level are relatively few. Innovation activities
cover product and process innovations as well as the creation of intellectual proper-
ty rights related to patents and trademarks. Previous studies have focused almost
exclusively on the analysis of companies in developed countries such as Germany or
the United Kingdom, with a high levels of firm innovation. These studies have mainly
focused on product and process innovation.

One of the key elements of innovation activity, analysed in the context of firm export
performance in the old EU-15 member states, is research and development (R&D) activi-
ty. This activity is described as the process of systematic creative work that combines
both basic and applied research aimed at extending the company's knowledge resources
and its practical application. Measures of innovative activity of companies can include
spending on R&D as well as its effects, such as patents and share of new products in total
sales. R&D may result in improved efficiency of the company.

The main objective of this paper is to study the relationship between innovation of
Polish firms and their export competitiveness. In particular, we empirically validate the
main hypothesis concerning the positive relationship between innovation activities and
exports performance using the probit model. In contrast to previous studies that use
R&D spending as a measure of innovation, we focus on innovation outcomes. Our de-
tailed hypotheses postulate the existence of positive relationships between firm export
performance and different types of innovation activities: product and process innova-
tions. We seek to determine which of the aforementioned types of innovation activity is
of the greatest importance for exporting and whether it depends on firm size, the level
of internationalization, the use of human capital and its sector of activity. In addition, we
take into account the intellectual property creation at firm-level. Our study is based on
Polish firm-level data for the period 2008-2010.

The results of our study can contribute to proposing a set of policy conclusions that
can apply to Poland and other New Member States (NMS) of the European Union. The
firms from those countries are lagging behind in terms of innovation activities and their
presence in foreign markets is still limited compared to the firms from the old EU-15.
This is particularly important in the light of changes in the allocation of the EU funds in
the current Financial Perspective, i.e. increasing expenditure for innovative firms, aimed
at increasing their presence in the global markets. This study should also contribute to
a better understanding of the mechanisms of cooperation between managers, engineers,
scientists and research centres serving to create new processes, products and technolog-
ical progress as well as social development of the NMS.

The structure of this paper is as follows. In the next section we provide the literature
review. Then, we describe the dataset and the analytical framework. Subsequently, we
present and discuss our empirical results. The last section summarizes and concludes.
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LITERATURE REVIEW

There is an extensive theoretical literature on the determinants of innovation and their
consequences for productivity and exporting. In particular, a key hypothesis in this litera-
ture is that innovation is a driver of productivity improvement that in turn could stimu-
late exports. This literature has identified two main types of innovation: product innova-
tion and process innovation. Product innovation is a key factor for successful market
entry in models of creative destruction and Schumpeterian growth while process innova-
tion reduces costs of production and improves firm’s market position. Both modes of
innovation are expected to raise firm’s productivity and propensity to export.

The early endogenous growth theory literature traditionally stressed the importance
of product innovation in for economic growth in a world where consumers have a desire
for variety and/or a high quality of available products (Grossman & Helpman, 1991).
Later, economists started to explore the potential differences between product and
process innovation focusing on heterogeneous agents and technological unemployment
(Foellmi & Zweimdiiller, 2006). In dynamic models with heterogeneous firms (Jovanovic,
1982; Hopenhayn, 1992; Melitz, 2003; Grossman, Helpman & Szeidl, 2006), investment
in firm-specific assets that could be associated with product innovation led to a selection
of firms. The least productive ones did not participate in the market at all and the most
productive ones supplied consumers not only at home but also abroad (through exports),
while those with an intermediate productivity only faced demand from domestic con-
sumers. In this context, investment in firm-specific assets and a high total factor produc-
tivity were considered as the key determinants of a firm’s export propensity.2

Most recently, Atkeson and Burstein (2007) and Constantini and Melitz (2008)
have analysed dynamic industry models to formalize the relationships between firm-
level productivity and the choices of both to export and to invest in R&D or adopt
new technology. In these models, productivity distinguishes heterogeneous firms,
and its evolution is endogenous and affected by innovation decisions at the firm
level apart from a stochastic component.

There is also extensive empirical literature that points to a positive impact of in-
novation as such on exports at the firm- or plant-level. The majority of the existing
studies rely on R&D expenditures as an indirect measure of innovations (Hirsch
& Bijaoui, 1985; Kumar & Siddharthan, 1994; Braunerhjelm, 1996; Basile, 2001).
Early empirical studies (Hirsch & Bijaoui, 1985; Schlegelmilch & Crook, 1988) that
looked into the effects of innovations on exports used measures of innovation input
and arrived at mixed conclusions (Ebling & Janz, 1999).

! However, the literature on the relationship between innovation and international trade is much less numer-
ous. International economics focuses on the role of product innovation for trade in open economy growth
models (Dollar, 1986; Jensen & Thursby, 1987; Grossman & Helpman, 1989; 1990; 1991; Segerstrom, Anant
& Dinopoulos, 1990).

2 At the same time the early industrial organization literature stressed the role of marginal cost-reducing inno-
vations (i.e. expenditures for research and development for the sake of process innovation) in international
oligopoly models (Spencer & Brander, 1983). According to this literature a higher investment in such process
innovations increases a firm’s output sold in domestic and foreign markets. Subsequent research focused on
the relationship between process innovation and competitive pressure at the local (Martin, 1993) and the
global level (Baily & Gersbach, 1995).
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In addition, there is a limited number of studies that employ survey data with explicit
information on the actual innovations (Wakelin, 1998; Bernard & Jensen, 1999; Roper
& Love, 2002; Lachenmaier & Wo6Rmann, 2006). In particular, firm-level studies which
used more direct measures of innovation output (i.e., actual innovations) are those of
Wagner (1996) and Wakelin (1997; 1998). Wagner (1996) used a sample of firms in the
German State of Lower Saxony and found a positive impact of new products introduced
on exports. Wakelin (1998) employed British data and reported a positive impact of in-
novating on the intensive and extensive margins of exports at the firm level. Overall,
these studies find a strong positive impact of innovations on export performance.

There is also some evidence on a systematic determination of innovation. Probably,
the first empirical study on the impact of endogenous innovations on exports is the one
by Entorf, Krader and Pohlmeier (1988). They estimated a simultaneous equation system
of exports, innovation, and labour demand and identify not only a positive impact of
innovations (captured by an indicator variable) on exports but also one of exports on
innovations based on data from the Ifo Innovation Survey. Ebling and Janz (1999) studied
the impact of innovations (captured by a binary variable) on the extensive margin of
exports in the service sector, using data for 1997 from the Mannheim Innovation Panel.
Their results were based on a two-step probit model and simultaneous probit models
and pointed to a positive impact of innovations on exports, but not vice versa.

Van Beveren and Vandenbussche (2010) analysed the relationship between firm-
level innovation activities and firms' propensity to start exporting for Belgian firms. They
measured innovation by innovative effort (R&D) as well as by innovative output (product
and process innovation). Their evidence pointed to firms self-selecting into innovation in
anticipation of their entry into export markets, rather than product and process innova-
tion triggering entry into the export market. Their results suggested that governments
could foster firm-level innovation through trade liberalization.

While Cassiman and Martinez-Ros (2007) found support for the product innova-
tion—productivity—export link in data on Spanish firms, the reverse causal direction
(exporting—process innovation— productivity growth) was investigated with a less suc-
cess. Cassiman, Golovko and Martinez-Ros (2010) argued that the positive association
found between firm productivity and exports in the literature relates to the firm's
innovation decisions. Using a panel of Spanish manufacturing firms they find strong
evidence that product innovation — and not process innovation — affects productivity
and induces small non-exporting firms to enter the export market.

Caldera (2010) investigated the relationship between innovation and the export be-
haviour of Spanish firms over the period 1991-2002. He presented a simple theoretical
model of the firm decision to export and innovate that guides the econometric analysis.
Consistent with the predictions of the theoretical model, the econometric results sug-
gested a positive effect of firm innovation on the probability of participation in export
markets. The results further revealed the heterogeneous effects of different types of
innovations on the firm export participation. In particular, product upgrading appears to
have a larger effect on the firm export participation than the introduction of cost-saving
innovations. These findings were robust to firm unobserved heterogeneity, dynamic
specifications, and to the use of instrumental variables to control for the potential en-
dogeneity between innovation and exporting.
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Lachenmaier and W6Rmann (2006) used instrumental-variables procedures to es-
timate the impact of potentially endogenous innovations on exports based on the firm
level data on 981 German firms for the year 2002. Their focus was on total innova-
tions, but they also looked into product versus process innovations in one of their
specifications. In broad terms, they found that impediments to innovations matter and
that such variables could be used as identifying instruments for innovations. Their
results showed that treating innovations as exogenous may lead to largely downward-
biased estimates of the impact of innovations on firm-level exports.

Most recently, Becker and Egger (2013) also studied the effects of new product versus
process innovations on export propensity at the firm level in Germany. They hypothesized
that in line with the new trade theory product innovation should be relatively more im-
portant than process innovation. They investigated this hypothesis in a rich survey panel
data set with information about new innovations of either type. With a set of indicators
regarding innovation motives and impediments and continuous variables at the firm and
industry level at hand, they determined the probability of launching new innovations and
their impact on export propensity at the firm level through a double treatment approach
to account for self-selection of firms into either type of innovation. Their results point to
the importance of product innovation relative to process innovation for the decision to
export. Firms that perform both process and product innovations have a higher probabil-
ity to export than firms that do not innovate; however, when performed alone, product
innovation is more important in the exporting behaviour of a firm than is process innova-
tion. This can be viewed as evidence on the importance of the extensive margin in prod-
uct space for a firm’s entry into export markets. While process innovations increase
a firm’s probability to export only when being combined with product innovations, they
marginally raise a firm’s export-to-sales ratio at the intensive margin.

Hence, the majority of empirical studies for the old EU-15 countries find support
for the positive relationship between various types of innovations and exporting. In
particular, these studies find that firms that introduce either process or product
innovations exhibit a higher probability to export than firms that do not innovate.
However, product innovations seem to be more important in determining the export
performance of firms than process innovations.

In the context of the new EU member states empirical evidence on the relation-
ship between innovation and exporting is scarce. The only exception, to the best of
our knowledge, is the study by Damijan, Kostevc and Polanec (2010) who explored
the causal links between innovation and export activities of firms in Slovenia. First,
from product innovation to productivity and to decision to export may effectively
explain how a firm’s decision to invest in R&D and to innovate a product drives its
productivity and triggers the decision to start exporting. Second, in the opposite di-
rection, the link going from exporting to process innovation to productivity growth
may be crucial to understand how export activity can force a firm to engage in pro-
cess innovation, which in turn improves its productivity growth in the long run. Their
empirical approach is to tackle both sides of this causality link using Slovenian micro-
data, including financial data, innovation survey data, industrial survey data, as well
as information on trade flows, for the period 1996-2002. Their dataset allows them to
test the prediction that a firm’s innovation enhances its probability of becoming an
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exporter, and the prediction that learning effects of exporting will translate to
a greater effort to innovate and thus to improvements in productivity.

They found no evidence that either product or process innovations increases the likeli-
hood that a firm becomes a first-time exporter. However, they found evidence that past
exporting status increases the probability that medium and large firms will become process
innovators. At the same time they found no impact of past exporting on product innovations.
Thus, their results did not confirm the implications of the Constantini and Melitz (2008) mod-
el and the findings of Aw, Roberts and Xu (2009) that in the case of Slovenian firms the link-
age from product innovation to productivity growth drives the self-selection of more produc-
tive firms into exporting. However, they found some evidence in favour of learning-by-
exporting of Slovenian firms, which was already indicated by Damijan and Kostevc (2006), De
Loecker (2007) and Hagemejer and Kolasa (2008). In particular, Damijan and Kostevc (2006)
demonstrated that these learning-by-exporting effects occur through the mechanism of
process innovation enhancing firm technical efficiency and not through introduction of new
products. It is important to note, however, that the results of the study by Damjan et al.
(2010) may not generalize to the whole group of the new EU member states as Slovenia is
a small open economy with the highest level of development among the NMS.

The empirical evidence on the link between innovation and export performance
for Poland is virtually non-existent. The previous studies such as Cieslik et al. (2012;
2013; 2014; 2015) stress the importance of R&D expenditure for the probability of
exporting. However, so far no attempt has been made to study the link between
innovation outcomes and the probability of exporting for Poland. Therefore, in this
article we investigate empirically whether various innovative activities contribute to
increased efficiency of firms from Poland and whether they improve their ability to
compete and stay at international markets. First, in contrast to previous studies
conducted for selected EU-15 countries, our study is based on the unique firm-level
dataset collected by the Polish Central Statistical Office (CSO). This allows us to ana-
lyse the relationship between innovative activities and exporting for both all the
Polish as well as particular groups of the firms depending on the origin of their own-
ership. Second, in contrast to previous empirical studies we distinguish and examine
the relative importance for exports of two main types of innovation: product and
process innovations as well as patents and trademarks that reflect the investment in
firm-specific assets. Moreover, we identify the relative importance of specific types
of innovation activities for the international competitiveness of firms from Poland,
which are much less innovative when compared to companies from the old EU-15
member states. Finally, we distinguish between all exporters and firms for which
exporting constitutes an important fraction of their sales.

In addition, our study will allow formulating specific recommendations for eco-
nomic policy in Poland and other NMS, especially for policies to encourage innovation
in these countries which differ from the old EU member states in terms of the level of
economic development. As regards possible conclusions for economic policy for the
old EU-15 countries, the findings of the previous studies suggest that policy instru-
ments should be targeted towards specific innovations rather than innovation input, if
these countries want to improve their export competitiveness in world markets.
In particular, some authors have argued that in the case of the old EU-15 countries



ENTRE 2016 Conference Proceedings | 109

subsidies and other programs aiming at product innovations should be on average
more likely to cause entry into export markets than general expenditures on R&D or
legal environments which particularly favour process innovations.

MATERIAL AND METHODS

The new strand in the trade theory argues that the level of firm productivity is criti-
cal for exporting. In particular, the Melitz (2003) model points at the existence of
a positive relationship between firm productivity and export performance. In his
model productivity differences among firms are exogenously given and each firm
has to pay fixed costs of entry into domestic and foreign markets. The majority of
empirical studies find support for the theoretical prediction of the Melitz model, i.e.
that more productive firms self-select into foreign markets. The survey of early
empirical evidence on the relationship between firm productivity and exporting was
provided by Tybout (2003). The extensive summaries of more recent empirical evi-
dence on this relationship in particular countries were offered by Wagner (2007,
2012). According to the first survey by Wagner (2007), a large number of studies
using data from different countries, report results showing that exporters and im-
porters are more productive that non-exporters and non-importers. In particular,
he argued that future exporters tend to be more productive than future non-
exporters in the years before they enter the export market. Moreover, the empiri-
cal results for post-entry differences in performance between exporters and non-
exporters point to faster productivity growth for the former group in only some
studies. This picture was largely confirmed in the recent survey by Wagner (2012),
i.e. his review provides extensive evidence in favour of the self-selection hypothe-
sis. Therefore, in our paper we refer to the self-selection hypothesis.

As the main objective of this article is to study the relationship between innova-
tion of Polish firms and their export performance we use the unique Polish CIS firm-
level dataset covering the period 2008-2010. The Community Innovation Survey (CIS) is
the principal survey of the innovation activities of firms in the European Economic Area
and the EU candidate and associate countries. The methodology of the survey is based
on the Oslo Manual, first published in 1992 and then revised in 1996 and 2005. The CIS
contains questions referring to revenue and expenditure in the most recent years (e.g.
in 2010 in CIS 2008-2010), as well as questions about various aspects of innovation in
the three years preceding each edition of the survey (e.g. in 2008-2010). Apart from
innovation-related information firms are required to answer questions about their
revenue; the number of staff; whether they are members of groups of firms (where
a group of firms is defined as a set of companies owned by the same person or entity),
and if so then where is the mother company located; whether they have exporting
activities and what is the main markets to which they sell.

However, the firm-level data from the CIS are not easily available for Poland.
They are not available for researchers at the Eurostat’s Safecentre in Luxembourg. It
is possible to purchase raw data, but the information about revenues and expendi-
ture is considered confidential, resulting in considerable restrictions with respect to
the scope of data made available to researchers.
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This study is based on the Polish dataset for manufacturing companies patterned on
CIS 2010 with some alterations. Due to the confidentiality conditions imposed by the
Polish Central Statistical Office (CSO), data on revenue and the exact number of staff was
unavailable; instead we only had information on the firm size category (i.e. small, medi-
um, big). Data on innovation expenditure was available only on a per-capita basis. In
comparison to the CIS survey in the Polish dataset there is additional information on the
number of production lines both automatic and controlled by computers. All of the man-
ufacturing firms employing more than 49 persons were surveyed, as well as a sample of
firms employing 10-49 people. This resulted in 9,841 in the 2010 CIS.

In our study we refer to the classification of manufacturing industries proposed
by the OECD (2012). According to this classification there are 4 categories based on
R&D intensities described in detail in the Annex.3

Our dependent variable, export performance, indicating the export status of the firm
takes two main forms based on the Polish CSO questionnaire. The first form of the varia-
ble (exporter) takes value zero if the firm sells its output only in the domestic market,
and one otherwise, i.e. if it sells also some of its output abroad. The second form of the
variable (exporter_plus) takes value one if the foreign market is declared by the firm as
the most important market for its output and zero otherwise.

It is worth stressing that, given the nature of our research problem, we have to rely
on binary variables as dependent variables. This is due to the nature of the CIS question-
naire that includes neither the information on absolute export revenue, nor the infor-
mation on the share of export revenue in firm’s total turnover.*

In our study we selected a number of independent variables chosen from the survey,
which should reflect the innovation efforts and important characteristics of analysed
firms. The definitions of independent variables are presented in the Table 1. We inter-
pret variables 1 through 4 as characteristics of a firm’s production factor endowment. In
particular, prod_lines reflects capital endowment, HC — human capital endowment, and
the dummy variables for firm size (medium, large) — labour endowment. Variables 5
through 7 are key characteristics of firm innovation performance, while variables 8-13
refer to the membership of firms in domestic or foreign capital groups. Finally, variables
14-16 characterize the sectors in which firms operate according to their technology in-
tensity: controlling for sectoral effects is standard in innovation studies.

Since our dependent variables are binary variables to estimate the postulated rela-
tionship between the probability of exporting and various forms of innovation we use
the probit model. The main advantage of this approach is that the dependent variable
does not have to be continuous.

3In the past the methodology used three indicators of technology intensity reflecting, (1) R&D expenditures
divided by value added; (2) R&D expenditures divided by production; and (3) R&D expenditures plus technolo-
gy embodied in intermediate and investment goods divided by production. The updated 2001 Scoreboard used
ISIC Rev. 3 R&D expenditure and output data to develop an updated technology classification based on an
evaluation of R&D intensities for 13 OECD countries for the period 1991-1997. The new edition extends the
analysis to cover the period 1991-99, although for only 12 OECD countries.

4In their study of innovation complementarities, Lewandowska, Szymura-Tyc and Gotebiowski (2016) use the
percentage of export revenues from new products in firm’s total export revenues as the dependent variable.
While this information is available in the CIS database, we cannot, unfortunately, use it to validate our hypoth-
esis, which refers to firm’s export orientation (as opposed to the focus on the domestic market).
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Table 1. List of independent variables used in the empirical analysis

No. Variable Explanation of the variable
1. prod_lines | Number of automatic product lines and controlled by the computers
2. medium Dummy variable indicating employment between 50 and 249 persons
3. large Dummy variable indicating employment exceeding 250 persons
4. HC Human Capital: the percentage of employees with tertiary education
5. Dummy variable indicating the market introduction of a new or signifi-

product_innov | cantly improved good or service with respect to its capabilities, user
friendliness, components or sub-systems.

6. . Dummy variable indicating the implementation of a new or significantly
process_innov | . o . -
improved production process, distribution method, or supporting activity.
7. . Dummy variable indicating applications for patents, inventions, trade-
intell_prop ) A .
marks, made in the Polish Patent Office
8. group_pl Dummy variable for the membership in the Polish capital group
group_fdi | Dummy variable for the membership in the foreign capital group
10. group_de | Dummy variable for the membership in the German capital group
11. group_fr Dummy variable for the membership in the French capital group
12. group_us Dummy variable for the membership in the American capital group
13. | group_other | Dummy variable for the membership in the other foreign capital group
14. Dummy variable for the high technology industry. The technology intensi-
ht ty of the manufacturing industries depends on R&D intensities. See: the

Eurostat classification of R&D intensities in the Annex.

15. mht Dummy variable for the medium-high technology industry. See: the Euro-
stat classification of R&D intensities in the Annex.
16. mit Dummy variable for the medium-low technology industry. See: the Euro-

stat classification of R&D intensities in the Annex .

Comment: The variable prod_lines was used only in the Polish version of the questionnaire, as applied by the
Polish Central Statistical Office (CSO).

Source: own study.

Our dependent variable indicating the export status of firm i is denoted by Y;".
Instead of observing the volume of exports, we observe only a binary variable Y; indicat-
ing the sign of Y;*, i.e. whether the firm sells its output in the domestic market (lo-
cal, regional or national) or it exports. Moreover, we assume that the variable Y;*
follows Y;" = X;0® + &;, where the error term ¢; is independent of X; which is a vector
containing explanatory variables that affect exports with the first term equal to unity for
all i, @ is the vector of parameters on these variables that needs to be estimated and ¢;
is assumed to be normally distributed with a zero mean.

Our dependent variable follows a binary distribution and takes the value 1 when
the firm exports and 0 otherwise:

Y_{lile-*>0
ETifYyr =0

We can obtain the distribution of Y; given X;. Hence, the probability that a firm ex-
ports can be written as:

(1)
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P(Y; = 11X;) = ®(X;0) (2)
where:
@ () - denotes the standard normal cumulative distribution function (cdf).
To be able to successfully employ the probit model, it is important to know how to inter-
pret the vector of estimated parameters on the explanatory variables ©. Consider
a specific explanatory variable x;;, which is an element of vector X;. The partial effect of
x;j on the probability of exporting can be written as:
oP(Y, = 11X) _ ap(Xy)
axij axi]-

(3)

When multiplied by Ax;; equation (3) gives the approximate change in
P(Y; = 1]X;) when x;; increases by Ax;;, holding all other variables constant.

RESULTS AND DISCUSSION

In this section we present and discuss two sets of estimation results using two
different definitions of dependent variables. First, in column (1) and (2) we discuss
the results for firms that do export at least some of their output, and then in col-
umns (3) and (4) for those for which export markets constitute the main market.
The estimation covers period 2008-2010 and is obtained using the robust standard
errors. The results of estimations are reported in the Table 2.

In column (1) of Table 2 we report the benchmark results on the relationship be-
tween innovation activities and export performance obtained for firms that do ex-
port at least some output. These results reveal that the estimated parameter on
both measures of innovations, i.e. on product and process innovations, display ex-
pected positive signs, similar magnitudes and are statistically significant at 1% level.
This means that the higher level of both product and process innovations are posi-
tively related to the higher probability of exporting.

We also investigated whether the probability of exports depends on the in-house
creation of firm specific intangible assets by Polish firms. The control (intell_prop)
variable used here is the measured by the number of firm applications for patents,
inventions, trademarks, made in the Polish Patent Office. The estimated parameter
for this variable is positive, but statistically not significant.

The other control variables are statistically significant at 1% level and reveal the
expected signs. In particular, both variables describing firm size (medium and large)
display large values and positive signs. The estimated parameter for large firms is big-
ger in comparison to medium firms, indicating the importance of economies of scale
for exporting. The estimated parameter on the stock human capital (HC) variable, de-
scribing percentage of employees with tertiary education, also displays a positive signs
and is statistically significant at 1% level. Thus, a larger percentage of educated em-
ployees can be positively associated with probability of exporting. The number of
product lines (prod-lines), proxying for the stock of capital and the differentiation of
production profile, also reveals a positive sign, and is statistically significant at 1% lev-
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el. Thus, the larger number of products offered, reflecting probably the larger stock of
capital, can positively affect the probability of exporting.

Table 2. The list of estimated models

. X exporter exporter exporter_plus | exporter_plus
Dependent variable: (1) ) @) (a)
Independent variables:

prod_lines 0.013*** (0.004) 0.000 (0.002)
HC 0.006*** (0.001) -0.006*** (0.001)
medium 0.605*** (0.031) 0.344*** (0.034)
large 0.968*** (0.061) 0.656*** (0.052)
product_innov 0.223*** (0.049) -0.197*** (0.047)
process_innov 0.245%** (0.047) 0.025 (0.043)
intell_prop -0.001 (0.006) -0.012** (0.005)
group_pl -0.216*** (0.051) -0.331*** (0.056)
group_fdi 1.030*** (0.109)

group_de 1.104*** (0.148) 0.903*** (0.096)
group_fr 1.596%** (0.342) 0.816*** (0.146)
group_us 0.819*** (0.233) 0.904*** (0.162)
group_other 0.937*** (0.124) 0.798*** (0.086)
group_fdi x product_innov -0.148 (0.156) -0.142 (0.157)| 0.209** (0.091)| 0.211** (0.091)
group_fdi x HC -0.012*** (0.003)|-0.011*** (0.003)| -0.005* (0.003)| -0.005* (0.003)
group_fdi x intell_prop 0.046 (0.052) 0.049 (0.055)|  -0.042 (0.026)]  -0.042 (0.026)
mit 0.257*** (0.032)| 0.257*** (0.032)| 0.133*** (0.033)| 0.134*** (0.033)
mht 0.445*%**(0.041)| 0.446*** (0.041)| 0.360*** (0.038)| 0.359*** (0.038)
Ht 0.060 (0.082) 0.066 (0.082)| 0.203** (0.085)| 0.204** (0.084)
constant -0.344*** (0.029)|-0.344*** (0.029)| -0.995*** (0.033)[-0.995*** (0.033)
Observations 9,846 9,846 9,846 9,846
Pseudo R? 0.136 0.137 0.0825 0.0826
Log-likelihood -5358 -5354 -5192 -5191

Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1
Source: own calculations in STATA.

Furthermore, the probability of exporting in Poland depends on the sector of economic
activity. Our estimations results reveal that the largest probability of exporting exists in the
medium-high technology sectors, such as of electrical equipment, motor vehicles, trailers
or other transport equipment. The estimated parameter for medium-high-tech variable is
positive and statistically significant at 1% level. The parameter for medium-low-tech is also
positive and statistically significant at 1% level. Thus, Polish firms active in the sectors such
as manufacturing of coke, basic metals or rubber and plastics have higher chances to be
exporters. On the other hand, the firms active in low-tech sectors — such as production of
food products, beverages and tobacco, textiles or wearing apparel and in high-tech sectors
(e.g. production of pharmaceutical products, computers or electronic products) are also
less export oriented. This pattern of export propensities in Poland reflects neoclassical
pattern of trade analysed in other studies (Michatek & Sledziewska, 2003). Poland, in com-
parison to other major partners from the EU-15, has revealed comparative advantage in
more labour intensive sectors and capital intensive sectors.
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Finally, the propensity to exports depends on the ownership structure. The vari-
able group-pl displays a negative sign and is statistically significant at 1% level. This
result indicates the Polish-owned firms organized in capital groups are less export
oriented compared to non-organized firms. On the other hand, the variable describ-
ing membership in foreign capital group group_fdi displays a positive sign and is
statistically significant at 1% level. Therefore, one can argue, the membership in the
foreign capital group increases the probability of exporting. The similar results have
been demonstrated in other empirical studies for other EU countries.

In column (2) of Table 2 we extend the study of the ownership structure and split
the group_fdi variable into its major components. The variable group_pl still displays
a negative sign and is statistically significant at 1% level. This result indicates the
Polish-owned firms are less export oriented. On the other hand, all variables describ-
ing foreign ownership display positive signs and are statistically significant mostly at
1% level. The highest values of estimated parameters are reported in the case of
French (group_fr) and German (group_de) owned firms. Both of them are significant
at 1% level. The lower values of parameters are displayed in the case of the US
owned firms and firms from other countries.

In column (3) we report the results obtained for firms heavily depending on exports,
for which the foreign market is the principal one. These results reveal some degree of
similarity compared to the results reported in column (1). Main similarities include the
importance for exporting and statistical significance of the size of the firm (medium and
large), the ownership group variables and to some extent also the sectors of economic
activity. The same sectors include medium low and medium high sectors which are more
export oriented compared to the low tech sector.

The main difference with respect to the previous results is in the high technology
sector which is more export oriented in the case of firms heavily depending on ex-
ports. On the other hand, the variables related to product innovations (prod-
uct_innov), human capital (HC) and intangible assets (intell_prop) are statistically
significant but display counterintuitive, negative signs. We try to explore these coun-
terintuitive results in column (4) in which we add three interaction variables:
group_fdi x product_innov, HC x group_fdi and intell_Prop x group_fdi.

The first interaction term displays a positive sign and is statistically significant at 1%
level. This means that firms that belong to a foreign group and introduce more new or
significantly improved products have higher propensity to export. The second interaction
term also displays a positive sign and is statistically significant at 1% level. This means
that firms that belong to a foreign group and employ more educated employees have
higher propensity to export. Finally, the third interaction term displays a negative sign
and is statistically significant at 1% level. This means that firms that belong to a foreign
group and make less applications for patents, inventions, trademarks in the Polish Patent
Office, have higher propensity to export. This result might be due to the fact that a large
fraction of Polish exports is accounted for by subsidiaries of multinational firms that do
not register their patents and trademarks in Poland, but rather use the intellectual prop-
erty created and protected by their parent firms. It can be also the case that large
exporters may benefit from large scale of production that reduces average costs of pro-
duction and are less interested in introducing innovations.
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CONCLUSIONS

In this paper we studied the relationship between various types of innovations and ex-
port performance of Polish firms. Our analytical framework referred to the most recent
strand in the new trade theory literature based on the Melitz (2003) model that stresses
the importance of firm productivity in entering the export markets. The empirical im-
plementation of the theoretical framework was based on the probit model and the
unique Polish firm level data set covering the period 2008-2010.

