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Preface


At the age of ten I knew. I should become a physics professor and live in 
Australia. Some 25 years later I have now completed my dissertation 
concerning the growth and performance of small Swedish firms. What 
went wrong? 

Nothing really. Looking back, it is not all that surprising. Those 
people who knew me encouraged me to take an engineering and busi
ness degree, leading to a relatively well-defined professional career, 
rather than a ”dubious” pure science degree. The access to a role model 
my mother has been a small business owner-manager all my life - fos
tered an interest in, and understanding of, the problems of small firms. 
My interest in research remained over the years, and eventually led me 
into an academic career. In addition, a number of circumstances, of a 
more or less random nature, created the opportunity for me to pursue 
my doctoral degree. 

I believe that a similar logic may be applied to the development of 
small firms. The interests and goals of the entrepreneur, his or her access 
to role models, influences from customers, competitors and other actors 
in the environment, chance events etc. all influence the actions which 
small firms may take. These in turn affect outcomes such as growth and 
performance. 

It is difficult, not to say impossible, to predict the outcomes of a par
ticular firm or the life-story of an individual (like myself). However, it 
may be possible to estimate the probability that firms exhibiting certain 
characteristics will perform better or grow more, than other types of 
firms. This dissertation attempts to identify such characteristics. 

There is sometimes a tendency to overemphasise and glorify one sin
gle individual in the small firm - the entrepreneur. It is, however, likely 
that other people, within and outside the firm, contribute to its devel
opment. The same is true of this dissertation. Other people have made 
valuable contributions which I wish to acknowledge. 

First and foremost, I am indebted to Per Davidsson; supervisor, col
league and friend. Per has always had a genuine interest in my research, 
and a firm belief - often more firm than my own - that I would be able 

xvii 



Jönköping International Business School 

to complete my dissertation and make a contribution to the research 
field. No philosophical discussion has been too far-reaching, no word 
choice too trivial, for him to share his views. This has been very encour
aging. 

Co-supervisors, Leif Melin and David Storey, have complemented 
Per, taking on different roles. Leif has pointed to useful literature and 
the necessity of clear definitions. David has questioned the validity of 
some of my empirical findings, which has forced me to advance my 
thinking. Lars Kolvereid acted as opponent at my final seminar and ex
ternal reviewer of an earlier version of the manuscript. His insightful 
analysis of strengths and weaknesses was very helpful in the subsequent 
revision of the manuscript. 

I have had many long discussions with Terrence Brown over the es
sence of entrepreneurship, and the link between entrepreneurship and 
opportunities, which helped me advance my ideas in these important ar
eas. I have had equally long, if not longer, discussions with Per Franke
lius on various topics, such as the role of research in society. These dis
cussions have fuelled my motivation to produce a text which hopefully 
is meaningful to others than myself. Anders Melander’s often obnoxious 
comments were really expressions of a genuine interest in my research, 
and were complemented with moral support at crucial stages. Frederic 
Delmar gave practical advice on the dos and don’ts of telephone inter
views, and helped me select questionnaire items. A surprisingly large 
number of colleagues at Jönköping International Business School read 
and commented upon earlier versions of the manuscript, principally 
Charlie Karlsson and Magnus Taube. 

Elin Wiklund has taught me the importance of curiosity, and the 
need to ask questions in order to acquire new knowledge. Curiosity and 
questioning are indispensable elements of research. Nils Wiklund con
tinues to remind me of the equally important element of persistence. 
Writing a dissertation requires the same persistency as does convincing 
your parents that you know better than they do. 

A full-service writing retreat, in which most of the writing took place 
was provided by Maud Wiklund. She also shared with me her experi
ences of managing a small firm through periods of expansion and con
solidation. Maria Wiklund always encouraged and supported my pro
ceeding my research wholeheartedly, even though it sometimes meant 
being a single parent. She also shared with me the joys and frustrations 
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of writing this dissertation, but more importantly, continues to share 
my life. 

I am particularly grateful to those more than 450 small business 
managers who have taken the time to participate in two extensive tele
phone interviews and complete one mail questionnaire. Without their 
participation, this book would not have been possible. I hope that the 
booklet with a summary of the findings, which was sent to them shows 
some of my gratitude, and can be helpful in the future development of 
their firms. P-O Norlander of The National Swedish Organisation of 
Small Businesses in Jönköping also made a seemingly small, yet impor
tant contribution. I am convinced that his enthusiastic introductory 
letter had an impact on the respondents’ willingness to participate and 
thus on the quality of the study. 

I would finally like to acknowledge my gratitude to Jan Wallander’s 
foundation, Knut and Alice Wallenberg’s foundation and Ruben 
Rausing’s foundation, for providing the financial support necessary for 
the completion of the research presented in this book. 

Huskvarna, May 1998 

Johan Wiklund 
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1 Introduction 

��� 7KH�LPSRUWDQFH�RI�VPDOO�ILUP�JURZWK 
Why is it that some small firms perform well and grow while others do 
not? Does entrepreneurship play a role in this process? These are the two 
principal questions to be addressed in this dissertation. The reasons why 
these questions have occupied my mind during the last few years and 
why they are of general interest, is presented in this and the subsequent 
section. 

During recent years, many Western economies have faced high un
employment and slow economic growth. An increasing number of peo
ple argue that to solve these problems, the growth of small firms and an 
increased level of entrepreneurship is essential. From a situation where 
small firms were treated with disinterest or even aversion, we have 
reached the other extreme where the term entrepreneurship is in vogue 
and where the small business sector is expected to solve unemployment 
and development problems in the future. This change in attitude is rele
vant; research from different industrialised countries has shown that 
small firms are of great and increasing importance to the development 
of the economies (Baldwin & Picot, 1995; Birch, 1977; Davidsson & 
Delmar, 1997; Davidsson, Lindmark & Olofsson, 1994; 1996; 
Kirchhoff & Phillips, 1988; Storey, 1994b; 1996). This has also led to 
an interest in, and need for, systematic knowledge about entrepreneur
ship and small firms. 

Small and new firms have a great impact on the creation of new jobs. 
Recent research reveals that small firms employ over 50% of the work
ing population of Sweden and are of crucial importance in the creation 
of new employment (Davidsson et al., 1996). Relatively speaking, the 
number of jobs created by expanding small firms is larger than the 
number of jobs created by new firms during their first year of operation 
or by large firms. New jobs are primarily created by a large number of 
small firms that employ one or two new persons, the average growth of 
each firm being marginal (Davidsson et al., 1994; 1996). This is not to 
say that most small firms do grow, on the contrary, the majority do not 
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grow at all, some grow a little, and very few firms exhibit substantial 
growth (Storey, 1996; 1997). However, since the population of small 
firms is large, the aggregate effect of the growing firms becomes sub
stantial in the labour market. 

Another reason for the interest in small firms has to do with the re
newal of the economic system. For a healthy economic development, it 
is essential that old ideas are replaced by new ones and that old prod
ucts, services and processes are substituted by those which are better and 
more effective. New ideas and innovations are often created by new, 
small ventures that grow rapidly and sometimes even create new indus
tries. Many of the best known and most successful Swedish companies 
such as IKEA, SKF, Tetra Pak, AGA and Electrolux, were founded and 
developed based on individual innovations. More recent examples are 
Apple, Microsoft and Netscape; all relatively young companies that have 
grown extremely rapidly and have changed the computer industry. Most 
people would regard these as examples of exceptional entrepreneurship. 

The above implies that entrepreneurship is a key to economic devel
opment, the creation of wealth and employment, and illustrates how 
closely connected entrepreneurship is to small firm growth. In his classic 
definition of entrepreneurship1, Schumpeter (1934) stressed that entre
preneurship has to do with combining resources in new ways that create 
disequilibrium in the economic system. In other words, entrepreneurial 
firms are innovative to such an extent that they have an impact on the 
market. In another well recognised definition of entrepreneurship, Stev
enson advocates that pursuit of opportunity is the most important com
ponent of entrepreneurship (Stevenson, 1984; Stevenson & Gumpert, 
1991; Stevenson & Jarillo, 1986; 1990). This definition concerns the 
firm’s relation to, and success in, the market place, realising what the 
wants and needs are, and will be in the future. These two definitions 
complement each other. When combined, entrepreneurship is defined 
as taking advantage of opportunity by novel combinations of resources in 
ways which have impact on the market. This is the view of entrepreneur
ship held throughout this dissertation. 

��6FKXPSHWHU�UHIHUV�WR�WKH�QHZ�FRPELQDWLRQV�DV�HFRQRPLF�GHYHORSPHQW��WKH�SURFHVV�RI�FDU� 
U\LQJ�RXW�WKH�QHZ�FRPELQDWLRQV�DV�HQWHUSULVH��DQG�WKH�SHRSOH�WKDW�FDUU\�RXW�WKH�QHZ�FRPEL� 
QDWLRQV�DV�HQWUHSUHQHXUV��%\�RWKHUV��WKHVH�WKUHH�FRQFHSWV�KDYH�MRLQWO\�EHHQ�UHIHUUHG�WR�DV 
HQWUHSUHQHXUVKLS� 
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It is hard to imagine a small firm taking advantage of opportunity 
and having considerable impact on the market place without growing. 
Let us consider Microsoft for a moment. If Microsoft sold 100 licences a 
year, it would neither have any considerable impact on the market, nor 
would Microsoft take advantage of the opportunity that apparently ex
ists in the computer software market. If we accept the view that entre
preneurship is a matter of degree and not a dichotomous yes or no vari
able (Davidsson, 1989; Greene & Brown, 1997; Stevenson, 1984), 
growing Microsoft is at least more entrepreneurial than refraining from 
doing so. Thus, it seems that growth is an important manifestation of 
entrepreneurial behaviour in small firms. 

��� *URZWK�DQG�SHUIRUPDQFH 
Whereas, on aggregate, small firms appear to be a vital part of the econ
omy, the prospect for any individual firm is uncertain. Many small firms 
die during their first years of operation, or struggle to survive. The 
number of small firms that achieve large economic returns for their 
owners and grow substantially is limited. 

Some previous research suggests a close connection between the 
growth and the performance of a small firm. At the most basic level of 
performance - survival - larger firms perform better than small (Storey, 
1994b), suggesting that growth is an appropriate survival strategy for 
small firms. Also, when studying small firms that survive, it has been 
suggested that growth is the most appropriate indicator of performance 
(Brush & VanderWerf, 1992). 

Much research has been produced concerning the performance of 
small firms during recent years. A striking feature of this research is that 
many different measures of performance are used, and there is little con
sensus as to what measures are more appropriate. Some researchers claim 
that traditional performance measures such as profitability are not rele
vant to small firms (e.g. Van de Ven, Hudson & Schroeder, 1984). 
These authors advocate employment or sales growth as more appropri
ate performance measures. 

It may be intuitively appealing to equate small firm growth with 
small firm performance. However, growing firms are not necessarily 
successful in other respects, and successful small firms do not necessarily 
grow. A firm may experience negative cash flow and low return on in
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vestment during an expansion phase (Flamholtz, 1986). But it is also 
possible for a small firm to deliberately trade off long-term growth for 
short-term profits (Zahra, 1991). Such a small firm can exhibit high 
economic performance while not growing, suggesting that the relation
ship between economic performance and growth may be relatively com
plex, and dependent on choices made by small business managers. 

Thus, restricting a study to the growth of small firms, omitting other 
aspects of performance, may be too limited. There is reason to further 
investigate the connection between growth and performance and 
whether the factors contributing to growth also enhance performance. 
Understanding the factors that enhance and restrict the performance of 
small firms is essential for small business managers as well as policy mak
ers. If the performance of small firms could be improved, much would 
be gained for the firms themselves, as well as society as a whole. 

��� 7KH�QHHG�IRU�V\VWHPDWLF�NQRZOHGJH 
Research has revealed that the majority of small firms do not grow, and 
that many are not even interested in pursuing growth (Davidsson, 1989; 
Delmar, 1996a; Gundry & Welsch, 1997; Storey, 1994a). Rapid-
growth firms are not concentrated to specific industries. Contrary to 
common belief, these firms may be found in labour as well as knowledge 
intensive industries; in manufacturing as well as the service sector 
(Ahrens, 1992; Blixt, 1997; Davidsson & Delmar, 1997; Smallbone, 
Leigh & North, 1995; Storey, 1996). Furthermore, growth is an im
portant aspect of performance, but growth may be traded off in favour 
of profits (Zahra, 1991). 

This raises some challenging questions. Is it at all possible to predict 
which firms will grow, or is firm growth haphazard? To what extent can 
we equate growth with performance, i.e. do the firms that grow more 
also perform well financially? Do high-performing small firms share any 
common characteristics that distinguish them from low-performing 
firms? What is the role of entrepreneurship in the growth and perform
ance of small firms? If we wish to take policy measures to stimulate the 
development of small firms, which groups should be stimulated and 
what type of measures should be taken? 

Unfortunately, our present knowledge is insufficient to answer these 
questions with any degree of confidence, and more research is needed to 

4 



introduction


gain the necessary systematic knowledge. Research in this area is not 
well developed, which is illustrated by these two recent quotations: 

In some areas theorists have already made a major contribution to our 
understanding of small firm issues, but in others their contribution is 
much weaker...In other areas - most notably small firm death and 
growth, it is much weaker. (Storey, 1994b, p. 5, emphasis added) 

At this time our ability to predict performance of new firms is limited. 
(Cooper, 1995, p. 120) 

���	 6RPH�SUREOHPV�LQ�SUHYLRXV�UHVHDUFK�DQG 
VXJJHVWLRQV�DV�WR�KRZ�WKH\�PD\�EH�RYHUFRPH 

1.0.0 Empirical and theoretical problems 
As illustrated by the quotations in the previous paragraph, our knowl
edge about why some small firms perform well and grow while others 
do not, is still insufficient. This is at the same time both discouraging 
and encouraging. It may be discouraging for a small business manager 
asking for advice on suitable strategies, or a policy maker in search of 
policy measures, to learn that the literature provides little guidance. On 
the other hand, it provides challenges and opportunities for researchers 
interested in advancing our knowledge in the area. 

The lack of knowledge should be taken seriously and can be broken 
down into a number of more specific areas. First of all, it is important to 
find out which factors affect the growth and performance of individual 
small firms. Of particular importance is to identify those factors that 
could be influenced by small firms themselves and/or society in general. 
Knowledge of these factors could form the basis for activities to improve 
small firm performance. It is, for instance, of little or no use to a small 
business manger to know that the firm would perform better if he or she 
had a different personality. For the same reason, it is important to find 
factors that have a sustainable rather than temporary influence on 
growth and performance. 

It is also important to gain knowledge about how different factors 
affect growth and performance outcomes. Prior sector experience is an 

5 



Jönköping International Business School 

example of a factor that is commonly believed to enhance small firm 
performance. However, this experience could influence the performance 
in different ways. It is possible that an experienced small business man
ager, due to knowledge of industry pricing policies etc. makes more ap
propriate decisions that enhance the firm’s performance. But it is 
equally likely that prior industry experience provides the small business 
manager with a personal network of potential customers, which gives 
easier access to the market. There are ways other than prior sector expe
rience to gain both relevant knowledge and a personal network. How
ever, the alternatives to other sources of knowledge (e.g. education) and 
other sources of an extensive personal network (e.g. membership in 
some association) are vastly different. Depending on how experience is 
conceptualised to influence performance (knowledge or personal net
work), different empirical and theoretical conclusions are drawn. 

This ”experience” example also illustrates the importance of building 
knowledge on a more general level. It may be more relevant to address 
the influence on growth and performance from acquired personal abili
ties or an extensive personal network - of which sector experience may 
be one example - instead of addressing the importance of experience per 
se. 

These issues have not been fully acknowledged in previous research. 
The major shortcoming is not that the area of small business growth and 
performance is understudied. Rather, the field is lacking conceptually 
strong and empirically comprehensive studies. 

Small firm growth and performance are areas that have been studied 
from a multitude of perspectives. A review of published research in the 
area shows that the overwhelming majority is empirical, often with a 
relatively low degree of conceptualisation. This literature review is pre
sented in Section 2.2 and Appendix 1. 

The theory of the research is, in many cases, not explicitly stated. 
The level of abstraction is usually low. Manifest variables, with little 
theoretical content, that have been previously found to be antecedents 
of performance and growth, are often utilised without a thorough dis
cussion of the theoretical assumptions underlying their inclusion, or the 
theoretical consequences of using different types of variables. The most 
common assumption is that growth and performance are linear combi
nations of a set of non-collinear explanatory variables. This is certainly a 
way of finding manifest variables that have an effect on firm growth and 
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performance, but does not necessarily enhance the development of the
ory. Neither is the empirical work usually impressive (though there are 
some exceptions). Samples are usually small, response rates low and data 
collection strictly cross sectional. 