In our approach we treated innovations as a key element that can increase the
level of productivity and focused our analysis on both product and process innovations
as well as intellectual property creation. We also tried to control for human capital and
physical capital proxied by the percentage of employees with tertiary education and
the number of production lines, respectively. In addition, we studied the role of for-
eign capital participation in determining firm export performance. In particular, we
controlled for the country of origin of major investors in Poland.

Our estimation results indicate that the probability of exporting was positively
related to product and process innovations, firm size, the share of university gradu-
ates in productive employment and foreign capital participation in the case of firms
that export at least some fraction of their output. These results suggest the need for
development of an innovation supporting mechanism that would stimulate both
product and process innovations in Poland.

In the case of firms heavily dependent on exports the roles of innovations and intel-
lectual property creation were obvious. The results depended also on the level of tech-
nology used in the analysed sector. In particular, the firms that operated in the medium
high technology and medium low technology sectors were more export oriented in the
case of all firms that export. Moreover, firms that were heavily dependent on exports
revealed a higher propensity to export in the high technology sector but were less inter-
ested in introducing innovations. In future studies it would be desirable to investigate
the robustness of these results using other estimation methods. In particular, the use of
the logit model would be highly recommended.
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Appendix
Table Al. Classification of manufacturing industries into categories based on R&D intensities
. . . NACE-Rev-2
High-technology industries classification
Manufacture of basic pharmaceutical products and pharmaceutical preparations 21
Manufacture of computer, electronic and optical products 26
Medium-high-technology industries
Manufacture of chemicals and chemical products 20
Manufacture of electrical equipment 27
Manufacture of machinery and equipment n.e.c. 28
Manufacture of motor vehicles, trailers and semi-trailers 29
Manufacture of other transport equipment 30
Medium-low-technology industries
Manufacture of coke and refined petroleum products 19
Manufacture of rubber and plastic products 22
Manufacture of other non-metallic mineral products 23
Manufacture of basic metals 24
Manufacture of fabricated metal products, except machinery and equipment 25
Low-technology industries

Manufacture of food products 10
Manufacture of beverages 11
Manufacture of tobacco products 12
Manufacture of textiles 13
Manufacture of wearing apparel 14
Manufacture of leather and related products 15
Manufacture of wood and of products of wood and cork, except furniture; 16
manufacture of articles of straw and plaiting materials

Manufacture of paper and paper products 17
Printing and reproduction of recorded media 18
Manufacture of furniture 31
Other manufacturing 32

OECD Directorate for Science, Technology and Industry 7 July, 2011 Economic Analysis and Statistics Division,

ISIC Rev. 3 Technology Intensity Definition, 7 July,2011
Source: Eurostat (2016).
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Abstract

The objective of the article are threefold. First, to examine the significance of knowledge
based resources for internationalization of small and medium sized enterprises. Second, to
verify the strategic intent as a factor enhancing SMEs’ ability to accumulate the knowledge
about foreign markets. Third, to examine whether and how strategic intent and time-to-
internationalization moderate the relationship between foreign market knowledge and
SMEs’ international performance. The study was conducted on a sample of 89 Polish firms
operating in a low-tech but fairly internationalized sector. In line with a theoretical back-
ground, hypotheses are developed and tested with linear regression models. The findings
reveal that foreign market knowledge (FMK) is positively associated with international
performance (IP), and both, strategic intent and firm’s age at internationalization are
moderators of FMK-IP relationship. Firms’ ability to clearly formulate the strategic
intent brings important consequences for ability to accumulate knowledge. Strategic
intent enhances the development of the stock of foreign market knowledge, which in
turn enables firms to achieve better performance in international markets.

foreign market knowledge; strategic intent; age at internationalization;

Keywords: international performance; SMEs

JEL codes:  F23

INTRODUCTION

Foreign market knowledge (FMK) is one of central concepts within international business
strategy research. Its importance has been recognized in the incremental model of inter-
nationalization, i.e. the Uppsala Model (Johanson & Vahlne, 1977) that explains the pro-
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cess of international expansion in terms of experiential learning and accumulation of
foreign market knowledge. Researchers have also validated the significance of foreign
market knowledge for the firm performance in international markets (Eriksson, Johan-
son, Majkgard & Sharma, 2000; Mogos Descotes & Walliser, 2013; Musteen, Datta
& Butts, 2014), triggering the studies examining learning processes of internationally
oriented firms, sources of foreign market knowledge, or antecedents/factors enhancing
accumulation of foreign market knowledge (Musteen et al., 2014; Fink & Kraus, 2007).
Knowledge about foreign markets is particularly important for small firms (Liesch
& Knight, 1999) that originate from transition economies (Musteen & Datta, 2011), as
they often lack resources and capabilities.

While prior studies have cumulatively formed the sound body of knowledge, much
of them focus on samples originating from developed economies. Given that emerging
market firms, both large and small, are increasingly active in the international market-
place, undertaking research in this context is well-justified to fill in this gap. Foreign
market knowledge can be particularly important for firms originating from such econ-
omies, as liberalization of trade and foreign direct investments have opened their
home markets to foreign competitors, which in turn forced firms to search for interna-
tional growth opportunities (Luo & Tung, 2007). Thus, this paper enriches extant re-
search on foreign market knowledge within the context of Central East European re-
gion, by providing evidence from Polish SMEs.

Another gap in the extant literature refers to factors enhancing the accumulation of
foreign market knowledge. Factors other than firm’s international experience, network
ties, technological orientation or firm size have been seldom examined. In this respect,
the concept of strategic intent (Hamel & Prahalad, 1989; 1993; 1994) seems to be largely
sidelined. The current study investigates the significance of strategic intent for develop-
ing the stock of knowledge about foreign markets, while controlling for other, above
mentioned variables. It is proposed that the strategic intent perspective should be in-
cluded in research examining organizational learning and the accumulation of foreign
market knowledge. | argue that strong strategic intent, by providing direction of organi-
zational efforts oriented on learning, leads to the accumulation of knowledge about
foreign markets, which in turn increases the likelihood of achieving greater international
performance by small and medium sized enterprises. Additionally, the study examines
how the relationship between foreign market knowledge and international performance
is moderated by the firm age at internationalization.

Therefore, the objectives of the paper are threefold. First, to examine the significance
of knowledge based resources for SMEs’ internationalization. Second, to verify the role of
strategic intent as a factor enhancing SMEs’ ability to accumulate the knowledge about
foreign markets. Third, to identify conditions affecting the relationship between
knowledge of foreign markets and performance (including as moderators strategic intent
and age at internationalization). In order to test the hypothesised relationships, the study
employs a sample of 89 Polish firms that operate in the furniture manufacturing sector.

The present study contributes to extant understanding of foreign market knowledge
in the successful internationalization of small and medium sized firms in three ways. The
first is by proposing a novel factor, i.e. strategic intent that explains the accumulation of
foreign market knowledge, leading in that way to greater international performance. The
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second is by verifying the significance of strategic intent and a firm’s age at international-
ization for the relationship between foreign market knowledge and international per-
formance, thus bringing empirical support for the conditions explaining the relationship.

The article is structured as follows. In the first section, theoretical background is
discussed and research hypotheses are developed. The second section presents de-
tails on the sample, data selection procedure, and operationalization of variables.
Then, results of statistical analyses and key findings are provided. The paper closes
with conclusions and future research recommendations.

LITERATURE REVIEW

Foreign Market Knowledge and International Performance

In line with prior research (Johanson & Vahlne, 1977; Musteen & Datta, 2011), foreign
market knowledge (FMK) is defined as “the knowledge of business practices and poten-
tial opportunities as they relate to foreign markets. It includes knowledge related to local
culture, competitive conditions, customer needs, and the broader institutional environ-
ment” (Musteen & Datta, 2011, p. 93). Internationalization literature postulates that
knowledge about foreign markets is an essential concept that explains internationaliza-
tion behaviour/commitment of firms. According to Uppsala model such knowledge has
experiential character and is growing along with a firm’s international experience.

FMK is seen as one of the most important resources in the internationalization pro-
cess (Johanson & Vahlne, 2003; Autio, Sapienza & Almeida, 2000), as it is necessary to
understand opportunities and deal with uncertainties (Andersen, 1993) and risks (Liesch,
Welch & Buckley, 2011). The lack of FMK represents a significant barrier to firm’s inter-
nationalization (Eriksson et al., 1997). Numerous studies confirm this thesis, providing
evidence that lack of FMK deteriorates directly or indirectly performance in the foreign
markets, both in the context of developed market firms (Mogos Descotes & Walliser,
2013), and emerging market firms (Musteen & Datta, 2011; Musteen et al., 2014; Elango
& Pattnaik, 2007). For instance, Musteen and Datta (2011, p. 96) argue that “superior
understanding of the foreign competitive and political environments should mitigate the
liability of foreignness, enabling entrant firms overcome the barriers set up by incumbent
firms and governments and allow them to compete more effectively in international
markets”. However the incremental character of internationalization, and the assump-
tion that knowledge is acquired via first-hand experience have been questioned by nu-
merous researchers, pointing to the abundance of born-global (BG) firms (Zhou, 2007)
and other than experiential modes of learning (Forsgren, 2002). Searching for explana-
tions of the phenomenon of early internationalization, where firms have no or very lim-
ited knowledge about foreign markets, scholars have pointed either to learning ad-
vantages of newness or/and others sources of learning and knowledge accumulation,
that can be used by BGs, in general agreeing with the value of foreign market knowledge
for the performance. Thus, in line with traditional theorizing it is hypothesized that:

Foreign market knowledge is positively related to a firm’s international per-
formance.
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Strategic Intent and Foreign Market Knowledge

Antecedents or predictors of knowledge about foreign markets constitute another popular
research theme. Among most often employed predictors are prior international experi-
ence, network ties, size, and technological orientation (Fink & Kraus, 2007; Ellis, 2011;
Musteen et al., 2014). While controlling for the typically employed predictors of FMK, this
paper builds on strategic intent perspective (Hamel & Prahalad, 1989; 1993; 1994) to shed
novel light on organizational learning and the resulting stock of foreign market knowledge.

The term strategic intent was developed and popularized by Hamel and Prahalad
(1989). Analysing the post-war growth of Japanese firms they argued that these firms
have used a different approach to strategy formation than their Western peers. Hamel
and Prahalad (1993) posit that long term competitiveness of global companies is de-
termined by managers’ willingness to challenge continually the assumptions, premises,
and accepted wisdom (‘managerial frames’, ‘mindset’) that relate to how companies
compete. According to the authors, competition takes place not so much at the level of
products, but at the level of managerial mindsets. They contend that “creating stretch,
a misfit between resources and aspirations, is the single most important task senior
management faces” (Hamel & Prahalad, 1993, p. 78). It demands more creativity in
finding or creating new market space, identifying unmet needs of customers, avoiding
competitive confrontation (focus is rather on encirclement or making competition
irrelevant) — in short, finding ways to achieve more, while possessing less or “getting
the most from the least” (Hamel & Prahalad, 1993, p. 78). They argued that clearly
defined and communicated strategic intent (which gives the sense of direction, desti-
ny, and discovery) is critical for firms’ success, as it creates the misfit between goals
and resources and opens the way to leveraging resources.

However, in the field of international business and international entrepreneurship,
the concept of strategic intent is rather forgotten. Some exceptions in this respect, in-
clude the arguments on strategic intentionality of Johanson and Vahlne (2009) who point
to the importance of strategic intentions, that may determine the focus of managerial
attention, how managers interpret information, and what decisions and actions they
may undertake. Such arguments lead to the use of strategic intent (measured as export
intention) as a moderator of the relationship between learning and export intensity
(Casillas, Barbero & Sapienza, 2015), or — more broadly — the concept of strategic think-
ing for the pace of internationalization (Wach, 2015).

This study puts forward the notion that clearly defined and shared strategic intent
can be invaluable to create proper organizational conditions for accumulating foreign
market knowledge. One reason for that is strategic intent helps organizations to focus
their efforts to gain new knowledge, helps to identify opportunities, including opportuni-
ties to learn. Thus:

Strategic intent is positively associated with the accumulation of foreign mar-

H2: ket knowledge.

Strategic Intent and Age at Internationalization as Moderators

In the field of international business, Johanson and Vahlne (2009) suggest that intentions
determine the focus of managerial attention, efforts, the way of interpreting infor-
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mation, as well as decisions and resulting actions. Following this reasoning, | argue that
firms that have clearly formulated strategic intent will increase their ability to learn “by
actively seeking knowledge about international markets, potential customers, competi-
tors” (Zhou, 2007, p. 284). In other words, the ability to learn about foreign markets and
accumulate knowledge increases when owners and managers provide and effectively
communicate the strategic intent (the sense of direction, destiny, and discovery); so that
organizational efforts are focused on spotting and exploiting new opportunities, an im-
portant source of knowledge. Therefore, it is expected that the relationship between
FMK and performance will be stronger in case of firms with clearly formulated strategic
intent than in case of firms with ambiguous strategic intent. Therefore:

The relationship between foreign market knowledge and international per-
formance is moderated by the strategic intent, so that in case of firms with
clearly formulated strategic intent, the positive relationship between FMK and
performance will be stronger.

H3a:

Age at internationalization (in other words, time-to-internationalization) is another
moderator of the relationship between FMK and performance, which is employed in this
study. Age at internationalization refers to the phenomenon of early internationalization,
which questions the logic of gradual internationalization process (Johanson & Vahine,
1977). One of arguments explaining the phenomenon of early internationalization refers
to the learning advantages of newness (LAN). According to Zhou and Wu (2014, p. 134),
learning advantages of newness characterizes new ventures that “tend to possess fewer
deeply embedded routines (from domestic operations), face fewer inertial constraints
(past-dependent cognitive biases), and thus are in a forward-looking position to explore
new opportunities in international markets.” However, young and small firms also suffer
from the lack of managerial, human and financial resources, and they may not have
enough time and experience to develop organizational routines supporting learning.
When they try to develop their business simultaneously in domestic and foreign markets,
such resource shortages may become even more evident. In the context of SMEs origi-
nating from post-transition economies. Cieslik and Kaciak (2009, p. 381) observe that
“The shift from a communist to a market economy opens new opportunities for firms to
expand internationally but also poses serious risks because of these firms’ lack of inter-
national experience and relevant skills.” Therefore, in contrast to the ‘learning ad-
vantages of newness’ argument, this article postulates that absorptive capacity (i.e. the
ability to recognize the importance of new knowledge, absorb and use) (Cohen & Levin-
thal, 1990) of small firms originating from post-transition economies increase with time
so that in case of firms that are older at the time of internationalization, the relationship
between FMK and performance will be stronger.

The relationship between foreign market knowledge and international per-
formance is moderated by the firm age at internationalization, so that in case
of firms that were older at the time of internationalization will benefit more
from accumulation of foreign market knowledge.

H3b:

Figure 1 presents all hypothesized relationships.
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Figure 1. Conceptual model
Source: own elaboration.

MATERIAL AND METHODS

Sample and Data Collection

The sample was drawn from the population of Polish firms operating in the furniture
manufacturing sector, which were actively involved in international operations in
2013. Furniture manufacturing is among the most competitive manufacturing sectors
in Poland — it generates app. 2% of Polish GDP, and has a significant surplus in foreign
trade (Polish Furniture Magazine, 2012). The sector is important to Poland’s exports
(accounting for approximately 5-6% of Polish exports, which is one of the highest
shares in exports). Approximately 90% of furniture produced in Poland is exported
(Polish Furniture Magazine, 2012). Moreover, Poland is among largest worldwide ex-
porters of furniture (in 2011 following China, Germany, and lItaly), which makes furni-
ture manufacturing one of globally visible manufacturing sectors in Poland. Polish
exports of furniture is constantly growing over the last decades, and according to Eu-
rostat data the value of Polish furniture exports in 2014 equalled to 8.037 billion EUR,
which grew in comparison to 2013 by 13.2% (in 2013 the value of Polish furniture ex-
ports was equal to 7.1 billion EUR) (OIGPM, 2015). Thus, the sector was chosen due to
its importance to the Polish economy and its global visibility.

The findings presented in this paper are based on a larger project that examined in-
ternationalization strategies of Polish firms operating in the furniture manufacturing
sector. A total of 1100 firms with international sales were identified (with the coopera-
tion of Eniro Polska, which owns the largest and, supposedly, the most up-to-date data-
base of Polish firms) and contacted by telephone in February/March 2014. The inter-
viewer asked for permission to conduct a telephone interview with managers, owners or
chief executive officers directly responsible for key decisions concerning the firm’s inter-
nationalization. Regarding internationalization issues in the context of SMEs, they are the
most knowledgeable informants (Nummela, Saarenketo & Puumalainen, 2004). After
rejecting non-existing firms and firms with 100% foreign ownership, and after receiving
permission to conduct a telephone interview, the final sample consisted of 121 firms of
different size. For the purpose of this study the large firms, and surveys that were in-
complete, were dropped from the sample. Thus, the final sample comprises 89 micro,
small and medium sized firms that each employed between 1-250 employees.

The questionnaire was pretested on several firms in order to provide reliability of
the results. Then, interviewers from the research agency were trained in the questions.
The questionnaire was targeted to chief executive officers (CEOs), owners, and managers
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directly responsible for making key internationalization decisions because they are the
most knowledgeable informants regarding internationalization issues in SMEs (Nummela
et al., 2004). As the survey was conducted over a phone with a single informant, and
predictor and criterion measures were obtained from the same source, common method
variance (CMV) may be a concern (Podsakoff, MacKenzie, Lee & Podsakoff, 2003; Chang,
Witteloostuijn & Eden, 2010). To ensure the reliability of the study, several procedural
remedies were used ex-ante (e.g., the questionnaire was pretested to eliminate any
ambiguity, vagueness, or unfamiliarity), response anonymity and confidentiality were
guaranteed, and single-common-method-factor approach was taken ex-post to detect
CMV. Harman’s single-factor test revealed that CMV should not be a problem in the
present study as loading all items into exploratory factor analysis revealed neither the
single factor nor the general factor! that would account for a majority of covariance
between the measures (Podsakoff et al., 2003).

Dependent Variables

Foreign market knowledge. The items applies as measures of foreign market knowledge
covered: foreign regulations and law, foreign competitors, foreign customers, foreign
distribution channels, and foreign business opportunities. This approach is in line with
prior research (Musteen et al., 2014) and covers the dimensions of foreign institutional
and business knowledge (Eriksson et al., 1997; Autio et al., 2000; Hadley & Wilson, 2003).
Specifically, the respondents were asked to evaluate the top managers’ knowledge using
5-point scale (1=very low level of knowledge; 5=very high level of knowledge) concerning
a firm’s major overseas markets, in terms of: (i) the foreign law and industry regulations;
(i) the policies and actions of foreign competitors; (iii) the expectations of foreign cus-
tomers; (iv) the effectiveness of foreign distribution channels; (v) business opportunities
in foreign markets such as opportunities for partnering, and/or for potential new cus-
tomers. The factor analysis indicated that the items’ loadings were between 0.746 and
0.846. The construct has a satisfactory Cronbach’s alpha of 0.852 (Nunnally & Berstein,
1994), as well as the composite/construct reliability (CR=0.895), and average variance
extracted (AVE=0.632) (Fornell & Larcker, 1981).

International performance. Musteen and Datta (2011, p. 98) argue that “firms in
transition economies are generally very reluctant to provide earnings information. In-
deed,[...] requests for earnings data is viewed very suspiciously by SME managers”.
Therefore, perceptual/subjective measures are often used in performance operationali-
zation (Zahra, Neubaum & Huse, 1997; Nummela et al., 2004; Musteen & Datta, 2011;
Musteen et al., 2014). Although such measurement may be vulnerable to personal bias,
there is a research evidence confirming that subjective and objective measures are high-
ly correlated (Dollinger & Golden, 1992; Wall et al., 2004), and thus can be used when
objective measures are not available (Musteen et al., 2014). In this study, international
performance was measured on a 5-point scale by two items. First respondents were
asked to indicate their satisfaction with the firm’s international performance (1 = very
dissatisfied, 5 = very satisfied), and second, to evaluate the firm’s success in foreign mar-

! The unrotated principal component factor analysis revealed the presence of four distinct factors with eigen-
value greater than 1.0 (thus no single factor emerged). The four factors together accounted for 59.8% of the
total variance; and the first factor did not account for a majority of the variance (23.10%).
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kets in comparison to its main competitors (1 = much worse, 5 = much better than main
competitors). The construct has a rather unsatisfactory Cronbach’s alpha of 0.579 (Nun-
nally & Berstein, 1994), but the composite/construct reliability (CR = 0.826), and average
variance extracted (AVE = 0.704) met the recommended thresholds (CR > 0.6 and AVE >
0.5), which supports the construct internal consistency (Fornell & Larcker, 1981).

Independent Variables

Strategic intent. The construct of strategic intent was operationalized in the past differ-
ent ways. For instance, Casillas et al. (2015) operationalized strategic intent as an export
intention, while Mariadoss, Johnson and Martin (2014, p. 2396) as overall strategic ag-
gressiveness, a multi-item measure focused on aggression, ambition, winning, and mar-
ket leadership. This paper, however, builds on the original work of Hamel and Prahalad
(1989; 1994). The construct was thus operationalized using three items: a sense of direc-
tion, destiny, and discovery. Respondents were asked to indicate the extent to which
they agreed with each of the following statements (5-point scale, 1 = strongly disagree,
5 = strongly agree): (i) the overall aim of our company clearly indicates the direction in
which we are going, (ii) the overall aim of our company is well known to and shared by
employees, (iii) in comparison with our main competitors, the overall aim of our compa-
ny is far more ambitious. The factor analysis revealed that the items’ loadings were be-
tween 0.680 and 0.814. The construct has a satisfactory Cronbach’s alpha of 0.613 (Nun-
nally & Berstein, 1994), as well as the composite/construct reliability (CR =0.797), and
average variance extracted (AVE = 0.569) (Fornell & Larcker, 1981).

Time to internationalization. In line with prior operationalization (Cieslik & Kaciak,
2009; Musteen et al., 2014; Wach, 2015), time to internationalization, (or firm age at
internationalization) was measured by the number of years that passed from the firm’s
founding until the first foreign market sales.

Control Variables

The study employs several control variables based on prior research. First, firm inter-
national experience was captured by the number of years a firm has carried out sales
in foreign markets. In line with a conventional theorizing it is argued that a longer time
may lead to foreign market knowledge accumulation (Musteen & Datta, 2011) and
enhance international performance. The second control variable refers to network
ties. As evidenced by prior research, ties with foreign partners may foster both, devel-
opment of foreign market knowledge and firm international performance (Fink
& Kraus, 2007). The significance of foreign customers (suppliers) in a firm network was
computed as ratio of foreign customers (suppliers) in a total number of a firm’s cus-
tomers (suppliers), including both foreign and domestic customers (suppliers). Third,
ownership was treated as a dichotomous variable indicating whether the firm is do-
mestic (coded as ‘0’), or has a minority or majority share of foreign capital (coded as
‘1’). Firms with 100% foreign ownership were not included in the study. As argued by
Zahra, Ireland and Hitt (2000), ownership may exert influence on a firm international
operations and resources that are available for them. According to prior research,
firms with foreign ownership (full or partial) are more internationalized, and have
a higher level of sales and exports per employee than firms with only domestic/Polish
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capital (Cieslik, 2010; Kolasa, Rubaszek & Taglioni, 2010). Additionally, firm size was
controlled with the log of total number of employees.

Correlations for all variables are shown in Table 1. In order to detect potential issues
with multicollinearity, the variance inflation factors (VIF) were calculated for all the vari-
ables in key models (Table 1). The VIFs for all the variables in both models were below
1.61, which is substantially lower than the recommended cut-off, indicating that multi-
collinearity should not be a problem (Neter, Kutner, Nachtsheim & Wasserman, 1996).
An assessment of the normality of the random component was performed with Shapiro-
Wilk and Kolmogorov-Smirnov’s tests (probabilities > 0.05).

Table 1. Correlations of the key variables (n = 89)

Variables 1 2 3 4 5 6 7 8 | VIF | VIF®
1. International performance 1
2. Foreign market knowledge 0.58" |1 1.607
3. Strategic intent 0.41"]0.60"" |1 1.073(1.417
4. Age at internationalization 0.01 |0.02 |0.01 |1 1.063|1.064
5. Firm size 0.32"]0.37""]0.15 |0.07 |1 1.174|1.301
6. Firm international experience [0.13 [0.15 [0.12 |0.12 [0.24"|1 1.208]1.209
7. Ownership 0.39"7|0.17 ]0.13 |-0.20(0.16 |-0.12|1 1.162|1.164
8. Foreign partners (suppliers) 0.04 |-0.00 |-0.04|-0.02|0.06 |0.04 [0.03 |1 1.071(1.076
9. Foreign partners (customers) |0.38*|0.19 [0.10 |-0.16|0.09 [0.11 |0.23"|0.25"|1.166 |1.204

Note: Correlation is significant: ** at the 0.01 level (2-tailed); * at the 0.05 level (2-tailed).
“ Refers to Model 1 in Table 2; ® refers to Model 2 in Table 2.
Source: own study.

RESULTS AND FINDINGS

Research hypotheses were tested with the hierarchical linear regression models. In order
to examine the significance of strategic intent for the accumulation of foreign market
knowledge we run two regressions (Table 2).

The baseline model (Model 0) includes only control variables, and the full model
(Model 1) includes the independent variable. A comparison of baseline and full model
indicates whether the explanatory power increased. The regression results show that
both models are significant, and the full model (Model 1) has significantly greater ex-
planatory power (change in R-squared = 0.199, F-change = 19.850, p<0.001). According
to the results, strategic intent (p <0.001) contributes to the accumulation of foreign mar-
ket knowledge, thus H1 was supported.

Regression results for hypotheses examining the significance of foreign market
knowledge for international performance (H2), and the moderating effects of strategic
intent (H3a) and age at internationalization (H3b) are presented in Table 2, Model 0’, Mod-
el 2, and Model 3. The baseline model (Model 0’) includes only control variables and mod-
erators, the main effects model (Model 2) includes additionally independent variable
(FMK), and full models (Model 3) includes interaction effects (FMK x strategic intent, FMK x
age at internationalization). All models are statistically significant. As evidenced in Model 2,
foreign market knowledge (p<0.01) is significantly associated with international perfor-
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mance, thus, H2 is supported. In comparison with Model 0’, Model 2 has significantly
greater explanatory power (change in R-squared = 0.093, F-change = 10.960, p<0.001).

Table 2. Linear regression results

Dependent Foreign Market Knowledge International Performance
Model Model Model Model Model
Independent 0 1 o 2 3
Foreign market % sk ok
knowledge [FMK] n/a n/a 0.387** (3.311) |0.410*** (4.057)
Strategic intent n/a 0.462*** (4.455)|0.227* (2.212) |0.049 (0.444) |0.091 (0.976)

Age atinternationaliza- |, o1 (5 009) |-0.021 (-0.204) |0.064 (0.624) [0.072 (0.758) |0.022 (0.265)

tion

FMK x Intent n/a n/a n/a n/a 0.195* (2.393)
FMK x Age at int. n/a n/a n/a n/a 0.333*** (3,909)
Firm international 0.052 (0.422) |-0.028 (-0.253) [0.017(0.160)  |0.028 (0.278) |-0.017 (-0.195)
experience

Firm size 0.299* (2.419) [0.281* (2.594) [0.180% (1.670) [0.071(0.673) |0.100 (1.121)
Ownership 0.103 (0.848) |0.035(0.321)  [0.325** (3.039) |0.312** (3.137) |0.314%** (3.722)

Foreign partners (sup-

pliers) -0.079 (-0.667)|-0.054 (-0.524) |-0.040 (-0.388) |(-0.019 (-0.197) |(-0.008 (-0.103)

Foreign partners (cus- |4 191 (1 55g) (0,154 (1.425)  |0.297** (2.766) |0.237* (2.343) |0.192** (3.105)

tomers)

Model summary

R2 0.179 0.378 0.389 0.482 0.644
Adjusted R2 0.100 0.308 0.320 0.414 0.584

F 2.284* 5.379*** 5.644%*** 7.101%** 10.671***
Change in R2 0.199 0.093 0.162
F-change 19.850*** 10.960** 13.401%***

Note: T p<0.10; *p<0.05; **p<0.01; ***p<0.001.
Source: own study.

In order to examine the hypotheses 3a and 3b assuming the moderation effects, the
interaction terms (FMK x strategic intent, FMX x age at internationalization) were com-
puted by multiplying the centred values of corresponding components (i.e. values of
foreign market knowledge, strategic intent, and age at internationalization were stand-
ardized). Model 3 includes interaction effects and has significantly greater explanatory
power than Model 2. Increase in explanatory power, captured by the change in
R-squared (Model 3: change in R-squared = 0.162, F-change = 13.401, p<0.001), confirms
that both moderation effects exist (Cohen & Cohen, 1983).