A major weakness in our knowledge about small firm growth and 
performance, on entrepreneurship, and within social science in general, 
is that it is highly fragmented. The same or similar phenomena are often 
studied in isolated research projects using different concepts, models and 
methods. It is rare that researchers build on theories and models devel
oped by others. This problem has been highlighted in a number of re
views (Cooper, 1995; Low & MacMillan, 1988; Storey, 1994b; 
VanderWerf, 1989): 

This section reviews a number of empirical studies which relate elements 
within the entrepreneur, firm and strategy components to the growth of 
the firm...There are a number of problems in using this approach, be
cause the vast bulk of studies have been conducted independently of each 
other. Frequently they address issues of specific interest to the researcher, 
but do so in a way which makes compatibility with other studies diffi
cult. (Storey, 1994b, p. 125) 

The more substantial problems in previous research - although there are 
exceptions - would appear to have their origin in the three following ar
eas: 

•	 A lack of conceptualisation and a lack of use and development of 
theory. 

•	 A lack of integration of previous knowledge into research models. 

•	 Not sufficiently rigorous research methods. 

1.0.0 Attempts to overcome these problems in the present research 
Some of the above mentioned problems are more or less inherent. The 
research field is relatively young (Cooper, 1995), and it takes time to 
build systematic knowledge. This process of knowledge creation may be 
particularly slow in the area of firm growth and performance, since these 
are complex phenomena. In addition, access to information is limited, 
as small firms may not always be willing to divulge that information 
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which researchers consider most interesting (Brush & VanderWerf, 
1992). 

However, some progress may still be possible. In order to overcome 
the above mentioned problems to the greatest possible extent, the fol
lowing approach to the empirical study of small firm growth and per
formance has been chosen: 

•	 The study is longitudinal in the sense that a cross sectional study is 
repeated and follow-up measures of the dependent variables are col
lected at a later point of time. Thus, it will be possible to infer causal 
direction among variables (Low & MacMillan, 1988)2. The lack of 
longitudinal designs in the field of entrepreneurship research is a 
major methodological shortcoming, hampering further theoretical 
development, according to recent reviews (cf. Aldrich & Baker, 
1997; Sexton, 1997). 

•	 Variables from different levels of analysis are integrated. In entrepre
neurship research, variables relating to the individual are often used 
to explain small firm outcomes. These models are not sufficient, as 
other factors beside the individual influence the development of 
small firms (Davidsson, 1989). The same is true for the studies re
stricted to the use of organisational variables; the explanatory power 
is reduced since the characteristics of the entrepreneur are omitted. 

•	 A wide range of variables are used to reflect multiple facets contrib
uting to growth and performance. With this design, it is possible to 
build on a wide range of previous research. A striking feature of 
Storey’s (1994b) review of studies of small firm growth, is that each 
of them only covers a fraction of the variables that have been consid
ered important in other studies. Hence, previous research may have 
been too narrow in scope. 

•	 The variables in the study are treated as indicators of theoretical con
structs in empirical analyses. That is, theoretical constructs are ab
stracted from the empirical observations in order to build theoretical 

��$�ORQJLWXGLQDO�GHVLJQ�JLYHV�D�WLPH�ODJ�EHWZHHQ�FDXVH�DQG�HIIHFW��7KLV�WHPSRUDO�VHTXHQWLDOLW\ 
EHWZHHQ�FDXVH�DQG�HIIHFW� LV�D�QHFHVVDU\�EXW�QRW�VXIILFLHQW�FRQGLWLRQ�IRU�FDXVDOLW\��7KH�IDFW 
WKDW�QLJKW�IROORZV�GD\�GRHV�QRW�LPSO\�WKDW�WKH�GD\OLJKW�FDXVHV�WKH�GDUNQHVV�DW�QLJKW��5DWKHU� 
ERWK�SKHQRPHQD�DUH�MRLQWO\�FDXVHG�E\�WKH�URWDWLRQ�RI�HDUWK��,W�LV�LPSRVVLEOH�WR�SURYH�WKDW�D 
UHODWLRQVKLS�EHWZHHQ�WZR�YDULDEOHV�LV�FDXVDO�DQG�QRW�VSXULRXV��7HPSRUDO�VHTXHQWLDOLW\�PXVW 
EH�VXSSOHPHQWHG�E\�WKHRU\�DQG�FRPPRQ�VHQVH�LQ�RUGHU�WR�PDNH�WKH�FDXVHV�RI�D�SKHQRPH� 
QRQ�SODXVLEOH��5XLVW�������� 
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knowledge on a more general level. By using this approach, theoreti
cal concepts can be elaborated and empirically validated, and a 
stronger link between theory and empirical findings can be estab
lished. 

•	 The present study is intended to comprise all business activities of 
the entrepreneur. Previous empirical research on small firm growth 
has focused on the growth of a single firm (Scott & Rosa, 1996). 
However, different growth patterns are possible; one person could, 
for example, run multiple firms and small firms could form company 
groups. This information should be of interest and crucial regardless 
of whether the researcher is interested in small firm growth as such, 
entrepreneurship, or small firm performance. Focusing on one single 
firm and omitting information on other economic activities of the 
entrepreneur could distort the results. 

��� 5HVHDUFK�TXHVWLRQV 
In summary, the previous sections stress that: 

•	 Small firm growth and performance are areas of great and general 
importance. 

•	 Our present knowledge about these phenomena is still insufficient. 

•	 The questions of which factors influence small firm growth and per
formance and how they influence small firm growth and performance 
are of particular importance. 

•	 Some of the problems in previous research are more or less inherent, 
but it is nevertheless possible to further advance our knowledge by 
choosing an appropriate research approach. 

Based on this, the specific research questions that will be addressed in 
this dissertation are the following: 

•	 Is it possible to identify crucial factors that enhance or restrict small 
firm growth and performance? 

•	 If so, which are these factors? 

•	 In what pattern do these factors affect growth and performance, i.e. 
how should small firm growth and performance be modelled? 

•	 What is the relationship between entrepreneurship on the one hand 
and small firm growth and performance on the other? 
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��� 5HVHDUFK�DSSURDFK 
The focus of this dissertation is on the growth and performance of indi
vidual small firms. Thus, population ecology models, which focus on 
the death and survival of populations of organisations, or regional eco
nomics studies comparing aggregate performance levels of small firms in 
different locations, is not the main concern. 

Some streams of research (e.g. industrial economics) take a relatively 
deterministic view of organisational design and performance outcomes. 
There are always some constraints in any decision making situation. 
However, the view held here is that small business managers have sub
stantial discretion to exercise choice in the course of action of their firms 
and that they are able to influence performance and growth outcomes of 
their firms. The destiny of the small firm is not completely determined 
by the characteristics of the environment and other factors outside the 
control of the small firm. 

Given the attainment of some threshold level of performance, man
agers may choose to pursue various goals that are not necessarily eco
nomically rational. Depending on personal goals, small firms may per
form at levels far below their full potential. The profit maximisation 
motive, implicitly present in economic theory, is probably not applica
ble to small firms. 

This view of small firm performance and growth has previously been 
labelled a strategic choice approach (Keats & Bracker, 1988). This seems 
to be an appropriate label to describe the theoretical domain of the pres
ent research. 

Variables from different levels of analysis will be integrated; some
thing that has been called for by other researchers in the field (Low & 
MacMillan, 1988; Zahra, 1993). In the analyses, variables relating to the 
entrepreneur, the firm and the environment will be integrated. Small 
firms are a particularly suitable area for conducting this type of research 
(Chandler & Hanks, 1994b). Due to their small size, small firms are less 
well insulated from environmental impacts, which makes it necessary to 
take environmental influences into consideration. Their small size also 
leads to a relatively simple organisational structure and a relatively ho
mogenous organisational culture, permeated by the entrepreneur’s vi
sion. In a sense, the firm and the entrepreneur are intertwined. 
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In the small firm the entrepreneur has a direct and crucial influence 
on actions of the firm, whereas in the large firm more people are in
volved in the decision making process. This is largely reflected in the lit
erature where actions of small firms are studied by entrepreneurship re
searchers, largely focusing on the entrepreneur, whereas the actions of 
large firms are studied by strategy researchers, mainly focusing on the 
organisation. There is, most likely, a gradually diminishing influence 
from the individual as firms become larger. The influence of the indi
vidual is, to some extent, an inverse function of firm size. But, at what 
size does the organisation become more interesting than the entrepre
neur and vice versa? There is, of course, no such size. Instead, the dual 
focus on both the individual and the organisation is needed in research 
on small firms. 

If firms are new and/or very small, single individuals are responsible 
for important decisions and actions and there is little need to study en
trepreneurial strategy: ”All revolves around the entrepreneur. Its goals are 
his goals, its strategy his vision of its place in the world.” (Mintzberg, 1984, 
p. 534)

As the firm becomes larger, usually between 10 and 20 employees, 
but varying across industries, more people inside the firm are likely to 
get involved in its management (Stanworth & Grey, 1991). Generally 
speaking, after a firm gets established and starts growing, the smaller the 
influence from a single individual gets and the more professional man
agement becomes. It is important to recognise strategic issues in these 
firms. Hence, it is important for entrepreneurship researchers to recog
nise entrepreneurial dimensions of strategy in addition to individual 
level entrepreneurship. Miller (1983a) states that: 

The emphasis has been upon the innovative abilities of the individual, 
and generally it is the entrepreneur as actor who has been the focus of this 
research. This paper shifts the emphasis somewhat looking at the entre
preneurial activity of the firm... The entrepreneurial role stressed by 
Schumpeter is socially vital but it can be performed by entire organiza
tion which are decentralized. It can easily exceed or even circumvent the 
contributions of one central actor. (p. 770) 

Miller’s view receives support from other researchers. In their recom
mendations for future research in entrepreneurship, Low & MacMillan 

11 



Jönköping International Business School 

(1988) emphasise that the survival and growth of entrepreneurial firms 
may be better explained by micro variables such as strategy, whereas 
start-up can be explained by macro variables. 

In their conceptual model of entrepreneurship as firm behaviour, 
Covin & Slevin (1991) stress that an entrepreneur’s effectiveness can be 
measured in terms of his or her firm’s performance. Firm performance is 
a function of organisational- as well as individual-level behaviour. 

To sum up; firm level analyses of entrepreneurship are important and 
the impact from the environment needs to be considered, in addition to 
more traditional studies, preoccupied with the entrepreneur. When 
conducting firm-level analyses of entrepreneurship, strategic issues play 
an important role. In this dissertation, environmental-level, firm-level 
and individual-level analyses will be combined. 

��� 'HILQLWLRQ�RI�NH\�FRQFHSWV 

Small firms, growth and performance are the essential concepts of this 
dissertation and need to be clearly defined. Words starting with 
”entrepreneur” are also central and used numerous times. It may be 
helpful to clearly define these concepts at the outset to avoid the risk of 
confusing the concepts and in order to make the text more easily under
standable. 

•	 The European Union’s definition of a small firm is used. A firm with 
10 to 49 employees and annual sales of not more than ECU 7 mil
lion is considered small. The rationale for choosing this definition is 
provided in Section 4.4.2. 

•	 Growth refers to change in size or magnitude from one period of time 
to another. Growth can involve the expansion of existing entities 
and/or the multiplication of the number of entities. In biological 
beings, both these growth processes take place simultaneously; indi
vidual cells grow, and the number of cells is multiplied through fis
sion. In our case, growth could refer to the increased size of individ
ual firms, but is not restricted to this. Growth can also be obtained 
by the multiplication of the number of firms controlled by a par
ticular individual or group of individuals. An operationalisation of 
the growth concept and its empirical content is discussed in Section 
3.6. 
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•	 Performance is, at the most general level, a concept referring to the 
degree to which a society’s resources are being used as efficiently as 
possible to maximise the welfare of the individuals within that society 
(Thurik, 1996). This is an output definition concerned with the out
comes of the use of resources (Cameron, 1978). Performance in this 
study is associated with the organisational performance or effective
ness of the firm (i.e. the favourable reception in the market place) 
rather than the operating performance or efficiency (i.e. the ratio 
between input and output). Furthermore, performance is limited to 
those outcome dimensions most important as guides to decision 
making, i.e. those dimensions of performance that are likely to influ
ence and be influenced by actions taken by the small firm. An opera
tionalisation of the concept and its empirical content is discussed in 
Section 3.7. 

•	 Entrepreneurship is defined above as ”taking advantage of opportunity 
by novel combinations of resources in ways which have impact on 
the market” and is a conceptual term that will not be studied empiri
cally. As a conceptual term, it is a mental construction and not a di
rect description of specific empirical circumstances. Entrepreneurship 
is associated with processes and outcomes of processes, involving one 
or many firms, one or many individuals. 

•	 Entrepreneurial orientation (abbreviated EO) is an empirical term that 
is operationalised and measured. Entrepreneurial orientation refers to 
the small business manager’s self-perception of the firm’s strategic 
orientation. The term is best described as the strategic orientation or 
outlook of the firm. EO is further discussed in Section 3.4.3. 

•	 Entrepreneurial behaviour is also an empirical term that is operation
alised and measured. As an empirical term, entrepreneurial behaviour 
is concerned with observational manifestations corresponding to the 
previous definition of entrepreneurship. The concept and its link to 
EO and growth is further discussed in Chapter 8. 

•	 Entrepreneur is a term referring to an individual. Some authors refer 
to entrepreneurs as individuals exhibiting behaviour similar to those 
described above, and distinguish entrepreneurs from small business 
managers. Others use the term to describe small business managers 
(or business founders or owner-managers) in general. When reference 
is made to other authors, their meaning of the concept 
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”entrepreneur” can be inferred from the context of the writing. The 
term entrepreneur, as such, is not central to the present research. In
stead, the characteristics of the individuals are explicitly described 
(e.g. whether the individual is a business founder, has growth aspira
tions, or his/her goals). Therefore, when the term entrepreneur is 
used it refers to the respondent of the study, who is a small business 
manager, and most often, but not always, the majority owner. 

���	 7KH�JHQHUDO�RXWOLQH�RI�WKH�GLVVHUWDWLRQ�DQG�D 
SUHYLHZ�RI�VXEVHTXHQW�FKDSWHUV 

Figure 1.1 serves as an illustration of the structure of the dissertation, 
based on the content of the individual chapters. The arrows in the figure 
indicate how the chapters are linked to each other. 

The next chapter, Chapter 2, comprises the theoretical framework of 
the dissertation. It starts with a review of the more recent literature 
dealing with small firm growth and/or performance. Based on the vari
ables utilised in previous studies, four theoretical perspectives are de
rived, and the possible contribution of each of these perspectives to 
small business growth and performance is discussed. Three of these 
theoretical perspectives are then integrated into a model, referred to as 
the theoretical model. 

In Chapter 3, the theoretical model is operationalised which results 
in the research model. This research model contains six theoretical con
structs, each measured with a number of manifest indicators. This 
chapter may be seen as the bridge between theory and the empirical 
study. 
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Figure 1.A. The structure of the dissertation 

The subsequent chapter, Chapter 4, deals with methodological issues. It 
covers the whole span from a basic scientific standpoint, through em
pirical definitions to sampling, measurement and data analysis. Here, 
motivations are given for many of the empirical choices made; choices 
which have consequences for the empirical analyses in the subsequent 
chapters. 

Chapters 5 to 7 contain the major empirical part of the dissertation. 
Analyses move from the relatively simple in Chapter 5, through the 
somewhat more sophisticated in Chapter 6, to the most sophisticated 
modelling and analyses in Chapter 7. To a great extent, the same data 
and variables are analysed in different ways in the three chapters. It may 
seem superfluous to analyse similar data in three different chapters. 
However, there are some valid reasons for doing so. The simpler analy
ses are more easily scrutinised and interpreted. More sophisticated mod
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els, on the other hand, take more factors into consideration, which re
duces the risk of neglecting important factors or relationships. This is 
likely to give more reliable results. Furthermore, when different meth
ods produce the same results, this can be seen as a validation of the 
findings. Finally, the three chapters address somewhat different ques
tions, and suitable methods are chosen in relation to these questions. 

In Chapter 5, non-causal means comparisons, and Student’s t-test of 
significance are utilised. Aggregate mean differences between groups of 
rapid-growth and slow-growth small firms are compared. The research 
model is guiding the analyses. However, the research model is mainly 
used for structuring the variables so that variables belonging to the same 
theoretical constructs are analysed jointly. 

The aim of Chapter 6 is to explain differences in the degree of entre
preneurial orientation (EO) between individual firms. Multiple linear 
regression is used for analysis. The direct linear effect of a set of inde
pendent variables on one dependent variable is estimated. EO is the de
pendent variable, and variables relating to the theoretical constructs of 
the research model are independent variables. In order to reduce the 
number of variables, and to increase measurement reliability, a number 
of indices are summed from manifest indicators. These indices are used 
in this, as well as the two remaining empirical chapters. 

In Chapter 7, growth and performance are predicted, i.e. the full re
search model is tested. The purpose is to estimate which factors influ
ence growth and performance and the pattern of their influence. Analy
ses are conducted for both ultimate dependent variables separately. The 
final analysis of the chapter comprises a separate assessment of small 
business owner-managers, to examine whether motivation has a stronger 
impact among this group than small business managers in general. For 
the purpose of analysis, the PLS technique is utilised, where the theo
retical constructs of the research model are considered to be latent vari
ables. 

Chapter 8 is also empirical but has a slightly different orientation 
compared to the previous empirical chapters. The purpose of this chap
ter is twofold; (a) to establish the extent to which EO leads to actual 
entrepreneurial behaviour, and (b) to find out whether growth and 
other indications of entrepreneurial behaviour are associated with each 
other. In order to do this, the research model predicting growth and 
performance is utilised. The only alteration of the model is that entre
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preneurial behaviour replaces growth and performance as the ultimate 
dependent variable. 

Chapter 9, finally, provides a summary of the most important em
pirical and theoretical findings. Implications for practitioners and policy 
makers are provided on the basis of these findings. The theoretical 
framework is assessed and further developed, covering an assessment of 
the usefulness of the utilised theoretical perspectives, a modification of 
the research model and an extension of Stevenson’s conceptualisation of 
entrepreneurship. Finally, limitations of the present study and sugges
tions for future research are discussed. 
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2 Theoretical framework 

��� ,QWURGXFWLRQ 
Entrepreneurship and small firm growth/performance are empirical 
phenomena which have received attention within many scholarly fields. 
Valuable contributions have been made from the fields of management, 
psychology and economics, amongst others. Multi-disciplinary studies 
have also been carried out as well as those that emphasise theory to a 
lesser extent. When seeking to achieve theoretical knowledge within the 
areas of entrepreneurship and small firm growth/performance, it would 
seem unwise to ignore the multitude of different approaches. 

In order to give the present study a solid theoretical foundation re
lated to previous research in the field, the theoretical assumptions un
derlying previous empirical research, together with other relevant theo
ries, are categorised into four different theoretical perspectives; the re
source based perspective, the life-cycle perspective, the strategic adaptation 
perspective and the motivation perspective. Three of these four perspectives 
are then integrated into a model which provides the theoretical basis for 
the empirical research conducted here. Due to this combination of theo
retical perspectives, the present study may be regarded as multi
disciplinary. 

In a following chapter (Chapter 3), the research model developed is 
operationalised. This means that the theoretical constructs of the model 
are specified, in order to be empirically measurable. It also means that 
the causal relationships among theoretical constructs are operationalised. 
In other words, the causal effect of one construct on another is quanti
fied. As a result, the constructs, as well as their relationships, are quanti
fied. 

The emphasis in this chapter is on the theoretical assumptions of the 
research and not on any empirical findings. Empirical research findings 
are presented together with the empirical analyses in subsequent chap
ters. 
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���	 5HYLHZ�RI�OLWHUDWXUH�RQ�VPDOO�ILUP�JURZWK�DQG 
SHUIRUPDQFH 

The table in Appendix 1 provides an overview of the more recent em
pirical research on small firm growth and performance. In total, the re
view covers nearly 70 published articles, books, book sections and con
ference proceedings, with more than 100 individual contributors. Em
phasising that it is a review of empirical research might be superfluous, 
since very few conceptual contributions were found altogether. Some 
things are immediately discernible from the table. First, quantitatively 
speaking, small firm performance and growth are not understudied areas 
as was the case in the past (VanderWerf, 1989). A number of books and 
articles are published annually. Judging from dates of publication, the 
output seems to be increasing rather than decreasing. 

Second, the second column of the table - which covers the dimen
sions of growth and/or performance studied - exhibits a multitude of 
different variables. Performance and growth seem to be conceptualised, 
operationalised and measured in many different ways. It is curious to 
note that discussions of the conceptual meaning of the two terms were 
somewhat lacking, while discussions of appropriate measures were more 
common. This suggests that the conceptual meanings of the concepts 
are either taken for granted, or of little interest. Considering the variety 
of measures, conceptualisation may be helpful in guiding the quest for 
appropriate measures to be used in future research. 

Many of the studies concerned with performance use growth as the 
sole performance indicator. This suggests that in empirical research, 
growth and performance are often used interchangeably. Nor are any 
systematic differences evident between ”growth studies” and 
”performance studies” in the theories applied or explanatory variables 
studied. It would therefore appear that the small firm growth and small 
firm performance literature can be seen as one stream of research, rather 
than two distinct ones. 

Third, even greater variations exist concerning the factors that are 
thought to contribute to growth and performance. It is difficult to find 
any single variable that is represented in more that a small fraction of all 
the studies. This illustrates the fragmentation of the field and the diffi
culty in comparing findings from different studies. Empirical findings, 
samples and types of analyses have been left out of the table. If these 
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were included, the fragmentation would become even more accentu
ated. 

As the headings of the table in Appendix 1 indicate, the attempt was 
made to group this great number of different variables into different 
types of variables. Initially, all individual variables from the studies were 
listed. Thereafter, similar variables were put into groups. As a final step, 
these groups were then arranged into consolidated, larger groups based 
on common conceptual themes. 

It appears that the overarching labels strategy, resources, motivation 
and environment cover the vast majority of variables in the studies. 
These labels should be viewed as theoretical constructs. Stated differ
ently, strategy, resources, motivation and the environment are theoreti
cal variables on a high level of abstraction, which can be given different 
empirical manifestations. By introducing these theoretical constructs, it 
is possible to classify the foci of previous studies and compare them in a 
more meaningful way than if individual variables were assessed. The 
theoretical constructs introduced to label variables in previous research, 
do not, necessarily, match the categorisations made by individual 
authors but are interpretations of the theoretical meaning of the variables 
used. Some researchers, for example, consider R&D expenditure to be a 
dimension of the firm’s resources, whereas others relate it to the strategy 
of the firm. 

When comparing the studies at this level of abstraction, it becomes 
evident that relatively few studies have utilised variables relating to all 
the theoretical constructs jointly. It is possible to conclude, however, 
that all four identified dimensions are important and future research 
needs to be aware of, and study, all these theoretical constructs in order 
to build on and extend previous research. 

Models, theories and variables utilised, probably reflect the back
ground and preferences of the individual researchers. As illustrated in 
the table, many studies cover a multitude of variables (although these are 
not necessarily related to all four theoretical constructs). This suggests 
that the majority of empirical studies are multi-disciplinary in character. 
The level of abstraction is usually low. Manifest variables, with little 
theoretical content (low-level variables) that have been previously found 
to be antecedents of performance and growth, are often utilised without 
a thorough discussion of the theoretical assumptions underlying their 
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inclusion, or the theoretical consequences of using different types of 
variables. 

It has been suggested elsewhere that most of the work in the field 
suffers from the absence of defined theoretical frameworks (e.g. Cooper, 
1995; VanderWerf, 1989). The lack of conceptualisation and multi
disciplinarity makes it difficult to classify previous research in more tra
ditional ways, such as strategic management studies, psychology studies, 
sociology studies, industrial economics studies etc. Nor is it possible to 
trace the development of any distinct theory of small firm growth and 
performance, or any theory of entrepreneurship, from the literature re
view. Instead, based on the types of variables included in the reviewed 
studies, an alternative approach focusing on theoretical perspectives as 
outlined in the sections below, is chosen to classify previous research. 

A major question arising from the review is how different factors 
contribute to growth and performance. Motivation, for instance, can 
give the propensity for certain actions. But motivation alone cannot af
fect the outcomes of a firm, in terms of growth and performance, unless 
first converted into some kind of action. The same is true for resources. 
Resources provide the small firm with growth and performance poten
tial, but they must be utilised in order to affect outcomes. These issues 
are rarely addressed in the reviewed literature. How resources, environ
ment and motivation affect growth is often something of a ”black box”. 

Turning to the studies concerned mainly with small firm strategies, 
the question arises of why small firms make the strategic choices they 
do. It is implicit in most research that small firms are thought to have 
wide discretion in choosing any strategy they wish. However, this is not 
likely to be the case. Jennings & Beaver (1997) maintain that strategies 
of small firms are adapted to their circumstances. They are based on the 
manipulation of a limited amount of resources, and reflect the personal 
preferences and attitudes of the firm’s entrepreneur. Thus, strategies are 
likely to be closely connected to - and restricted by - both the resource 
base and environment of the small firm, as well as the motivation of the 
entrepreneur. 

Four theoretical perspectives have been introduced and identified in 
order to overcome the problem of building the present research on a 
multi-disciplinary, highly fragmented research field lacking conceptuali
sation. These theoretical perspectives address how the prevalent theo
retical constructs of strategy, environment, resources and motivation af
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fect growth and performance. The theoretical perspectives are derived 
from theories that examine in detail how one or more of the theoretical 
constructs are linked to growth and/or performance. 

This is one way of overcoming the lack of compatibility among the 
studies but still make use of their propositions and findings. These theo
retical perspectives are not necessarily explicitly utilised in small business 
research. However, they are based upon fundamental research where the 
small business growth and performance literature resides, and that more 
thoroughly examines and formulates theoretical issues. 

��� 7KHRUHWLFDO�SHUVSHFWLYHV 
A researcher studying real life events will inevitably make certain as
sumptions about the nature of these events. These assumptions compose 
what is here called a theoretical perspective. The theoretical perspective 
delimits what is observed and perceived by the researcher. As MacIver 
(1942) puts it: 

Causal knowledge is always inferential, never immediate...The assertion 
of any relationship, no matter how simple or obvious, involves the appeal 
to reason, and its establishment is a scientific construction. 

The researcher must be aware of, and able to articulate his or her theo
retical perspective. The assumptions may be explicitly stated. If not, the 
researcher must provide a logical and coherent presentation, so that 
these assumptions may be implicitly inferred. 

To give an example: most economists assume that when business de
cisions are made, there are a number of different specific alternatives, 
each of which could lead to a specific outcome known to the individual 
making the decision. The decision maker will choose the alternative that 
gives him or her the greatest expected utility, which is most often the 
greatest profit. These assumptions may be appropriate in some situa
tions, depending on the purpose and circumstances of the research. In 
most cases these assumptions are not explicitly stated, but any reader 
with a basic knowledge of economics will infer the assumptions from 
the context of the writing. This is not a theory. It is the assumption that 
an economist makes about how decisions are made, and an important 
aspect of the economist’s theoretical perspective. 
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An excellent definition of what a theory is has been provided by 
Gartner (1989, p. 29): 

A theory gives a study a specific purpose and a logic. As Daft (1985) puts 
it, ”Theory means explaining what the variables mean and why they are 
related to one another in organizations” (p. 195). Or as Kerlinger 
(1973) more formally defines it: A theory is a set of interrelated constructs 
(concepts), definitions, and propositions that present a systematic view of 
phenomena by specifying relations among variables, with the purpose of 
explaining and predicting the phenomena (p. 4). Two words should be 
emphasized in the Kerlinger definition: explaining and predicting. A the
ory explains by giving reasons for why specific variables influence, or are 
influenced by, other variables. A theory predicts by suggesting causality: 
that is, a theory indicates which variables influence other variables. A 
theory offers a model of the phenomenon as well as definitions of all the 
variables. 

A theoretical perspective is broader, less restrictive and on a higher level 
of abstraction than a theory. The focus is on general concepts and how 
they influence each other. It is ”meta-theoretical” to use Astley & Van 
de Ven’s (1983, p. 245) terminology. By conducting an analysis at this 
level it is possible to categorise a larger number of theories into a smaller 
number of theoretical perspectives. 

The four theoretical perspectives outlined here draw on previous re
search in the small business growth and performance area, but even 
more on other theories that address resources, environment, motivation 
and strategy and their relation to performance and growth outcomes in 
insightful ways. 

��� 7KH�UHVRXUFH�EDVHG�SHUVSHFWLYH 

2.0.0 A general outline of the perspective 
The most salient characteristic of the resource based perspective is the 
focus on the firm’s internal strengths. The resource based perspective is 
probably connected to the seminal work by Penrose (1959) more than 
any other. However, the perspective has experienced a revival during the 
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1990´s in the strategic management literature (Baden-Fuller, 1995; 
Barney, 1991; Grant, 1991; Hamel & Prahalad, 1990; Miller & Sham
sie, 1996). To a great extent, this has been a reaction to the analyses of 
the 1980’s, where the focus was on the relationship between strategy 
and the external environment (Grant, 1991). 

At the most basic level, the perspective describes the firm in terms of 
the resources that it integrates: ”Thus, a firm is more than an administra
tive unit; it is also a collection of resources the disposal of which between 
different uses and over time is determined by administrative decision” 
(Penrose, 1959 p. 24). However, Penrose does not discuss the definition 
of resources in greater detail. 

Following Penrose, classifications of the resources that the firm pos
sesses have been made. Six major categories of resources have been sug
gested by Hofer & Schendel (1978): financial resources, technological 
recourses, physical resources, human resources, reputation and organisa
tional resources. Other researchers have used different categories 
(Barney, 1991; Grant, 1991) basically referring to the same types of re
sources. A wide array of attributes may be put into these categories. Of
ten, the term resources is delimited to those attributes that enhance the 
firm’s efficiency and effectiveness (Wernerfelt, 1984). Miller & Shamsie 
(1996) hold that resources must have some capacity to generate profits 
or prevent losses. A general availability of resources will neutralise their 
advantage to the firm. Hence, in order for a firm to gain high levels of 
performance and sustained competitive advantage, it needs to possess re
sources that are heterogeneous across firms and difficult to create, sub
stitute or imitate. 

The resources can be used by the firm in many different ways and for 
different purposes. It is therefore important to differentiate the resources 
themselves from how they are organised, and for what purposes they are 
used. Penrose introduces the term services for their organisation, while 
Hamel & Prahalad (1990) refer to core competencies. In the present re
search the concept capabilities (Grant, 1991) is used to define how the 
resources are utilised by the firm: 

The capabilities of a firm is what it can do as a result of teams of re
sources working together. (p. 120) 
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Baden-Fuller (1995) disagrees with the main view of the resource based 
perspective. He claims that resources, as such, are tradable and thus 
transferable and imitable. Instead, capabilities are unique and the source 
of competitive advantage, which reinforces their importance. 

In the resource based perspective, managers have to select an appro
priate strategy in order to make the most effective use of the firm’s re
sources and capabilities (Grant, 1991). The extent to which core re
sources and capabilities are identified and exploited in appropriate ways 
by the firm’s strategy will influence its performance (cf. Figure 2.1). 

iResources Capabil ties Strategy Performance 

Figure 2.A. The resource based perspective. 

Penrose has taken the argument one step further, treating growth and 
performance as two conceptually different and causally linked con
structs, and explicitly assessed the impact of performance on growth. In 
essence, Penrose’s argument about the relationship between perform
ance and growth is that managers generally try to maximise the profits 
of the firm3, which is a common assumption in most economic litera
ture. Furthermore, she assumes that the managers, rather than the own
ers, are in control of the operations of the firm. Thus, it is possible for 
the managers to pay enough dividends only to keep the present owners 
from complaining and to attract additional capital if required. Manag
ers’ salaries and benefits are limited by what is perceived as being 
”politically correct”. Even though salaries may be high they will only re-

��,W�PXVW�EH�SRLQWHG�RXW�WKDW�3HQURVH�GRHV�QRW�LPSO\�WKDW�DOO�PDQDJHUV�ZDQW�WKHLU�ILUPV�WR 
JURZ��6KH�LV�ZHOO�DZDUH�RI�WKH�JUHDW�QXPEHU�RI�SHRSOH�UXQQLQJ�ILUPV�IRU�RWKHU�UHDVRQV�WKDQ 
SURILW�DQG�WKDW�D�ODUJH�VKDUH�RI�DOO� ILUPV�GR�QRW�JURZ��6LQFH�WKHQ��WKLV�KDV�EHHQ�FRQILUPHG 
HPSLULFDOO\�DJDLQ�DQG�DJDLQ��,W�LV�DQ�LPSRUWDQW�FRQVLGHUDWLRQ�VWLOO�LJQRUHG�E\�PDQ\�UHVHDUFKHUV� 

25 



Jönköping International Business School 

flect a small proportion of total profits. The remaining profits, after 
dividends and management salaries are paid, are then reinvested into the 
firm, allowing the firm to obtain additional resources and thus grow 
further. Growth refers to the expansion of assets controlled by the firm. 
The growth rate is limited by the rate at which the firm can obtain 
enough managerial capacity to manage these new assets, often referred 
to as the ”Penrose effect” (Marris, 1964). Although the link between 
profits and growth may be oversimplified in Penrose’s argument, and 
derived from logical deduction rather than systematic empirical obser
vation, no other resource based explanation has replaced it. 