To understand the interactive effects, two graphs were plotted (Figure 2 and Fig-
ure 3). They present the effect of foreign market knowledge on international perfor-
mance, indicating that firm performance in foreign markets market increases with the
stock of foreign market knowledge, and this relationship is accentuated when: (a) a firm
started its international operation early (i.e. within three years since its inception; Figure
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2); (b) a firm has a clearly formulated strategic intent (Figure 3). Implications of these
findings are discussed in the next section.
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Figure 2. Moderation effect of age at internationalization
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Figure 3. Moderation effect of strategic intent
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DISCUSSION AND CONCLUSIONS

The current study sheds novel light on the foreign market knowledge and its relevance
for a firm international performance by focusing on two aspects. First, the study findings
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suggest that differences in SMEs’ ability to accumulate FMK can be explained by the
strategic intent (Hamel & Prahalad, 1989), which is a new variable in this stream of re-
search. The strategic intent (characterized by the sense of direction, destiny, and discov-
ery) enables firms’ ability to accumulate new knowledge. Therefore, the inclusion of
strategic intent perspective, which in a broad sense was postulated by Johanson and
Vahlne (2009) is justified, as well as bringing into discussion the original meaning of stra-
tegic intent as proposed by Hamel and Prahalad (1994). This way the study answers the
call to enrich existing research “on what enhances the acquisition of foreign market
knowledge in SMEs” (Mustee & Datta, 2011, p. 93).

Second, the study provides additional explanations to better understand when
foreign market knowledge is particularly beneficial for firm international perfor-
mance. As evidenced by the research results, the stock of accumulated knowledge is
positively associated with the firm international performance (which is measured
subjectively, by managers’ satisfaction with their firms’ international performance).
This finding is generally in line with prior theoretical and empirical studies, indicating
positive, direct or indirect, relationship between processes of learning and
knowledge accumulation, and performance in foreign markets (Johanson & Vahlne,
1977; Eriksson et al., 2000; Mogos Descotes & Walliser, 2013; Musteen et al., 2014).
However, more theoretically interesting contribution of this paper points to the
conditions that affect this relationship. Indeed, the relationship is accentuated by
both moderators i.e. strategic intent and time-to-internationalization.

In case of companies that have clearly formulated strategic intent, assimilation
of new FMK results in greater performance gains than in case of firm with ambiguous
or unclear strategic intent. It is postulated that strategic intent promotes/enhances
the accumulation of FMK through focusing organizational efforts on spotting new
opportunities in the marketplace which leads to the acquisition of new knowledge
resulting from pursuing such opportunities. Strategic intent activates and directs the
process of acquiring knowledge about foreign markets, increase efforts to acquire
new knowledge and openness to multiple sources. Therefore, it can be argued that it
sharpens attention to the identification and utilization of market opportunities.
These findings resonate well with the postulated significance of managerial inten-
tions for the resulting actions (Johanson & Vahlne, 2009) — in other words, the paper
provides empirical evidence that strategic intent not only has a positive impact on
FMK, but it also moderates the FMK-performance relationship.

Considering the effect of age at internationalization (i.e. time-to-internationalization),
the study results reveal that in case of firms that were older than three years at the time of
internationalization, the FMK-performance relationship was stronger. A time frame of
three years was adapted in this study, as it is most often used in rapid internationalization
literature (Knight, Bell & McNaughton, 2001; Aspelund & Moen, 2005). This finding sup-
ports the notion that small firms that decided to enter foreign markets after operating for
at least four years in the domestic market, most likely had the chance to develop their
absorption capacity (i.e. the ability to recognize the importance of new knowledge, absorb
and use) (Cohen & Levinthal, 1990), so that they could expect later to achieve more pro-
nounced performance gains resulting from the acquisition of FMK. As suggested in the
literature, absorptive capacity increases along with the existing stock of knowledge (Cohen
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& Levinthal, 1990). In the light of the study results, it could be hypothesised that domestic
knowledge and learning abilities (developed in the first years when firms focused solely on
the domestic market) occurred later beneficial for the use of foreign market knowledge.

From the managerial point of view, the paper offers two implications. First, it provides
evidence that SMEs’ that are able to develop and accumulate the stock of foreign market
knowledge, may expect to achieve better international performance. Therefore, investing
organizational efforts, time and resources to develop international learning routines is
reasonable from ‘business’ perspective and most likely should be perceived by SMEs’ own-
ers and managers as ‘an investment’, not unnecessary a cost. Second, the paper offers at
least partial explanation to the question ‘what helps SMEs to accumulate this knowledge’.
Here, the role of strategic intent should not be overlooked. Those SMEs, whose owners and
managers are willing and able to define and communicate the strategic intent (that pro-
vides organizationally shared sense in terms of direction, destiny and discovery), are better
prepared and predisposed to accumulate foreign market knowledge.

Although the empirical findings discussed in this paper broaden our understanding
of conditions moderating the relationship between FMK and performance, and bring into
discussion strategic intent perspective, the current study obviously suffers from several
limitations. First, the sample comprised of firms operating within only one highly interna-
tionalized sector. Therefore, it should be recognized that the presented results are con-
text-specific and their application to other industry contexts may be limited. In particu-
lar, it may concern the moderating effect of age at internationalization. In other con-
texts, for instance high-tech industries, results could be different, supporting rather
learning advantage of newness’ arguments. Second, the operationalization of the key
construct, strategic intent, was not applied in prior research. The operationalization is
based, however, on the description presented in original works of Hamel and Prahalad
(1989), and its reliability scale is satisfactory. Thus, future studies should include more
diversified, cross-industrial samples to validate the presented findings and proposed
measurement of strategic intent. Finally, a promising research stream could examine
through in-depth study design how exactly strategic intent is related to the absorptive
capacity (i.e. the ability to recognize, absorb, and use the new knowledge (Zahra
& George, 2002) in the context of “early and late internationalizers”.
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Abstract

The purpose of this article is to investigate differing demands for university business
incubator’s value adding features. It introduces an institution based perspective to
guide the argumentation. A framework has been developed, which is grounded in
recent entrepreneurship theory and studies related to business incubator develop-
ment. An exploratory empirical study has been conducted to test the framework using
participants from the United Arab Emirates and Thailand. The survey questionnaire
was developed and tested before applying to the empirical study. The findings indi-
cate variation in demands for incubator features in particular related to infrastructure
and networking services. In line with the expectations, no differences have been
found for the business support services. We also found that a more general strategy
and goals seem to be preferred over a more narrow industry focus. The framework
and our empirical findings suggest that university business incubators should take into
consideration institutional differences between the countries in order to increase
acceptance of the incubator concept, especially in developing countries. The study
addresses a research gap, identifying cross-country differences in the demand of
potential entrepreneurs for value adding features provided in University Business
Incubators (UBI).
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INTRODUCTION

The concept of University Business Incubators (UBI) keeps attracting attention from various
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, Casil-
las, Ramos & Guitar, 2012; Grimaldi & Grandi, 2005; Todorovic & Suntornpitug, 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
(2007). The author suggests that the local environment needs to be taken into considera-
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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
in others. In particular, the institutional constrains on entrepreneurs will determine their
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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 location and repu-
tation (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). Sec-
ond, a reoccurring issue in the entrepreneurship literature across countries 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 talent pool, which increases the
likelihood of accessing and recruiting new tenants (Barbero et al., 2012; Todorovic & Sun-
tornpithug, 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;
Vanderstraeten & 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 dec-
ades, 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 sup-
porting 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. Alt-
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hough the concept is still rather alien to the population, increased efforts have been
made to provide help and support for entrepreneurs. The country also showed a rela-
tively 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
business 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 under-
standing of the concept, poor funding, or lack of local expertise (Friedrich, Harley
& Langbein, 2012). However, Thailand has a comparatively high rate of entrepre-
neurial activity among its population compared to other countries in the region
(GEM Thailand, 2012). This indicates that the concept of business incubators might
be rather useful, if carried out correctly, 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-
sity business incubators in Iran have been transformed under the influence of changing
institutional setting in order to better serve local demand.
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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-
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-
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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.

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
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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 approach to provide indicative support for our study. This research em-
ploys a questionnaire survey in order to fulfil its research objective i.e. identifying
demands from potential entrepreneurs for UBI features. This study is looking at two
rather under researched countries that is the UAE and Thailand. The proposed quanti-
tative survey method can provide expansive understanding of the focused topic how-
ever this method may lack in-depth understanding as commonly found in the inter-
view method. This article incorporates 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
students in the UAE and Thailand. The students at each university had chosen an
entrepreneurship or business planning module either at the undergraduate or MBA
level. Due to their modules and/or experience they were already aware of the con-
cept of UBI’s, although 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 establish
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 hence
provide a similar setting for all participants. Construct equivalence has been established
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
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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 reliability 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
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)
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Table 2. Descriptive statistics and ANOVA results
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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 1.44 |5.13 1.66
INF meeting rooms 5.11 1.35 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 1.44 4.54 1.46 9.97*
INF production facilities 4.78 1.46 4.88 1.45 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 1.29 |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 |[4.82 151 |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 |[4.76 131 |4.83 1.29
BSS International Business 474 1.45 4.69 1.46 4.80 1.44
focus
BSScoaching 4.72 141 |4.76 136 |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 1.30 5.38 1.20 2.881
Business angels and VC 5.21 1.31 |5.10 136 |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 1.33 |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
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.
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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 literature
(Bruneel et al., 2012). However, significant differences in means between potential entre-
preneurs in the UAE and Thailand have been found in six out of ten items. Respondents 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 entrepreneurs. 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 preference 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 descriptive statistics for the Infra-
structure construct, it can be observed that shared office space has been valued the low-
est 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
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
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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 entrepre-
neurs. For this particular sample, 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 entrepreneurs; however, the difference was not statistically signifi-
cant. Contact with suppliers, other tenants, and other entrepreneurs where significant-
ly more important for the respondents 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 ‘blueprint’. For
this purpose, an institutions-based framework has been suggested. The subsequent indica-
tive 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
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
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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 provision of infra-
structure as well as networking services. This plays also a role for policy makers.

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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Abstract

The objective of this paper is to understand the level of knowledge of consumers
about spas, their services, products and their benefits. Spas are slowly regaining their
prominence in society and are expected to grow well despite turbulence in the econ-
omies. As they provide a huge entrepreneurship opportunity especially in the devel-
oping nations, it was thought appropriate to investigate how much consumers were
aware of spas. For this purpose, awareness of the existence of spas, their types, ser-
vices offered by them and the benefits derived from them were selected as the indi-
cators. Applying exploratory-diagnostic research design, the data was collected on
a sample size of 200 people, residing in the USA and India. Then, a percentage analysis
was conducted to understand the people’s awareness level. The study proves that the
spa cognizance level in the consumers is very high and people are aware of not just
the different types of spas and their services but also of the physical and psychological
benefits accrued from them. This paper aims to attract entrepreneurs towards devel-
oping their own units or in alliance with existing hotels, as spas provide a solution to
one of the most prominent health issues of modern times, namely stress. Moreover,
as it is not a capital intensive venture, it provides a lot of opportunities for startups in
developing economies like India.

Keywords: Awareness, Cognizance level, Entrepreneurs, India, Spa industry, USA

JEL codes: L83

INTRODUCTION

As the true worth of an entrepreneur is seen through the value his idea adds to the cur-
rent market, this research paper is aimed at acting as a catalyst to their innovative ap-
proaches by awakening the stakeholders of the interrelated hospitality, tourism, medical
and beauty industries to the charms of the old spa industry. It is assumed that a product
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occupying a higher cognition in the consumers’ minds has more chances of acceptance in
the market, especially if it claims to benefit the mind, body and soul. Hence, to allure the
entrepreneurs of these industries towards spas, an attempt was made to explore the
level of cognizance of the consumers about spas, their services and products. For this
purpose, using the non-probability purposive spa sampling technique, a survey of 200
spa consumers in India and USA was conducted. The chosen indicators included aware-
ness about types of spas, spa service and of psychological and physical benefits from
them. It was found that the awareness level of consumers about spas and their various
classifications is significant enough for the stakeholders to take notice of them (94%) and
an equally high degree of cognition about the physical and psychological benefits from
their services (84 and 90% each) warrants dynamism in the market and an open invita-
tion to businesses to cash in on this knowledge. It is expected that the findings would
entice entrepreneurs to explore this area especially in the developing nations. It is also
anticipated that the study would act as a basis for further research in the area of con-
sumers’ perceptions and the prevalent situation of the spa industry.

The market is showing an insatiable appetite for quality products with an immense
scope of profitable business for a well-researched product. The key to success is the right
prospect turned into a quality product or service at the right time. This paper is an at-
tempt to allure entrepreneurs with the spa industry which is showing huge promises in
terms of growth and opportunities. Today, spas are reclaiming their historic position in
the economy. Their physical and psychological uses have been well documented now. It
is already a well-established industry in the western world with robust associations of its
own and support from the government. While in the developing nations, despite being
the pioneer of some of the most popular services, it is still in its nascent stage. Yet, the
industry worldwide offers good chances of growth since it claims to provide a remedy for
stress, one of the most prevalent problems of the modern world. In today’s modern
world, stress affects everyone irrespective of age, gender or profession. Spas are pro-
moting themselves as a heaven for relaxation and rejuvenation. Apart from bestowing
beneficial results on the physical and the psychological health of a person, they have
a very positive effect on the economy and the tourism of a destination. Just like olden
times, they are currently increasing their status in today’s society. This industry has
gained a lot of prominence in the West and is counted among the developed ones. In the
developing nations, it is still in its infancy stage, though it shows lots of promise of
growth in the future. Keeping these facts in mind, this research was conducted to under-
stand the present status of the spa industry in the USA and India. For this purpose, the
awareness levels, the people’s perception of spas and their services and their benefits
were chosen as the main indicators. The study reveals that the consumers’ awareness
level of the spas, spa industry is quite significant and that these indicators have divulged
the present position of the industry by giving a clear picture of the cognizance level of
the spas in the consumers’ mind and the degree of cognizance of the services and their
paybacks. The comparison has provided us with a platform for finding the scope of their
improvement. The findings of the study prove that not much of a difference exists in the
awareness level of consumers across the continents.
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LITERATURE REVIEW

According to Schumpeter, an entrepreneur is willing and able to convert a new idea or
invention into a successful innovation. Entrepreneurship employs what Schumpeter
called "the gale of creative destruction to replace in whole or in part inferior offerings
across markets and industries, simultaneously creating new products and new business
models. Thus, creative destruction is largely responsible for long-term economic growth.
The spa industry is looking for this creative destruction in order to witness the bright
revival especially in developing economies. According to Shane and Venkataraman, en-
trepreneurship comprises both "enterprising individuals" and "entrepreneurial opportu-
nities," and this research aims at bringing the two closer. As per the study conducted by
Farris at al., "Awareness, attitudes, and usage (AAU) metrics relate closely to what has
been called the Hierarchy of Effects, an assumption that customers progress through
sequential stages from lack of awareness, through initial purchase of a product, to brand
loyalty." It is hoped that with an adequate consumer awareness level about spas and
their services, entrepreneurs can devote their energies to the creation of purchases and
developing customer loyalties. David A. Aaker has outlined the following dimensions of
a market analysis: Market size (current and future), Market trends, Market growth rate,
Market profitability, Industry cost structure and Distribution channels. The spa industry
promises a bright future and has ample scope for growth. American spas made $9.7
billion in revenue last year, according to the International Spa Association. Not just this,
according to research by IBISworld, The Health and Wellness Spas industry has low barri-
ers to entry. The industry is in the mature stage of its industry life cycle, and companies
are slowly entering the industry to satisfy the slowly rising demand. Competition within
the industry is high and increasing, however, which does present a slight barrier for po-
tential entrants. Startup costs are low, as new entrants need only to rent a space and
purchase relatively cheap equipment. All this speaks for a lot of scope for entrepreneurs
to jump in the profitable business opportunities.

Similarly, specifically for developing economies like India, in the words of Mr. Ra-
jesh Sharma, President of the Spa Association of India, “The future of Spa industry is
very promising and India is looking for opportunities to supply spa therapists all over
the world. In the coming years, spas would take over the wellness industry.” He also
stressed that it is no longer a luxury for people. All the existing studies refer to a prof-
itable robust future of the spa industry but fail to talk about the awareness level of
consumers about the spa industry and its products. This paper aims to fill in this gap
and expects to benefit the stakeholders of spa and allied industries.

MATERIAL AND METHODS

This paper is an attempt to understand the level of cognizance in the minds of consum-
ers with respect to spa types, services, products and their benefits. For this purpose,
exploratory-diagnostic research design is employed in this research. The scope of the
study is confined to the spas in India and the USA. However, within the countries, the
scope is limited to the people residing in and around New Delhi in India and Los Angeles
in USA. The survey sample consists of 200 respondents, 100 from each country. The two
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countries were chosen because of their different level of development of the spa indus-
try, in order to get a comprehensive view of the cognition level of people globally. On the
recommendations of experts, the number of respondents was kept equal for the two
countries. The samples were selected by applying non-probability purposive sampling.

For the primary data, a single set of questionnaires was prepared for the people re-
siding in the two countries and the responses were measured on a five point scale of
satisfaction. The purpose of the survey was to understand the look into the prevalent
situation of the industry in the two countries. Questions were asked about the aware-
ness of the respondents regarding types of spas and their services. All the statements
pertaining to various parts were structured and the responses of the respondents have
been measured on a Likert type five point scale. The collected data was thus analyzed
through standard descriptive percentage analysis in order to provide a simplified picture
of the level of knowledge about spas and their services in the consumers’ mind.

This study is based on the hypothesis that the awareness level of people about
spas and their services is quite high. The research is limited by the lack of time and
money to conduct a more comprehensive survey. Also, the responses might not be
the actual reflection of the mindsets of the respondents.

RESULTS AND DISCUSSION

To understand the cognition level of people about spas and their services, a percentage
analysis of some of the indicators like awareness level was conducted, and it was found
that various aspects of spas, like awareness level, are significantly high. This information,
combined with the fact that relaxation and stress busters are the most demanded com-
modities in today’s stressful times, can be used to attract stakeholders in related industries
and hawks looking for profitable opportunities in the market to invest in these markets.

Table 1 presents an item-wise analysis of the awareness level of spa users
about the spa services available, their benefits and types of the spas available.

The data collected indicates that the awareness level of spas and their services is
quite high and people across the cultures not only recognize but also appreciate the
physical and psychological benefits accrued from the spa services. Additionally, people
are aware of different types of spas especially the Day, Resort and Medical spas. This is
an important finding since it proves that the industry has got a strong grip over the cus-
tomers’ minds and knowledge of the benefits provides a good base for the business to
bring in stressed minds and souls. The data analysis reveals that there is a significant
level of awareness of spa services such as massages (97%), facials (96%), manicures (96
%), pedicures (96%), body wraps (94%), fitness training (93%), cosmetic procedures
(92%), body detoxification programs (95%) and nutritional counseling (93%). The overall
awareness of spa services is very high as indicated by a strong % score of ninety four.
People are also strongly aware of the physical benefits accruing from spa services. They
accept that the spa services and products help in relieving chronic pain (91%), easing
joint movement (91%), regulating blood pressure (88%), improving sleep patterns (94%),
reducing aging effects (89%), managing weight (89%), enhancing beauty (93%), detoxifi-
cation (92%) and improving stamina (88%). A high ninety one % score indicates a strong
level of awareness of the physical benefits of spas.
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Table 1. Present status of the awareness level of people — a percentage analysis with respect to
spa types, services available and their benefits (own preparation)

s. No Description of the indicators and items of Obtained Percentage Score
each indicator: Score N=1000
1 Awareness of the services provided by the spas:
a Various Massages 977 98
b Various Facials 957 96
c Manicures 957 96
d Pedicures 956 96
e Body Wraps 941 94
f Fitness Training 925 93
g Cosmetic Procedures 920 92
h Body detoxification programs 954 95
i Nutritional Counseling 932 93
N = 9000 8519 94
2 Awareness of the following PHYSICAL benefits from the spas:
a Relief from chronic pain 914 91
b Ease in joint movement 914 91
c Blood pressure regulation 880 88
d Sleep improvement 943 94
e Reduced aging effects 894 90
f Weight management 888 89
g Beauty enhancement 933 93
h Detoxification 921 92
i Stamina improvement 880 88
N = 9000 7518 84
3 Awareness of the following PSYCHOLOGICAL benefits from spa services:
a Anxiety reduction 936 94
b Intellectual improvement 862 86
c Focusing of mind 888 89
d Improyement in stress related disorders 923 92
like migraine
e Increased spiritual awareness 882 88
f Decreased unrest 915 92
g Improved self-esteem 870 87
h Relief in muscle tensions 939 94
Total N = 8000 7215 90
4 Awareness of the following types of spas:
a Day spas 977 98
b Resort / hotel spas 973 97
c Destination spas 953 95
d Cruise Ship spas 887 89
e Medical spas 911 91
f Green spas 872 87
Total | N =6000 5573 93

Source: own compilation.



158 | Vandana Deswal

With respect to the psychological benefits, ninety % score again divulges a strong
cognition level. It is accepted that they help in reducing anxiety (93%), improve intellect
(82%) and stress related disorders (92 %), increase mind focus (89%), spiritual awareness
(88%), self-esteem (87%) and decrease unrest (91%) and muscle tension (94%). People
are well aware of various kinds of spas with day and resort spas leading the score (98 and
97%), followed by destination spas (95%), medical spas (91%), cruise ship spas (89%) and
ecofriendly green spas (87%). The high level of awareness helps in bringing the ac-
ceptance level to a point where going to various types of spas is taken up as a routine
and people recognize and appreciate the benefits that the various services are accruing
to their physical and psychological health.

The following Table 2 gives a summarized statement of awareness indicators:

Table 2. Present awareness level about spas and their services — item-wise percentage analysis
(own preparation)

S. No Awareness Indicators Maximum Obtained Percentage
Score Score
1 Awareness of spa services available 9000 8519 94
) Awa.reness of Physical benefits from spa 9000 7518 84
services
3 Awarengss of Psychological benefits from 3000 7215 90
spa services
4 Awareness of types of spas 6000 5573 93
Total | N=32000 29440 27188 92

Source: own compilation.

The above table illuminates the fact that today people are well aware of services available
in the spas, the types of spas available and the physical and psychological benefits from spas.

After understanding that the spa cognition quotient in consumers’ minds is
quite high, the next step to understand the present status of the industry, was to
understand the reasons why people go to spas.

The study explains well that spas are perceived as a place for relaxation
(97%), leisure and pampering (95%), alternate healing practices (87%), social
interaction (85%), and utilizing medical remedies (81%).

The fact that interest in wellness has become ubiquitous and even during travel, people
are asking for luxurious spa experiences, means that this area warrants matching attention
from allied industries such as hospitality, beauty and cosmetics as well as the medical indus-
try. Since the spas promise to be a retreat away from the madness of stressful lives, an accel-
erated push towards bringing up products and services accordingly may prove to be reward-
ing. Studies have predicted growth of the spa industry and the global spa economy is ex-
pected to be worth $255 billion; it is a golden opportunity that is waiting to be explored.

In a nutshell, the findings of the present study are in tandem with the previously
conducted ones that offer a bright future estimation for the spa industry, as is shown by
a significantly high cognizance level of the services and products. It is strongly predicted
that the present global spa industry has a big cognition factor in the consumers’ minds
and hence can offer a lot to budding entrepreneurs in terms of revenue inflow.
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CONCLUSIONS

Today, spa therapies and products have been witnessing a major revival of interest. Just
like ancient times, when the spa was the central meeting place in the society and a status
symbol of various empires, it is regaining its place of prominence. With stress being one
of the most prevalent causes of health troubles, anything that promises to bring relief is
welcome on the market. The findings have illuminated the fact that people are aware of
the existence of various spa types, their services and the physical and psychological ben-
efits that accrue from them. A significantly high cognition level may be turned into
a rewarding opportunity through a quality product. It is anticipated that the findings
would prompt entrepreneurs to take notice and bring out satisfactory services and prod-
ucts catering to the demands of the consumers. This study would immensely benefit all
the stakeholders as it imparts a deeper understanding into the present status of the spa
industry, its services and products in the minds of consumers. It is also projected to help
the allied industries such as tourism, medical and beauty products as it showcases the
positive outlook for the spa industry through high awareness levels. The findings are
a good parameter for entrepreneurs who are always looking for an opportunity and
a rewarding business. Though this research was bound by the limitation of resources and
the probability of not so accurate responses from the respondents, it can act as a first
step towards further research into the relationship between the success rate of a prod-
uct and the awareness level of the product in consumers’ minds. It is further hoped that
the relationship between the ease of product launching on the market and the high cog-
nition of a product and its benefits would be explored by future researchers.

REFERENCES

A big challenge in the Indian Spa industry is lack of skilled workers. (n.d.). Retrieved October 9,
2015, from  http://www.indiahospitalityreview.com/interviews/big-challenge-indian-spa-
industry-skilled-workers

Aaker, D. A., McLoughlin, D. (2010). Strategic Market Management — Global Perspectives. West
Sussex: John Wiley & Sons Ltd.

Farris, Paul W.; Neil T. Bendle; Phillip E. Pfeifer; David J. Reibstein (2010). Marketing Metrics: The
Definitive Guide to Measuring Marketing Performance. Upper Saddle River, New Jersey: Pear-
son Education, Inc. ISBN 0137058292.

Health & Wellness Spas in the US: Market Research Report. (n.d.). Retrieved November 18, 2015,
from http://www.ibisworld.com/industry/health-wellness-spas.html

Schumpeter, Joseph Alois (1976). Capitalism, Socialism and Democracy. Routledge. ISBN 978-0-
415-10762-4

Shane, S. (2000). "The promise of entrepreneurship as a field of research", Academy of Manage-
ment Review 25(1): 217-226. doi:10.5465/AMR.2000.2791611



160 | Vandana Deswal

Suggested citation:

Deswal, V. (2016). Spas: Opportunity in Developing Nations. In: K. Wach & A. Zur
(Eds.), Advancing Research in Entrepreneurship in Global Context: Conference Pro-
ceedings of the 8th ENTRE Conference. Krakdw: Cracow University of Economics (ISBN:
978-83-65262-13-4).




.sc}“d ‘ntemat’b'ze/ m
M K| ssotin TRE 20h
5 P onference Proceedings
k ('(5 //,///y\ g OF ECONOMICS Krakdéw, 7-8 April 2016

Y,
9 4do™

)\
%.
[}

Legal Notice: This is a draft version of the paper presented during the 8th ENTRE
conference on April 7-8, 2016. This paper has the conference proceedings status,
after modifications it will be published in a journal or as a chapter in a monograph.

Formal Institutions: the Source of Unproductive
Entrepreneurship in Poland
Piotr Dominiak *, Julita E. Wasilczuk **

Gdansk University of Technology, Poland
* Piotr.Dominiak@zie.pg.gda.pl ** Julita.Wasilczuk@zie.pg.gda.pl

Abstract

The purpose of this article is to determine the entrepreneurs’ perception of formal
institutions in Poland as a source of non-productive behaviours. The research meth-
odology was developed based on many years of the teams’ research experience. It
involved three stages of research: 1) panel of experts and 2) telephone surveys of
1,612 entrepreneurs in Poland, which were the basis for 3) development of detailed
research to be conducted among 300 entrepreneurs. The Polish entrepreneurs are
mostly forced to unproductivity and they rather do not use the institutions to fight off
the competition (offensive, voluntary unproductivity). The entrepreneurs themselves
do not seem to provide much evidence for the unproductivity caused by the formal
institutions. The study revealed a number of shortcomings in the research methodol-
ogy itself. Conducting the research on a larger group of respondents necessitated the
development of a standard questionnaire which does not capture all the shades of
unproductivity. Perhaps individual interviews with entrepreneurs would allow for
describing the activities treated as voluntary unproductivity. The original contribution
of the authors is the division of unproductive entrepreneurship into voluntary and
forced. So far no studies of this type have been conducted in Poland.

unproductive entrepreneurship; formal institutions; institutional eco-
nomics

JEL codes: P48, M21, L25

Keywords:

INTRODUCTION

The available analyses of entrepreneurship are mostly dominated by the approach expos-
ing its positive nature and positive impact on economic development, treating it as an
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important factor of growth and socio-economic development. The vast majority of reports,
expert opinions and analyses concerns the conditions for the development of entrepre-
neurship, the possibility of using these conditions etc. Naude (2012) rightly draws attention
to the fact that such belief in the positive impact of entrepreneurship on the economy is
supported by the experiences of many countries over the past 30-40 years. Indeed, there is
little doubt that entrepreneurship has earned a positive image, widely accepted by policy-
makers and shared by the academic economists in their published scientific works (though
not always in a visible way). There are probably no countries without entrepreneurship
support programmes (even if only on paper). Entrepreneurship is also very frequently
called the “driving force” of economy or the “locomotive” of development.

At a time when such positive image of entrepreneurship began to take concrete
shape, William Baumol (1990) published an article in which he also pointed to other
faces of entrepreneurship®. In it, he differentiated three types of entrepreneurship, di-
viding it into productive, unproductive and destructive. He also initiated a discussion and
attracted a large group of scientists, inspiring a number of studies going beyond the
previously analysed aspects related to entrepreneurship. Still, the vast majority of re-
search projects was focused on entrepreneurship treated as a factor of development, i.e.
the productive entrepreneurship. The "darker" faces of entrepreneurship are considered
marginal, while economists and politicians still react with surprise to such terms as un-
productive and destructive entrepreneurship. On the other hand, it is probably no coinci-
dence that the most recent (December 2015) collection of articles by Acs (one of the
most outstanding contemporary researchers of entrepreneurship) opens with his article
"A Model of Destructive Entrepreneurship"”, co-written with Desai and Weitzel (2010).