In the resource based perspective, the environment provides few re
strictions on the growth of the firm. Increasing costs for resources and 
declining revenues for individual products may limit the expansion for 
those particular resources and products, but the firm is able to use other 
resources and it can create new markets. The environment does not 
limit the firm to a fixed set of growth opportunities. Rather, growth op
portunities always exist to the extent that the firm has the resources to 
identify and exploit these. 

2.0.0	 The perspective’s contribution to the present research 
context 

In the entrepreneurship literature, there is a tradition of focusing upon 
the individual; the entrepreneur. Although a resource based perspective 
is rarely explicit, it is evident that resource oriented variables are ex
pected to contribute to growth and performance. The socio
demographic characteristics of the entrepreneur often provide the per
sonal abilities which facilitate small firm growth and performance ac
cording to this literature4 (Begley, 1995; Bird, 1993; Box, White & 
Barr, 1994; Chandler, 1996; Davidsson, 1989; Macrae, 1992; Miller & 
Toulouse, 1988). Some researchers in this tradition extend their studies 
beyond a single individual, incorporating the personal abilities of the 
management or founding team in their studies (Barkham, 1994; Brush 

��%LUG��������SUHVHQWV�DQ�RYHUYLHZ�RI�UHVHDUFK�RQ�GHPRJUDSKLF�IDFWRUV�LPSRUWDQW�WR�HQWUH� 
SUHQHXUVKLS��ILUP�JURZWK�EHLQJ�RQH�DVSHFW��DQG�DQ�LQWHUHVWLQJ�DQG�PRUH�GHWDLOHG�PRGHO�RI 
KRZ�GHPRJUDSKLF�IDFWRUV�FRQWULEXWH�WR�WKH�FDSDELOLW\�RI�WKH�HQWUHSUHQHXU��PXFK�DORQJ�WKH 
VDPH�OLQHV�DV�KHUH� 
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& Chaganti, 1997; Cragg & King, 1988; Doutriaux, 1992; Siegel, Sie
gel & MacMillan, 1993). 

In addition, some studies complement the individual characteristics 
of the entrepreneur with strands of resources beyond the entrepreneur. 
Access to financial capital is one resource which is noted in some stud
ies, together with resources of the entrepreneur (Cooper, Gimeno-
Gascon & Woo, 1994; McGee, Dowling & Megginson, 1995). 

Other researchers take an organisational focus, and are mainly con
cerned with resources not directly related to individuals such as the over 
all competency or capabilities of the firm (Chandler & Hanks, 1994a; 
Chaston & Mangles, 1997; Heeley, 1997; Smart & Conant, 1994), or 
availability of capital (Bamford, Dean & McDougall, 1997). Attempts 
have also been made to look beyond the individual firm, and include re
sources from the individual’s or the organisation’s network (Donckels & 
Lambrecht, 1994; 1997; Hansen, 1995; Harrison & Mason, 1997) 

Some shortcomings of the entrepreneurship literature emerge when 
comparison is made with the resource based perspective outlined above. 
First, resources are usually not explicitly defined and the definitions 
from the strategic management literature are not referred to (Brush, 
Greene, Hart & Edelman, 1997). That resources exist and are impor
tant is obvious, but whether studies refer to specific strands of resources 
or to all the resources of the entrepreneur or the firm is not made clear. 

Second, the distinction between variables referring to the resources of 
the entrepreneur and variables referring to other dimensions of charac
teristics of the entrepreneur (e.g. values, attitudes and personality traits) 
is often lacking in models showing how characteristics of the individual 
influence growth and performance. It is likely that those variables re
lated to resources, and those variables relating to motivation, influence 
growth and performance in different ways (cf. Keats & Bracker, 1988). 
This distinction is important in the resource based perspective. 

In psychology research, in which individuals are the subject of analy
sis, the distinction between the individual’s own resources (i.e. their per
sonal ability) and their motivation, is important (see further Figure 2.4). 
The confusion of variables relating to resources and other characteristics 
is likely to be an expression for lack of conceptualisation. Most often 
wide arrays of low-level variables are analysed without clear definitions 
of the theoretical constructs they accompany. 
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Finally, and probably more important: the modelling of how re
sources contribute to the capability, strategy and performance of the 
firm is usually fairly simplistic in the entrepreneurship literature. If, for 
example, the education and previous experience of the entrepreneur is 
thought to be important resources which facilitate growth, how do those 
factors affect growth? How do they affect the capabilities of the firm? 
Do they have any influence on the management style? A possible expla
nation to the lack of studies on how resources can contribute to the ca
pability, strategy and performance of the firm may be the extensive use 
of cross sectional data in which it is hard to establish these relationships. 

When including specific resources in studies of small firm growth 
and performance they must be clearly defined, and a rationale for why 
they are unique and difficult to imitate must be given. Research into the 
resource based perspective provides guidelines as to how this can be 
done. 

A recent exception from the above criticism is the work by Cooper et 
al. (1994). In this, resources are clearly defined and categorised. The way 
in which the resources contribute to the capability of the firm is also ex
plained and justified in an excellent way. This can serve as one illustra
tion that it is indeed possible to develop the resource based perspective 
within entrepreneurship research. 

Recently, the resource based view as defined in the strategic man
agement literature has started to probe its way into the entrepreneurship 
field (Brush & Chaganti, 1997; Brush et al., 1997; Chandler & Hanks, 
1994b; Greene & Brown, 1997) and it has now been recognised that 
the link between resources, strategy and performance has not been the 
subject of enough consideration in entrepreneurship literature (Brush & 
Chaganti, 1997). The resource based perspective does seem to have rele
vance to the entrepreneurship context. The emphasis on ”new combi
nations ” in the present definition of entrepreneurship - drawing on 
Schumpeter (1934) - could be compared with unique resources, hetero
geneous across firms. 

The major contribution of the resource based perspective is that it 
can help us to understand the importance of the internal resources of 
the firm for its capacity to achieve high performance, and how small 
firms can utilise different resources in their strategies. However, the re
source based perspective alone is probably not sufficient to explain the 
performance and growth of small firms. No firm is detached from or 
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outside its environment. It is probably particularly important to take 
environmental influences into consideration when studying small firms 
since they, because of their small size, are more influenced by their envi
ronment (Chandler & Hanks, 1994b).When environmental dimensions 
are added to the resource based models, much is gained: 

The competitive value of resources can be enhanced or eliminated by 
changes in technology, competitor behavior, or buyer needs which an in
ward focus on resources will overlook. (Porter, 1991, p. 108) 

��� 7KH�OLIH�F\FOH�SHUVSHFWLYH 

2.0.0 A general outline of the perspective 
Life-cycle models have been accused of having a lack of conceptualisa
tion and theoretical foundation (O’Farrell & Hitchens, 1988). How
ever, it is possible to describe life-cycle studies of firm growth as a spe
cific application of the more general configuration approach. Hence, to 
understand the assumptions of life-cycle models it may be helpful to 
start by assessing the concept of configurations. 

In contingency theory, the concept of configuration has been used to 
analyse relationships between environment, structure, and strategy (e.g. 
Burns & Stalker, 1961; Miller, 1990; Miller & Friesen, 1984; 
Mintzberg, 1979). It is claimed that elements of structure, strategy, and 
environment are aligned with each other and appear in a limited num
ber of configurations (see Miller, 1990 for an extensive discussion of 
configuration theory and a review of conceptual and empirical research). 
Thus, in a large random sample of firms, a smaller number of configu
rations will appear, which makes it possible to establish a taxonomy of 
configurations. 

Researchers have proposed a number of causal directions of the con
figurations. Some argue that a particular environment will influence the 
structure and strategy of the firm, whereas others have their starting 
point in the strategy of the firm, suggesting that based on a strategy, the 
firm chooses the appropriate structure and environment. Authors have 
also claimed that structure is the cause, and that the other dimensions of 
the configuration are effects of structure. 
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According to this view, few mismatches between strategy, structure 
and environment can be expected. Competitive business conditions in 
the market place force configurations to be optimal and firms must ad
just their configurations to survive; firms that do not will be selected 
out. Van de Ven & Drazin (1985) refer to this deterministic approach 
as ”the selection approach5”. 

Miller (1990) suggests that the dimensions of the configuration affect 
each other and reinforce each other in a circular manner. This creates 
inertia and resistance to change. Small changes in one of the dimensions 
of the configuration will be reversed due to the circular causality. To 
give the firm a new direction, quantum changes in multiple dimensions 
of the configuration are needed. This is a central theme in the life-cycle 
perspective, which will be further elaborated below. 

Turning now to the application of configuration theory in life-cycle 
models, it is quite appealing to describe the development of an organi
sation by using a metaphor from biological life. Gestation, birth, 
growth, and death are biological terms that appear regularly in studies of 
organisational development. Few streams of research have brought the 
biological metaphor further than the life-cycle literature. Here it is sug
gested that like biological beings, firms grow through a number of pre
dictable life-cycle stages: 

Organizations have lifecycles just like living organisms do; they go 
through the normal struggles and difficulties accompanying each stage of 
the Organizational Lifecycle and are faced with the transitional problems 
moving to the next phase of development. (Adizes, 1989, p. xiii) 

Quite a number of life-cycle models have been developed over the years, 
and reviewers have divided them into subcategories depending on their 
characteristics (e.g. Hofer & Charan, 1984). One review found that 
some researchers talk of life-cycle stages, whilst others use terms such as 
growth stages or development stages (Hanks, Watson, Jansen & Chan
dler, 1993). However, no efforts were found to distinguish the terms, 
and many used the terms interchangeably. For our purposes, it is suffi
cient to assess the life-cycle models as a group, since their conceptual 
similarities are greater than their differences. 

��)RU�DQ�H[FHOOHQW�GLVFXVVLRQ�RI�VHOHFWLRQ�YHUVXV�DGDSWDWLRQ�DQG�GHWHUPLQLVP�YHUVXV�YROXQWD� 
ULVP�VHH�$VWOH\�	�9DQ�GH�9HQ��������SS���������� 
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In the life-cycle perspective, the firm grows in distinct evolutionary 
phases, each phase followed by a revolutionary transformation into the 
next phase (Figure 2.2). This gives the growth curve of the firm a step
wise appearance with periods of growth interrupted by volatile crises 
phases, where the firm is transformed into the next growth phase. The 
logic behind this discontinuous growth pattern is that in each growth 
phase, the firm needs to adopt a specific configuration. Usually, the 
configuration refers to relationships between size, age, strategy, organi
sation structure and environment, as mentioned above. As the firm 
grows within a particular growth stage, the configuration becomes inap
propriate and the firm again needs to transform. After the transforma
tion, the firm enters the next configuration and growth stage, where the 
process is repeated. The firm is particularly vulnerable during its trans
formations, where it faces the risk of failure unless the transformation is 
successfully completed (Churchill & Lewis, 1983; Greiner, 1972) 

Size 

l

Revolution 

Time 

Evo ution 

Figure 2.B. The life-cycle perspective. 

Growth itself, or more accurately, the larger size that a growing firm 
reaches, is the contingency that puts the firm’s configuration out of bal
ance, and triggers the transformation of the firm into a new configura
tion: 
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An organization will face significant problems if its internal development 
is too far out of step with its size. The greater the degree of incongruity 
between an organization’s size and the development of its operational 
systems, the greater the probability that the firm will experience the onset 
of growing pains. (Flamholtz, 1986, pp. 44-45) 

As this quotation illustrates, life-cycle models are mainly concerned with 
the need for change that growth imposes on the firm, and how this 
growth affects other characteristics of the firm such as its organisation 
structure and strategy. Growth creates organisational problems within 
the firm that need to be resolved (Fombrun & Wally, 1989). 

The stages and transformation that appear most frequently in the 
empirical literature are probably when a founding entrepreneur manages 
a small firm in an idiosyncratic and centralised way, making virtually all 
decisions by him- or herself, without any formal organisation. As the 
firm grows and becomes larger it will experience a growth crisis since the 
structure and strategy is no longer adequate for the larger size. There is a 
need for professional management, a formal organisation and decentrali
sation. To survive, and to continue growing, the firm must be trans
formed into another configuration. 

2.0.0	 The perspective’s contribution to the present research 
context 

Researchers within the life-cycle perspective have realised that the char
acter of a small firm is fundamentally different from that of a large firm, 
and that different problems must be addressed, resulting in the need for 
different management skills, priorities and structural configurations. 
Empirical studies have looked into managerial issues and the problems 
of firms of different sizes and growth rates (Flamholtz, 1986; Fombrun 
& Wally, 1989; Hanks et al., 1993; Kazanjian & Drazin, 1989; 1990). 
These studies find that small firms are not just scaled down versions of 
large firms, which is in itself a valuable contribution to our knowledge 
of small firms. 

The life-cycle perspective has received criticism (Davidsson, 1989; 
Penrose, 1959; Storey, 1994b). The main criticism is that the models 
used are deterministic. The determinism of life-cycle models is twofold. 
First, it is assumed that all firms pass through all the stages of the life
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cycle. However, a large proportion of firms cease to trade within their 
first few years, and die after passing through only one or two stages (de
pending on the definition of stages in the particular model). Many firms 
that survive never grow beyond a very small size, nor do they have any 
ambition to grow and become large. Thus, they remain in an early stage. 
Second, it is assumed that for each stage of development, there is an op
timal configuration. Critics argue that at a given stage, equally successful 
firms can have different configurations. This debate remains unresolved. 
More empirical research is needed to validate how the configurations 
develop as firms grow. 

The criticism against determinism is relevant and should be seriously 
considered. Researchers in the life-cycle perspective must take into ac
count the fact that growth is not an effect of a natural law, but depend
ent on the will, decision, and action of individuals. When delimited to 
empirical studies of the firms that actually grow, the approach remains 
valid, and therefore the first type of criticism against determinism could 
be overcome. 

The second criticism against determinism may be dealt with by real
ising that different configurations are possible at each stage of develop
ment, and that more than one development trajectory is possible. Re
cent development in the strategy-structure-performance literature could 
be used as guidelines (Galunic & Eisenhardt, 1994): 

[T]he new model we envisage is one that takes into account configuration 
patterns and equifinality, multiple contingencies and fits, new and real
istic concepts of strategy, structure and performance, and the process of 
changing fits and boundaries. (p. 251) 

Hence, if life-cycle models are to be used in research on small firm 
growth and performance, different development patterns and end states 
need to be recognised. If the main interest is to compare small firms that 
grow to those that do not grow, this perspective may be less well suited 
since life-cycle models are applicable only to the small number of firms 
that actually do grow significantly, and pass through different develop
ment phases. 
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��� 7KH�VWUDWHJLF�DGDSWDWLRQ�SHUVSHFWLYH 

2.0.0 A general outline of the perspective 
Population ecology, industrial economics and strategy researchers all 
emphasise that the fit between environmental demands and strategy 
have performance implications. Different environments require different 
strategies to achieve high performance (Tushman & Romanelli, 1985). 
While the focus of population ecologists and industrial economists is on 
populations of firms (whilst allowing limited strategic choice for manag
ers or small performance effects of strategic choices), strategists focus on 
individual firms. As this dissertation is concerned with individual firms, 
this section is delimited to the propositions put forward by strategists 
concerning the relationships between environment, strategy and per
formance. 

Strategic choice theorists maintain that managers have the freedom 
to choose between different strategic orientations under the same envi
ronmental contingencies (Child, 1972), i.e. strategy may depend on, 
but is not completely determined by, environment. Organisations may 
converge on a strategic orientation which may or may not be consistent 
with environmental requirements. Under conditions where an organisa
tion fails to achieve consistency with respect to the overall strategic ori-
entation-environment fit, low performance will be the result. Hence, 
managers in different firms may choose different courses of action and 
those that choose an appropriate strategy that is in line with the envi
ronment will perform better than those who choose a less than optimal 
strategy. Firms which do not achieve consistence between strategic ori
entation and environment will be outperformed and eventually fail 
(Tushman & Romanelli, 1985). In other words, in order for firms to 
achieve high performance, they need to adapt their strategies to their 
environment. 

The need for firms to adapt their strategies to environmental condi
tions in order to achieve high performance is the general assumption 
underpinning the strategic adaptation perspective6. When defining ad-

��7KH�WHUP�µVWUDWHJLF�DGDSWDWLRQµ�ZDV� LQWURGXFHG�WR�WKH�HQWUHSUHQHXUVKLS� ILHOG�E\�/RZ�	 
0DF0LOODQ��������DQG�7VDL��0DF0LOODQ�	�/RZ���������1XPHURXV�RWKHU�WHUPV�KDYH�EHHQ�VXJ� 
JHVWHG�IRU�WKH�WKHVLV�WKDW�RUJDQLVDWLRQV�DGDSW�WR�HQYLURQPHQW� 
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aptation, Tushman & Romanelli (1985) state that adaptation is a gen
eral term describing a period of gradual, long continued and incre
mental change in response to environmental conditions. 

Miller & Friesen (1978) describe the adaptive behaviour of a firm 
using a biological metaphor. Just as organisms respond to the stimuli 
they receive, firms adapt through their strategy making to the stimuli 
they get from the environment. If organisms are able to adapt well to 
stimuli they will be healthy; if firms are able to select an appropriate 
strategy, they will be successful. This implies that in a particular envi
ronment some strategies will outperform others, i.e. some strategies are 
better suited to a specific environment than others, see Figure 2.3. 

Changes in the conditions of the environment create both new op
portunities and threats to firms. These changes may alter the congruence 
between the firm’s strategy and environment and pressure on the firm to 
select a different strategic orientation. However, organisational responses 
to environment can vary; including not responding at all. Threats and 
opportunities in the environment can lead to responses with either an 
internal or external target (Dutton & Keats, 1987). Internal targets refer 
to intraorganisational responses such as a new strategic orientation, or 
new organisational structure, whereas external targets refer to intraor
ganisational responses. These responses could involve mergers as well as 
actions taken to influence politicians to change decisions. Internal re
sponses are easier to implement since management has better access to 
the resources needed for these. Therefore, internal responses are likely to 
be more common. 
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Strategy Performance 

Environment 

Figure 2.C. Performance under the strategic adaptation perspective. 

The magnitude of the strategic response to the environment may also 
vary from small to large. Responses involving major strategic reorienta
tions are obviously more costly and difficult to implement than changes 
of smaller degree (Miller & Friesen, 1984). Hence, it could be expected 
that firms in most cases respond to the environment by strategic changes 
that have an internal target and are small in magnitude. 

Forces such as group commitment to present strategic orientation 
and structural complexity, contribute to creating organisational inertia 
and reluctance to change (Tushman & Romanelli, 1985). Due to this 
inertia, environmental pressures for strategic change may build up dur
ing long periods of time, until the firm’s strategy is far out of line with 
its environment. This, in turn, will lead to change that is fundamental 
in character when it finally occurs (Miller & Friesen, 1982). Hence, 
fundamental change in the direction of activities is rare, and occurs only 
through a discontinuous interruption of on-going activities. Since 
structural complexity follows size, inertia is likely to be greater in large 
firms, whereas small firms are able to be more flexible in their adapta
tion. Therefore, fundamental changes are more likely to be common in 
small firms than in large firms. 

Consequently, we can expect organisations to adapt to the environ
ment through longer periods of convergence, punctuated by shorter pe
riods of reorientation, which in turn lead to new periods of convergence 
(Miller & Friesen, 1984; Tushman & Romanelli, 1985). The reorienta
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tion frequency will depend on the characteristics of the environment. If 
the environment changes at a high rate, organisational reorientations are 
likely to be more frequent than if the environment is stable. 

The pattern of convergence and reorientation chosen by the firm has 
performance implications. High-performing firms are likely to reorient 
according to the environment, whereas low-performing firms reorient 
either too often, or too seldom. 

Some suggestions have been made concerning suitable strategic 
choices under different environmental conditions (Dess & Beard, 1984; 
Miller, 1987b; Zahra, 1991). Dynamic environments are characterised by 
instability and continuous change. Windows of opportunity arise from 
social, political, technological and economic changes. Development of 
new products or new marketing, production or administrative practices 
are suitable strategies in response to dynamic environments. Through 
implementing these innovative strategies firms may be more successful 
in taking advantage of emerging trends. Such innovative strategies may 
not be equally well suited to stable environments with high predictabil
ity and low rates of change. 

A hostile environment creates threats to the firm, either through in
creased rivalry or decreased demand for the firm’s products. To cope 
with hostility, firms may choose to diversify into new fields, thereby 
avoiding direct competition. Direct competition can also be avoided by 
building customer loyalty through advertising or by tailoring products 
to the least competitive market segments. Thus, a marketing differen
tiation strategy may be best suited in hostile environments. 

Environmental heterogeneity indicates that there are several different 
segments of the market with varied characteristics and needs that are 
being served by the firm. Hence, the firm perceives a heterogeneous en
vironment as complex, since they serve many different wants and needs. 
This requires the firm to supply the market with many different out
puts. Therefore, if environments are heterogeneous, a broad breadth 
strategy may be the preferred choice over a focused strategy. 

2.0.0	 The perspective’s contribution to the present research 
context 

It is important to take environmental influences into consideration in 
studies of small firm growth and performance. Small size implies vulner
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ability to environmental influences, illustrated by the fact that the 
smaller the business, the more likely it is to go out of business in case of 
a recession (Davidsson et al., 1994; Storey, 1994b). Environment is 
however not only a threat but can also provide the small firm with op
portunities (Davidsson, 1989; Stevenson, 1984; Stevenson & Gumpert, 
1991; Stevenson & Jarillo, 1986; 1990). 

Recently, researchers studying small firm growth and performance 
have introduced environmental dimensions into their analyses. In many 
studies, the environmental influence of location or industry on perform
ance is assessed, the assumption being that there are inherent perform
ance advantages for small firms in particular industries or locations 
(Barkham, 1994; Begley, 1995; Cooper et al., 1994; McDougall, Covin, 
Robinson & Herron, 1994; Roper, 1997). In these cases, environment 
is analysed at aggregate level, i.e. environment is assumed to have the 
same effect on all firms in a particular industry or location. This agrees 
with a regional economics or industrial economies conception of per
formance influences. 

Other researchers, however, examine the influence environment may 
have on the performance and growth of individual firms. The character
istics of the small firm’s task environment or technical environment 
(Scott, 1992) such as munificence, turbulence, heterogeneity, hostility, 
dynamics, customer structure, and competition has been frequently re
searched (Bamford et al., 1997; Covin & Covin, 1990; Covin & Slevin, 
1989; Kolvereid, 1992; Merz, Weber & Laetz, 1994; Pelham & Wilson, 
1996; Tsai et al., 1991; Wijewardena & Cooray, 1995). 

In this review, 30 studies deal with the influence from environment 
on growth and/or performance. No less than 20 of these include dimen
sions of strategy as well as environment in their analyses (cf. Appendix 
1). This indicates that many researchers agree that different strategies 
may be pursued under similar environmental contingencies; they allow 
for strategic choice. The most common approach is to assume that envi
ronment and strategy have independent effects on growth and perform
ance. That is, environment influences growth/performance in the same 
way and to the same extent regardless of the strategy selected by the 
small firm. It may be questioned whether this is a valid assumption or 
not. Probably, the need to adapt strategy to environment is more ac
centuated in small rather than large firms (Jennings & Beaver, 1997). 
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My previous definition of entrepreneurship, drawing heavily on 
Stevenson’s research (Stevenson, 1984; Stevenson & Gumpert, 1991), 
considers taking advantage of opportunity to be a central characteristic 
of entrepreneurship. With such a conception of entrepreneurship, the 
environment - and the firm’s relationship to it - becomes essential. It is 
the environment and its changes regarding technology, consumer pref
erences, social values etc., that create the opportunities that entrepreneu
rial firms pursue. To pursue these opportunities, firms must have the 
ability to perceive environmental changes as opportunities and be able 
to take advantage of them. Entrepreneurial firms that take advantage of 
opportunity are likely to perform better and grow more than the non-
entrepreneurial firms that refrain from doing so (Davidsson, 1989; Stev
enson & Gumpert, 1991). This process of taking advantage of opportu
nities is driven by the firm’s strategic orientation (Stevenson, 1984; 
Stevenson & Gumpert, 1991). 

Thus, researchers interested in small firm growth and performance, 
and in particular those with an entrepreneurship focus, should recognise 
that environment may have a crucial, but not independent, effect on 
performance. Instead, the firm adapts its strategy to the threats and op
portunities of the environment. Depending on how successful this ad
aptation process is, small firms will exhibit different levels of growth and 
performance. Strategic adaptation states that environment affects strat
egy in accordance with the model in Figure 2.3. 

The discussions on environment and its relation to strategy and per
formance developed under the strategic adaptation perspective could be 
a major contribution to research on small firm performance and growth, 
as well as in entrepreneurship research in general. According to this per
spective, the firm and its environment are not two separate entities in
dependent of each other. Instead, by selecting an appropriate strategy 
suitable to the firm’s environment, small firms can perform well and 
grow. 

Research in the area also needs to recognise the fact that different 
strategic responses to environment threats and opportunities are possi
ble; and that particular strategies are not inherently better. Rather, the 
success of any particular strategy is dependent on the environment of 
the small firm. 

The strategic adaptation perspective provides an interesting alterna
tive to the resource based view since the focus is on the firm’s relation to 
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its environment rather than on internal processes. However, strategic 
adaptation also provides an alternative to other streams of research that 
have a clear environmental focus. According to the population ecology 
view, the inertia of firms is sometimes too great for them to be able to 
adapt to new environmental conditions. As a result, environment has a 
direct effect on performance regardless of the strategy selected by the 
firm (or aggregates of firms) (Aldrich, 1979). The problem with such a 
deterministic view of firm performance is that it disregards the influence 
a small firm and its manager may have on the destiny of the firm. 

��� 7KH�PRWLYDWLRQ�SHUVSHFWLYH 

2.0.0 A general outline of the perspective7 

In psychological theory, motivation is - together with cognitive ability 
and environment - important in determining both the direction, per
sistence and intensity of action as well as the level of performance (Fig
ure 2.4). The underlying logic in the motivation perspective is that 
someone’s choice of work-tasks and the time and energy devoted to 
these work-tasks (e.g. growing a firm), is dependent on the individual’s 
motivation to perform different tasks. 

��7KH�RXWOLQH�RI�WKLV�SHUVSHFWLYH�LV�EDVHG�ODUJHO\�RQ�WKH�DWWHPSWV�WR�FODULI\�WKH�UHODWLRQVKLSV 
DPRQJ�GLIIHUHQW�WKHRULHV�RQ�ZRUN�PRWLYDWLRQ�FRQGXFWHG�E\�/RFNH��/RFNH��������/RFNH�	 
+HQQH�������� 
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Figure 2.D. The influence of motivation on action (Kanfer & 
Ackerman, 1989; McClelland, 1987). 

However, motivation should not be viewed as only one single theory. 
Rather, there are many different theories and concepts of work motiva
tion, the main differences being that they focus on different stages of the 
motivation process (Locke & Henne, 1986), as illustrated in Figure 2.5 
below. It should be noted that the figure is a conceptual model provided 
mainly as a guide to classify previous research. In empirical research it 
may be quite difficult to separate the different stages in the motivational 
process. 

Some theories are mainly concerned with distal processes such as 
needs, whereas others focus on processes more directly influencing be
haviour. Distal processes are more stable, general and farther removed 
from actual and specific behaviour, whereas proximal processes are more 
closely connected to specific actions, but have a greater tendency to 
change over time. 
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Figure 2.E. Model of motivation (Locke, 1991; Locke & Henne, 
1986). 

Turning now to the different theories of work motivation, Hackman-
Oldman job characteristics theory maintains that task characteristics which 
satisfy the individual’s needs will lead to job satisfaction, as well as to 
internalised work motivation that will affect their work performance 
The variety, task identity, task significance, autonomy and feedback of 
the work-tasks will result in an experience of satisfaction and responsi
bility as well as knowledge of results. These, in turn, may produce satis
faction and motivation to do high quality work leading to increased task 
performance (Hackman & Oldham, 1980). 

In Deci’s intrinsic motivation theory, the time spent on a particular 
work-task during periods of free choice reflects the individual’s intrinsic 
motivation. The stronger the intrinsic motivation, the more time will be 
spent on the work-task. By enhancing the individual’s sense of self-
determination or stimulating the sense of expertise and competence by 
positive feed-back, intrinsic motivation can be stimulated which will in
crease performance (Deci & Ryan, 1985). 

In equity theory, the input a person gives to certain work-tasks and 
the output he or she perceives to receive in the form of, for instance, 
money or intrinsic rewards must be balanced. Particularly important is 
that the individual feels that the ratio between input and output is not 
below the ratio of others (which would imply a state of inequity). If the 
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individual perceives an inequity, a number of actions may be taken 
which effect work performance (Adams, 1965). 

McClelland’s (1961) achievement motivation theory 8 is claimed to be 
particularly suitable for the entrepreneurial domain (Locke, 1991; 
Miner, 1980). According to this theory, people with a high need for 
achievement (nAch), value particular work-task situations and perform 
well in these. High need for achievement should make people particu
larly interested in, and able to perform well as entrepreneurs. According 
to this theory, running a business requires people to take moderate risks, 
assume personal responsibility for their own performance, pay close at
tention to feedback in terms of costs and profits, and find new or inno
vative ways to make a new product or provide a new service. These are 
the characteristics that are claimed to belong more to a person high than 
low on need for achievement. 

The role motivation theory (Miner Sentence Completion Scale - Form 
H) and task motivation theory (Miner Sentence Completion Scale 
Form T) developed by Miner (Miner, 1980; 1990; Miner, Smith & 
Bracker, 1989; 1992; 1994) argue that there is a specific motivational 
system or complex of values associated with success in different organ
isational settings. According to the role motivation theory, attitudes to
wards authority, competition, assertiveness, imposing wishes on others, 
standing out from the group and routine administrative duties are im
portant in hierarchical organisations. Those showing more positive at
titudes towards these dimensions are predicted to have a higher chance 
of success in hierarchical organisations that those who show more nega
tive attitudes. 

The dimensions of Miner’s task motivation theory is derived from 
McClelland’s achievement motivation theory. It is argued that entre
preneurs are in a task system rather than a role system where the work-
tasks themselves rather than higher levels of management determine the 
work-tasks of an entrepreneur. Attitudes towards self-achievement, 
avoiding risks, seeking feedback, personal innovation, and orientation to 
the future are important for entrepreneurs. Entrepreneurs who have 
more positive attitudes towards these dimensions are more likely to suc
ceed. 

��/RFNH�	�+HQQH��������UHIHUV�WR�WKLV�DV�D�YDOXH�WKHRU\�UDWKHU�WKDQ�D�QHHG�WKHRU\� 
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Expectancy theory purports to answer the question of why individuals 
choose certain actions over others. The focus is on explaining the proc
ess by which individuals choose one particular course of action from 
many possible alternatives. The theory argues that a person’s motivation 
to perform a given act will depend on the anticipated satisfaction associ
ated with each possible outcome of the act, the instrumentality of the 
act for achieving each outcome and the expectancy (i.e. subjective belief) 
that a given level of effort will lead to successful performance of the act. 
The totality of these three dimensions determines the motivational 
strength of an individual to perform a particular act. The act that re
ceives the highest motivational strength is the one that the person will 
choose to pursue (Vroom, 1964). 

Goal setting theory is mainly concerned with the relationship between 
goals and the performance of work-tasks. In goal setting theory, goals 
are claimed to influence task performance by directing attention and 
action, mobilising effort to the task, increasing persistence, and moti
vating the search for appropriate performance strategies. Feedback on 
the results of the work-tasks is necessary in order for individuals to relate 
performance to their goals. Feedback indicating that the individual is 
lagging behind the goal will motivate the individual to increase his or 
her performance. Goal commitment is also necessary for goals to affect 
performance (Locke & Henne, 1986). 

Self-efficacy theory, finally, is concerned with the judgement by indi
viduals of ”how well one can execute courses of action required to deal with 
prospective situations” (Bandura, 1982, p. 122). Hence, it addresses an 
individual’s belief in his or her capacity to perform a specific work-task. 
If a persons self-efficacy regarding a specific work-task is high, this per
son is more likely to perform the task, and more likely to perform it 
well. 