The major aim of this paper is to draw attention to unproductive aspects of entre-
preneurship in the Polish economy. We do not know any research devoted to this prob-
lem in Poland. Hence we try to fulfil this gap. The core of our analyses and research is the
hypothesis formulated by Baumol (1990), implying that it is the set of rules and not the
supply of entrepreneurs or their objective goals that determines the outcome of the
whole economy and causes its changes over time by allocating resources and entrepre-
neurial talents. As a consequence, we also equate entrepreneurial activities to the figure
of entrepreneur (as Baumol, and then i.a. Murhy, Shleifer, Vishny, Sanders and Weitzel)?.

Due to practical difficulties we do not distinct between unproductive and destructive
entrepreneurship. But we have introduced a distinction between forced and voluntary
unproductive/destructive entrepreneurship. It is important if we want to understand not
only motives of entrepreneurial behaviours but final macroeconomic results too.

Studies of such sensitive problem like unproductive entrepreneurship are not easy be-
cause of shortage, sometimes even lack of available data. Usually researchers are forced
to collect data through research questionnaires. Being in such situation we conduct our
research in three phases. The first one was devoted to the experts, whose opinion
helped in creating the other two phases. In the second the 1,612 entrepreneurs were

! For the sake of historical accuracy it should be noted that the negative aspects of the entrepreneurship were
mentioned decades earlier by Th. Veblen (1889, 1904), W. Mitchell (1923) and C. Ayres (1962), without using
terms proposed by Baumol.

2|t is not a universal approach. E.g. Douhan and Henrekson (2008) indicated that the types of entrepreneurship
relate to functions and not to figures/persons.
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qguestioned with CATI method. The last one included the research, based on the ques-
tionnaire, conducted among three groups of entrepreneurs: potential, operating and
those who shut the business. This paper is based on phase two data, and only answers
from the operating entrepreneurs from phase three.

THEORETICAL FRAMEWORK

The theoretical framework of this paper is institutional economics. In our opinion, it
allows for the best analysis of the complex phenomenon of entrepreneurship and its role
in the economy.

We know less about these "inferior"? types of entrepreneurship than about the pro-
ductive ones not only because they are less frequently studied but rather because they
are difficult to define clearly or reflect within a single theoretical framework. There are
also a "sensitive" topic in empirical research.

The authors share the opinion of Douhan and Henrekson (2008) concerning the issue
of vagueness of differentiating between unproductive and destructive entrepreneurship.
Baumol adopted the impact on the macroeconomic effects of the economy as a criterion
for division of entrepreneurship into the above-mentioned three types. The productive
entrepreneurship contributes to their improvement, while the unproductive one has no
impact on them and the destructive one worsens them. In practice, the determination of
these effects (particularly the latter two types of entrepreneurship) is very difficult and
they certainly cannot be measured precisely.

The authors share the opinion of Douhan and Henrekson (2008) concerning the issue
of vagueness of differentiating between unproductive and destructive entrepreneurship.
Baumol adopted the impact on the macroeconomic effects of the economy as a criterion
for division of entrepreneurship into the above-mentioned three types. The productive
entrepreneurship contributes to their improvement, while the unproductive one has no
impact on them and the destructive one worsens them. In practice, the determination of
these effects (particularly the latter two types of entrepreneurship) is very difficult and
they certainly cannot be measured precisely.

Baumol himself did not develop the concept of destructive entrepreneurship in his
work and operated mainly by confronting productive and unproductive entrepreneur-
ship. This is due i.a. to the fact that the same entrepreneurial activities can have a neu-
tral or negative impact on the macro-economic effect, which cannot be determined by
examining them at the micro level. Therefore, for the purposes of our research we com-
bine both types in a way by using mainly the term "unproductive". Such approach was
applied i.a. by Sobel (2008)*.

3 The negative types of entrepreneurship are often described in the literature with terms different from these pro-
posed by Baumol. Sautet (2005) divided entrepreneurship into productive, evasive and socially destructive. Henrek-
son (2007) and Holcombe (2011) talk about predatory instead of unproductive/destructive entrepreneurship. The
productive entrepreneurship is also differentiated from institutional, political or even legal one (Sobel 2008).

4 Some researchers have focused solely on the destructive actions (e.g. Sanders, Weitzel (2009); Douhan, Henrekson
(2008a); Foss, Foss (2000); Desai, Acs (2008), Sauka (2008), Sauka, Welter (2010), Tonoyan, Strohmeyer, Habib,
Perlitz (2010) or Desai, Acs, Weitzel (2010)). In Poland, the only studies on destructive entrepreneurship known to
authors are those conducted by M. Bielenia within the framework of the NCN project (2015).
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We followed Baumol’s hypothesis, We assumed, therefore, that it is the available in-
stitutions (formal and informal ones) that have decisive influence on the productive,
unproductive or destructive nature of the entrepreneurs' actions. Thus, institutions are
a kind of filter which directs the entrepreneurs' actions (Figure 1).

Unproductive
entrepreneurship

Entrepreneurship . Filter Productive | Economic growth/
resources, talents entrepreneurship evelopmen
( talents) t hi "1 devel t

A

Institutions

Destructive
entrepreneurship

Figure 1. Institutions as the filter of entrepreneurship
Source: Dominiak, Wasilczuk, Starnawska (2016)

The use of Baumol's approach in empirical studies, however, faces a number of
problems. Firstly, there is a long "path" between the entrepreneur's decision to take
action and its macroeconomic effect. The "length" of this path is determined by the
process of preparing and making decisions itself and the time passing between the
decisions and the onset of their effects. The evaluation of the effects can only be con-
ducted ex post and only then the actual nature of entrepreneurship can be deter-
mined. The ex ante evaluation can only be approximate and made on the basis of pre-
vious experience. Secondly, the adoption of the macroeconomic perspective means
that the entrepreneur taking action may not know (or be aware of) their macro effect.
Thirdly, even if the cumulative macroeconomic result of entrepreneurs' actions is
known, assigning (disaggregating) them to specific activities or specific businesses is
problematic. Lastly, the action which is unproductive or destructive in the macro scale
can be (and usually is) productive from the point of view of the micro (entrepreneurs,
enterprises) or (probably less frequently) meso level (region, sector).

Entrepreneurs are guided by their own interests, simply seeking to attain net profit
without thinking about the macroeconomic effects. Of course, there are exceptions,
but it would be difficult to assume that the entrepreneurs as a collective group make
decisions by preferring the interest of the whole economy at the expense of their self-
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interest or the interest of their own company. They utilize available opportunities,
while trying to gain a competitive advantage. They play a game whose rules derive
from existing formal and informal institutions. They may try to disrespect these rules,
avoid them, bend etc., but will not do it in the interest of the entire economy — on the

contrary, their behaviour will result from their individual interest®. Obviously, entre-
preneurs are different. The heterogeneity of this group is noticed by Desai, Acs and
Weitzel (2010). In their study, they assume i.a. that entrepreneurs are divided into less
and more patient. The former are more likely to engage activities falling within the
scope of unproductive and destructive entrepreneurship.

The authors point out that when considering the choice of the type of entrepre-
neurial activities, the alternative to productive activities are the unproduc-
tive/destructive ones. The entrepreneur decides either to conduct productive activities
that lead to positive macroeconomic effect, or to take actions that are neutral or det-
rimental in the macro perspective. A completely different way is omitted in this ap-

proach, however®. An entrepreneur who finds themselves in the situation when they
cannot act productively, simply ceases their activities. The macro effect is negative but
such decision has nothing to do with entrepreneurship, e.g. when the entrepreneur did
not take into consideration (at all — for ethical reasons or for fear of legal and financial
consequences) the alternative: | pay all taxes and act legally or evade payment and
hide my business. If the latter option is out, it does not mean that all entrepreneurs
will remain at the first one, since there is also a third possibility.

Some entrepreneurs will close their businesses when they come to the conclusion
that the amount of taxes prevents them from achieving positive economic results. In
such case, choosing the second option can be better than choosing the third one (fig-
ure 2). Better in terms of the micro (entrepreneur's) perspective but also in the macro
view, as e.g. the actual unemployment will be lower and the supply will be higher. As
a result, the living standard will not decrease as much as in the case of the third option.
Douhan and Henrekson (2008) cite examples of business activity of mafia, as well as
corruption, as the "second best" type of solutions.

An important new element of the authors' research was distinguishing between two
types of unproductive entrepreneurship: voluntary and forced (Figure 3). It should be
remembered that there is a significant difference between taking unproductive action
voluntarily, without any external pressure, and the actions forced by the environment.
The first are offensive (sometimes predatory). They include i.a. rent seeking in the form
of e.g. lobbying, corruption, litigation or monopolistic practices. The forced entrepre-
neurship is defensive in nature and includes actions enforced by bureaucratic restrictions
(red tape), related e.g. to the payment of taxes and other fiscal or quasi-fiscal levies,
statistical reporting, reporting associated with the efforts to obtain various permits,
mandatory certifications etc. Some of these actions are routine in nature but they con-
sume resources (time, money) that could be used productively. Some of the activities are
related to creative actions, searching for loopholes, "creative" accounting (e.g. depress-
ing profits or inflating costs), circumvention of (particularly absurd) regulations, illegal

® In addition to Baumol (1990), the topic was discussed by Murphy, Shleifer and Vishny (1991), as well as Desai,
Acs and Weitzel (2010).
% The exceptions are Douhan and Henrekson (2008).
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employment or paying "under the table" etc. It can be debated whether such measures
can be treated as "forced", as the entrepreneurs might not take them. However, two
kinds of motives they are guided by have to be distinguished. If creativity in this area is
defensive in nature, that is if its purpose is to protect the company against liquidation (of
jobs or manufacturing activity), then such actions are the second best solution. If, how-
ever, such actions are initiated voluntarily to achieve rent (at the expense of other enti-
ties), then certainly they have to be classified in the second group and treated as socially
unproductive or even harmful. The forced activities bring losses (in relation to the first
best option) both at the micro (company) and at the macro level. They are not the preda-
tory version of the destructive entrepreneurship, however. Even corruption may be de-
fensive in nature, when business cannot be conducted without paying bribes to officials
who make decisions related to the functioning of the company.

Second best choice
(unproductive
entrepreneurship)

+/-

First best choice
(productive
entrepreneurship)

Institutions Result

Third best choice
(discontinuance of business)

Figure 2. Institutions and available options
Source: Dominiak, Wasilczuk, Starnawska (2016)

In authors’ approach, the forced unproductive entrepreneurship does not include
the defence against competition or the actions resulting from the entrepreneur's earlier
errors. It applies to defensive reactions to the institutional environment. The potential
scale of such activities depends on the quality of formal institutions. On the other hand,
the actual scope of such activities is determined by informal institutions and results
mainly from the broadly understood culture’.

7 The impact of formal and informal institutions on corrupt behaviours of entrepreneurs and their determinants
(from the perspective of bribe-takers and bribe-payers) in the economies of the post-socialist countries was
discussed by Tonoyan, Strohmeyer, Habib and Perlitz (2010).
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Moreover, the tendency to take such actions may be higher if the economic situation
of the entrepreneur/company is more difficult.

Voluntary actions of an unproductive/destructive nature are taken in order to
achieve benefits not being the result of a productive activity.

Culture B
- Forced
/ E.g. bureaucracy,
| Defensive ©—p evasions, seek.lng
| gaps, corruption
Unproductive/
ituti destructive
Institutions A o > e ¢
entreprenuers
/ \ VOLUNTARY

| Expansive ©——p{E.8.lobbying,
\ / monopolisation,
\\~ corruption,

litigation

Economic
situation

Figure 3. Voluntary and forced unproductive/destructive entrepreneurship
Source: Dominiak, Wasilczuk, Starnawska (2016)

In research practice, the distinction between voluntary and forced productive ac-
tivities is not easy. In fact, the motives of entrepreneurs and the contexts in which
they make decisions should be analysed and their formal and informal environment
should be carefully examined. Studies of this type would require access to plenty of
detailed data. Often such data simply do not exist®.

As a result, the researchers are forced to avail of information obtained through re-
search questionnaires, interviews etc. of invariably limited scope and questionable cred-
ibility. As a result, while being aware of the many limitations, the authors decided to
implement Poland's first research program related to unproductive entrepreneurship.

METHODS

The empirical studies comprised three phases:

Stage 1 — a panel of experts, the aim which was to verify whether the concept of un-
productivity is comprehensible for the entrepreneurs and people from the widely under-
stood economic environment;

Stage 2 — carried out on a sample of 1612 entrepreneurs registered in Poland, acting
in the micro (51%) and small (39%) scale, with some conducting their activity in the me-

8 Thus, there is very little research on the unproductive/destructive activities, using quantitative data obtained
from different types of records. The few available studies include Sobel and Garrett (2000) and Sobel (2008).
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dium (8%) and large (2%) scale. The selected companies operated in the construction,
manufacturing, retail and professional services sectors, in roughly equal proportions
(respectively: 24%, 26%, 24% and 26%). The research was conducted towards the end of
2012 using a survey questionnaire among companies from all regions of Poland, based
on the CATI method. Its aim was i.a. the analysis of the entrepreneurs' opinions on the
formal institutions in Poland, as well as determining the cost of their ineffectiveness.

Stage 3 — a survey of 300 active entrepreneurs (based on the CATI method), 51 who
shut down their businesses (CATI) and 254 who belong to the group of potential entre-
preneurs (based on PAPI method). The purpose of this stage was to clarify the infor-
mation collected during stage 2. The results of stages 2 and 3 are discussed below — only
the answers given by the active entrepreneurs were taken into account.

Prior to designing the research questionnaire, a list of behaviours that can be at-
tributed to a particular type of unproductivity was drawn up (table 1).

Table 1. Voluntary and forced unproductive actions of entrepreneurs

Voluntary unproductive actions Forced unproductive actions
Collusions in tenders Reporting (bureaucracy)
Corruption Studying regulations
Legal loopholes in relations with employees, | Efforts to obtain licenses
suppliers and institutions Errands in government offices
Tax evasion (e.g. depressing profits) Seeking unofficial and private relations with

Entrepreneurs' private relationships with | decision-makers

politicians or government administration | Corruption (due to the chronic administrative
officials proceedings which threaten business)

Using legal loopholes
Lobbying

Lawsuits

Exaggerated promotion

Source: own elaboration.

Some non-productive behaviours are difficult to be precisely classified into one
of two types unproductivity, as they may arise due to different motives. An example
of such behaviour is corruption: bribery to expedite settlement of a matter in an
office ceases to be a way to fight off competitors when the case drags on long
enough to jeopardize the functioning of the company.

The research on unproductive behaviours, presented in the table, in many cases re-
lates to activities which are illegal, unethical or on the edge of law. The research team
looked for the best way for formulating questions in a way that would enable drawing
valid conclusions from the answers, without fear that the respondents answered insin-
cerely because of fear of possible legal consequences (guaranteeing the use of research
results only for statistical purposes, without analysing the individual responses, does not
seem to be a sufficient warranty for the entrepreneurs). The questions have been so
designed, in a way that would make them refer to the entrepreneurs' knowledge about
the conduct of their industry or the environment, and not to their personal behaviours.
Efforts were made to avoid suggestions that it is the studied entrepreneur who is behav-
ing in an unacceptable way (resorting to bribery, conspiracy, tax evasion etc.).
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Questions relating to hypothetical situations in the respondents' companies were al-
so introduced. Their aim was to find out to what extent the entrepreneurs are willing to
take advantage of inefficient institutions when the business of their companies is at
stake. It was assumed that this would allow for obtaining a picture of the entrepreneurs'
tendency to engage in unproductive behaviours.

RESULTS AND DISCUSSION

The respondents participating in the first stage of the research had no doubt that formal
institutions are the source of unproductive activities of entrepreneurs in Poland (50%
pointed to the weakness of the law, whereas 38% to weaknesses of government offices)
(figure 4). The informal institutions, such as standards and customs common in Poland,
were indicated by 37% of respondents. Only 22% stated that in their opinion it is the
market mechanisms that are responsible for unproductivity. The last result refers to the
unproductivity as understood by Baumol, who argued that the unproductivity is a result
of entrepreneurs' rent-seeking and using inefficient institutions to fight off competition.

1 I I
the mechanisms of market competition 22,1%

mindsets, standards and habits common in

0,
Poland | 37":]6 ‘
weaknesses of government offices 38,1%
weakness of law 49,4%

I don’t know, it’s hard to say 7,6%

0% 10% 20% 30% 40% 50% 60%

Figure 4. Sources of unproductive behaviours. Source:
Own work based on research results (n = 1612)
Source: own elaboration based on research results

The above-described sources of unproductive behaviour indicated by entrepreneurs
are related to a large extent to bureaucratic burden being the subject of the next ques-
tion. According to respondents, the most burdensome spheres related to bureaucracy
are taxes (46%), reporting to the Social Insurance Institution (ZUS — 37%), as well as re-
porting to the Central Statistical Office (GUS — 32%). Less than one third of the entrepre-
neurs pointed to the accounting and building permits (26%) (figure 5).

The mentioned nuisances are due to the ambiguity of the rules, leading to different
interpretations (taxes), as well as due to reporting related to self-employment and the
employment of workers (ZUS), which is often equal to duplication of information being
already in the possession of ZUS. The source of an additional reporting requirement for
entrepreneurs is the Central Statistical Office (GUS), which demands not only the annual
activity reports but also statements that involve randomly selected entrepreneurs in
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connection with the implementation of the statistical research program of public statis-
tics established every year on the basis of a special Ordinance of Council of Ministers®.

I S ) B
Taxes 46%
ZUS reporting | 36%
GUS reporting | 32%
Accounting | 26%
Building permits | 26%
SN S S —

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

Figure 5. The most burdensome spheres associated with bureaucracy. Source: own work based
on research results. (The entrepreneurs could indicate any number of answers) (n = 1612).
Source: own elaboration based on research results

From the point of view of entrepreneurs, all reporting/bureaucratic obligations are
considered to be nuisances that distract them from productive activity. Moreover, they
recognize them to be a result of ineffectiveness of the institutions imposing such duties.
Thus, when asked about the benefits of reducing bureaucracy, they pointed to the possi-
bility of transferring employees to more productive activities (67%) or even reducing
employment (14%) (Table 2). It is thought-provoking, however, that in 23% of cases, the
entrepreneurs do not see a possible reduction in bureaucracy as a possibility to improve
the efficiency of their company. This may mean that the bureaucracy is not as burden-
some as the entrepreneurs think.

The continuation of this question was an open-ended question (one of the few in
the questionnaire) regarding the usage of time saved due to reducing bureaucracy. The
answers also show that not all the entrepreneurs feel the inconveniences to be that
discomforting — 16% (260 entrepreneurs) did not give any answer. It must therefore be
assumed that at least some of them spend so little time on actions identified as bu-
reaucratic that they do not even wonder what else they might be doing during the
time spend on them. As an alternative to fulfilling bureaucratic procedures, the other
entrepreneurs frequently mentioned the opportunity to engage in the development of
their company or development of their own competences or the competences of their

°0n the other hand, it should be noted that in Poland we have, in comparison to many other countries,
a relatively narrow range of information on the functioning of enterprises. As a result, conducting scientific
research, monitoring of the condition of the economy or preparing reliable reports, which should provide
a basis for making decisions on economic policy, becomes difficult. Even general overview of the Eurostat
company databases shows many gaps related to this group of entities in Poland.
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employees (27% of responses). 14% would be searching for new markets and custom-
ers, 3% would spend this time on the development of production, while 5% would
treat it as leisure time spent on resting or being with family. As mentioned earlier,
a significant part of the publications related to the impact of institutions on unproduc-
tive entrepreneurship refers to the transforming economies. It is recognized that rapid
changes of formal institutions, typical for transformation, create, on the one hand,
some temptation, while on the other (due to the haste, faults and gaps — inevitable in
these processes) impose difficult choices related to nature of entrepreneurial activity
(acting productively/unproductively or discontinuing operations). As a result, space for
unproductive activities is created — both voluntary and forced.

Table 2. The expected effects of reducing bureaucracy for the company's operations (n = 1612)

The benefits of reducing bureaucracy Number % of cases
reduction of employment in the company 227 14.1
transferring employees to activities more productive for the company 1072 66.5
no effect on efficiency 379 23.5
"I don't know" 65 4.0
Total 1743 X

Source: own elaboration based on research results

Thus, in the third stage of the presented study, an attempt was made to evaluate the
nuisances related to the functioning of the formal institutions in Poland. The entrepre-
neurs were presented with a list of potential nuisances arising from inefficient formal
institutions and asked to indicate the intensity level of nuisance in the scale of 1 to 5. The
changes in regulations were cited as most burdensome by 41% respondents (figure 6),
while 39% of them mentioned bureaucracy, and another 37% the lack of law clarity. This
confirms the frequently encountered opinion that the volatility of formal institutions,
characteristic for transformation, is the most serious problem for business.

Incompetent government officials E H 28%

|

1 ml
Changes in regulations a 30% _ o 2
i m3
N 4
Unclear regulations E 31% _“u
m5
F lack of answer

Bureauracy W 27%

0% 20% 40% 60% 80% 100%

Figure 6. The scale of nuisance of actions resulting from various causes. (n = 300)
Source: own elaboration based on research results
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The entrepreneurs were most lenient for the government officials, whose incompe-
tence was rated as the most burdensome by only 24% of respondents. It is interesting to
refer here to the results of research carried out within the Pomeranian Economic Obser-
vatory IV project, implemented in 2012 in the Polish Pomeranian province (Dominiak,
Wasilczuk, Zieba, Daszkiewicz, 2013). Over 600 entrepreneurs from the SME sector were
asked then about their relationships with the personnel of government offices and insti-
tutions they contact regularly. Only the relationships with three types of institutions: the
county office, the State Inspection of Commerce and the Employment Office were not
been evaluated as positive. In the case of the other institutions (the municipal office / tax
office, Social Security Institution and State Inspectorate of Labour) at least half of the
respondents identified those relations as good and very good.

Examining the costs of entrepreneurs' unproductivity proved to be impossible. It
was due to the fact that it is difficult to determine the value of business expenditures on
meeting the requirements of government officials and offices that are superfluous from
the point of view of business activity, while being necessary from the point of view of
normal functioning of the state itself and the government offices in particular. Thus, the
costs of inefficiency of formal institutions, resulting from the forced inefficiency, can only
be estimated on the basis of assessments of the entrepreneurs themselves.

Their level can be indirectly estimated on the basis of the fact that about 80% of the sur-
veyed entrepreneurs (table 3) indicate that they spend up to 25% of their time on reporting,
up to 25% of their time on studying the regulations and also up to 25% on errands in govern-
ment offices. Such activities can be considered, to a large extent, to be unproductive. The
same percentage of respondents indicated that they spend also up to 25% of their time on
strategic activities. This division of time is not the most favourable in terms of business devel-
opment but we must remember that the study was conducted in SMEs, in which the entre-
preneurs do not have specialized departments (dealing e.g. with legal matters).

Table 3. The time spent on various activities related to the operation and functioning of the
company (n = 300)

The share of time spenton | Current | Strategic |Reporting| Studying | Errands in gov-
various activities activity | actions regulations | ernment offices
0% 0% 3% 15% 14% 9%
up to 25% 24% 80% 79% 82% 86%
26-50% 40% 16% 5% 4% 5%
51-75% 26% 1% 1%
76-99% 10%

Source: own elaboration based on research results.

The entrepreneurs were asked what actions they would be willing to take in an
emergency situation to save their companies. The most frequent idea was using ac-
quaintances — 30% of respondents said they definitely would be ready for it, while 35%
declared that would do it only in an emergency situation (figure 7). The second idea was
related to unreliable promotion. 14% of respondents confirmed their readiness for such
actions in general, while 31% only in an emergency for the company. The readiness to
give bribes was significantly lower (respectively 8% and 19%) — slightly lower than the
readiness to exploit legal loopholes. It is characteristic that apart from using acquaint-
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ances, in other cases the tendency to use non-productive activities was significantly
higher in an emergency for the company (in some cases more than twice as high).

It can therefore be presumed that in phases of economic downturn the scale of un-
productive entrepreneurship is growing. It must also be assumed that it will be so also
during the phases of tightening the restrictive formal procedures and increasing the
bureaucratic and/or fiscal burden. Moreover, in transforming economies the scale of
unproductivity will be intensified along with the ambiguity of legal solutions or the level
of negative perception of formal institutions (as weak or unreliable).

Using acquaintances 30% 35% 21% 1098%0%
Loopholes related to vendors  |13% | 27% 31% 23% 58%1% Definitely yes
i ‘ Only in emergency
Loopholes related to institutions  |10%|  28% 33% 25% 1%
| ‘ | Rather not
Collusions in tenders | 13% | 24% 24% 30% . % Definitely not
| = don’tk
Bribes |8%[I49%1  25% 43% 3%2% entinow
] No answer

Exaggerated promotion | 14% 31% 29% 22% 1%
[ [ | |

0% 20% 40% 60% 80%  100%

Figure 7. The readiness to take unproductive action depending on the situation of the company
Source: own elaboration based on research results.

The entrepreneurs' declared tendency to take unproductive actions corresponds
with their views on the unfair practices they observe. The surveyed entrepreneurs fre-
quently observed the bribery of government officials (Figure 8) (27% of respondents).
However, they met with competitors' availing of legal loopholes or entering into collu-
sion even more often (respectively 47% and 40% of respondents).

Using loopholes  |9% 38% 4% 23% AR 2%
. Yes, frequently
Entering into collusions 8% 1329 19%  25% [M6%N1% " Yes sometimes
] Neither yes nor not
Bribing government officials 4% 23% 21% 26% - 4% Rather not
i B Definitely not
No answer
Functioning in the grey area |10% 28% 21% 23% - 2%

0% 20% 40% 60% 80% 100%

Figure 8. The observed unethical behaviours of active entrepreneurs
Source: own elaboration based on research results
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CONCLUSIONS

The review of the scientific literature on entrepreneurship shows that despite the fact
that research is still dominated by analysing the positive impact of entrepreneurship on
the economy, more and more authors pay attention to the darker side of enterprise.
There is general consensus as to the view that the directions of entrepreneurial activities
are determined by available institutions. It is the formal and informal rules of game that
induce the entrepreneurs to take productive action or resort to unproductive or destruc-
tive activities. Differentiating the latter two types of actions is difficult and in this respect
there are differences of opinion among scholars. For the purposes of the presented re-
search, the authors accepted the division of entrepreneurship in only two types: produc-
tive and non-productive.

The studies conducted are of pioneering nature in Poland and rare in international
scale. The nature of the problems related to unproductive entrepreneurship makes ob-
taining objective knowledge in this area very difficult. The range of available statistical
data in this area is limited and often relates only to the superficial aspects of the ana-
lysed phenomena (e.g. the details of the disclosed corruption cases, the number of law-
suits, the number of required reports etc.). In questionnaire studies, the researchers
often encounter the reluctance of respondents related to the disclosure of phenomena
that they think can be considered to be cause of condemnation of not only themselves,
but also their industry, region etc. Conscious of this, the authors conducted the research
gradually, using the knowledge acquired during earlier stages of research in subsequent
phases of the study.

Dividing the study into three phases allowed for a better understanding of the re-
search problem, i.e. the unproductivity of entrepreneurs, but also for identifying the
sources and costs of such unproductivity. In conditions typical for Poland, the sources of
unproductivity are primarily formal institutions represented by the applicable law and
the government offices. The Polish entrepreneurs are mostly forced to unproductivity
and they rather do not use the institutions to fight off the competition (offensive, volun-
tary unproductivity) — at least those originating from the SME sector. Perhaps the com-
plicated legal regulations and the weakness of institutions whose existence dates back to
the beginning of the transformation at most do not leave much time for seeking legal
loopholes and private relationships with public officials, aimed at harming competitors.
On the other hand, the entrepreneurs themselves do not seem to provide much evi-
dence for the unproductivity caused by the formal institutions: they do perceive the
bureaucratic burdens and complain about them but not everyone of them can indicate
what they would do with the saved time. There is therefore no certainty that those bur-
dens actually reduce the scale of productive activity.

The study also revealed a number of shortcomings in the research methodology it-
self. Conducting the research on a larger group of respondents necessitated the devel-
opment of a standard questionnaire which does not capture all the shades of unproduc-
tivity and does not allow for understanding all the nuances of acting on the edge of law.
Perhaps individual interviews with entrepreneurs would allow for describing the activi-
ties treated as voluntary unproductivity. After all, many of these individual cases are
described in news reports (e.g. the acquiring of residential units by heir proxies or hostile
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takeovers of companies on the stock exchanges). However, in the questionnaire used for
mass research there is no place for a longer explanation of what the classical, Baumol
unproductivity is (described by the authors as voluntary).
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Abstract

The purpose of this article is to classify countries according to their stage of competi-
tive advantage (factor-driven, efficiency-driven, innovation-driven) by using an expert
survey on entrepreneurship and innovation. For this purpose, machine learning tools
were used. The algorithm used to create a decision tree is the exhaustive CHAID algo-
rithm. This classification not only identifies how countries of similar competitive ad-
vantages are structurally similar, but also shows the experts survey in a reduced-
dimensional space for further analyses. Even though there is heterogeneity amongst
countries belonging to the same category, the structural similarities are associated
with infrastructure, legislature and financing and support possibilities for entrepre-
neurs. This analysis provides additional information to data on the ease of doing busi-
ness relevant for FDI decisions as well as for macroeconomic policymaking. This paper
is unique in combining a powerful method to derive decision rules, with a new per-
spective on competitive advantages and innovativeness of economies. The results
help to understand the competitive advantages of economies.

Keywords: Entrepreneurship; Competition; Innovation; Decision Tree Analysis

JEL codes: 038, 010, C44

INTRODUCTION

Country classifications according to the competitiveness of economies are very common in
the literature. Since Porter’s [1990a, 1990b] theoretical contribution, the World Economic
Forum issues the Global Competitiveness Report, which is a sound indicator of the compet-
itive stage of a country. Furthermore other analyses and data sources build up upon this
report to observe different aspects of economic activities of nations in comparison.
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A classification scheme can be useful for developing economic policies based on the
economic strengths of a particular country, as well as for decisions regarding FDI. Con-
sidering economic activities of different countries it could be asked how a certain classifi-
cation observes structural similarities of countries within the same classification catego-
ry. What aspects of their economic activities, impediments, possibilities and so on make
different countries belong to the same classification category?

By making use of machine learning tools, the National Experts Survey (NES) of the Global
Entrepreneurship Monitor (GEM) will be analyzed for the structural similarities of economies
belonging to the classification categories of competitive advantages. GEM NES is a subjective
opinion survey conducted by an international consortium on a yearly basis which focuses on
the early phases of entrepreneurship, where experts from different countries describe the
possibilities and frontiers for entrepreneurial activities in their own country.

Uncertainty plays a key role in economies, their presence is associated with individu-
al market actors adjusting and re-adjusting their plans according to the information they
receive from the markets [Hayek, 1968, p. 13]. In an uncertain economic environment it
is still not possible to say that everything related to the economy is unknown. We still
can make pattern predictions [Hayek, 1968, p. 12] and observe empirical regularities,
which, according to Hayek, do not always need to be true.

Lehmann Waffenscmidt [2008] states that a system transformation process is a “self-
organised economic evolution, which is at least partially open-loop and consequently
cannot be predicted and designed perfectly” [Lehmann-Waffenschmidt, 2008, p. 105].
The stages of competitiveness, as described by Porter [1990a, 1990b], build the strengths
of a country’s economy based on its competitive advantages. These competitive ad-
vantages, based on a 12-pillar model, vary across the countries [Eriksson, 2013, p. 2].

The transformation of the economy from one stage of competitiveness to the other
can be interpreted within the context of a self-organised economic evolution. Even with-
in the uncertainty, which justifies the existence of the markets, economies can share
similiarities [Lehmann-Waffenschmidt, 2008, p. 108], even though they may not be iden-
tical in case of innovation and competitiveness.

The research hypothesis of this paper is that the selected properties of economies
based on GEM NES data can give an idea as to how similar economies are in terms of
their structures which build their competitive advantages and their strengths in innova-
tiveness. Understanding these structural similarities can be relevant for both investment
decisions and policy recommendations to provide ground for well-functioning markets
driven by innovation and technological progress.

Using the machine learning tools a dimension reduction with fewer variables giving
a meaningful explanation to the classification of countries according to their competitive-
ness and innovativeness may be used for further analysis purposes as well. In a comple-
mentary paper written by the author it will be shown that GEM NES as a subjective data
and the Index of Economic Freedom by the Heritage Foundation as an objective data show
the same tendencies regarding economic freedom and entrepreneurship (Erkut, 2016).

The rest of the paper is structured as follows: After a literature review of GEM the
decision tree algorithm will be presented, which will be used for the analysis. The results
will be presented and discussed. A conclusion follows with implications for future re-
search.
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LITERATURE REVIEW

Literature on Global Entrepreneurship Monitor consists of three main categories [Bosma,
2012, p. 17]: Publications based on country-level information, publications of a special
issue of the Small Business Management journal with different thematic focuses and
publications focusing on policy effects and economic development.

An interesting aspect is Anokhin and Schulze’s research using data from GEM, where
the focus is on innovation and corruption. According to the authors domestic innovative
activity is associated with the relation of corruption and foreign direct investments [Ankoh-
in, Schulze, 2009, p. 5]. Corruption can be controlled if innovation and entrepreneurship
can grow , where the uncertainty and outcomes of corruption are working as discouraging
factors on potential entrepreneurs to take initiatives [Anokhin, Schulze, 2009, p. 2].

Koellinger [2008] asks why some entrepreneurs are more innovative than others in
his empirical research with GEM data and finds out that innovativeness of entrepreneurs
cannot be explained by individual factors alone . Furthermore the creation of new
knowledge should be done by the members of society other than the entrepreneur him-
self [Koellinger, 2008, p. 35]; the innovative and imitative entrepreneur types are seen as
complementary figures and their importance for the economy is stressed.

Bjgrnskov and Foss [2007] analyze how economic policies and institutions can be
linked to entrepreneurial activities and economic freedom on a cross-country based
empirical research. Their findings suggest that government size, monetary policy and
financial environment are the key factors for the entrepreneurial activity [Bjgrnskov,
Foss, 2007, p. 324]. The authors differentiate between necessity entrepreneurship
(which is, in their findings, positively influenced by government spending) and opportuni-
ty entrepreneurship (based on their findings is negatively affected by government trans-
fers) [Bj@rnskov, Foss, 2007, p. 324-325].

Using data from GEM, Wennekers and co-authors [Wennekers et al., 2005] test the
hypothesis of a U-shaped relationship between entrepreneurial tendencies and econom-
ic development. They find that incentives for start-ups and the effective use of intellec-
tual property legislation shall be the relevant policy implications to boost innovativeness
[Wennekers et al., 2005, p. 21].

Lundstrom and Stevenson [2007] focus on entrepreneurial policies and identify that
education, reducing entry and exit barriers as well as start-up support are important
policy measures to promote entrepreneurship.

Coduras and Autio [2013] implement an empirical methodology using discriminant and
regression analyses; their focus is on the comparison of the Global Entrepreneurship Moni-
tor with the Global Competitiveness Index (GCl). The authors find that the GEM data can be
seen as a complementary data source to the GCI [Coduras, Autio, 2013, p. 71].

The literature review on GEM data shows that the research on GEM data is mainly
empirical in nature; however, according to the author , machine learning tools were not
used as a method to discover structural similarities of economies from the point of view
of the experts interviewed. The identified findings on entrepreneurship and innovation
are based on policy implications to improve entrepreneurial activities, decrease corrup-
tion and boost economic growth through these measures.
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METHODS

Machine learning as a discipline of artificial intelligence has different purposes such
as the modelling of human processes, theories of adaptive algorithms and solving
decision making and classification problems.

In this paper the following definition of a decision tree will be used: “A decision tree
is a flowchart-like tree structure, where each internal node (non-leaf node) denotes a
test of an attribute, each branch represents an outcome of the test and each leaf node
(or terminal node) holds a class label.” [Han, Kamber, 2001, p. 330-331]

Generating a decision tree usually consists of two phases; tree construction and tree
pruning; the latter can take place either by means of pre-pruning or post-pruning. Pre-
pruning cuts the tree prior to the classification whereas post-pruning allows the classification
of the data and prunes the tree afterwards. The general algorithm can be stated as follows:

Tree construction is based on a top-down recursive partitioning approach, i.e. the
starting point is the top of the tree, which will grow by “splitting attributes one by one”
[Rudin, 2012, p. 1]; the splitting attribute will be determined based on the maximization
of the homogeneity in groups. Leaf nodes will be assigned; the graphical representation
of the tree will consist of a root node and terminal nodes. The top-down approach leads
to an end, where the tree will be pruned in order to avoid overfitting [Rudin, 2012, p. 1].
Generating a decision tree is based on the decisions of selecting a splitting criterion,
selecting a stopping criterion and finding the best tree [Castillo, 2012, p. 128].

In this paper the exhaustive chi-squared automatic interaction detection (CHAID) al-
gorithm will be used [Biggs et al., 1991]. It is based on a chi-squared test for splitting. The
predictor with the smallest adjusted p-value will be selected and compared to an Ospjit
which needs to be specified at the beginning of the analysis: p-value < Ot would imply
that the node will be split using that specific predictor; otherwise the node cannot be
split and remains as a terminal node [Clementine 2006, p. 51].

The target variable was described as the GCl categorization of each economy based
on the competitive advantages, for which the values 1 (“factor driven economy”), 2 (“ef-
ficiency driven economy”) and 3 (“innovation driven economy”) are assigned by the
author. The exhaustive CHAID algorithm was used to predict the competitive advantages
of countries according to the opinions of experts. All the 88 ordinal scaled variables of
the GEM national experts’ survey were used as independent variables. The decision tree
is a result of iteratively building compound categories for each predictor variable.

This algorithm was chosen for the following reasons:

1. The exhaustive CHAID algorithm allows for ordinal categorical independent variables
[Castillo, 2012, p. 139]. This applies to the case here since all of the predictor varia-
bles are measured on Likert scales which are widely accepted as ordinal. The country
classification can be accepted as a nominal categorical dependent since the categori-
zation according to factor-driven, efficiency-driven and innovation-driven economies
reflect the different strengths of countries and the aim is to find the variables that
describe the corresponding stage of development, since “the impact of each pillar on
competitiveness varies across countries, in the function of their stages of economic
development” [Eriksson, 2013, p. 2].
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2. The exhaustive CHAID algorithm makes use of multiple splits and is better for an
analysis of the three-categories dependent variable than, for example, the classifica-
tion and regression trees algorithm which has binary splits.

3. Furthermore it searches for the split point which has the smallest adjusted p-value,
which is an important feature with respect to the statistical significance of the re-
sults [Nisbet et al. 2009, p. 247]. The exhaustive CHAID is an improvement upon the
CHAID algorithm. It is an exhaustive search mechanism which tries to merge similar
pairs until one single pair remains.

The maximum tree depth is set equal to 3 — this is a precaution to make sure that the
tree does not go very deep. The significance level for the splitting nodes, (Qspit) is given as
0,05; the maximum number of iterations is 100 with the minimum change in expected cell
frequencies being equal to 0,001. The Bonferroni method will be used for the adjustment and
the likelihood ratio test will be chosen as the chi-square statistic, which gives more robust
results in comparison to the Pearson test [IBM SPSS Decision trees, 2011, p. 10].

RESULTS AND DISCUSSION

Results

53 nations participated in the GEM NES 2010 survey, which are also present in IEF
simultaneously. Since the analysis will provide grounds for a complementary paper
focusing on IEF, only these 53 nations will be considered. The target is to find out
those variables which can classify the 53 economies correctly according to the Global
Competitiveness Index classification. Table 1 gives the names of these nations and
their classification according to the GCI.

The distribution of 1972 interviewees across nations is usually made according to the
principle of having 4 experts for nine different categories [Bosma et al., 2012, p. 40-41];
however there are some exceptions. Some countries have less than 36 experts in the
dataset, whereas others have more than 36 experts interviewed. 26,6% of 1946 experts
were female, 73,4% were male. The interviews are usually conducted online, especially
due to problems noticed during face-to-face interviews.

The professions of the experts are summarized in five categories. These catego-
ries are listed as entrepreneur (570), business and support service provider (479),
educator-researcher-teacher (345), policy maker (275) and investor-financier-banker
(194). Not only are the national teams required to hand in a list of experts to the
GEM data team before the start of survey, around 35% of the sample should consist
of entrepreneurs as well [Bosma, 2012, p. 15].

Considering the missing values it becomes obvious that the vast majority of missing
values are either of the “do not know” or the “does not apply” type. All data are examined
regularly by GEM data monitoring teams if the number of missing values is acceptable for
each case. Sometimes the data team even requests more interviews to balance the sample.

The exhaustive CHAID algorithm makes use of missing values. It treats all missing
values as a single category, which may or may not get merged with other categories of
each predictor variable [IBM SPSS 20 Decision Trees, 2011, p. 104]. The resulting decision
tree is presented in Figure 1.
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The result is a classification tree with 34 nodes (of which 21 are terminal). The de-
gree of IPR legislation being efficiently enforced is the strongest independent variable on
the categorization of a nation according to Porter's classification. The exhaustive CHAID
analysis recorded the participation of the interviewees on this question by means of four
nodes reflecting four homogenous groups.

Table 1. Countries of the dataset and their corresponding GCI classifications

Factor-driven Efficiency-driven Innovation-driven
Angola South Africa Israel
Ghana Tunisia Slovenia
Uganda Argentina Japan
Zambia Brazil South Korea

Egypt Chile Finland
Iran Columbia France
Pakistan Costa Rica Germany
Saudi Arabia Ecuador Greece
Jamaica Mexico Iceland
Guatemala Peru Ireland
Bolivia Trinidad and Tobago Italy
Vanuatu Uruguay Norway
Bosnia and Herzegovina Portugal
Croatia Spain
Hungary Sweden
Latvia Switzerland
Macedonia United Kingdom
Montenegro United States of America
Russia
Turkey
China
Malaysia
Taiwan

Source: Modified from [Kelley et al., 2011, p. 8]

According to the exhaustive CHAID analysis entrepreneurship being a desirable ca-
reer choice is more common for efficiency driven economies. Quick access to utilities
(such as water, gas, sewer or electricity) is more common for innovation driven econo-
mies and less common for efficiency driven economies and factor driven economies,
whereas sufficient debt funding for new and growing firms is more common for factor
driven economies and efficiency driven economies.

From the analysis it is clear that there is a gap between opportunities and effective
entrepreneurial support with respect to the factor driven economies: Science parks and
business incubators are not present or they do not provide effective support for new and
growing firms; however, there are more good opportunities to create new firms than
there are people able to perceive and make use of these opportunities. For the latter the
evidence was mixed for efficiency-driven economies; experts from innovation-driven
economies rejected the latter argument.
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The existence of many good opportunities to create truly high growth firms led to two
groups; in the “accepting” group, there were mainly experts from the factor driven and effi-
ciency driven economies, whereas in the “rejecting” group, the tendency was more towards
innovation driven economies. According to the experts of efficiency driven economies, good
opportunities for new firms have increased in the past five years; at the same time the per-
ceived gender equality is clearer in efficiency driven economies than in the other two groups.

Whether subcontractors, suppliers and consultants were used during the business creation
process led to mixed evidence with an almost equal number of efficiency-driven and factor
driven economies in the groups completely rejecting it and being either neutral or accepting it
to be true respectively. There were many innovation-driven economies in the rejecting group.

One of the twelve pillars of competitiveness in GCl is the effectiveness of institu-
tions, which is a key factor for factor-driven economies, the opinion of experts show
the ineffectiveness of governmental assistance in this group. Whether government
assistance for new and growing firms can be obtained through a single institution led
to three groups, where the experts of factor driven economies mainly answered this
guestion with “completely false”. Amongst those experts who answered this question
with “completely false”, the question about the effectiveness of government pro-
grammes to support new and growing firms also led to a subdivision of experts from
factor-driven economies completely rejecting this statement, whereas the experts
from efficiency-driven economies could not completely reject it. With respect to the
role of university education for start ups and growing new firms it could be observed
that experts from innovation-driven countries mainly rejected this statement.

There is an estimate of 0.440 and a standard error of 0.011. If the countries were to
classify using this exhaustive CHAID analysis, an overall correct classification rate of 56%
would be reached which is widely acceptable. Based on the results described above, it
can be seen that even though there are structural similarities there is also heterogeneity
amongst members of the same classification category.

Discussion

The question in the survey which can give the most important explanation to the distinc-
tion of countries according to their competitiveness and development stage is on the effi-
cient enforcement of the intellectual property rights legislation. This can be seen as a no-
tion in line with Adam Smith's point of view whose argument was that a well-functioning
mechanism of law and institutions can guarantee a good environment to be economically
active as an individual, through which the prosperity of a nation will increase.

According to McCreadie's [2009] interpretation of Smith a business is highly profitable
either because of the lack of competition or because there is a trade secret which gives the
entrepreneur an advantage [McCreadie, 2009, p. 27]. It can be seen that factor-driven
economies have competitive advantages in the production of simple products and the com-
petition is based on price. Entrepreneurs use either cheap raw materials or cheap labour for
their advantage [Porter, 1990b, p. 79] where technology does not play a key role.

Technology's role changes when the country's competitive advantage is based on in-
vestments or efficiency — in that case, countries not only accumulate and imitate foreign
technologies from more developed and innovative economies but they also try to im-
prove upon these technologies. An innovation-driven economy has technology as one
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of its most important elements; new and differentiated products are invented, which
increases competition. In order to secure the profitability of a differentiated product the
entrepreneur needs a guarantee of the protection of his intellectual property.

The experts who believe that the intellectual property rights legislation is not effec-
tively enforced in their countries also say that the availability of government assistance for
new and growing firms through contact with a single agency is not possible. Furthermore
the experts who believe that both factors are completely false for their country also reject
the idea that government programmes targeting new and growing firms are effective.

Clearly this situation is the case of most factor-driven economies and some efficiency
driven economies. The situation can be linked to the key factor “institutions” as one of
the twelve pillars of competition and which is a basic requirement for factor-driven
economies. An institutional framework is one of the important things the governmental
structure has to establish and preserve in order for the economy to be successful. Of
course being in the stage of a factor-driven economy may be “too early” for an effective
enforcement of intellectual property rights legislation, even if there is one, since the
technological structure of the economy in this early stage is either based on importing
the technologies from more innovative countries or by imitating them. Howevereven if
there are some inventions both corruption and bureaucracy can be factors which may
endanger the enforcement process. Anokhin and Schulze [2009] demonstrate the result
that through more innovation corruption can be taken under control.

In the literature there is an ongoing debate as to whether intellectual property rights
have a positive effect on economic growth in developing countries; the empirical evi-
dence is mixed [Adams, 2004 p. 4-6]. This can also be seen for the cases of both govern-
ment assistance through a single agency and government programmes targeting new
and growing firms. The first case is more focused on the bureaucratic costs.

In some cases innovation-driven European economies have more bureaucratic pro-
cesses than less innovative economies. For example, Djankov, La Porta, Lopez-de-Silanes
and Shleifer [2002] focused on the regulation of entry for start up firms in an empirical
research on 85 countries. They compare the time and costs of beginning to operate
a firm legally in New Zealand and in France; whereas in New Zealand this process takes
place in three days, in France it takes 53 days [Djankov et al., 2002, p. 12]. Furthermore
their findings suggest that “heavier regulation of entry is generally associated with great-
er corruption and a larger unofficial economy, but not with a better quality of private or
public goods.” [Djankov et al., 2002, p. 37].

In the second case the relevant question is not about the existence of the pro-
grammes but rather on their effectiveness. Both corruption and bureaucracy can be
possible impediments where the distinction between factor-driven and efficiency-driven
economies can be a distinguishing feature of a well-functioning institutional framework.
Another possible impediment may be the ineffectiveness of the government pro-
grammes to reach new and growing firms, or to address their needs.

For the experts who say that the effective enforcement of the intellectual property
rights legislation in their countries is somewhat fals, the effective support of science parks
and business incubators for new and growing firms was considered important. The experts
who believe that both factors are either completely false or somewhat false for their coun-
try believe that the opportunities exist for creating high growth firms and there are more
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opportunities for new firms than people who can perceive these opportunities. Obviously
the situation described is typical for factor-driven economies. Also for factor-driven econ-
omies the existence of opportunities to create high growth firms is “somewhat true”.

For efficiency-driven economies, the case of science parks and business incubators is
“somewhat false”, hence, emphasizing the issue of the transformation from being im-
porters of new technologies to being both importers and developers of these. Although
science parks, places where universities, industry and governments contribute to devel-
op projects, are more common for innovation-driven economies, business incubators
may be more typical for efficiency-driven economies. This can be explained with the two
pillars “higher education and training” and “technological readiness” as two key factors
for the efficiency-driven economies — at this stage, business incubators dedicated to the
creation of new firms can have a coordination and support role.

Innovation-driven economies, on the other hand, are characterized by the fact that
the opportunities are not more than the number of people who can perceive and take
advantage of them; this may be interpreted as a reference to the key factors “business
sophistication” and “innovation” of the innovation-driven economies. For innovation-
driven economies the emphasis is more on business sophistication than on the creation
of high growth firms; this stage is characterized by firms developing global strategies and
replacing hierarchical structures through dividing the power amongst their sub-units.

For the experts describing the effective enforcement of the intellectual property
rights legislation in their countries as “somewhat false” and being neutral on the effec-
tive support of science parks and business incubators, costs for new and growing firms to
use subcontractors, suppliers and consultants was determined as an important question.
The experts who believe that the first factor is somewhat false and the second factor is
indecisive for their country also believe that new and growing firms cannot afford the
costs of using subcontractors, suppliers and consultants.

The question was clearly rejected by the vast majority of experts from innovation-driven
economies. The reason may be the blocked entry to the market by new firms caused by larg-
er firms with global strategies. Competition is bigger, structures to support firms are more
established than other stages of economic growth and due to the key factor of business so-
phistication, the competition is based on differentiated products —in order to enter a market,
a new or a growing firm first has to “invent” a good which really differs in its properties from
the other goods of the same market. An example is the increasing number of smart phone
apps which discover and exploit market gaps, such as Uber from the USA.

Of course this notion is more dependent on research and development costs than in
the case of a new firm in a factor-driven economy, which focuses on the production of a
“simple” good with “known” technology and competes with the others on the basis of
the price; intellectual property rights do not play a role and firms imitate each other's
technologies (or the technologies of more innovative economies).

The situation may be “neutral” in the case of efficiency-driven and factor-driven econ-
omies due to a number of reasons. First of all, based on the survey, it is not clear whether
business incubators or science parks exist in such economies. Second, even if they exist,
new and growing firms cannot afford them, not because of the established structures as in
the case of innovation-driven economies, but (most probably) due to lack of capital to
invest. Hence efficiency-driven economies are characterized by foreign direct investments.
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In the initial Porter model this stage of development was described as investment-driven;
therefore the establishment and success of firms depend on foreign capital inflows. Third,
it may be unclear to the experts whether the support of these structures are effective due
to otherreasons , since in the factor-driven and efficiency-driven stages of economic devel-
opment, key factors other than the effects of science parks may determine the success of
a firm, e.g. macroeconomic instability or lack of qualified labour.

The experts who believe that the effective enforcement of the intellectual property
rights legislation in their country is somewhat false and the support of science parks and
business incubators is effective for new and growing firms The issue of gender equality was
determined as an important question. The experts who believe that the first factor is
somewhat false and the second factor is somewhat true or true for their country believe
that men and women get equal opportunities to start a new business. This was more typi-
cal of efficiency-driven economies. This can be related to “higher education and training”
as a key factor to the efficiency-driven economies. It may be the case that potential women
entrepreneurs get vocational education and support programmes through non-
governmental organizations or public institutions in order to equalize their chances. An-
other example would be to give microcredit to women in order to encourage them to be
entrepreneurs. Although this may be perceived as women having better chances than men
to start a new business in an innovation driven economy it may be seen as the equalization
of chances in an efficiency-driven economy, if the women usually do not work.

For the experts describing the effective enforcement of the intellectual property rights
legislation in their countries as “neither true nor false”, good opportunities for new firms in
the past five years was considered as an important variable. For the experts from innova-
tion-driven economies, the existence of these opportunities could not be observed. In
innovation-driven economies the focus is more on diversified, sophisticated products
which need more effort and more knowledge than big competitors which act globally with
the absence of hierarchical structures. For the experts from efficiency driven and some
factor driven economies this statement was accepted. Those experts who evaluated the
first statement as “neither true nor false” and the second statement as “somewhat true”,
good and adequate preparation for starting and growing firms by universities and colleges
was considered as an important variable; the tendency to be neutral was more common
for efficiency driven and some factor driven economies also in this case.

Finally there are some experts, especially from innovation-driven economies, who
accept the statement on the effectiveness of the legislation of intellectual property
rights. Some experts from efficiency driven and factor driven economies seem to agree
with this statement. This also reflects the subjective character of the survey and by ex-
tension, possibly, different perceptions of the issue of intellectual property rights.

For the case of the agreement on the statement, the question of entrepreneurship
as a desirable career choice was considered important. The experts who agreed on the
effectiveness of the intellectual property rights legislation and people's consideration of
entrepreneurship as a desirable career choice were mainly from efficiency-driven econ-
omies. Similar to the interpretations above the consideration can be based on the
chances for new firms as well as for the “market openness”, which is a key factor to the
efficiency-driven economies also for this case.
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Market openness considers, amongst other things, also the readiness of consumers
to buy new products, or to buy “usual” products from new firms. Clearly economists
from efficiency-driven countries see bigger opportunities for potential entrepreneurs in
these economies than in other stages of economic growth. It may be more common for
innovation-driven economies to have entrepreneurs who are scientists or engineers, or
entrepreneurs who can commercialize the ideas of scientists and engineers with their
firms. For the experts from innovation-driven economies it may be more common to
reject the statement that many people consider being an entrepreneur as a desirable
career choice because of different entrepreneurial structures; it may even be the case
that many people consider being a scientist and engineer working for industry as a desir-
able career choice. This consideration is not reflected in the survey.

The experts who agreed on both statements also agreed on the fact that there is
sufficient debt funding available for new and growing firms. Clearly the agreement
on all three statements simultaneously reflects the situation on factor-driven and
efficiency-driven economies. Debt funding generally involves a firm getting a loan
from a bank or a financial institution without giving a part of the company to that
institution [NFIB, 2009, p. 1]. This can be associated to the pillar of “financial market
development” which is a key factor of efficiency-driven economies.

For the experts who agreed on the statement of the effectiveness of intellectual

property rights legislation but rejected the statement that many people consider being
an entrepreneur as a desirable career choice, the variable “In my country, new or grow-
ing firms can get good access to utilities (gas, water, electricity, sewer) in about a month”
was considered. The experts who considered this statement as “completely true” were
mainly from innovation-driven economies. Clearly the conditions of economic activity are
different across nations. This may have different explanations; it may be because of bu-
reaucratic processes, because of states/cities not having enough money to provide these
services quickly, or because of corruption, or a combination of some of these factors.
Of course throughout these interpretations one aspect has to be clear: These are the
subjective opinions of the experts. Although almost all nations fulfil the criterion on hav-
ing at least four experts from nine different categories. These experts are only specified
on small aspects which together constitute the bigger picture.

CONCLUSIONS

According to the decision tree analysis the most important structural similarity amongst inno-
vation-driven economies is the role of intellectual property legislation, a very sound infrastruc-
ture and a well-functioning bureaucracy — however, at the same time, the non-affordability of
science parks and business incubators for newly founded firms is also important.

The most heterogeneous group of economies amongst the three categories appears to
be the efficiency-driven economies; however structural similarities are entrepreneurship as
a desirable career choice, perceived gender equality in business life, the ineffectiveness of
intellectual property legislation and government assistance to newly established firms.

In factor-driven economies, it is expected that there are more opportunities to create
a new business than people who perceive them . Sufficient debt funding for new and grow-
ing firms is available. However governmental support lacks in factor-driven economies.
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Based on the theoretical model it can be said that the stage of competitiveness
can be associated with the effectiveness of governmental institutions, intellectual
property legislation, gender equality, quick access to utilities and the discovery of
opportunities by young entrepreneurs to establish new firms.

These structural similarities need to be analyzed in detail, especially according to
the objective economic data, since the GEM NES survey has a subjective character.
For future research the association of economic freedom and the stage of economic
development need to be analyzed in detail. To fulfil this a complementary paper by
the author focuses on the question as to whether the objective data from IEF and
the subjective data from the GEM NES survey give the same tendencies in questions
of entrepreneurship and economic freedom.

Through the given variables and the given decision tree, 56% of the cases could be
classified correctly. The exhaustive CHAID analysis goes beyond Porter’s model to classify
countries according to their sources of competitiveness and innovativeness but also
identifies their structural problems and opportunities for entrepreneurship.
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Abstract

The paper addresses the question whether the same tendencies on entrepreneur-
ship, innovation and economic freedom can be captured by subjective (Global En-
trepreneurship 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. 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. 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%. 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 com-
pound index reflect the same tendencies.
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INTRODUCTION

Although the concept of economic freedom is a subjective matter, surveys and composite
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 infor-
mation instead of observing partial aspects in an isolated fashion — in other words, inte-
grated indices on entrepreneurship need a careful selection of indicators. According to
Coduras and Autio (2013), the most advanced integrated index is the Global Entrepreneur-
ship 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 entrepre-
neurship, 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 in-
novativeness and entrepreneurship, thus differing from other indexes and focusing both
on the opinions of experts as well as citizens, trying to categorize the participating coun-
tries 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 individuals 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 attempt to
reduce the dimension of the data. The selected variables will be used to understand
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 litera-
ture review, the theoretical models of GEM and IEF will be introduced. The methods 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. Entrepre-
neurial 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.



ENTRE 2016 Conference Proceedings | 193

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
freedom 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 con-
tribute to the economic performance of a country, the latter having a positive rela-
tionship with fiscal performance (Ockey, 2011, p. 15).

Employing the idea of disaggregating the determinants of economic freedom,
Heckelman and Stroup (2000) focus on the isolated effects of the non-aggregated de-
terminants of economic freedom on economic growth, by using a procedure based on
the relevance of each factor determined by a multivariate regression procedure. Ac-
cording to their findings, “differences in economic freedoms between nations can ex-
plain 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 simi-
larities 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 inno-
vativeness 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. Effective-
ness of governmental institutions, intellectual property legislation, gender equality,
quick access to utilities and the discovery of opportunities by young entrepreneurs to
establish new firms altogether constitute the most important factors extracted to ex-
plain 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 impediments
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
bureaucracy 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 exclu-
sive 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 government
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 circum-
stances 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 decentralisation 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 nec-
essary 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 influ-
enced by government’s different restrictions on different factors of economic freedom
(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 questions 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 economic free-
dom 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 ac-
tivity 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 departure
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
complementary objective and subjective data sources. It can also be the source of
ideas towards 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
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 established
business” (Bosma et al., 2012, p. 20).