These work motivation theories differ from each other in two princi
pal aspects that are important for their applicability in the present re
search. The first is the specificity of variables used for explaining behav
iour, which range from general needs in Hackman-Oldman job charac
teristics theory, to specific goals in goal setting theory. The second re
lates to the scope of what the theory purports to explain, i.e. whether 
one, many, or all of the direction, intensity, persistence or performance 
aspects of action are explained. Since the theories differ in specificity 
and scope, their applicability varies depending on the context in which 
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they are applied. In the complex entrepreneurship context, theories that 
are very specific and have a narrow scope are likely to be less suitable 
than they may be in an assembly-line context. The applicability of the 
different theories presented here is elaborated below. 

2.0.0	 The perspective’s contribution to the present research 
context 

In most economic literature, the economic motive is taken for granted; 
people act in ways to maximise their profits. Psychologists, concerned 
with all aspects of human behaviour, have a more diverse view of the 
motives underlying economic behaviour. It is not surprising that psy
chologists have gained increased interest in the study of small firm 
growth/performance and entrepreneurship. Penrose sent them an invi
tation: 

All the evidence we have indicates that the growth of a firm is connected 
with attempts of a particular group of human beings to do something; 
nothing is gained and much is lost if this fact is not explicitly recog-
nised...Enterprise, or ”entrepreneurship” as it is sometimes called, is a 
slippery concept, not easy to work into formal economic analysis, because 
it is so closely associated with the temperament or personal qualities of in
dividuals. This extremely personal aspect of the growth of individual 
firms has undoubtedly been one of the obstacles in the way of the devel
opment of a general theory of the growth of the firm...so long as a firm is 
dominated by men who are not ambitious always to make profits it is 
unlikely that the firm will grow very large...But as soon as such factors as 
the ”temperament” of the entrepreneur – the strictly personal characteris
tics affecting his judgement – are admitted into the picture it makes little 
difference whether we assume that he is in search of profits or has a mul
tiplicity of motives for action: in both cases economics must give way to 
psychology. (Penrose, 1959, pp. 2, 33, 35 and 185) 

Needless to say, the invitation to use a psychological approach to the 
study of entrepreneurship in general, as well as small firm growth and 
performance, was accepted. 

As Penrose and others have pointed out, entrepreneurs may have 
other ambitions with their firms than maximising profits and/or growth 
(Davidsson, 1989; Delmar, 1996a; Gundry & Welsch, 1997; Kolvereid, 
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1992; Storey, 1994b). Moreover, the motivation for an entrepreneur to 
grow his or her firm is not solely based on financial expectations. Other 
expectations have been shown to have larger influence on growth moti
vation (Wiklund, Davidsson, Delmar & Aronsson, 1997). 

This suggests that motivational differences may be an explanation as 
to why there are such large differences in small firm outcomes. The few 
studies that have researched the link between motivation on the one 
hand, and small firm growth or performance on the other, have found 
that motivation may be an important explanation (Kolvereid & Bullvåg, 
1996; Miner, 1990; Miner et al., 1989; Mok & van den Tillaart, 1987; 
Smith & Miner, 1984). Thus, omitting motivation in the present study 
could be a severe limitation. 

To address the applicability of the motivation theories presented in 
the previous sub-section, their scope is assessed. The entrepreneurial 
context can be characterised by high complexity and uncertainty in
volving fuzzy tasks (Campbell, 1988). The entrepreneur is likely to 
perform a variety of vaguely defined work-tasks. In such a context, mo
tivation theories that address direction of action seem more appropriate 
than those solely aimed at explaining intensity, persistence and perform

9 ance . Hence, Hackman-Oldham job characteristics theory, Deci’s in
trinsic motivation theory and equity theory seem less well suited for re
search in the entrepreneurship area. 

Turning to the specificity of the theories, Locke & Henne (1986) 
hold that specific theories focusing on proximal processes are better at 
predicting work-task performance and job behaviour than the more 
general and distal processes, hence the prior are regarded as more valid. 
Goal theory, self-efficacy theory and role motivation theory10 are given 
the highest ratings of validity by Locke and Henne. However, goal the
ory and self-efficacy theory are specific with regards to work-tasks. 
Hence, they are probably well suited for studies of specific tasks, but less 
applicable in more general studies of entrepreneurship (Shaver & Scott, 
1991). This may be illustrated by Brown’s (1996) study that uses Ban-
dura’s self-efficacy theory (and finds support for it) which is delimited to 
the specific study of entrepreneurs’ fund raising self-efficacy. 

��7KH�µIX]]\�WDVNµ�FKDUDFWHULVWLFV�RI�WKH�HQWUHSUHQHXULDO�UROH�LV�DOVR�WKH�UHDVRQ�IRU�DEROLVKLQJ 
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Miner’s task motivation theory has been specifically developed for 
the study of entrepreneurs, and McClelland’s achievement motivation 
theory is argued to be particularly suitable for the entrepreneurship do
main (Locke & Henne, 1986; Miner, 1980). Hence, it is hardly sur
prising that these motivation theories, or at least concepts from the 
theories, are commonly used in the field (Barkham, 1994; Begley, 1995; 
Box et al., 1994; Davidsson, 1989; Kolvereid, 1992; Miner et al., 1989; 
Perry, Meredith & Cunningham, 1988; Smith & Miner, 1984). How
ever, in this research, need for achievement and other concepts devel
oped by McClelland are often referred to as personality traits rather than 
needs or values. This is not necessarily a problem, since personality traits 
just like needs and values refer to characteristics of the individual that 
are distal to specific behaviour and relatively stable over time. 

When examining the research related to McClelland’s achievement 
motivation theory (i.e. the research that uses need for achievement to 
explain small firm growth and performance), it is evident that not a sin
gle study used one of the eight established measurement scales identified 
by Johnson (1990). Rather, in most cases original scales were developed. 
Hence, the results obtained from these studies may not be particularly 
valid. On the other hand, measurement of the construct is considered to 
be a general problem, and there is little agreement on a suitable meas
urement instrument (Locke & Henne, 1986). In consequence, it may be 
advisable not to use the theory until a valid instrument is developed. 
Another shortcoming of McClelland’s achievement motivation theory is 
that it purports to explain behaviour and performance based on a single 
value rather than a complex of values, which is likely to reduce the ex
planatory ability of the theory (Locke & Henne, 1986). This stands in 
sharp contrast to Miner’s task motivation theory which utilises a com
plex of values, and therefore is considered more valid and better able to 
explain behaviour in the entrepreneurship context (Locke & Henne, 
1986). 

In light of the above, it appears that studies aimed at understanding 
and explaining specific behaviour should rely on goal theory or self-
efficacy theory while the role of motivation in complex entrepreneurial 
situations is better explained by Miner’s task motivation theory. 

Some shortcomings in previous studies concerning the link between 
motivation and firm outcomes have been suggested elsewhere. A review 
of studies in the entrepreneurial field that specifically use locus of con
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trol to explain small firm performance, suggests that the reason why 
small business managers with an internal locus of control perform better 
is still poorly understood (Boone, de Brabander & van Witteloostuijn, 
1996). The reason for this, it is said, is that the mediating mechanisms 
between psychological characteristics and performance are not studied. 
It is further argued that the main mediating mechanism is strategic 
choice. It is through strategic choices that locus of control affects per
formance. In a similar vein, Johnson (1993) argues that the link be
tween psychological ”input”, and performance ”output”, is lacking in 
entrepreneurship research. 

To conclude: motivation helps us understand why individuals act as 
they do. The primary contribution of the motivation perspective is that 
it helps us to obtain insights into the reasons why some small business 
managers take certain actions (e.g. pursue growth) whilst others do not. 
In publicly quoted companies, the owners elect a board that employs a 
CEO. There is a pressure from the owners on the firm to maximise 
profits. In a small, owner-managed business on the other hand, the 
owner-manager may have very different goals, as well as the discretion to 
take actions to achieve these goals. Thus, it would be a major drawback 
if motivation was excluded from studies of small firm growth and per
formance. However, when studying motivation it is important to recog
nise that different, not equally valid, theories exist and that their appli
cability is dependent on the complexity of the situations in which they 
are utilised. In the complex case of entrepreneurship, Miner’s role moti
vation theory appears most relevant. In order for research to make prog
ress, it is important to utilise the theories most likely to be applicable in 
the situations studied. 

Furthermore, researchers need to recognise that behaviour intermedi
aries between motivation and performance. Motivation does not affect 
performance unless action is taken. Strategic choice provides such a 
connection between motivation and performance (Boone et al., 1996). 

��� ,QWHJUDWLQJ�WKH�SHUVSHFWLYHV 
Is it possible, or even desirable, to integrate some or all of the perspec
tives covered above? It is evident from the review in Appendix 1 that 
many studies use a wide range of different types of variables, related to 
two or more of the constructs. Thus, different perspectives are already 
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integrated in the empirical research. However, the conceptual meaning 
and concordance of specific variables is rarely elaborated. 

As suggested by Gartner, Bird & Starr (1992), there is no need for 
the development of new theories concerning research on organisational 
emergence. Instead, existing theories on organisations can be used. The 
same probably holds for researchers who theorise on firm growth and 
performance. As the review of theoretical perspectives illustrates, suitable 
theories exist, and it is possible to use insights from different theoretical 
streams and integrate them. The important issue is to understand their 
basic assumptions, their limitations, and the compatibility of different 
theories, in order to combine them. 

Let us take a closer look at the four theoretical perspectives outlined 
above to see if it is possible to integrate them. The life-cycle perspective 
is different from all the others. In this perspective the main concern is 
what growth brings to an organisation. In other words, growth is the 
starting point; the cause; and the consequences that growth brings to the 
firm is the major concern. The three remaining perspectives, on the 
other hand, are concerned with seeking explanations as to why firms 
grow and perform well, i.e. the interest is on what brings growth and 
performance to the organisation. Therefore, the life-cycle perspective is 
largely incompatible with the other perspectives and cannot be inte
grated with them in a model where growth/performance is the depend
ent variable. 

It does appear possible to integrate the strategic adaptation, and the 
resource based perspectives. According to Baden-Fuller (1995) it is im
portant to integrate the inside-out and outside-in perspectives in strat
egy research (these two perspectives are defined in a similar way as the 
resource and strategic adaptation perspective in this section). Each of 
them only gives a single-eyed picture of reality, and it is therefore im
portant to employ a more comprehensive view of research into the firm 
to take research further. The same is true for research on small firm 
growth and performance. 

The motivation perspective concerns single individuals while the 
others concern organisations. Strategy is the mediator between capabil
ity and performance in the resource based perspective. Strategy is also 
the mediator between environment and performance in the strategic ad
aptation perspective. According to these perspectives, growth and per
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formance are linked to actions taken by the organisation through its 
strategy, rather than related to actions taken by individuals. 

Motivation, on the other hand, has to do with why individuals take 
the actions they do. Thus, we are dealing with different levels of analy
sis. However, previous research provides some guidance concerning how 
motivation of individuals is linked to firm-level outcomes. The impor
tance of the leader, and his or her motivation for the firm’s strategy has 
previously been highlighted (Kets de Vries, Miller & Noel, 1993). 
Boone et al. (1996) hold that the main mediating mechanisms between 
psychological characteristics and performance is strategic choice. It is 
through strategic choices that motivation affects growth and perform
ance. 

In particular in a small and/or new organisation, the actions taken by 
the manager have a profound impact on the behaviour of the firm. The 
individual and the firm are intimately entwined with each other. In this 
case, it is reasonable to assume that the motivation of the manager has a 
direct effect on the strategy of the firm, or, as stated by Covin & Slevin 
(1991) p. 15) “[I]t is virtually impossible to separate top management val
ues from a firm’s strategic choices”. 

Hence, motivation is linked to the other perspectives through strat
egy. It is in the firm’s strategy that the actions taken by the firm are 
manifested, and strategic action is likely to be influenced by the motiva
tion of the small business manager. 

The three perspectives, integrated into one model, are depicted in the 
figure below (Figure 2.6). The different parts of the models have been 
discussed in previous sections and will not be repeated here. 
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Figure 2.F. A theoretical model integrating the resource based, the 
strategic adaptation, and the motivation perspectives. 

The theoretical constructs in the model are based on an extensive review 
of literature on small firm growth/performance. The large number of 
low-level variables in previous research could be abstracted into the 
small number of theoretical constructs; environment, resources, motiva
tion and strategy. Drawing on two streams of management research, the 
resource based and the strategic adaptation perspectives are derived. 
From psychology, the motivation perspective is derived. Theories of 
these three perspectives provide a sound and extensive explanation about 
how and why the different theoretical constructs contribute to the 
growth and performance of small firms. 

The theoretical model attempts to achieve the following: 

•	 To abstract a large number of low-level manifest variables common 
in research on small firm growth and performance into a limited 
number of theoretical constructs. By doing so, the framework sum
marises previous research, and can be used for empirical studies fo
cusing on the influence from specific variables as well as those of a 
more general interest. 

•	 To provide a sound, yet empirically manageable, theoretical founda
tion for studies in the field based on extant theories within manage
ment and psychology. Thus facilitating the explanation of how, and 
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why, different classes of variables influence small firm performance 
and growth. 

•	 To provide a conceptual framework that integrates present theories 
of particular value (and more or less implicitly utilised) in research on 
firm growth and performance into one coherent model. 

By doing this, it is possible to present a more comprehensive view of the 
factors contributing to firm growth and the relationships among those 
factors. Furthermore, this is an attempt to develop a model that utilises 
variables from multiple levels of analysis, something that has been sough 
for by other authors (Low & MacMillan, 1988; Zahra, 1993). This is 
not to say that it the only possible model of firm growth and perform
ance. However, it is a model that mirrors the empirical research that has 
been carried out in the field, but further, and more importantly – it 
places these into one theoretical framework. 

Too often, empirical research provides us with arrays of variables that 
are predictors of small firm growth and performance. Education is im
portant, need for achievement is important, etc. The reasons why these 
variables are important must also be resolved. Education, for instance, 
could be important because it provides the firm with resources that al
lows it the capability to gain a competitive advantage, if exploited in the 
right way by the firm’s strategy. Need for achievement of the small 
business manager could, on the other hand, be important because it 
gives the individual the motivation to strive for growth, reflected in a 
growth oriented strategy of the firm. 

���	 ,V�WKHUH�UHDOO\�D�QHHG�IRU�DGGLWLRQDO�PRGHOV�RI 
ILUP�JURZWK" 

A number of conceptual models of, or in conjunction with, small firm 
growth and performance have been developed. Therefore, an obvious 
question must be whether a new model is needed or necessary. 

Previous models are of two different types. The first type refers to 
sometimes very sophisticated conceptual models that have not been em
pirically validated (Covin & Slevin, 1991; Cragg & King, 1988; Keats 
& Bracker, 1988; Naffziger, Hornsby & Kuratko, 1994). The reason 
why they have not been validated is in most cases that they are too com
plex and sophisticated for empirical studies employing available statisti
cal methods. In this sense, it would appear that empirical and concep
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tual research do not develop together, which of course is a serious obsta
cle to the development of theory. Surprisingly enough, due to quantita
tive publishing demands, it is common within many scholarly disci
plines that theory branches off from the initial joint body of theory and 
application (Wold, 1982). 

Indeed, the Covin and Slevin model (Covin & Slevin, 1991) is one 
of the most quoted, and parts have been used in empirical studies. 
However, the full model has not been researched, to the knowledge of 
this author. 

Two rather sophisticated models have been empirically tested, and 
shown to be relevant in empirical studies. However, both of these are 
based on specific delimited theories, not frequently used in research on 
firm growth and performance. Chandler & Hanks (1994a) use a model 
of individual job performance, whereas Davidsson (1989) elaborates a 
model of the discretionary economic behaviour of individuals (inspired 
by George Kantona) in the entrepreneurship and small business growth 
context. This is not to say that the models are irrelevant; however, they 
are connected to previous theoretical findings in the field to a limited 
extent. 

Cooper has developed a fairly general model of how the conditions at 
start-up affect the subsequent performance of new firms (Cooper, 1995; 
Cooper et al., 1994). However, this model is limited to how initial con
ditions affect performance and neglects any subsequent influence from 
strategy, additional employees and environmental changes. 

The proposed model has some distinct characteristics that distin
guishes it from previous models. First, it is based on basic, well estab
lished and well known theories that are common in research on entre
preneurship, and small firm growth and performance. Second, different 
theoretical perspectives are integrated into the model which makes it 
general from a theoretical standpoint. Third, due to its generality, the 
model provides a theoretical framework for studies that have already 
been carried out in the area but lack a more fundamental theoretical 
foundation. Fourth, and possibly most important; although a concep
tual model based on extensive theory, it is relatively easy to use in em
pirical studies with the application of available statistical techniques. 
Thus, it is relatively safe to conclude that the proposed model can be 
considered as relevant and a valuable contribution in the study of small 
firm growth and performance. 
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��� 7KH�UHOHYDQFH�RI�WKH�PRGHO 
The proposed model is developed and based on a number of theoretical 
perspectives which this author considers important in understanding 
and explaining the growth and performance of small firms. It is by no 
means exhaustive. A model is by definition a simplification of a complex 
reality and there is always a trade-off between including certain factors 
and relationships in the model and disregarding them. Simplicity and 
complexity need to be balanced (Ruist, 1990). 