GEM’s objectives are based on a number of premises, which implicitly imply the eco-
nomic freedom of individuals in a broad sense (Bosma et al., 2012, pp. 7-8): (1) Economic
growth depends on the dynamics of the entrepreneurial activities, (2) Economies requires
individuals who are able and motivated to be entrepreneurs, and a society accepting 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 univer-
sities. It differs from other surveys on the same field by means of two guiding purposes
(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 to promote
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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 frame-
work 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 sum-
maries. APS is aimed to identify aspirations, entrepreneurial attitudes and activities of in-
dividuals, 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 train-
ing, 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 pop-
ulation, opportunities to start up, high growth businesses support, women’s entrepre-
neurship support, and encouragement in addition. These EFC are associated with the the-
oretical 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 descrip-
tion 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 Amer-
ican 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
different components, which are relevant to economic development and national wel-
fare as well as the welfare of each individual. The ten economic freedoms are (1) busi-
ness freedom (“the individual's freedom for founding and running a firm without state
intervention”), (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 gov-
ernment 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) investment 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 individuals gain personally at the expense of the whole by being dishonest?”) and
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(10) labour freedom (“are the individuals able to work as much as they want and wher-
ever 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
different 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 un-
derstand 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 “moderately free”,
9 countries which are categorized as “mostly free” and only 2 countries which are catego-
rized 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; “re-
pressed/mostly unfree” with 15 countries, “moderately free” with 27 countries and
“mostly free/free” with 11 countries. The aim of this reduction is to have enough observa-
tions 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 uni-
variate ANOVA analysis, which shows how each independent variable can classify the
three groups individually. For the classification, the a-priori probabilities will be chosen 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 dif-
ferent 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 varia-
bles 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 effi-
ciently 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 moder-
ately 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 sec-
ond 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
table 5, where correlations of the variables with the discriminant functions are given.
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The given correlations are Pearson correlation coefficients and show that the variables
“In my country, the Intellectual Property Rights (IPR) legislation is efficiently en-
forced”, “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 busi-
ness 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 function.

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 1.6192 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 sec-
ond discriminant function.

The classification results on table 6 give an idea on how well the group member-
ships were predicted. Here, it can be seen that 86.8% of the original grouped cases
was classified 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

Burak Erkut

business

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
SC|enFe p?rks and business incubators provide effective support for new and 0.492% 0174
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 ob-
. . . 0.303* 0.155
tained 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*
Men and 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
values 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 repre-
sented 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 second
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 re-
pressed and mostly unfree countries. A country with a high value of the second discrimi-
nant 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
guestion whether it is possible to classify the GEM NES participating nations in the corre-
sponding 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 coun-
tries (92.6% of the cases were classified correctly) and less successful for repressed/mostly
unfree countries (80% of the cases were classified correctly) and mostly free/free coun-
tries (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 critical
assumption can also be related to the GCl 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 catego-
rized correctly for the corresponding degree of their economic freedom. The analysis based
on three groups was resulted with two discriminant functions. The first discriminant func-
tion 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 incu-
bators and government, reduced bureaucracy by offering a wide range of government ser-
vices through a single agency and the environment of increased opportunities 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 function.

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 negatively 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
categories were merged to have the category of “mostly free/free” countries. Chile was
misclassified 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
freedoms, it can be seen that Chile has an especially high score for property rights (Mil-
ler & 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 sup-
port 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 weaknesses
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listed by the IEF for Chile (Miller & Holmes, 2010, p. 147); they have to be taken into ac-
count 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 government
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 Ecuador 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 “moderately
free” country. The result of the analysis suggests that Uganda is a “repressed / mostly un-
free” 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 effective legislation of
intellectual property rights corresponds to 1.48 — in Likert scales, 1 is “completely disa-
gree” and 2 is “somewhat disagree”. Interesting for the Ugandan case is the different eval-
uation 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 environment 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 evaluation 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 “moderately
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' evaluation was
more pessimistic than the evaluation of IEF — the “crisis” effect. This can also be under-
stood from the sharp drop of seven economic freedoms out of ten for the US (Miller
& Holmes, 2010, p. 432), whereas in the previous evaluations USA was categorized as
a free country.



204 | Burak Erkut

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
economic freedom. Intellectual property rights, quick access to utilities, a well-function-
ing bureaucracy and a government supporting entrepreneurs are important factors to
understand 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
entrepreneurship with economic freedom. Furthermore, the findings can also be asso-
ciated with the findings of Kuckertz et al. (2016) showing the variation of influence fac-
tors according 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). Sec-
ond, 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 entrepreneurially
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 gen-
eration of new knowledge and the introduction of novelties to the economy.

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 methodo-
logical 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 reduced to three categories instead of having two additional transition phases.
These were necessary steps for proceeding with the analysis, but they resulted in some
misclassifications. 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 classify 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 activ-
ity, which is the driving force behind markets (Kirzner, 1997).
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Abstract

In the era of equal opportunities policy, the road to business success is still more
time-consuming and labour-intensive for women than it is for men. Numerous studies
indicate that women are faced with specific requirements concerning the enhance-
ment of their role in management. However, despite the existing procedural and legal
solutions, women's access to leadership positions is still difficult. Analysing the situa-
tion in Poland, a change in the situation of women in the labour market after the
accession to the European Union is practically imperceptible or insignificant, despite
such strongly emphasised equal opportunities policy, especially in projects co-
financed by the Structural Funds. The paper aims to answer the following questions:
(1) what factors hinder women's entrepreneurial activity?, and (2) does the phenom-
enon of discrimination against women in the labour market still exist despite the
strongly emphasised, especially after 2004, principle of equal opportunities? The
provision of answers to thus formulated questions was preceded by an analysis of
secondary sources and a CAWI study conducted on a sample of 353 randomly select-
ed companies from Lodz representing various sectors. The respondents in the study
were women-entrepreneurs or women occupying managerial/executive positions.

entrepreneurial activity of women; equal opportunities policy; struc-
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INTRODUCTION

In the era of equal opportunities policy, the road to business success is still more time-
consuming and labour-intensive for women than it is for men. As shown by numerous
studies, women are faced with specific requirements concerning the enhancement of
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their role in management. However, despite the existing procedural and legal solutions,
women's access to leadership positions is still difficult.
Research hypotheses assumed in this article are as follows:

H1: Women's entrepreneurial activity is limited primarily by external factors.

H2: In the era of the principle of equal opportunities, there is still a phenomenon
of discrimination against women-entrepreneurs.

H3: The implementation of the principle of equal opportunities in projects co-
financed by the ESF and the ERDF in 2004-2013 contributed little to the im-
provement of the situation of women in business.

The main objective of the study was to examine the situation of women — managers
and entrepreneurs — and to identify the factors of their professional success. The study
was divided into two phases. In the first phase, an analysis of secondary sources — studies
on the situation of women in business — was carried out, clearly indicating that women's
entrepreneurial potential is not fully exploited due primarily to: (1) the existing external
barriers hindering women's managerial careers; (2) a low impact of the equal opportuni-
ties policy on the improvement of the situation of women in management/business and;
(3) virtually no change in the situation of women (a lack of improvement in the situation
of women in management/business) as a result of the implementation in Poland since
2004 projects co-financed by the ESF and the ERDF in which the principle of equal oppor-
tunities is crucial. In the second phase, the CAWI was carried out on a sample of 353 ran-
domly selected enterprises from Lodz representing various sectors.

In order to conduct the study, a questionnaire containing 37 questions divided into
6 thematic blocks and a personal profile form containing 11 questions encompassing
socio-demographic data characterising the respondents were prepared. In addition, a
scenario of individual in-depth interview containing 6 questions was developed. 21 wom-
en participated in the in-depth interviews. The material obtained from the interviews was
used to develop recommendations for the activation of women aimed at starting entre-
preneurial activity and to provide the description of "good practices". The paper contains
the analysis related to 6 questions within the following thematic blocks: 2 — determinants
of professional success; 4: barriers to managerial advancement and possible solutions,
and 6: self-employment. Statements on stimulating entrepreneurial activity among young
women made by the respondents during the individual interviews were used.

The respondents in the study were women-entrepreneurs or women in manageri-
al/executive positions. The aim of the survey was to: (1) indicate stimulants and barriers
to conducting business activities and management of the enterprise/organisational unit
by women; (2) identify the path to professional success of women; and (3) determine the
impact of the principle of equal opportunities on the situation of women in business. The
study results confirmed the findings of the analysis of existing sources indicating the
inhibition of women's entrepreneurial activity by the environment and its prevailing
stereotypes. Attempts to improve the situation of women in business, by means of edu-
cational programmes, informational and promotional campaigns, as well as legislative
solutions, etc., should therefore be continued.
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FACTORS LIMITING WOMEN'S ENTREPRENEURIAL ACTIVITY IN THE LIGHT
OF INTERNATIONAL AND DOMESTIC RESEARCH

In the light of international studies, factors determining women's decision to start their
own business can be divided into two groups (Jennings & Brush, 2013):

1. pull factors (independence, self-realisation, an increase in income);
2. push factors (dissatisfaction with work, flexibility and family reasons, insufficient
earnings).

Regrettably, in the case of women, push factors are more likely to influence the deci-
sion about starting their own company rather than the perception of market opportuni-
ties and opportunities for personal growth (Fransson, 2011).

In many countries, women face particular difficulties in obtaining capital to operate
their business activity, e.g.: by additional requirements for securing loans (Avolio Alecchi
& Radovi¢-Markovi¢, 2012). At the same time, funding problems are more often a reason
for termination of business activity than in the case of men. Moreover, women are more
likely than men to feel the fear of failure in terms of founding a company. It is common in
all regions of the world. In addition, women assess their skills and capabilities in business
more negatively than men do. In many countries, it is harder for women to start a business
due to their lack of education — the level of illiteracy is greater among women. In the group
of people running their own companies, women are more likely than men to have difficulty
with the development of their businesses (Kelley, Brush, Greene & Litovsky, 2012).

The situation of women in developing countries with low GDP per capita should be
also noted. The following factors constitute the main barriers for women from these
countries in making the decision to start their own business (Wube, 2010):

1. Difficulties in establishing and running businesses by women due to culture, religion
and traditions.

2. Difficulties experienced by women in obtaining funds to run their own businesses in
the form of bank loans and informal loans. Financial institutions require women to
provide a higher collateral or the affiliation of loan agreements also by a man. As
a result, when setting up a company, women are more likely to use savings than
loans (which excludes from the market the women that do not have savings). In ad-
dition, investors are less interested in supporting companies run by women.

3. Women have less business experience than men. This is mainly due to the limited
access of women to training in this field.

4. Women have fewer business contacts, they do not know how to deal with govern-
ment bureaucracy and have less bargaining power, which limits their development
(the problem with access to new markets due to the lack of contacts and
knowledge). Thus, they work on a smaller scale and rarely enter into network rela-
tions (which are mostly dominated by men and difficult to access by women).

5. Alack of or limited access to technology due to a lack of funds. Public places with the
Internet access are not friendly to women because of the hours of work and an envi-
ronment not favourable to women. Hence they do not feel at ease using modern
technologies.
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Legal and institutional barriers. Women have little access to decision-makers (expe-
riencing problems with communication with public administration and not receiving
reliable information). Legal conditions reduce the possibility of having resources or
obtaining an inheritance by women.

Difficulties in reconciling business commitments and family obligations as well as
lower mobility of women.

Moreover, in developing countries, women's entrepreneurial activity is very often

a result of necessity (no other options to support their households).

The following factors prompt Polish women to run their own businesses (Balcerzak-

Paradowska et al., 2011; Kupczyk, 2009):

ounhswNRE

striving for independence and self-reliance (to decide their own fate);
striving to achieve higher income and financial independence;
opportunity for professional development;

negative experiences from paid employment;

favourable market conditions;

the threat of unemployment.

Other factors — stimulants of entrepreneurial activity of Polish women —include:

economic factors associated with an increase in the level of wealth of the society,
contributing to the development of services which constitute space for women's en-
trepreneurship;

cultural factors associated with the perception of women as entrepreneurs;
institutional and demographic factors, such as a fertility rate.

The barriers — de-stimulating entrepreneurial activity of Polish women —include:

barriers in access to financing;

a lack of entrepreneurial skills;

cultural barriers: lower self-esteem, less faith in success, a greater fear of failure, a
lack of self-confidence and faith in the effectiveness of the objectives of the organi-
sation;

educational barriers (a lack of information and knowledge on how to start, run and
successfully develop one's own company);

traditional socialisation (strengthening the traditional division of social roles by gen-
der), the difficulty of reconciling work and the role of the wife/mother;

institutional barriers, such as poor access to childcare.

Thus, comparing the results of analyses of national and international research on

stimulants and destimulants of women's entrepreneurial activity, one can conclude that
depending on the level of economic development, their decisions are guided either by pull
or push factors. Hence, in developing countries with lower GDP per capita, push factors
dominate and additionally there is a lack of other alternatives for women to provide the
minimum subsistence level for themselves and their families. In developing countries with
higher GDP per capita, one can talk about the combination of these two groups with
a predominance of pull factors. In developed countries pull factors dominate.
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According to a study carried out in 2015 on a group of 353 respondents from Lodz?,
the main determinants of setting up one's own business included: striving for independ-
ence — independence in decision-making (23% of the respondents) as well as the desire
to achieve higher income/financial independence (18% of the respondents). Unfortu-
nately, the factor associated with the ease of obtaining financing for new and growing
businesses was identified by respondents as marginal (2% of the respondents) (Figure 1).
Such a distribution of responses may be due to either ignorance of the available pro-
grammes for new and growing businesses (a lack of interest on the part of the respond-
ents or a wrong method of information provision and promotion used by institutions
that provide this kind of support) or complicated procedures for obtaining support for
new or developing businesses run/managed by women.

other M 1%
ease of obtaining financing for new and... Il 2%
need to take over the family business Il 2%
easier reconciliation of professional and... [N 5%
threat of unemployment/lack of other... INIIEEEGEGE 7%
opportunity to test oneself in a new role,... NG 7%
negative experiences connected with paid... NI 8%
desire to take advantage of favourable... NG 3%
convenient working hours/possibility to... NG 3%
possibility of performing the work related to... NN 10%
desire to achieve higher income/financial... IS 18%
striving for independence - independence in... GGG 23%
Figure 1. Factors encouraging women to become entrepreneurs

Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na tédzkim rynku pracy” (n=353).

The barrier to making the decision about taking up entrepreneurial activity most fre-
quently mentioned by the respondents was the lack of self-confidence/the fear of failure
(24.07% of the respondents) and the lack of their own financial resources (18.17% of the
respondents). Other destimulants of women's entrepreneurship included, among others:
the tax system, strong competition in the market and difficulties in finding customers. Im-
portantly, sporadically the respondents indicated a lack of support from family as a factor
that constituted a barrier to making the decision to start their own business (Figure 2).

! The study was conducted in 2015 in the framework of the project entitled “Kobieta w biznesie. Sukces kobiet
na tédzkim rynku pracy” (“A woman In business. Women’s success in the Lédz labour market“) coordinated by
the Regional Labour Office in Lodz in cooperation with the Centre of Excellence for Teacher Training and Voca-
tional Education as well as Agency for Economic and Statistical Analysis “Anstat”.
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other | 0,62%
fear of dishonest contractors [l 2,64%
lack of support from family [l 2,95%
administrative barriers (onerous dealings with public... NN 4,97%
frequent changes in legislation [N 6,06%
unlimited working hours/work lasting more than 8... [N 6,68%
lack of access to financial resources [N 6,33%
difficulties with finding customers [N 7,14%
strong market competition [N 9,63%
tax system [ 10,25%
lack of one's own financial resources [N 18,17%
lack of self-confidence/fear of failure N 24,07%
Figure 2. Factors inhibiting women's decision to undertake economic activity

Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na tddzkim rynku pracy” (n=353).

In terms of barriers that the respondents had to overcome on the way to their pre-
sent professional positions, the following held the first three positions in the ranking:
difficulties in reconciling work and family life (30% of the respondents), the lack of self-
confidence/the fear of taking risks (18% of the respondents) and the stereotype indicat-
ing that men are better managers (13% of the respondents). In the minority were the
respondents who pointed to a reluctant attitude to motherhood on the part of their
superiors (only 3% of the respondents), or the lack of support from family and the block-
ing of opportunities for promotion by men/women occupying senior positions (4% of the
respondents) as barriers to their professional development (Figure 3).
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other M 2%
reluctant attitudes of superiors to... ll 3%
no response M 3%
blocking opportunities for promotion by... Il 4%
blocking opportunities for promotion by... Il 4%
lack of support from family Il 4%
higher expectations of women in terms of... I 9%
lack of flexible working hours I 11%
stereotype indicating that men are better... I 13%
lack of self-confidence/fear of taking risks NN 13%
difficulties in reconciling family and... I 30%

Figure 3. Barriers to women's professional career
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na tédzkim rynku pracy” (n=353).

THE POLICY ON THE EQUALISATION OF OPPORTUNITIES FOR PROFESSIONAL
DEVELOPMENT IN THE CONTEXT OF GENDER IN THE LIGHT
OF INTERNATIONAL AND NATIONAL RESEARCH

In the framework of the policy on the equalisation of opportunities for professional de-
velopment in the context of gender, there are two basic types of action taken:

1. Financial — providing funds dedicated to women.
2. Non-financial — providing various forms of support for women in the form of train-
ing, consulting, mentoring and access to international cooperation networks.

In developing countries with lower GDP per capita, reforms of financial policies and
regulatory frameworks are still necessary to increase women's access to external capital
and enable them to run their own economic activities.

At the European Union level, the framework strategy on gender equality is one of
good practices in the policy of equalisation of opportunities for professional develop-
ment in the context of gender (Kupczyk, 2009). It is a programme to promote equality
between men and women by coordinating and funding of horizontal initiatives in the
field of: (1) providing support for national organisations dealing with equalisation of
opportunities, (2) providing equal access to training, vocational education etc., (3) in-
creasing women's participation in the labour market through the use of resources under
the ESF for the expansion of services offering childcare and care for dependent adults.
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Other good practices in the framework of the policy of equalisation of opportunities
for professional development in the context of gender in the European Union can be
divided into three types of initiatives (Beltran & Ursa, 2006; Kupczyk, 2009):

1. Legislative — regulations on the equalisation of opportunities for women in the la-
bour market (quotas).

2. Institutional — centres/committees supporting professional activity of women and
supervising the observance of the principle of equal opportunities in the labour mar-
ket.

3. Information and training — integrated educational and information systems ad-
dressed to women and supporting their entrepreneurship.

The good practices indicated in the framework of the policy for the equalisation of
opportunities for professional development in the context of gender are at the same
time the demands listed by the surveyed Polish women who indicated the following
solutions which might help in the development of entrepreneurship among women
(Balcerzak-Paradowska et al., 2011):

1. Lower taxes and contributions (labour costs).

2. Increased access to capital (an effective system of obtaining assistance for the de-
velopment of enterprises, expanding a network of consultation centres).

3. The development of care for young children and better access to technical infra-
structure (increased employers' interest in the development of the network of care
providers as well as providers of educational, recreational and sports services for
children and adolescents).

4. Simplified procedures (easier and shorter).

5. A better social image of women-entrepreneurs (actions taken to change stereotypes
about perceiving the roles of men and women and the development of partnership
relations in the family, promoting the partnership-based model of the family).

6. The promotion of research and development.

7. Customised support for women-entrepreneurs (coaching, mentoring) and individual-
ised school education for women (developing characteristics and forming appropri-
ate attitudes favourable to women's entrepreneurship).

According to the study conducted, the opinions of the respondents on the manifes-
tations of unequal treatment of women in the workplace were divided. Thus, 34% of the
respondents answered that they had not heard of such cases, while 32% indicated that
they had personally not experienced it but had heard of such cases from their friends.
However, the analysis of the total value of the responses regarding the lack of this phe-
nomenon or its occurrence, whether directly experienced or encountered in the envi-
ronment, indicates that the majority, i.e. 60% of the respondents, have encountered
personally or not manifestations of unequal treatment of women in the workplace. This
was primarily manifested in lower wages of women compared with men (20% of the
respondents), voicing the views of referring to gender stereotypes (14% of the respond-
ents) and passing women over for promotions (11% of the respondents) (Figure 4).

The surveyed women also voiced their opinions on the methods of the equalisation
of opportunities for professional development in the context of gender that companies
and the government could introduce.
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other B 1%
delivering opinions referring to gender... Il 3%
assigning women less ambitious... I 5%
passing women over in the allocation of... I 8%
showing a lack of understanding of... I 9%
passing women over for promotion | 9%
higher expectations of women in terms... I 10%
passing women over for participation in... [ IR 10%
showing a lack of manners exclusively... NI 11%
overburdening women with professional... NG 14%

lower pay of women compared with men NN 0%

Figure 4. Unequal treatment of women in the workplace manifested
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na tédzkim rynku pracy” (n=353).

Among the demands concerning the actions that companies should take in terms of

the equalisation of opportunities for professional development in the context of gender,
the most frequently mentioned by the respondents was the demand regarding the es-
tablishment of nurseries and kindergartens attached to their workplace (19% of the re-
spondents). The women surveyed deemed important also the activities related to the
organisation of trainings improving vocational qualifications of women (16% of the re-
spondents) and the introduction of flexible working hours, including managerial positions
(16% of the respondents) (Figure 5).
In terms of means to support the policy of equal opportunities for professional develop-
ment in Poland in the context of gender, the respondents' demands were consistent with
the actions that should be taken by companies. For the surveyed women, the improve-
ment in the access to nurseries and kindergartens (22% of the respondents) ranked first.
The next positions in the ranking were occupied ex aequo by: organising free-of-charge
trainings raising professional qualifications of women; launching assistance programmes
for mothers returning to the labour market; promoting positive examples of women's
professional activity and profiles of successful women — the so-called good practices
(17% of the respondents in each case) (Figure 6).
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other

no such need

mentoring or coaching conducted by
experienced women-managers

Monika Fabinska

B 1%
N 3%
I 5%

organising workshops aimed at
strengthening the self-esteem of women
promoting cooperation and communication
of women in the company/mutual...

I 1%
I 12%
I 13%

offering part-time work

introduction of flexible working time, also in
managerial positions
organising trainings raising professional
qualifications of women
establishing nurseries and kindergartens in
the workplace

I 16%
I 16%
I 19%

Figure 5. Means of the equalisation of opportunities for professional development in the context
of gender recommended to companies
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na tddzkim rynku pracy” (n=353).

others | 1%
nosuchneed W0 2%
introduction of a quota system [l 4%
creating a web portal disseminating information on how to obtain R
funds for activities aimed at ensuring the equalisation of... ?
public awareness campaigns to promote the partnership model of 3
marriage, activating men to fulfil family roles and participate in... ?
promoting positive examples of women's professional activity and 17
profiles of successful women - the so-called good practices °
launching assistance programmes for mothers returning to the
0,
labour market I 7%
organising free-of-charge trainings raising professional qualifications
1 0,
of women I 7%
improving access to nurseries and kindergartens | NN 22%

Figure 6. Recommended solutions for the support of the equal opportunities policy for profession-
al development in Poland in the context of gender
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na tédzkim rynku pracy” (n=353).
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SUPPORT IN THE FRAMEWORK OF THE EU FUNDS
AND THE SITUATION OF WOMEN IN THE LABOUR MARKET

According to studies carried out at the EU level, still fewer women than men benefit
from support under the Structural Funds, especially in terms of support for establishing
and developing economic activities (Beltran & Ursa, 2006).

National studies indicate that women's opinions (n = 400) concerning the improve-
ment of the situation in the context of the use of EU funds are divided. Thus, 26% of the
respondents noticed a significant improvement in the situation of women in manage-
ment, and another 22% said that the situation had improved only slightly. On the other
hand, 25% of the respondents felt that “women continue to be discriminated against,
and their access to positions is more difficult, they earn less and are promoted more
slowly. Women at the medium levels of management feel most strongly discriminated
against. The largest group of women who perceive some improvement in the situation
are company owners/co-owners” (Kupczyk 2009, pp. 81-82).

H | do not know
yes, in the 8%
2004 - 2006
period
10%

Figure 7. The percentage of businesses run by women benefiting from the support of the European
Union funds
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na tédzkim rynku pracy” (n=353).

What is disturbing in the research conducted is the fact that most of the women sur-
veyed have not benefited from the support of the European Union funds (54% of the
respondents) (Figure 7). However, compared to the first period of assistance (2004-2006,
after Poland's accession to the European Union), the share of the use of the EU funds in
the next programming periods (after 2006) increased (10% of the respondents declared
their participation in the 2004-2006 programmes and 28% indicated the use of that assis-
tance after 2006). Therefore, it can be concluded that awareness of the opportunities
associated with the support provided by the EU funds is increasing (this may be partly
due to the appropriate promotional and informational campaign), and the ability of the
respondents to use this kind of support is growing (which can be a result of appropriate
training and consulting programmes).

Due to the nature of the support from which the respondents benefited, both in
2004-2006 and in 2007-2013, most of the responses were related to the assistance for
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the purchase of tangible assets (35.94% of the respondents and 36.26% of the respond-
ents respectively). The women surveyed indicated training next in the ranking. In this
case, the share of the respondents benefiting from this form of assistance in 2007-2013
fell compared to the first programming period 2004-2006 (from 34.38% to 28.57% of the
responses). However, the share in the use of the support for the implementation of in-
novations increased (from 10.94% to 13.19% of the responses) (Figure 8). That result
may be due to a change of emphasis in terms of the areas covered by the assistance, i.e.
the transition from the support focused on basic company operations to the support for
innovativeness of companies.

assistance in the implementation of innovation -0152{%1]9%
assistance in purchasing tangible assets
assistance in starting a business '81‘}/:0’99%
consulting services - %8:322//:

W 2007 -2013 m 2004 - 2006

36,26%
35,94%

Figure 8. The forms of the EU support used by companies managed by women since 2004
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na téddzkim rynku pracy” (n=353).

A large number of the surveyed women did not see the connection between the sit-
uation of women in the labour market and the use of the EU funds (45% of the respond-
ents). Only 17% of the respondents indicated that there had been a significant improve-
ment, and 19% that there had been a slight improvement in the situation of women in
the labour market associated with the use of the EU funds (Figure 9). Such a distribution
of the responses provided by the women surveyed can be caused, among others, by:
a lack of awareness of the impact that projects implemented may have on the situation
of women, low awareness of the main objectives of the principle of equal opportunities
in the context of gender and opportunities for conducting activities in accordance with
the equality principle among project designers and institutions responsible for the im-
plementation of these programmes.
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the situation has not changed . 2%
no opinion _ 17%
yes, there has been a significant improvement _ 17%
yes, there has been a slight improvement _ 19%
| see no relationship between the position of _ 25%
women and the use of the EU funds

Figure 9. Changes in the situation of women in the labour market, including management, through
the use of the European Union funds available since 2004
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na tédzkim rynku pracy” (n=353).

CONCLUSIONS

Analysing the results of research and reviewing national and international literature, it can be
concluded that in countries/regions where the GDP per capita rises, differences regarding issues
related to stimulants and destimulants of the “feminine” and “masculine” entrepreneurship
become slowly blurred. Owners of MSMEs have similar hopes, expectations and concerns, face
similar institutional barriers and economic fluctuations. Cultural norms that do not see women
as company owners become a thing of the past and women-entrepreneurs do not signal any
major concerns in terms of the challenges they face. The next generation of women is charac-
terised by great openness to changes and willingness to take risks. Similarly to men, they per-
ceive the personal qualities that facilitate entrepreneurship: industriousness, patience, creativity
and innovativeness. Women's knowledge about entrepreneurship is equal to men's. There are
also gradual changes in the family model towards the partnership-based model.

Still, however, due to the fact that the situation of equality between men and women en-
gaged in business/managing companies/teams has not reached its “optimum” yet, it is neces-
sary to take action to achieve it in the form of:

1. Ensuring better functioning of the existing laws — taking measures to inform and
raise awareness how to implement legislation in the field of equal opportunities pol-
icy in practice (e.g.: by promoting the exchange of good practices in the indicated ar-
ea, organising appropriate training programmes and information campaigns to
strengthen the role of women in management/running their own business). In order
to encourage and motivate women (graduates of various types of schools) to start
business activity, schools should introduce workshops/trainings (at the stage of early
childhood education) which would help women overcome their own weaknesses
and believe that they are able to run their own businesses in the future. Workshops
and seminars on building women's confidence about their own self-worth, not lower
than men's, in relation to taking on managerial roles should be organised.
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2. Developing by the state in collaboration with business companies the care and educational
system, as well as recreational and sports services for children and adolescents. In addition,
school classes providing demonstrations (e.g.: in a form of workshops) in the area of part-
nership-based family planning or the division of responsibilities in order to reconcile family
and professional life should be introduced.

3. Creating possibilities for shortened/flexible working time or remote work for women.
Among flexible forms of work organisation, teleworking can play a significant role in profes-
sional activation of women. This is mainly due to the possibility of performing this work in
the recently rapidly developing occupations related to the IT, financial, commercial, legal
and human resources areas. Studies show that women are increasingly better educated
and often work in the indicated areas.