Generally speaking, when designing a model, two components have a 
crucial impact on the model’s formulation. The first is at which level 
data are collected. Psychology, for instance, tends to collect data that are 
stable, but distal, from behaviour in the causal chain, whereas the oppo
site is true for management literature. Therefore, models that look very 
different, and focus on different concepts in the causal chain, do not 
necessarily contradict each other. The other important aspect is which 
factors and exogenous and endogenous relationships to include or ex
clude in the model. 

The acid test of the relevance of the proposed model is how well it 
fits the data. If the data do not fit the model, it is possible to revise the 
model. It is, of course, premature to suggest which revisions of the 
model are needed before it has been empirically tested, but it is neces
sary to be open-minded about possible alterations. It should also be 
noted that if data do fit the model, it is always possible to construct a 
different model that fits the data equally well. 
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3 Specification of the research 
model 

��� ,QWURGXFWLRQ 
The integration of the theoretical perspectives in the previous chapter 
gave a general model which encompassed broad and general constructs 
from different fields of research. It is impossible to include all dimen
sions of strategy, environment, resources, capabilities and motivation in 
empirical research. Researchers also make different conceptualisations of 
the same concepts. For example, strategy and different strategic sub
concepts can be interpreted in many ways by different individuals and 
schools of thought. Therefore, in order to facilitate empirical research, 
the concepts used in the model need to be specified and operationalised, 
which is done in this chapter. 

��� 0RWLYDWLRQ 
The present research draws on Miner’s task motivation theory since it is 
specifically developed for the entrepreneurship domain (see Section 2.7 
and Bellu, 1993; Bellu & Sherman, 1995; Miner, 1990; Miner et al., 
1989; 1992; 1994; Smith & Miner, 1983; 1984). Applying this theory 
to the present research context, it can be anticipated that certain moti
vational patterns of the small business manager role will be associated 
with high levels of growth and performance of their firms. 

Some individuals are likely to have a motivational pattern that is 
better adapted to cope with and perform well in the work-task situations 
small business management involves. It is probable that they choose to 
act in certain directions and therefore perform better in those situations. 
The work-tasks of managing a small business are likely to involve taking 
moderate risks, assuming personal responsibility for performance, pay
ing close attention to feedback in terms of costs and profits, and finding 
new or innovative ways to make a new product or provide a new service. 
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Miner has developed a specific measurement instrument (Miner 
Sentence Completion Scale - Form T) for measuring task motivation. 
This scale contains 40 incomplete sentences, or stems, which the re
spondent completes. The completion of the scale is a relatively time-
consuming procedure. Keeping in mind that motivation is but one of 
many constructs to be measured, the scale is considered too extensive 
and less well suited for the present research context. Instead, a less time-
consuming format is chosen. 

The characteristics of the small business manager role are defined 
from a number of different goals, work-tasks, growth aspirations and 
expected consequences of growth. In line with the theory, small business 
managers having more positive attitudes towards specific goals, work-
tasks, growth aspirations and expected consequences of growth can be 
expected to choose a strategy facilitating growth and performance. 

Therefore, in order to reveal the motivational pattern of small busi
ness managers, their attitudes towards goals, work-tasks, growth aspira
tions and expected consequences of growth must be investigated. Moti
vation theory and attitude theory are two fields having some degree of 
overlap and their boundaries are unclear (Delmar, 1996a). In the pres
ent research, Miner’s role motivation theory is utilised to explain how 
motives lead to action; whereas attitudes are utilised to capture the dif
ferent motives. 

The definition and measurement of attitudes in empirical research is 
not without problems, and it is important to clearly define what is 
meant by attitudes, and their influence on behaviour. An attitude is de
fined as the valuation of an object or a concept, i.e. to what extent an 
object or concept is judged to be good or bad (Eagly & Chaiken, 1993). 

There has been much controversy concerning the importance of at
titudes in predicting behaviour. However, recent research has shown 
that attitudes are able to predict behaviour, if certain conditions are met 
(Bagozzi & Warshaw, 1992; Kim & Hunter, 1993). Attitudes have been 
found to be moderately strong predictors of goal directed behaviour (r 
=.79 between attitude and behaviour when methodological artefacts 
were removed, cf. Doll & Ajzen, 1992; Kim & Hunter, 1993). The 
probability of a significant relationship increases when attitudinal and 
behavioural measures correspond with respect to action, target, context 
and time. For example, the relationship is expected to be weak if there 
has been a substantial time interval between the measurement of atti
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tude, and the behavioural act. The relationship is also expected to be 
weak if a single act in a specific context (e.g. expanding the business by 
acquisition with the help of the bank) is measured, instead of a range of 
actions with no specific context (e.g. expanding the business). 

The idea that attitudes are generated through cognitive, affective and 
behavioural processes has given the result that attitudes are often broken 
down into three different classes or components of evaluative responses. 
Eagly & Chaiken (1993, pp. 10-13) make the following definitions: (1) 
cognitive responses, also known as beliefs, are thoughts that people have 
about the attitude object (e.g. I believe expanding the business will en
hance the possibilities of the business to survive a crisis), (2) affective re
sponses consist of feelings, moods or emotions that people have in rela
tion to the attitude object (e.g. I feel happy /anxious when developing a 
new product or service), (3) behavioural responses are the overt actions 
exhibited by people in relation to the attitude object (e.g. I turned down 
the order, because it would have meant expanding the business). Be
havioural responses may also be regarded as encompassing intentions to 
act that are not necessarily expressed in overt behaviour. The present re
search utilises all three different classes of evaluative responses. 

The three types of evaluative responses are the observable manifesta
tions that can be inferred to the attitudes. The responses that are associ
ated with the attribute object express positive or negative evaluation, 
and may therefore be measured on scales ranging from extremely posi
tive to extremely negative, for all three classes of evaluative responses. 

In the present research, the goals of the entrepreneur are viewed as 
affective responses since they have to do with their feelings regarding a 
number of possible goals. Favoured work-tasks are also seen as affective 
responses for the same reason. Expectations of changes that will occur in 
the firm as a result of growth refer to the beliefs held by respondents. 
Thus, expected consequences of growth are classified as cognitive responses. 
The final sets of variables concern growth aspirations over the next five 
years to follow. These variables are viewed as intentions. As a result, 
growth aspirations are viewed as behavioural responses. 

��� 5HVRXUFHV�DQG�FDSDELOLWLHV 
Resources are basic inputs in the production process, whereas capabili
ties refer to the capacity for a co-ordinated set of resources to perform 
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certain tasks or activities. However conceptually different, it is difficult 
from a measurement perspective to separate resource availability from 
the capacity to utilise these resources (Chandler & Hanks, 1994b). Skills 
of individual employees are one type or resource that enhance the com
petitiveness of the firm. It could, however, be the case that these specific 
or related skills can also provide the competence of organising other re
sources, i.e. they provide the capabilities of the firm. Because of the 
above, it may be unwise to separate resources from capabilities in em
pirical research on small firms, and this will therefore be avoided in the 
present study. Instead, resources and capabilities are treated as a joint 
concept. 

Several typologies of resources exist in the resource based literature 
(cf. Section 2.4.1). However, these categorisations may not be applicable 
to small firms (Greene, Brush & Brown, 1997). In particular, they do 
not reflect the important role of the owner-manager that is essential to 
the small firm. These authors suggest a typology that recognises the im
portant role of the founder, his or her social resources (networks and 
relationships), and the features of organisational and physical resources. 

This conceptual typology maintains an empirical tradition of sepa
rating resources in research on entrepreneurship and small firms, de
pending on the object of analysis. As noted in the review in Section 
2.4.2, the distinction between the resources and capabilities related to 
the entrepreneur, and those related to the firm, is relatively common in 
empirical research on small firm growth and performance. In individual-
level analyses of entrepreneurship, resources and capabilities related to 
the entrepreneur have been emphasised, whereas organisation-level 
studies focus upon the resources and capabilities of the firm. Since one 
of the characteristics of a small and/or new firm is its relatively weak re
source base, some researchers have been preoccupied with the question 
of how the entrepreneur is able to obtain additional resources from his 
or her personal network. The importance of these resources has been 
highlighted by some researchers (e.g. Birley, 1985; Brush et al., 1997; 
Donckels & Lambrecht, 1994; Johannisson, 1986). 

It appears that research on small firms and entrepreneurship has pro
vided us with a resource typology that may differ from the ones sug
gested by research based theory, but is possibly more appropriate when 
conducting research into small firms. The resource typology used in the 
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present research is the one outlined above; resources and capabilities of 
the entrepreneur, of the firm, and of the entrepreneur’s network. 

��� 6WUDWHJ\ 

3.0.0 Important small firm strategy concepts 
Strategy is a broad and general concept. Many different definitions of 
strategy exist, as well as typologies of possible strategic choices. In the 
present research, it was essential to identify dimensions of strategy that 
could reflect the organisational practices, processes, methods and deci
sion making styles that small firms use, and which are likely to influence 
their growth and performance. 

A useful starting point from which to identify important strategic 
dimensions in small firms could be the typologies of firms suggested by 
organisation theorists. Based on a thorough review of the literature on 
organisation structure, Mintzberg (1979) has suggested a typology con
sisting of five distinctively different types of firms; the bureaucracy, the 
simple type, the adhocracy, the professional bureaucracy, and the diversi
fied type. Others have suggested different typologies much along the 
same lines, the major difference being the labelling of the different types 
of firms identified. Small firms are most likely to be found amongst the 
adhocracy or simple categories (Miller, 1983a; Miller, 1990). There are 
some characteristics of the strategy of these two types of firms that can 
give guidance as to those dimensions of strategy which are most inter
esting when studying small firms. 

Adhocracies are characterised as being flexible, having flexible organ
isational structures and a strategy responsive to competitors, customers 
and market opportunities. A key strategic element for these type of firms 
is innovation (Miller, 1990). 

Simple firms on the other hand are dominated by the chief executive, 
having a simple, informal structure and decision making style, their 
competitiveness largely stemming from their flexibility in relation to 
customer preferences. In particular, the risk-taking dimension of strat
egy is very important for simple firms. Some simple firms show extreme 
entrepreneurial risk-taking, whereas other are extremely conservative 
and risk-advert (Miller, 1990). 
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Mintzberg’s classification, which identifies two types of small firms 
appears relevant, and these two types of firms are similar to descriptions 
in the small business research literature. It also highlights several im
portant characteristics of small firms. Strategic themes that can be ex
tracted from the above description of these firms are: responsiveness to 
customers, taking advantage of opportunity, innovativeness and risk-
taking. Indeed this leads the thoughts to entrepreneurship and the im
portance of an entrepreneurial strategy. Therefore, it seems appropriate 
to focus on the entrepreneurial dimensions of strategy when conducting 
research into small firms. Furthermore, it may be more difficult to dif
ferentiate small firms according to other strategic dimensions, since re
source constraints may well prevent small firms from pursuing cost lead
ership or differentiation strategies (Porter, 1985). 

Previous research regards the entrepreneurial dimensions of strategy 
to be of great importance in general (Burns & Stalker, 1961; Miller & 
Friesen, 1978; Mintzberg, 1973) and further, that an entrepreneurial 
strategy has a great impact on performance: 

Those in strategic management are concerned with the performance im
plications of management processes, decisions, and actions at the level of 
the firm. Prior theory and research have suggested that an 
E[ntrepreneurial] O[rientation] is a key ingredient for organizational 
success. (Lumpkin & Dess, 1996, p. 151) 

To sum up; when studying strategy in small firms, and in particular the 
strategic choices which may influence performance, it appears relevant 
to focus on the entrepreneurial dimensions of strategy 

3.0.0 What is an entrepreneurial strategy? 
Miller & Friesen (1982) hold the view that entrepreneurial firms inno
vate boldly and regularly while taking considerable risks in their prod-
uct-market strategies. From a brief literature review, Miller (1983a) con
cludes that a firm’s actions relating to innovation, risk taking and proac
tiveness as being the crucial dimensions of entrepreneurship: 

An entrepreneurial firm is one that engages in product-market innova
tion, undertakes somewhat risky ventures, and is first to come up with  
”proactive” innovations, beating competitors to the punch. (p. 771) 
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The three dimensions that constitute entrepreneurship already appeared 
in Miller & Friesen (1978) as three of a total of eleven dimensions of 
the strategy making process, which reconfirms that Miller takes a strate
gic approach to entrepreneurship. 

This definition of the characteristics of entrepreneurial strategy puts 
the focus on the process of entrepreneurship, rather than on the actor 
behind it; i.e. it puts the focus on entrepreneurship rather than the en
trepreneur, which has some important implications. First, these proac
tive, innovative and risk-taking actions taken by a firm may be affected 
by any number of actors, one or many, people inside or outside the 
firm. Second, in emphasising actions taken by the firm, it puts entre
preneurship in a management framework. By doing so, correlates of en
trepreneurship could be sought in a much wider field than that directly 
related to the individual. It therefore allows the introduction of tradi
tional management terminology and variables such as strategy, perform
ance and organisational structure into entrepreneurship research. 

To a great extent, this definition agrees with the traditional individ-
ual-level definitions of what the entrepreneur does. An entrepreneur is 
most often regarded as an innovative and creative person suitable to 
manage a firm that emphasises innovation. The proactiveness of a firm 
indicates that it searches for new opportunities, probably reflecting these 
characteristics of the entrepreneur. However, the dimension of risk-
taking has been questioned in individual-level research. There has been 
little empirical evidence to support the proposition that entrepreneurs 
take larger risks than managers (Brockhaus, 1980). Entrepreneurs have 
even been found to be risk avoiders (Miner, 1990; Miner et al., 1994) or 
risk optimisers (McClelland, 1961). 

3.0.0 Defining and measuring entrepreneurial strategy in terms 
of entrepreneurial orientation 

The statements concerning the characteristics of entrepreneurial strategy 
made by Miller have influenced later research empirically as well as con
ceptually. Miller developed a measurement instrument to capture the 
construct in empirical research. Subsequent research has had some 
problems in defining which theoretical construct this measurement in
strument really measures, and different labels are proposed. 
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In Table 3.1 below, research based on the measurement instrument 
developed by Miller is displayed. The table shows that even though ex
actly the same measurement instrument, or slight modifications of this, 
is utilised, different labels are given to the measured construct. Moreo
ver, there is little consensus as to what type of construct it is. Sugges
tions range from action and behaviour, to business philosophy. In spite 
of this, it may be concluded that, although different interpretations of 
the measurement instrument have been suggested, it is a viable instru
ment for the measurement of important aspects of entrepreneurial strat
egy. 
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Table 3.A. Studies of entrepreneurial strategy using Miller’s original 
measurement instrument or slight modifications of this. 

Study Construct la
bel 

Type of construct Manifest variables Scale 

Miller (1983) Entrepre
neurship 

A firm’s actions Proactiveness, inno
vation, risk-taking 

Items from scales used by 
Miller and Khandwalla in 
the 1970´s. Presented in 
Miller and Friesen (1982) 

Covin & Entrepreneu- Firm behaviour Proactiveness, inno- Modification of Miller (1983) 
Slevin (1986) rial behav vation, risk-taking 5 items original 

iour 
Covin & Strategic Overall competi- Proactiveness, inno- Modification of Miller (1983) 
Slevin (1989) posture tive orientation vation, risk-taking (and Covin & Slevin 1986) 

3 items original 
Covin & Entrepreneu- Firm behaviour Proactiveness, inno- Covin & Slevin’s (1989) 
Slevin (1990) rial posture vation, risk-taking modification of Miller (1983) 
Covin et al. Strategic Strategic/ com- Proactiveness, inno- Covin & Slevin’s (1989) 
(1990) posture petitive orientation vation, risk-taking modification of Miller (1983) 
Covin & Entrepreneu- Firm behaviour Proactiveness, inno- Covin & Slevin’s (1989) 
Slevin (1991) rial posture vation, risk-taking modification of Miller (1983) 
Miles, Arnold Entrepreneu- Underlying phi- Proactiveness, inno- Covin & Slevin’s (1989) 
& Thompson rial orienta losophy deter vation, risk-taking modification of Miller (1983) 
(1993) tion mining the nature 

and scope of ac
tivities and plans 

Merz et al. Strategic ori- Philosophy of Proactiveness, inno- Miller (1983) 
(1994) entation business behav vation, risk-taking 

iour 
Zahra & Corporate Unclear Proactiveness, inno- Miller (1983) 
Covin (1995) entrepre vation, risk-taking 

neurship 
Brown (1996) Entrepreneu willingness to en- Proactiveness, inno- Covin & Slevin’s (1989) 

rial orienta gage in behaviour vation, risk-taking modification of Miller (1983) 
tion 

Lumpkin & 
Dess (1996) 

Entrepreneu
rial orienta
tion 

Processes, prac
tices and decision 
making activities 
leading to new 

Autonomy, innova
tion, risk-taking, pro-
activeness, competi
tive aggressiveness 

No measures. Miller’s and 
Covin and Slevin´s work is 
the point of departure 

entry 
Lumpkin & Entrepreneu- See above Innovation, risk- Covin & Slevin’s (1989) 
Dess (1997) rial orienta taking, proactive- modification of Miller 

tion ness, competitive (1983), two original items 
aggressiveness 

Covin & Slevin (1991) agree with Miller that organisations, not only

individuals, can behave entrepreneurially. They too advocate the use of

risk taking, innovation and proactiveness as the relevant dimensions of
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entrepreneurship. However, they refer to this as a type of behaviour la
belled entrepreneurial posture. 