In addition, due to the fact that the current 2014-2020 programming perspective (especial-
ly the Regional Operational Programmes) provides an opportunity to implement solutions that
were requested by the women participating in the study (e.g.: increased access to childcare and
educational infrastructure; capital for business start-ups, training and consulting services dedi-
cated to women), all possible dissemination, training and consulting actions should be taken to
fully exploit the existing opportunities (to increase the proportion of female applicants success-
fully applying for the assistance from the new perspective programme 2014-2020).
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Abstract
The objective of this paper is to evaluate the impact of a circular economy on entre-
preneurial business models and improving resource productivity in industrial busi-
ness. A literature review and data analysis covers the issues concerning how circular
analysis affects business effectiveness and state economy. Moreover, the article ana-
lyzes how to measure the effects of circular economy implementation on business
and the economy. This article discovers the benefits of circular economy implementa-
tion for business and the economy and how it affects waste management. It is neces-
sary to analyze a circular economy as a new economic model to improve waste recy-
cling, becoming less dependent on primary energy and materials inputs, and ultimate-
ly being able to regenerate our natural capital. The article studies possible models of
some practical aspects of circular economy implementation in entrepreneurial busi-
ness models. The originality of this work lies in studying waste recycling and as a re-

source for manufacturing possibilities.

Keywords: circular economy; waste recycling; waste management; entrepreneurship

JEL codes: Q53, Q55, Q57

INTRODUCTION

The relationship between industry and environment is crucial for industrial business.
Recent decades environmental impacts have incrementally increased pressure on manu-
facturing processes, the lack of the resources is one of the biggest challenges that con-
fronts todays and tomorrow industrial business.

The industrial revolution, mass production of goods was enabled by new manufac-
turing methods resulting in products with high quality and low costs. Due to new manu-
facturing technologies and consumer societies emissions to the environment, solid waste
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generation, and growing landfills have become increasingly severe. Growing world popu-
lation and especially strong middle-class growth the demand for resources and the con-
sumptions is rising rapidly. It has become important after the population migration to
the cities the amount of wastes generated by citizens grown dramatically and become
the source of infection, diseases and vermins.

According to the World Bank World Bank’s Urban Development and Local Govern-
ment Unit there has been a movement from were 2.9 billion urban residents who gener-
ated about 0.64 kg of municipal solid waste (MSW) per person per day (0.68 billion
tonnes per year) to today, there the amounts have increased to about 3 billion residents
generating 1.2 kg per person per day (1.3 billion tonnes per year). It is expected to in-
crease to approximately 2.2 billion tonnes per year by 2025 (World Bank, 2012, p. 8).

MSW generation rates are influenced by the economic development, the degree of
industrialization, public habits, and local climate. The higher economic development and
urbanization, the greater the amount of solid waste produced.

The natural resources have reached their limits and the requirements of exponential
economic and population growth cannot be met (Meadows et al. 1972, p. 5). The indus-
trial business confronts the pressure of environmental regulations, natural resources
limitations and increasing competition for access to scarce or critical resources. The un-
derlying limitations of a linear economy, i.e. take-make-use-dispose, the concept of cir-
cular economy is considered as a solution for economic growth (Hayler, 2014).

The idea of “Circular economy” is rapidly becoming one of the main ideas of waste
and resources management and mainstream concept at least in the rhetoric level. Re-
cent year global publications draw our attention to the waste recycling and resource
recovery from waste problem. The circular economy concept can be implemented in any
kind of business type to reduce manufacturing costs and resources amounts. In recent
global ecological reports a proper waste management is considered as a global problem.

Recent years European Union (EU) has sought to encourage a more sustainable ap-
proach to the management of resources. European Commission adopted an ambitious
circular economy package to stimulate Europe’s transition towards a circular economy
which will boost global competitiveness, foster sustainable economic growth and gener-
ate new jobs (European Commission, 2015a, p. 2).

The object of the paper is to evaluate the impact of the circular economy to entre-
preneurship business models and improve resource productivity. The main approaches
were employed in the project is the meta-analysis. The meta-analysis utilised both aca-
demic and grey literature (non -academic, but reputable sources) and data analysis to
examine circular economy will affect the business effectiveness and state economy.

LITERATURE REVIEW

Defining a “Circular Economy”

The concept of “circular economy” was developed by environmental academics in the
1970s. It became more popular in the latest decades. In today’s economy, natural re-
sources are mined and extracted, turned into products and discarded by using linear
economy principle. Waste collection and recycling can reduce the need for extraction of
raw materials. In a circular economy, the resource loop would be closed and large vol-
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umes of resources are captured and reused (Preston, 2012, p. 3). Still, waste recycling
policy is not effective and about 50 per cent of waste still goes to landfills.

Circular economy includes production and consumption sectors in order to reduce
amounts of waste generated, increasing the amount of collected and recycled wastes at
the same time. The idea of “circular economy” rapidly becoming a mainstream concept of
the rhetorical level (Navickas et al., 2015, p. 66). Many other prevailing or emerging ideas
relate to the circular economy: resource recovery, resource efficiency, resource effective-
ness, sustainable consumption and production, the system of provision, industrial symbio-
sis, urban metabolism, zero waste, eco-design, materials criticality, design for recycling,
cascade models, remanufacturing, waste prevention and minimisation and sustainability.
However, the circular economy can be defined as the returning of used resources that
would otherwise become waste back into the economy (Velis, 2015, p. 390).

In 2014 European Commission published its communication “Towards a Circular
Economy: A Zero Waste Programme for Europe”, scientists started to analyze circular
economy implementation possibilities. States aim to establish ,producer responsibility”
to stimulate the design of goods that can be more easily repaired, reused, disassembled
or recycled (Hobson, 2015, p. 6).

The European Union seeks a circular economy will boost global compe-
titiveness, foster sustainable economic growth and generate new jobs. It is
necessary to reform the economy in order to encourage more efficient use of
natural resources and reduce environmental pollution. European Commission
developed and proposed a circular economy model (Figure 1), which helps to keep
product added value as long as possible, avoiding waste formation.
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Figure 1. Model of circular economy
Source: Holemans, 2015 (http://www.katoikos.eu/opinion/doing-less-bad-is-not-good-enough.html)

The concept of circular economy implies the highly efficient use of resources
and recycling, reduction, re-use, low consumption, low emission, high-efficient
features, in line with the concept of sustainable development of economic growth.
Finally, it helps to achieve optimal production, optimal consumption, and minimum
waste indicators (Zhao et al., 2012, p. 439).

The circular economy requires changes in all industrial business from the design to
using. Also leads to the new business model, where waste is considered as a resource.
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Circular Economy Implementation in Entrepreneurship Business Models

The neo-classical theory has identified the economic grow driving factors: physical
capital, technological knowledge and labour (Solow 2007, p. 5). Social factors are
also important in generating economic growth. Social factors are focusing on social
capital, which consists of connection among individuals — entrepreneurship (Urbano
& Aparicio 2015, p. 35). Understanding the role of entrepreneurship requires the
decomposition of the concepts. The entrepreneurship definition is too complex to be
explained through a single set of factors. The term “entrepreneur” was introduced
by R. Cantillon, where the central component of this definition is entrepreneur gravi-
tates around risk assuming (Toma et al., 2014, p. 438).

Other authors (Schumpeter 1911; Gilder 1980) entrepreneur sees as an inno-
vator or coordinator of production. Entrepreneurship occurs under five condi-
tions of newness: new goods, new production methods, new markets, new
sources of materials and new organizations.

Today’s business confronts new challenges that have a significant impact on their envi-
ronment, shape their behaviour and encourage implementing new work and business
models. The entrepreneurship firms have to continuously innovate to remain competitive
(Dhliwayo, 2014, p. 116). The definition of entrepreneurship is a multidimensional concept,
involving aspects of uncertainty-bearing, innovation, opportunity-seeking, management
and enterprising individuals (lversen, et al. 2008, p. 14). The circular economy is the main
competitiveness factor for the future business organizations. The importance of waste
consumption and recycling leads to the new technologies and innovations in all industrial
sectors and business operations. Entrepreneurs are orientated to innovations and new
products design where the circular economy can be successfully implemented.

The circular economy concept based on innovation implementation in the industrial
business. It is benefit for all business, especially small and medium enterprises (SMEs).
Wastes can be used six ways and improve incentives: regenerate (repair), share (re-use),
optimise (to find efficiency gains), loop (recycle), virtualise (use software on generic ma-
chines more rathe than manufacturing specialised machines) and exchange (replace tradi-
tional materials with recoverable, renewable or bio-based ones). The circular economy is
already profitable for companies what decide to use it (European Commission, 2015b).

Although using of wastes as a renewable resource for energy production is taking
the first steps, but technological development and innovations are rapidly implementing.
Business transformation to entrepreneurship model is discovering cheap waste disposal
techniques to ensure environmental principles implementation in daily business activi-
ties. The private sector involvement in the circular economy implementation is the key
success factors of competition, transparency and accountability are present. The private
sector improves efficiency and lowers costs by introducing commercial principles, finan-
cial and managerial autonomy, a hard budget constraint and clear accountability to both
customers and providers of capital. The private sector can provide needed investment
funds, new ideas, technologies, and skills (The World Bank, 2015).

Circular economy covers all industrial sectors and business types. It is based on a few
industrial system principles (Figure 2).
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Figure 2. Model of circular economy and industrial system
Source: MacArthur 2014.

First, circular economy aims to design out waste. In this model, waste does not exist:
products are designed and optimised for a cycle of disassembly and reuse. Second, circulari-
ty introduces a strict differentiation between consumable and durable components of prod-
ucts. Third, the energy required to fuel this cycle should be renewable by nature. It helps to
decrease resource dependence and increase systems resilience (MacArthur, 2014, p. 15).

Circular economy implementation in the business cycles requires entrepreneurship
thinking. Entrepreneurship is important in the circular economy mechanism through which
inefficiencies in economies are identified and mitigated. The entrepreneur has two major
roles for economic growth and development: “new entry” and “newness” in general. Firstly,
the entrepreneur is the founder of a new business. Secondly, the entrepreneur is an innova-
tor. He transforms inventions and ideas into economically viable entities (Wennekers
& Thurik, 1999, p. 33). Thus, newness through circular economy and innovations are one of
the most relevant factors linking entrepreneurship to economic growth in today’s reality.

MATERIAL AND METHODS

The circular economy is a global economic model aims to decouple economic growth and
development from the consumption of finite resources. International organizations ana-
lyze circular economy possibilities and its payback. A circular economy model not only
allows to capture additional value from products and materials but also to mitigate risks
from material price volatility and material supply.

Waste consumption and recycling statistical data analysis help gives the general view
about the waste management problems and their opportunities.
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International organizations: World Bank, European Union, Ellen MacArthur Founda-
tion analyze circular economy implementation possibilities and the economic beneficial
for the business and world economy in general.

Elen MacArthur Foundation developed a circular economy methodology and the
implementation model (MacArthur, 2015b, p. 7). The model of circular economy
differentiates between two types of cycles:

1. Biological cycles where non-toxic materials are restored into the biosphere while
rebuilding natural capital, after being cascaded into different applications.

2. Technical cycles where products, components and materials are restored into the
market at the highest possible quality through repair and maintenance, reuse, refur-
bishment, remanufacture and recycling.

These strategies are illustrated in the circular economy system diagram in our
discussed Figure 2.

The development of the company Material Circularity Indicator (MCIl) is based on the
hypothesis that the material circularity of a company can be build up from the material
circularity of the company’s products. The assessment may cover any time period. It can
be one year or even longer. MCl assessment can be taken for every single product placed
on the market. The Material Circularity Indicator MCl. for the company is:

1
MCI, = N_CZa(ND(a) X MClpq)) (1)

Nc = Za ND(a) (2)
where:
MCI, - Material Circularity Indicator of a company;
N, - Total normalising factor.

This methodology takes a reference product approach where each reference prod-
uct presents a range of similar products. This is helpful for companies deciding is it effec-
tive to use recycled products in the manufacturing process.

RESULTS AND DISCUSSION

Fossil fuels can currently provide about 80 percent of the world primary energy demand,
but it will be exhausted in the near future. So more and more attention must be paid to
the renewable sources of energy. It is very important to know: what is the potential of
these sources to supply energy on a large scale (Michaelides, 2012, p. 31).

The research is divided into two parts: circular economy effect to waste collection, recy-
cling, and business. Finally, to analyze the circular economy implementation evaluation model.

Wastes are considered as the renewable energy source but their possibilities are not
fulfilled. Waste management lets integrate five basic stages: generation, reduction, collec-
tion, recycling, and disposal. One of the objectives of waste management is to optimise
these five stages to provide the most efficient and economic practices commensurate
with the socio-technological and environmental constraints imposed (Sushil, 1990, p. 3).

In 2012 EU generates over 2 514 million tonnes of wastes and this number is still
growing (Table 1). The higher economies the higher rate of wastes are generated (e.g.
Germany generates over 368 million tonnes of wastes, France — 344 million tonnes of
wastes, United kingdom — 241 million tonnes of wastes). Most of the generated wastes
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are mixed ordinary wastes. Only a few percent of the wastes are recyclable. Because of
the rapid economic growth, modernization and technologies improvement more and
more wastes are old and unuseful equipment. Electronic and all goods life are decreased.
For this reason, most of the people choose to buy new ones instead of fixing them.

Waste generation Reduction
/ causation
Segregation Storage
Caollection
Recycling [ reuse Processing
Disposal

Figure 3. Functional elements of Waste Management
Source: Sushil 1990.

The Word Bank estimated that in the past 2,9 billion population generated about 0,64
kilograms of household waste per person per day (0,68 billion tonnes per year). Today 3
billion population generates 1,2 kilograms of household waste per person per day (1,3 bil-
lion tonnes per year). In 2025 4,3 billion population will generate 1,42 kilograms of house-
hold waste per person per day (2,2 billion tonnes of waste) (Ladhe et al., 2014, p. 324).

In 2012, the average European used 16 tonnes of materials. 60 percent of discarded
materials were either lanffilles or incinerated and only 40 percent were recycled or reused
as materials. In value terms, Europe lost 95 percent of the material and energy value.
Event recycling of steel, PET and paper lose 30-75 percent of the material value in the firs
use cycle. On average, Europe uses materials only once (MacArthur, 2015 a, p. 12).

Linear consumption is reaching its limits. A circular economy is a trillion-dollar
opportunity with huge potential for innovation, job creation and economic growth.
Today’s Companies harvest and extract materials for manufacturing. About 65 billion
tonnes of raw materials entered the economic system in 2010 and this figure is ex-
pected to grow to around 82 billion tonnes in 2020. Linear economy increases re-
source prices and supply distributions (World Economic Forum, 2014, p. 13).

The use of the circular economy principles can three times decrease the pri-
mary materials demand in widget market (Figure 4).

The circular economy can reduce the demand of primary materials about 17-24 per-
cent and at EU level it will save USS 520 — 360 billion (World Economic Forum, 2014, p. 18).



228 |

Akvilé Feiferyté, Valentinas Navickas

Table 1. Waste generation by economic activities and households, 2012, thousand tonnes

Recyclable . Mi_xed Common Mim.ar'al'and
GEO/WASTE Total Waste wastes Equipment | ordinary sludges solidified
wastes wastes
f;;igii’;rir;')on 2.514.220| 242.390 16.000 282.010| 21.510|  1.784.370
Belgium 67.630 12.836 387.293 7.597 2.829 35.181
Bulgaria 161.252 1.925 120.976 3.599 62.562 154.212
Czech Republic 23.171 4.808 69.518 3.800 797 12.408
Denmark 16.332 3.261 163.118| 4.282.022| 171.928 7.270
Estonia 21.992 1.492 30 518 25 18.234
Ireland 13.421 1.360 264 3.968 408 4.538
Greece 72.328 2.000 193 5.547 109 63.811
Spain 118.561 13.352 1.094 29.110 1.427 62.097
France 344.731 33.735 2.228 38.097 1.470 252.705
Croatia 3.378 781 62 1.483 17 855
Italy 162.764 25.740 2.717 37.437 6.226 64.877
Cyprus 2.086 309 19 246 15 1.254
Latvia 2.309 311 20 1.044 77 676
Lithuania 5.678 903 70 1.286 52 2.731
Luxembourg 8.397 434 14 274 10 7.539
Hungary 16.310 2.936 98 3.504 277 8.142
Malta 1.452 63 15 266 10 1.067
Netherlands 123.612 8.489 505 9.501 636 87.398
Austria 34.047 5.581 155 4.374 471 20.965
Poland 163.377 12.630 220 18.056 586 123.443
Portugal 14.184 4.475 233 5.405 686 2.484
Romania 266.975 5.500 133 6.325 277 235.503
Slovenia 4,546 952 29 775 84 2.177
Slovakia 8.425 1.644 32 1.589 285 3.388
Finland 91.824 13.456 224 2.880 391 72.980
Sweden 156.306 5.587 581 5.078 602 141.173
United Kingdom 241.100 40.530 3.819 41.613 2.154 137.439

Source: Eurostat, env_wasgen

European sector analyses showed that use cycles are short. The average manufac-
tured asset lasts only nine years. In total, today the production and resources cost
Europe 7.2 trillion euros every year for the three analysed sectors: mobility, food
and built environment. Resource costs are about 1.8 trillion euros. In general, this
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means that circular economy implementation can increase annual benefits up to
25 percent (1.8 trillion euros) in Europe by 2030 (Figure 5).

1500 Demand, BAU
1000
Virain material
substituted by
500 circular material Demand under
circularity
0
2010 2020 2030 2040 2050 2060 2075

Figure 4. Effect of circular economy on primary material demand in widget market
Source: World Economic Forum, 2014.

Annual primary resource costs, other cash-out costs and negative externalities

EU-27, €000 billion
72 11 @

] 0.2 63 10
56 b (O =L (D =
o1 5.4
19 - .
15
34
30
27
= 14 12
Today Improvemants. Rebound effect 2030 Additional Rebound effect 2030
improvements

Current development scenario Circulsr scenario

Figure 5. The circular economy opportunity — 2030 scenarios
Source: MacArthur 2015a.

To understant how to measure the circular economy in business Ellen MacArthur
Foundation had created Material Circularity Indicator (MCI). For example, a company
produce 2 products ranges: Product 1 and Product 2. Product 1 is with the high recycled
content. Product 2 is not recycled (Table 2).

Table 2. Summary of input data for products supplier

Total product mass of Revenue, MCI of ref.
No. Name of product range
product range euro product
1 Product 1 9 600 60 0,68
2 Product 2 3560 42 0,22

Source: own study.

Using the Aggregator Tool, it is results that, using as a normalising factor, the MCI of
the company would be 0,56. Using revenue the MCI would be 0,49.
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In this example, it is clear that because of its higher density the MCI for Product 1 domi-
nates the combined result when mass is used as the normalising factor (Figure 6). On the
other hand, using revenue gives a more balanced view of the company and should be chosen
as the preferred option in this case (Figure 7). If MCI would be close to the Product 1, it would
mean that company should produce more of Productl and have to refuse Product 2.
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Figure 6. Combining the MCls using mass as the normalising factor
Source: own study.
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Source: own study

This method is usefful for the evaluation of the circular economy principles
implementation in the company. It helps to measure the effectiveness and finan-
cial payback of production from recycled wastes.

CONCLUSIONS

Circular economy helps to improve industrial business productivity and ensure con-
tinual economic growing. Because of the waste crisis, low productivity and rapid
exploitation of natural resources id is important to implement integrated waste
management policy in the circular economy context. Circular economy includes
manufacturing and consumer sectors, systematically reduces emission of waste, end
encourages waste recycling to raw materials, as well as energy production.
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Entrepreneurship business sees as innovators of new goods, new production meth-
ods, new markets, new sources of materials etc. From this point of view, entrepreneurs
are primary who can see the beneficial and possibilities of the circular economy. The
importance of the waste consumption and recycling leads to the new technologies, inno-
vations in all industrial sectors and new business models.

Waste use as a raw material in manufacturing and energy production can resolve
environmental issues and reduce the increasing amount of waste in the world. The grow-
ing amount of waste in the world and Europe is a ticking bomb which requires a rapid
solution and effective implementation. While linear consumption is reaching its limits,
a circular economy can be seen as a solution. Today use cycles are short. To satisfy de-
mand business has to produce more and more product. This leads to rapidly waste in-
creasing. The circular economy can reduce the demand of primary resource about 17-24
percent and this will save more than 1.8 trillion euros in Europe market.

Ellen MacArthur Foundation created Material Circularity Indicator (MCl) can meas-
ure how well product performs in the context of a circular economy and to estimate how
advanced they are in the circular economy implementation context.
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Abstract

The aim of this paper is to research the positioning of small and medium-sized (SME)
hotel companies as entrepreneurships in the tourism business competitive environ-
ment, as well as to consider further development potentials. The aim is to explore and
point out importance of specialised SME that recognise both the tourist demand and
hotel industry as tourist supply. Potentials for future activities and possibilities of
valorisation of SME companies in the international tourism market will be presented
by means of their consideration and the obtained knowledge. By using scientific quan-
titative and qualitative methods, the positions of the Croatian hotel industry have
been considered followed by the research of opinion of Italian hotel managers as
Italian tourism and hotel industry are recognised as leaders in SME hotel entrepre-
neurship and present best practice that developing markets could learn from. The
opinions of the hoteliers (SME) have been researched by using the interview method
and processed by method of analysis, synthesis, creative thinking, description and
meta analysis on the potentials of market valorisation of their special particularities
and the implemented promotional mix, as well as the survey research of tourists,
processed using the statistical methodology. This methodology included Likert scale
processed by statistical and mathematical methodology and presented by figures and
tables. The research results point to the importance of specialisation of SME hotels
through the concept of sustainable development, with implementation of an ade-
guate marketing mix. This includes all the components that valorise a hotel product
adapted to the modern trends of tourist demand.

hotel industry; small and medium-sized hotels; market positioning;
competitiveness; specialisation
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INTRODUCTION

Development of small and medium-sized entrepreneurships in Croatia in the sphere of
tourism occupies a significant position as a strategic goal of development of the national
economy. A potential has been recognised for sustainable increase in the role and num-
ber of small and medium-sized hotels in tourism destinations, which could affect the
formation of offers of complex hotel services, increase in guest satisfaction, advance-
ment in international recognisability and the increase in average expenditure per day of
their stay. A high level of effect has been noted on the increase in employment and en-
trepreneurial self-employment, as well as on the decrease in seasonality. By innovative,
specialised and versatile offer of a series of high quality service facilities it is possible to
affect the increase in the competitiveness of the Croatian tourism product. Development
of distinction and evocation of an "experience plus" (special experience) is a global trend
of modern tourism and, by means of internationalisation, small and medium-sized en-
trepreneurs are finding niches for successful placement in the world market.

By consideration of the competitive aspects of specialised SME hotels at the interna-
tional level, as well as considering the level of their attractiveness, assessed by tourists,
attention will be drawn to realistic positions of the Croatian SME hotel business, which will
also be theoretically elaborated and synergic contributions will be made to the conclusions
directed to the potentials of future development. Choice of three Italian hoteliers as lead-
ers and best practices in SME hospitality industry and research of opinion of hotel manag-
ers about potentials of market positioning with regards of hotel specialisation is presented
aiming to explore implementation of new promotional strategies and use of new technolo-
gies in creation of new and creative hotel product. This issues that define and impact quali-
tative market placement form the main hypothesis of the paper “Specialisation of SME
hotels impact their better market positioning” which is directly related with objective of
the research. The theoretical part of research include review of many international authors
research of the SME in hotel industry topic, then the paper explore the potentials of spe-
cialisation. Analysis of SME in Croatian hotel industry is presented and set in relation with
Italian best practices that should be followed and implemented in entrepreneurship. Re-
search part of paper is focused on two aspects of tourism stakeholders, hotels and services
providers, and, on the other side the consumers that present their preferences and book-
ing habits. Researches synergiclly lead to conclusions and recommendations that form new
knowledge and present a platform for new researches and considerations. Applied meth-
odology included both qualitative (interview and creative thinking methods) and quantita-
tive research methods (statistical and mathematical methods) including Likert scale and
methods of analysis, synthesis, description and generalisation.

LITERATURE REVIEW

Small and medium sized companies play a valuable economic role. The hotel accommo-
dation sector in Europe is dominated by small businesses which provide about 90% of
the total number of rooms, while only 10% are owned by leading hotel operators (HES-
UNWTO, 2011:4). The changing dynamics of the industry and the reforms initiated by the
government have opened up a plethora of opportunities for Small to Medium Enterpris-
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es (SMEs). Numerous authors consider the aspects of entrepreneurship in SME hotel
companies and analyse the possibilities of their market positioning and placement. Jones
and Haven (2005) researched Tourism SMEs, Service Quality, and Destination Competi-
tiveness and Lee-Ross and Lashley (2009) explored family businesses, hospitality and
commercial homes within entrepreneurship concepts.

Understanding the needs of the highly demanding customers and continuous innova-
tion is what is going to help the SMEs to establish themselves in this competitive industry.
However, small and medium-sized entrepreneurs, as opposed to large hotel companies,
find themselves more often in economically problematic positions, given that numerous
SMEs have grown from trade and independent activities and, in the circumstances of
organised international market economy, they come across difficulties conditioned by
a lack of education, experience and limited resources, discuss Soriano and Castrogiovanni
(2013). Bell et al (2005) also studied aspects of business efficiency, small firm internation-
alisation and business strategy, explaining the close relationships between product poli-
cies and market focus, with product or process innovation often providing an important
stimulus to international expansion. Identification of specific developmental strategies of
internationalisation, as an essential step in the development of small and medium-sized
companies, is related to four key dimensions of internationalisation: operations, market,
product and time. Depending on resources, each individual hotel company finds a corre-
sponding dimension, discuss Ruzzier and Konecnik (2006, 17-35). Westhead et al (2002,
51) suggests that SME companies may need to target customised export programmes to
specific situational demands of established micro and small firms.

Further to this, Jekanyika and Matnadam (2012, 509) discuss that the internationali-
sation process was mostly driven by firm-based factors, such as managerial orientation,
maintaining business reputation, enhancing market share and revenue, technological
advancement and flexibility of operations.

Proebstl and Mueller (2013) examined the importance of specialisation and certifica-
tion of the hotel industry for the development of competitive SMEs, as well as Ifko
(2010) and Henderson (2011, 2013), Koncul (2012), who explore selective forms of tour-
ism and specialised hotels in tourist destinations. Specialised and themed hotels offer
specialised services focused on one niche related to culture, health, sport, etc.

Small businesses generally do not engage in strategic planning because of “planning
barriers” such as a lack of time, lack of specialised expertise, reluctance to share strategic
plans with other employees, inadequate knowledge of the planning process, communica-
tion was inadequate and overall goals of strategy not well understood, discuss Morrisons
and Thomas, (1999, 148). The same aspects are also analysed by Jaafar et al (2011, 827),
who explore the issues and problems that SME confront in relation to their survivability in
the industry. Koryak et al (2015, 89) also discuss the competencies of entrepreneurial lead-
ership, capabilities and their influence on the growth of small and medium-sized enterpris-
es (SMEs), as well as El Gohary et al. (2013, 113), who pointed to the fact that SME owners
and marketing and sales managers have a limited knowledge in relation to the different
available export entry modes in the sense of affirmation of the placement channels.

Lee-Ross and Johns (1997) and Philps et al (2005) research business efficiency and
yield management of SME entrepreneurship in the hotel industry. The formation of small
and medium-sized entrepreneurship companies in the tourism and hotel industry is not
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always conditioned by profit maximisation. Bosworth (2005) discusses the same issues,
suggesting that "...small firms could be expected to be profit seeking". In contrast, Carter
and Jones-Evans (2000:102) have pointed out that "..not all owners see growth as an
important business objective". The latter ones also include inclination towards preserva-
tion of the historical heritage, cultural identity and other aspects of non-material cultural
heritage. As an important tourism resource, the culture of life and work (Kusen, 2002:103)
affirms the historical, civilisation and tourist identity and small and medium-sized compa-
nies, privately owned by local investors, recognise the potential of their valorisation
through specific qualities, theming and specialisations of a hotel product.

The owner motivation to enter into small business could be "pushed" or "pulled".
"Pull" factors include; owner’s desire to create own wealth and change lifestyle
(Sheedy et al, 2010). In addition, it was noticed that "pull" factors include current lack
of opportunities or job frustrations and the owner wishes to escape from being con-
tinually supervised or threatened with unemployment. "Push factors" created an envi-
ronment where owners feel compelled to create business and "pull" factors suggest
benefits to potential owners of small businesses. In the event that ownership motiva-
tions are related to pursuing non-financial objectives like improvements in lifestyle or
traditional sentiment, the owner would be less likely to engage in strategic planning
and profit maximisation (Lashley and Lee Ross, 2009).

While considering innovations and specialised services which are implemented in
the marketing mix of small and medium-sized hotels, Beaver (2002:99) has concluded
that “...small firms also need, as an aid to innovation in business processes, to encour-
age the use of new technology and training to raise their performance and productivi-
ty...”. This includes the implementation of Internet, different social networks, as well
as applications for smart phones, which, price-wise, represent an accessible and flexi-
ble tool for the creation of an efficient optimal promotional mix (Marshal and Todd,
2009). Equally, new technologies transform up-to-date channel structures and rela-
tionships among the mediators in the distribution chain, reason Jantan et al
(2003:427). In their research on the distribution channels in small and medium-sized
entrepreneurship in the hotel industry, Shegg et al (2013, 554-565) observe a re-
grouping in the positions of tour operator businesses and a direct placement in the
sense of a continuous strengthening of e-Placement through B2B and B2C sales®. Fur-
thermore, Gratzler and Winiwarter (2003) explore the major threats and opportunities
for hotels by evaluating the framework for competitive advantage in eBusiness.

Small and medium-sized hotel marketing appearance and promotional mix often en-
counter problems with the financing of the quoted activities. The solutions are proposed in
the form of linking up with other hotels, DMOs and other tourism stakeholders into cluster
consortia, marketing branding and common market appearance and positioning. Also, the
importance of selection of an adequate promotional mix is stressed, by which modern
technologies and Internet marketing, apart from traditional media and channels, take over
the leading role in market positioning (Kriechbaumer and Christodoulidou, 2014).

1 B2B - business to business, B2C — business to consumer, includes business activity between entrepreneurs
and end consumers, another entrepreneur or end consumer.
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Conclusively, Mura and Buleca (2013, 905) point out that internationalisation of
business creates new market opportunities, the possibility of organic growth and
strengthening of the market position.

Modern tourism is differentiated and segmented, flexible and adaptable and
rests on the 6-E concept, which includes "experience, excitement, escape, education,
entertainment and ecology". Modern society consumers are experienced and well
educated, they are looking for something new, different, authentic and realistic, as
well as for a higher quality and standard of services. They are ecologically aware and
go on holiday more frequently, staying for shorter periods of time on their journeys.
They require that the destination of their stay provides them with a unique experi-
ence, which includes the 5C characteristics: "calm — tranquillity and safety, character
— authenticity, meaningfulness, charm — atmosphere and communication, courtesy —
above average kindness & cuisine — gastronomic choice" 2.

The data on segmentation is obtained by research and it has to provide a basis for
definition of the product policy, i.e. all its relevant characteristics, including also the
price; they determine the basic promotion ideas, i.e. advertising messages which can
influence the behaviour of tourists and which affect the choice of the media with
which tourists are targeted. They also form a basis for the positioning of hotel prod-
ucts of small and medium-sized entrepreneurships, i.e. for determination of the place
they will occupy in the selected market. The place of the product is determined ac-
cording to how the target segment experiences and receives it, i.e. target segments
and the level of services and the price have a significant influence on the position and
image of a hotel facility in the market (Berc Radisi¢, 1999, 96).

SMALL AND MEDIUM-SIZED ENTREPRENEURSHIP IN THE CROATIAN HOTEL INDUSTRY

In consideration of the small and medium-sized entrepreneurship in the hotel indus-
try of Croatia, as a post transition country, questions are evident which potential
investors and entrepreneurs should also consider in project planning. Tourism, as an
internationalised activity, bases its development on a unique platform for a compli-
ant interaction of three main factors: advanced environment, adequate incentive
system and raising of the level of knowledge and skills3. This is implemented in the
National development programme for small and medium-sized entrepreneurships in
tourism, which, as a strategic document, has been adopted by the Croatian govern-
ment and which will, with the support of European Union funds, be conducted in the
period between the years 2014 and 2020.* According to the Strategy, programmes
are planned which directly bear on small and medium-sized hotels (COSME — the
programme for Competitiveness of Enterprises and Small and Medium-sized Enter-
prises) and other programmes which, with their activity, enter into the sphere of
tourism and hotel business (HORIZON 2020, Connecting Europe Facility, LIFE+, etc.).

2 Gali¢i¢ V.(2010) "Upoznajmo svoje goste", Ugostiteljstvo i turizam — stru&na revija za turizam, br. 9, p. 95-102,

3 lvandi¢, N., Kunst, 1.,(2014). Nacionalni program razvoja malog i srednjeg poduzetni$tva u turizmu, Institut za
turizam Zagreb,

4 Ministarstvo Turizma (2013), Nacionalni program razvoja malog i srednjeg poduzetni$tva u turizmu- 2014.-
2020., Zagreb, Croatia.
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Among small and medium-sized entrepreneurs, the Croatian legal and institutional
framework includes registered companies which, according to the criteria of number of
employees, turnover in euros and the size of the balance, are categorised as follows:

— micro: up to 10 employees, turnover of up to 2 million euros or a balance of up to 2
million euros;

— small: up to 50 employees, turnover of up to 10 million euros or a balance of up to 10
million euros;

— medium: up to 250 employees, turnover of up to 50 million euros or a balance of up
to 43 million euros.

Through the Ministry of Tourism, Ministry of Business and Trade, Ministry of Econo-
my and Ministry of Finances, but also through the Croatian Chamber of Commerce
(HGK), i.e. Croatian Chamber of Trades and Crafts (HOK) the Republic of Croatia govern-
ment has developed the National development programme for small and medium-sized
entrepreneurships in tourism, defining the operative guidelines for compliant activities
of the main stakeholders responsible for the stimulation of small and medium-sized
entrepreneurships. The programme encompasses a wide range of activities: accommo-
dation facilities, food and beverage facilities, service trades, shops, entertainment, rec-
reation, nautical charter, "floating hotels", tasting facilities, theme parks, ethno offer,
organisation of excursions and guided tours, as well as other tourism related activities.

With the developmental potentials, questions are also recognised of current posi-
tions, which include the low levels of initiation (Global Entrepreneurship Monitor), i.e.
a small number of newly-established SMEs in tourism and the hotel industry, which can
be explained by a short season and poor destination value chains of formed tourism
products, built on the attraction basis. With their valorisation, prerequisites are created
for the formation of specialised small and medium-sized hotels.

By the National programme (Ministry of Tourism, 2013), three key pro-
grammes for the stimulation of small and medium-sized entrepreneurships in the
tourism and hotel industries have been identified.

1. Programme “All year round” relates to the decrease in seasonality of the destination
value chain, with its activities affecting:

Stimulation of production clusters at regional/thematic level;
Creation/commercialisation of complex tourism products;
Active online sales system for individual/package SME services;
Public and Stakeholder Awareness Programmes.

2. Programme "Something special" relates to expansion of the destination experience
system, with its activities affecting:

— Development of activity-based tourism experiences;

— Development of selective forms of tourism (rural tourism products, theme parks,
eno and gastro tourism and eco- tourism);

— Provision of information to users and mutual promotional activities (foreign blog-
gers, journalists’ study trips and similar);

3. Programme "Quality all around us" relates to the integrated quality system in the
destination, with its activities affecting:
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— Theming and specialisation through certification;

— Criteria of excellence and quality of the SME offer in tourism and stimulation of
innovative contents;

— Vocational categorisations adapted to the market requirements, as well as quality
labels/special standards;

— Annual system of grading and awarding of SMEs in tourism, Destination Public
and Stakeholder Awareness Programmes;

4. Programme "We are still learning/We can do better" relates to the advancement in
entrepreneurial skills and service quality and is directed to education

5. Programme "We too are changing" relates to the strengthening of the institutional
capacity.
In consideration of small and medium-sized hotels in Croatia, the following da-

ta is presented:

Table 1. Small and medium-sized hotels in the Republic of Croatia

Hotels by Number Share (%) Share (%) in Number Number Number of Average
categories of SME In SFH® total number of beds of overnights days of
hotels of hotels arrivals stay
Total 184 100 30.7 6,037 218,694 467,587 2.1
5% 2 1.1 8.0 75 3,180 9,067 2.9
4% 31 16.8 19.4 988 39,930 86,127 2.2
3* 123 66.8 39.2 4,101 152,170 326,529 2.1
2% 28 15.2 27.7 873 23,414 45,874 2.0

Source: Processed by the author according to: Bartoluci, M. (2012), Poduzetni$tvo u turizmu bbz.hr/images
/uploads/683/poduzetnistvo_u_turizmu_-_bjelovar.ppt, accessed on 28.12.2015.

As at 2013 in Croatia 605 hotels® were operational; the share of 30.4% of small and
medium-sized hotels is indicative in the total number of accommodation facilities. The
category of 3* is also indicative, which points to the trend of organisation and quality
of offer of the small and medium-sized hotels in Croatia. According to the analytics of
the average stay (2.1 days), it is evident that guests stay longer in small and medium-
sized hotels of a higher category; the 5-star category generates 2.9 days of stay, while
the 2-star category generates 2 days. Parallel, with stays in large hotels, where, at the
level of Croatia, average stay is recorded at 5.3 overnights’, as well as with the analysis
of indicators of overnights per bed (77 overnights), room for qualitative and quantita-
tive shift for extension of stay is evident, by which a better rate of capacity occupancy
and better financial results would be realised.

Organised development and stimulation of small and medium-sized entrepreneur-
ships in the hotel industry in Croatia started in 2004 with the project "Incentives for Suc-
cess" of investment in small family hotels and which included the support of business

® SFH-Small Family Hotels.

8 Pavia N., Grzini¢ J., Flori¢i¢ T.,(2014) Specialisation as a trend in modern hotel industry, Trends in Tourism and
Hospitality Management, Opatija, Croatia: Faculty of Tourism and Hospitality Management, Opatija, p.p. 256-272.
7 Flori¢i¢ T.: “Master Plan and destination positioning: Tourism clusters in Istria”, CIT2013 — Papers and Proceed-
ings, a special monograph on-line issue of Papers de Turisme, No.54, July-Decembre 2013, p.4.
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banks®. The project "Under Ancient Roofs" followed, which valorised historical, original
architecture and, within it, around 100 small and medium-sized hotels have been estab-
lished in Croatia up to date. In Croatia, for stimulation of small and medium-sized entre-
preneurship in the hotel business, 450 different loans in the amount of 275 million euros
have been approved up to now, by means of which in 184 small and medium-sized family
hotels, 14,000 beds were created and 3,700 persons employed. Coordinated activities of
small and medium-sized entrepreneurships in Croatia are supervised by the National
association of small and family-run hotels, which has 138 members.

Taking into consideration the competitive environment of the geographically close
receptive countries of Austria and Italy, data has been recorded that, in Austria, there
are 10,000 facilities of winter and continental tourism, out of which 70% of accommoda-
tion capacities is organised as small family hotels. In Italy, 23,000 facilities make up 50%
of accommodation capacities. In Croatia, however, small family hotels make up around
7% of accommodation capacities, i.e. around 31% of the total number of hotels, which
points to the potential for qualitative growth.

MATERIAL AND METHODS

According to the National development programme for small and medium-sized entre-
preneurships in Croatia, the key challenges for the internationalisation of small and medi-
um-sized hotels are responding to consumers’ expectations, an increased specialisation,
new technology, marketing mergers, as well as the pricing policy. This research was con-
ducted for the purposes of recognition of the importance and consideration of aspects
and positions of internationalisation and positioning of small and medium-sized entrepre-
neurships in the hotel industry, with the aim of their intensification. The aim is also to
point out and research market potentials for the placement of specialised small and me-
dium-sized hotels, as well as to assess the promotional mix instruments in the sense of
consideration of the power of Internet as opposed to traditional promotional media.

The potentials and aspects of market positioning of specialised SME hotel companies
were researched from two aspects. In the first place, using the qualitative research
methodology, i.e. interview, attitudes of the managements of small and medium-sized
hotels were researched in cultural tourism destinations, which are specialised and
themed according to the destination resource basis. The second part of the research is
the quantitative research, carried out using the Likert scale and processed using the
statistical methodology. Other scientific and research methodologies were also used,
such as analysis, synthesis, description and Meta-analysis, for the purposes of as com-
prehensive as possible consideration of the topic area and testing of the hypothesis: By
specialisation, small and medium-sized hotels achieve better competitiveness in the
international market and develop as tourist attractions in tourism destinations.

RESULTS AND DISCUSSION

By multiplicative function, the international trend of development of small and medium
entrepreneurship stimulates the growth of the scope of accompanying service activities

8 Kreditiranje uz kamatnu stopu od 2% na rok otplate 20 godina ( HBOR — Hrvatska banka za obnovu i razvoj).



ENTRE 2016 Conference Proceedings | 241

in tourism, as well as their quality and diversity. Monitoring long-term demand trends
which include increasingly pronounced segmentation in the sense of development of
selective forms of tourism, coupled with incentives and programmes supported by the
European Union, enables the creation of preconditions for realisation of market competi-
tiveness and international placements. The research results, as well as the conclusions
which contribute to new knowledge follow further down.

Small and Medium-Sized Hotels as Tourist Attractions

For the purposes of better recognisability and market placement, small and medium-
sized hotels are grouped and promoted using the cluster strategic promotion, realised in
cooperation with DMOs and tourist boards. By means of the synergy marketing, destina-
tion tourist products are formed, which are directed towards the valorisation and affir-
mation of small and medium-sized stakeholders, service providers and mediators, as well
as the local entrepreneurs. The research was conducted in March 2015, at the Interna-
tional Travel Trade Fair ITB in Berlin, which represents the world’s largest gathering of
supply, demand and associated stakeholders and which sets the future trends and po-
tentials of international tourism development.

The example of the Italian hotel industry, in regard to the development of small and
medium-sized entrepreneurships, is presented, as well as the coordinated marketing
with destination companies. Three hotels were chosen among 39 SME hotels that author
researched by meta search and interview with hotel management and representatives.
Hotels are unique with their specialised services and operate as SME hospitality entre-
preneur with developed marketing strategy, destination identity and high occupancy
ratio. The brief overview of hotels and hotel managers interview results are following:

— Etruscan Chocohotel — the first hotel dedicated to chocolate is situated in Perugia, the
Italian capital of chocolate. The hotel disposes with 94 accommodation units, themed
according to different types of chocolate and chocolate delicacies, a restaurant, tast-
ing rooms and a shop and within the hotel there are also conference and wellness
centres.

— Byblos Art Hotel — Villa Amista is situated in Verona, located in a 16th century villa and
disposes with 60 unique, different designer rooms, a restaurant, a bar, a wine cellar,
a wellness centre and a remarkable permanent contemporary artefact exhibition.

— Nebrodi Ospitalita Diffusa — a diffused hotel in Sicily which offers accommodation in
traditional Sicilian houses, transformed into a diffused hotel which, as an hotelier con-
cept, link up several small entrepreneurs and, for the purposes of tourism, use cultural
and historical heritage in the form of accommodation structures.

Modern tourism is responsible, it sustainably valorises the resources and, market-wise,
it is oriented towards the guests it individually identifies. The business concept is based on
experiences and emotions; guests themselves take part in them, thus becoming loyal con-
sumers and promoters. Small and medium-sized hotels in culture and tourism destinations
valorise the resource basis and form a themed, specialised hotel product which they then
place in the tourism market, achieving a new competitiveness with their specific character-
istics and, with their strategic marketing and modern technologies, intensifying the promo-
tion mix channels and improving the recognisability among the masses of undifferentiated
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hotel offers. The possibility has been recognised of a stronger promotional presentation
and cooperation with the local DMOs for the purposes of placement intensification.

Table 2. Attitudes of managers of specialised SMEs in the hotel industry

Etruscan Chocohotel

Byblos Art Hotel

Nebrodi Ospitalita Diffusa

1. What was the original purpose of the building where your hotel operates now?

The hotel is a modern building,
designed for hotelier purposes

The hotel is an old villa with
a contemporary image of the
Valpolicella region

The diffused hotel is formed on
autochthonous Sicilian houses,
appointed with historical details

2. How does your hotel promote cultural tourism and does it have historic details?

The hotel is specialised in
gastronomic tourism; it is

a modern building and has no
historical details

Through marketing channels by
means of promotion and modern
technologies. We have no histori-
cal details in the hotel, but a
contemporary art exhibition

Through all types of promotion, we
emphasise the importance and
historical heritage: Roman, Byzan-
tine and Greek

3. How does th

e market respond to your hotel’s s

pecialised features?

Guests are impressed by the
theme of chocolate, present in
all segments of the offer. We
are applying for the TripAdvisor
certificate of excellence and
have a lot of positive reviews

Our guests are fans of designer
hotels and contemporary art

Guests’ positive impressions; they
wish to be in authentic touch with
the traditions of life and work in
Sicily

4. As a SME hotel, do you promote yourself through a DMO marketing mix and how?

No, we promote our hotel
independently, using bro-
chures, fairs and Internet

We do recognise the importance,
but we are not using it yet; we
have our own independent pro-
motional activities, catalogues,
Internet and fairs

Yes, we are cooperating well
through different media, campaigns
and activities

5. Are your specialised se

rvices, as a SME entrepreneur, achi

eving competitive advantage?

Yes, we offer local products,
chocolates, souvenirs made of
chocolate and souvenirs made
on that theme

Yes, our contemporary art exhibi-
tion and our designer rooms
attract guests

Yes, the houses are authentic,
attractive, and they offer history,
culture and traditional heritage

6. Are you implementing speciali

sed gastronomic offer and are you linking up with the local entrepreneurs?

Yes, we cooperate with agen-
cies through our restaurant and
shop

Yes, we offer authentic regional
cuisine, as well as modern and
international dishes

Yes, we offer local food and organ-
ise excursions to the local producers
for tasting and purchase

7. Does your business affect the d

evelopment of small and middle-sized entrepreneurship in the destination?

Yes, we cooperate and promote
the local producers’ products

Yes, we cooperate with the local
food producers and we offer
excursions

Yes, in cooperation with the local
businesses and as a part of a project

under the EU® auspices

Source: Author's research

Specialised SME hotels through the hospitality offer could promote cultural tangible
and intangible values that could be developed into a tourist attraction. These include the
historic buildings, localities and urban area, but also cultural traditional performances,
handicraft workshops and gastronomy that could be organised and served in SME hotel.

° The project financed by the EU, the Republic of Italy and the Sicily Region, dal P.O. F.E.S.R.2007-13 l.i. 3.1.4.3
Dipartimento dei Beni Culturali e dell’ldentita Siciliana
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As the hotel industry is an economy with multiplicative impact on local community,
the development of specialised SME hotel that promote local services, ingredients and
other product could support the strength of local economy and increase the competi-
tiveness of intangible export through tourism.

Specialised SME Hotels and Tourist Perception

The second part of the research relates to the perceptions of the guests of specialised
offer small and medium-sized hotels, thus supplementing the first research on analysed
positioning potentials. The best practice from foreign country present a potential roll
model how Croatian and Istrian SME hotels should organise their marketing mix. Aiming
to circle the topic in whole, the attitudes of consumers are explored and general over-
view of their preferences is given targeting to present the level of agreeing with state-
ments related with first research.

The research on attitudes of the tourists who stayed in the Croatian, Istrian cluster of
Southern Istria during the festivity season points to the existence of potentials for the
development of specialised hotel businesses through small and medium-sized entrepre-
neurships (SME). Using the survey methodology, the questionnaire was completed by
103 respondents'®. The sample was randomly chosen, but the targeted group was repre-
sentative in mean that the approached respondents are typical clients (by demographic
structure, emissive market, motivation) of Istrian hotels so their representativeness is
accepted as a appropriate for generalisation.

The research was processed using the Likert scale, from 1 to 5, where the highest level of
agreement with the statement was expressed by the grade 5 and the lowest by the grade 1
and the average grade of importance of a specific hypothesis in the tourists’ perception was
calculated. Using the statistical methodology, a sample from the aspect of the origin — tourist
emissive market was included, their gender and age were analysed, as well as their motiva-
tion for coming to the tourism destination and valorisation of SME hotel business.

The results of the research, which contribute to the formation of the conclusions
and recommendations, follow below.

Table 3. Respondents’ nationality survey

Nationality
Total
Italian Slovenian German Austrian Croatian Other
No. 43 21 17 10 10 2 103
% 42 20 17 10 10 2 100

Source: Author’s research

The research on the tourist emissive markets points to the importance of the vicinity
of the tourism destination. Out of the total number of conducted surveys, 42% were
from the Italian market, 20% from the Slovenian, 17% of surveyed guests were from
Germany, 10% from Austria, 10% from Croatia and 2% from other emissive countries
(Bosnia and Herzegovina, Spain).

2 Out of 300 survey questionnaires which were prepared for the survey, 103 were completed, representing a
response rate of 34.3%. A minimal number of survey questionnaires was invalid, i.e. 1.9%.



244 | Tamara Florici¢

Survey by Nationality

10% 2%
. M ltalian

10%
M Slovenian

m German

M Austrian

Figure 1. Respondants nationality survey
Source: Author's Research.

Table 4. Respondants gender survey
Gender No. %
Male 46 45
Female 57 55
Total 103 100

Source: Author's research

Survey of Gender

mlm2

1 Male
2 Female

Figure 2. Respondents gender survey
Source: Author's Research.

The research on the respondents’ gender points to a quite equal participation of
both genders, with a rather more frequent response by the female respondents (55%).

Table 5. Respondents’ age survey
Age
Total
20-29 30-39 40-49 50-59 60-69 70-79 80-89
No. 4 10 19 22 32 16 0 103
% 4 10 18 21 31 16 0 100

Source: Author's research

Considering the respondents’ age structure, the research indicates that the dominant
share of the sample, 68%, is of an older age, between 50 and 79 years of age. This also
implies the destination market positioning, as well as the orientation of services and facili-
ties of the Southern Istria cluster towards a middle-aged to older demographic structure.
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The quoted segment is a consumer of the destination cultural product when it comes to
the excursions and gastronomy offers, 44%, which is evident from the following table.

Survey of Age

0% 4% m20-29

H 30-39

™ 40-49

H 50-59

M 60-69

m70-79

Figure 3. Respondents’ age survey
Source: Author's Research.
Table 6. Respondents’ motivation survey
Motivation
Vacation- Excursion- Loyalty to tour Price Total
Relaxation Gastronomy operator

No. 33 45 22 3 103
% 32 44 21 2 100

Source: Author's research

Survey of Motivation

3%

M Vacation -Relaxation
B Excursion-Gastronomy
I Loyalty to touroperator

M Price

Figure 4. Respondents’ age survey
Source: Author's Research.

The tourist motivation of vacation and relaxation, 32%, is also indicative, while
loyalty to tour operator points to tourists’ confidence in the sense of letting the tour
operator, who cooperates with the local businesses, packet services and choose the
destination on their behalf.

The illustration in table 7. of the results of respondents’ research on specialised SME
hotels, with a review of average grades, realised per specific statement, follows below.



246 | Tamara Florici¢

Further to this, the discussion examines the significance and relevance of the research
results.

Table 7. Tourists’ perception of specialised SME hotel aspects

Tourists’ perception survey — statements Average
grade
1. | often stay in small and medium-sized specialised themed hotels. 3.6
2. | prefer specialised hotels as opposed to the standardised offer of large hotels. 3.6
3. Tourist attractiveness and a hotel specificity affects my choice of destination. 3.9
4. Internet is an important source of information about small specialised hotels. 3.8
5. | choose specialised tour operators as SME mediators for booking of specialised hotels. 3.9
6. | read specialised magazines and watch TV programmes related to selective forms 33
of tourism and small specialised hotels. )
7. Brochures, magazines and newspaper articles are important for the development 36
of small and medium-sized hotel business marketing. )
8. By staying in small and medium-sized hotels, | support local entrepreneurship. 3.6

Source: Author's research

The questionnaire was prepared on the basis of 8 indicative questions which re-
search the impact of small and medium-sized specialised and themed hotels on the tour-
ist demand, i.e. on the tourists’ perception of their specific features which affect their
tourist attractiveness and market positioning. The frequency of respondents’ stays in
small and medium-sized specialised hotels was researched, as well as the level of their
preference in choosing those hotels as opposed to large standardised hotels. The aver-
age grade of 3.6 points to a positive trend and preference of tourists in the perception of
small and medium-sized hotels as a favourable form of accommodation. The third ques-
tion was directed to consideration of the importance of small and medium-sized hotels
when selecting a tourism destination. A high level of attractiveness of specialised small
and medium-sized hotels in the destination achieved a high average grade of 3.9, point-
ing to a potential comparative advantage of the destination which is developing small
and medium-sized entrepreneurship in tourism and in the hotel industry.

The following three questions in the research deal with the sources of information
about small and medium-sized specialised hotels in the tourist destination. As large hotels
in the hotel company systems and international brands (regardless of whether they are
organised by contracts of management, franchises or ownership) have large budgets for
marketing, they use different marketing tools and promotional mixes for the purposes of
as aggressive as possible market presence. Small and medium-sized companies in tourism
and in the hotel industry are fighting for marketing recognisability with limited financial
resources, which is conditioned by their size and their power itself of being able to invest
in marketing. Small and medium-sized hotels, therefore, specialise their specific features,
theme their offer and present their product in the market through a differentiated and
specialised marketing mix. This marketing mix also includes their promotion in world tour-
ism markets, where small and medium-sized hotels often merge into themed clusters and
present themselves through themed cultural routes. The examples for this are the Strada
dell Radicchio in Italy, the Porcelain route in Germany, wine routes and olive oil routes
and the Glagolitic Alley in Istria, Croatia. Small and medium-sized hotels in the quoted
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cultural and gastronomic routes offer specialised and themed services in original autoch-
thonous environments or in constructed replicas and stimulate sustainable cultural devel-
opment, comprehension and education, which is also encompassed by the first part of the
research on the attitudes of the management towards the market positioning of small and
medium-sized hotels in the European destinations of culture and tourism.

As a tool of modern technologies, Internet has contributed to an easier and faster
spread of information, which become accessible to a wide population in all parts of the
world and which, with the limitations of the traditional printed and audio-visual media, was
not possible. In the sense of specialised editions of magazines, travelogues, books or TV
programmes (average grades 3.3/3.6), traditional media, however, contribute to the devel-
opment of the needs for the selective forms of tourism based on natural resources, as well
as cultural tourism in special hotel accommodation structures. Educating tourists and raising
awareness of their needs for a special "experience plus" opens new potentials for develop-
ment of small and medium-sized specialised entrepreneurship in the hotel industry.

Specialised offers are being formed, historical edifices transformed into hotels, thus
becoming tourist attractions and small and medium-sized entrepreneurships encouraged
at all tourism industry levels. The respondents equally awarded a high grade of 3.9 for
the development of specialised tourist agencies, as a market mediator in realisation of
market competitiveness of specialised hotels.

Finally, with the last question, the tourists’ opinions were researched on the impacts of
small and medium-sized entrepreneurship in the hotel business and the realised tourism
flow on the local economy development. The average grade of 3.6 points to the respond-
ents’ positive reply and to the perception of the importance of the contribution to the local
community by means of stimulation of the SME through tourism and hospitality business.

CONCLUSIONS

Conclusions and recommendations follow further to the discussion in order to inten-
sify entrepreneurship in the hotel industry, as well as the linking up of entrepreneurs
from all the branches of business related to tourism. Namely, tourism as a set of
business branches, apart from hospitality business and trade, also includes transport
services, banking and excursion services, which represents a potential flywheel of
the tourism destination economic development. Selective, specialised forms of tour-
ism, as well as demand requirements, open new possibilities for the creation of in-
novative products and services by small and medium-sized entrepreneurs and they
affect the gross domestic product of some regions and clusters.

As this paper researched the marketing aspects of small and medium-sized
specialised hotel market positioning in the international context, room for the
development of new forms of accommodation offer has been noted, especially
as, after UNWTO, the differentiation and specialisation had been set as modern
trend of development of international tourism.

The destination material and non-material cultural product represents the basis
for the development of specialised entrepreneurship, ennobles the offer and pro-
vides a special "experience plus", affecting the increase in competitiveness. For
a new consumer, the created experience and added value should be mature, spon-
taneous, complex, distinctive and complementary.
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Further to the afore-quoted, the following recommendations are suggested:

1. The room for the linking up of specialised small and medium-sized hotels with the
destination offer into a destination integral product: accommodation, restaurants,
excursions, workshops and transport services are business projects by which it is
possible to affirm the activities in the local community.

2. Considering stays in the destination, the importance of the autochthonous and themed
gastronomic offer in the hotel is evident, which opens windows of opportunity to new
entrepreneurial initiatives. Such specialised hotels in tourism destinations are becom-
ing tourist attractions in themselves and a motivation for visits. This can also be sup-
ported by the development of public and stakeholder awareness programmes.

3. The support given to small and medium-sized entrepreneurships from the institutional
level is important, as well as from the European Union funds, which affirm entrepre-
neurship projects in tourism and the hotel industry. Support is also possible through
deregulation of legislation for the purposes of alleviating initiation of businesses and
transfer of property of small and medium-sized companies in the hotel industry, as
well as the reduction of para-fiscal charges and better provision of information.

4. The importance of expansion and increase of the quality of offer is recognised, plus
introduction of the international standards and norms.

5. It is possible to intensify strategic marketing through modern technologies, by ade-
quate optimisation of Internet pages to express the presence in the international
tourism market and by opening new e-distribution placement channels.

6. The importance of linking up with the local DMOs and DMCs has been recognised. Using
promotional synergy activities, as well as mutual investment in marketing, the financial
burden is reduced for small entrepreneurs and a more efficient promotion is achieved.

7. Also, the potential of horizontal and vertical integration of small and medium-sized
entrepreneurs in tourism through created marketing brands, mutual appearance or
organisation of cultural tourism routes.

Further research into these problem areas should also include analysis of the factors
which contribute to a good performance of marketing positioning of specialised small and
medium-sized entrepreneurs in the hotel business and which can be observed through the
processes, environmental protection, aesthetics (client’s sensual experience), information
accessibility, cooperation among stakeholders, education of staff, etc. and all that for the
purposes of the client identification, attraction and retention. The research results are
corresponsive with results of several international authors (Koryak et al 2015 and El Gohary
et al 2013 ) that recognise the importance of awareness of new technologies, better infor-
mation sharing among SME managers and usage of modern management skills.

In paper there are several premise set as constitutional part of one hypothesis “Spe-
cialisation of SME hotels impact their better positioning”. Researched and analysed from
the two different and opposite points of view, supply and demand, the unanimously
results could point to the importance of specialisation and SME hotels development.

In the course of the research, the author also came across certain limitations in the
sense that the response to the survey was somewhat poorer than expected, which was
explained by a pretext of being too busy with excursions and activities. This does not
necessarily present a negative aspect, as the fact that guests on excursions consume
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local products, delivered to destinations by local entrepreneurs, already in itself repre-
sents a potential for future research and a basis for new scientific knowledge.
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