Zahra (1993) criticises this definition of entrepreneurship as not be
ing sufficiently specific and comprehensive. Informal entrepreneurial 
activities are not, but should be included, and more dimensions and 
different types of entrepreneurial activities need to be recognised. In an
other paper (Zahra, 1991), Zahra criticises the Miller/Covin & Slevin 
measurement scale for addressing a firm’s disposition rather than actual 
engagement in corporate entrepreneurship activities, and develops an 
original measurement scale. 

By 1995, Zahra appears to have changed his mind, and uses Miller’s 
measurement instrument, now labelled corporate entrepreneurship (Zahra 
& Covin, 1995). 

Drawing on Miller (1983a) and Covin & Slevin (1989) amongst 
others, Merz et al. (1994) use the same measurement instrument, but 
argue that it reflects the CEO’s strategic orientation and should be re
garded as a ”philosophy of business behaviour that guides the firm as it 
navigates in its environment”. 

Brown (1996) suggests that entrepreneurial orientation has to do with 
the willingness of a firm to engage in entrepreneurial behaviour, and 
that entrepreneurial orientation research gives a more behaviour-
oriented view of entrepreneurship than does research into personality 
traits. 

Lumpkin & Dess (1996) argue that the essential act of entrepreneur
ship is new entry. This may be done either by entering a new or estab
lished market with a new or existing product, or by launching a new 
venture. New entry explains what entrepreneurship consists of, and en
trepreneurial orientation describes how new entry is undertaken, i.e. the 
processes, practices, and decision making activities that lead to new en
try. 

All questions in the measurement scales utilised in all of the studies 
reviewed here relate to the respondent’s self-perception of the firm’s 
strategy. To call this behaviour, as suggested by Covin and Slevin must 
be considered a dubious practice. Merz et al. (1994) and Brown (1996) 
probably come closest to giving appropriate labels to the construct when 
they state that it reflects the CEO’s strategic orientation, and the will
ingness of a firm to engage in entrepreneurial behaviour. Thus, the term 
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entrepreneurial orientation (abbreviated EO) is used in this dissertation, 
referring to the CEO’s strategic orientation reflecting the willingness of a 
firm to engage in entrepreneurial behaviour. Moreover, in small firms, the 
strategic orientation of the CEO is likely to be the same as the strategic 
orientation of the firm. In line with the majority of reviewed research, 
EO is argued to consist of three separate dimensions; risk-taking, proac
tiveness, and innovation. 

Actual entrepreneurial behaviour is difficult to measure by the re
sponse to a mailed questionnaire. For this reason, scales have been de
veloped to measure proxies for behaviour. Clearly, it becomes difficult 
to interpret what exactly is measured when the scale is self-perceptive. 
This is probably the main reason why so many different conceptual in
terpretations are obtained from the same scale. 

However, there is some empirical evidence to support that the self-
perception of the CEO is closely related to the behaviour of the firm. 
Three forceful arguments in favour of the relevance of this measurement 
instrument can be provided. First, commonly hypothesised antecedents 
of entrepreneurship measured at the individual, firm or environmental 
level have been successful predictors of entrepreneurial orientation in 
empirical studies (Brown, 1996; Miller, 1983a). Second, entrepreneurial 
orientation has been shown to be a good predictor of the outcomes of 
entrepreneurial behaviour (Brown, 1996; Covin & Slevin, 1990; Covin, 
Slevin & Covin, 1990; Merz et al., 1994; Zahra & Covin, 1995). Third, 
Zahra (1991) used an original scale in which self-perception questions 
similar to the ones suggested by Miller, were mixed with actual behav
iour. The Cronbach’s Alpha for the scale was .86, which indicates that 
self-perception and behaviour are closely related. Thus, regardless that 
the measurement instrument really addresses CEO self-perception, it 
can be stressed that it serves as a relevant proxy for the entrepreneurial 
strategy of the firm. 

To sum up; entrepreneurial orientation is the concept that will be used 
here to characterise the entrepreneurial dimensions of a firm’s strategy. 
In agreement with the majority of previous studies and the original con
ceptualisation (Miller, 1983a), entrepreneurial orientation is seen as a 
combination of risk-taking, innovation and proactiveness. 
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3.0.0 The relationship between entrepreneurial orientation and 
performance and growth 

There appears to be some relevance in the interest in EO and its possible 
influence on small firm performance and growth. However, as recog
nised by Zahra (1991) and Covin & Slevin (1991), there is little solid 
empirical evidence of the link between EO and firm performance. Zahra 
found most evidence to be anecdotal. A possible explanation for this 
lack of solid empirical evidence may be that EO is conceptually prob
lematic as mentioned above. 

Another reason why a strong link between EO and small firm per
formance has not been established may be that the bulk of studies in the 
area use cross sectional designs. In order to empirically test if an EO ac
tually leads to better performance (i.e. whether an entrepreneurial stra
tegic orientation predicts performance), longitudinal data are necessary, 
where EO is measured at one time and performance outcomes are 
measured later. To the knowledge of this author, the ability of EO to 
predict small firm performance has not previously been tested. Only one 
longitudinal analysis of the influence from EO on performance was 
found, based on a relatively small sample of large firms (Zahra & Covin, 
1995). With this background, longitudinal studies of the EO-
performance relationship are imperative. 

Although the empirical evidence that EO affects performance is lim
ited, there are some conceptual arguments in favour of such a relation
ship. Zahra & Covin (1995) hold that firms with an EO are able to tar
get premium market segments, charge high prices and ”skim” the mar
ket ahead of competitors. These firms monitor market changes and re
spond quickly, thus capitalising on emerging opportunities. Innovation 
keeps them ahead of competitors, gaining competitive advantage that 
leads to better financial results. Their proactiveness gives them the abil
ity to present new offers to the market ahead of competitors, which 
gives them a competitive advantage. Furthermore, there is reason to be
lieve that the relationship between EO and performance may be par
ticularly strong within small firms. Most likely, smallness per se encour
ages flexibility and innovation but limits competitiveness in other stra
tegic orientations. Resource constraints may, for example, prevent small 
firms from pursuing cost leadership or differentiation strategies (Porter, 
1985). 
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��� (QYLURQPHQW 
Environment is a key concept in the strategic adaptation perspective. 
Basically, three different approaches as to how environment influences 
the strategy of the firm are prevalent11. Industrial economists (e.g. 
Porter, 1980; 1985) and some strategy researchers (e.g. Fombrun & 
Wally, 1989) argue that it is the objective environment, the hard facts, 
to which strategies should be adapted. In particular, industry has re
ceived a lot of attention in strategy oriented small business growth and 
performance literature dealing with objective environment variables 
(Brush & Chaganti, 1997; Covin et al., 1990; Fombrun & Wally, 1989; 
Hofer & Sandberg, 1987; McDougall et al., 1994; Sandberg & Hofer, 
1987; Wijewardena & Cooray, 1995). 

This literature infers that the industry determines: competitive 
structure, barriers to entry, technology, life-cycle stage, turbulence, mu
nificence and uncertainty of the firm’s environment (Fombrun & 
Wally, 1989). The major problem with this approach is that it does not 
take into account the fact that small firms probably operate within nar
row market niches. Therefore, characteristics of an industry may affect 
small firms very differently, depending on their specific market niche. 

Other researchers suggest that managers can not directly observe and 
interpret the objective environment. Instead, they make subjective per
ceptions of the environment. It is their perception of what the environ
ment is like that will influence them in developing strategies, and thus, 
beliefs about the environment play an important role in determining 
performance outcomes (e.g. Child, 1972). Furthermore, if the percep
tion of the environment is accurate, better strategies will be developed 
than if the perception of the environment is inaccurate. Not only is 
there a fit issue between strategy and environment, but there also needs 
to be a fit between the objective environment and the perceived envi
ronment (Dess & Beard, 1984; Dutton & Keats, 1987) 

Others, still, argue that the objective environment is not important 
and deny that managers perceive and interpret the objective environ
ment. Instead, they maintain that the environment that managers relate 

���)RU�D�PRUH�H[WHQVLYH�GLVFXVVLRQ�RI�WKHVH�HQYLURQPHQWDO�LVVXHV�DQG�RI�ZULWHUV�WKDW�FRQWULE� 
XWH� WR� WKH� GLIIHUHQW� DSSURDFKHV� RI� HQYLURQPHQW� VHH�:DGGRFN�	� ,VDEHOOD� ������� RU� 6FRWW 
������� 
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to is constructed or enacted by themselves (Aldrich & Zimmer, 1986; 
Weick, 1979). How the environment is enacted has implications for the 
decisions which influence performance, regardless of what the objective 
environment really is like. Aldrich & Zimmer (1986) state: 

Environment, as opportunity structures, are diverse, uncertain, and im
perfectly perceived, and it is seldom true that a particular individual will 
both have an accurate view and be aware of it. People are limited by 
bounded rationality, suffer from limited or biased information and poor 
communication, and are subject to processes of social influence and re
construction of reality. (p. 11). 

Whether the environment is enacted or perceived is important from a 
conceptual standpoint but not necessarily empirically. If individuals are 
asked to describe their environments, answers will be identical regardless 
of whether their answers refer to their perception of an objective envi
ronment, or an environment that is enacted. 

Unfortunately, a common practice is to study the managers’ self-
perception (or enactment) of environment, but regard this self-
perception as being a direct reflection of the objective environment. 
This is a premature assumption and not necessarily true. There is evi
dence to suggest that the perception or enactment of environment may 
be substantially different from the objective environment as the above 
quotation illustrates. 

Authors who study the environment in terms of managers’ percep
tions tend to measure the characteristics of the environment. This is of
ten referred to as the technical environment or task environment (Scott, 
1992). Instead of inferring that industry affects these environmental 
characteristics of individual firms, data is collected on the individual 
firm level. This facilitates the differentiation of environmental influ
ences on small firms in different market niches. If it is realised that it is 
the perceived, and not the objective environment which is measured, 
this approach is relatively attractive, since it is possible to trace environ
mental differences at the individual firm level. 

Task environmental characteristics in terms of dynamism, hostility 
and heterogeneity have been argued to be critical for suitable strategic 
choices, i.e. particular strategies are likely to lead to better performance 
depending on the level of environmental dynamism, hostility and het
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erogeneity (cf. Section 2.6.1 and Dess & Beard, 1984; Miller, 1987b; 
Zahra, 1991) 

These dimensions are frequently used in small business growth and 
performance literature (Brown, 1996; Covin et al., 1990; Merz et al., 
1994; Miller, 1983a; Miller & Toulouse, 1986). Furthermore, Zahra 
(1991) suggests that each of these three dimensions should influence 
EO, i.e. depending on the degree of environmental dynamism, hostility 
and heterogeneity, firms with a higher or lower degree of EO may per
form better or worse. 

It is not necessary to choose the ”objective environment” over the 
”perceived environment” approach, or vice versa. Both approaches may 
be utilised in the same study, and each approach could provide valid 
contributions (Dess & Beard, 1984): 

We believe that more sophisticated studies could extend the present re
search and methodology to combine both perceptual and objective meas
ures of the environment...The relevance of both objective and perceptual 
measures for complex, dynamic models of organizational adaptation such 
as Miles et al. (1978) is clear. (p. 67, emphasis original) 

Therefore, both the objective environment, in the sense of industry, and 
the perceived characteristics of the environment in terms of dynamism, 
hostility and heterogeneity will be included in the present study. 

As illustrated by the review in Appendix 1, location variables are also 
relatively frequent in small firm growth/performance studies. Location 
may give some firms inherent competitive advantages in terms of easier 
access to inputs and markets. Since location is a variable that has a direct 
influence on performance not influencing strategy, it does not fit into 
the theoretical model, thereby representing a type of relationship (i.e. a 
direct effect of environment on outcomes) that is not considered by this 
study. 

��� *URZWK 
Growth is a process of changing size. It is possible to use different indi
cators for the growth of a firm. A growth process is likely to be driven by 
an increased demand for the products or services that the firm supplies 
to the market. That is, sales increase first, and thus allow the acquisition 
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of additional resources such as employees or machinery (Flamholtz, 
1986). It seems unlikely that growth could take place in another dimen
sions without increasing sales. It is also possible to increase sales without 
acquiring additional resources, by outsourcing the increased business 
volumes. In this case, only sales would increase. 

Hoy, McDougall & Dsouza (1992) stress that a consensus has been 
reached among academics that sales or revenue growth is the best 
growth measure. It reflects both short- and long-term changes in the 
firm, and is easily obtainable. Furthermore, these authors, as well as 
Barkham, Gudgin, Hart & Hanvey (1996), maintain that sales growth 
is often used as a performance indicator by entrepreneurs themselves. 
Therefore, it makes sense to define growth in terms of sales. 

On the other hand, due to current levels of unemployment, there is a 
general interest in the creation of new employment. For this reason, 
employment growth is another important aspect of growth. This is re
flected in the large number of studies that focus mainly on employment 
growth (Delmar, 1996b). If this measure is used, comparison with other 
studies is made easier. 

However, studying growth in terms of employment is not without 
problems. In a process of rationalisation, it is possible to replace em
ployees with capital investments. If this is done, a company may in
crease sales, but decrease employment. In other words, there is to some 
extent, an inverse relationship between capital investment and employ
ment growth. As a consequence, it makes sense to also include equity as 
one aspect of growth. 

Thus, three dimensions of growth are assessed in the present study; 
sales growth, employment growth and value growth. This comprises a 
multidimensional view of growth, something which is necessary, but 
unfortunately lacking in most previous research according to Birley & 
Westhead (1990). 

��� 3HUIRUPDQFH 
The other ultimate dependent variable in the theoretical model is per
formance. There is no consensus on appropriate small firm performance 
measures, and research has tended to focus on variables which are easy 
to gather information about rather than variables that are important 
(Cooper, 1995). In other studies, growth is often seen as a direct proxy 
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for small firm performance (Brown, 1996; Brush & VanderWerf, 1992; 
Chandler & Hanks, 1993; Fombrun & Wally, 1989; Tsai et al., 1991; 
Van de Ven et al., 1984). It is argued that growth is a more accurate and 
easily accessible performance indicator than accounting measures and 
thus is superior to indicators of financial performance. An alternative 
view is that performance is multidimensional in nature, and it is there
fore advantageous to integrate different dimensions of performance in 
empirical studies (Cameron, 1978; Lumpkin & Dess, 1996). These 
authors argue that, depending on the processes studied and the per
formance aspects measured, it is possible that outcomes are favourable in 
one dimension but not in another. A firm could, for instance, choose to 
trade-off long-term growth for short-term profitability (Zahra, 1991). 

The multidimensional nature of performance is supported by this 
author. It is possible to regard financial performance and growth as dif
ferent aspects of performance, each revealing important and unique in
formation. Taken together, these two aspects give a more complete de
scription of the actual performance of the firm than does each aspect 
taken separately. 

The extent to which performance along one dimension is reflected in 
the other is an empirical question that can and should be tested. It 
seems more reasonable to ask whether firms that grow also perform well 
financially, than a priori stating that growing firms perform well because 
this is the way performance was defined. First, it is possible to test the 
alignment for growth and financial performance. That is, to what extent 
firms exhibiting rapid growth also perform well financially. The degree 
of correspondence between growth and financial performance determine 
to what extent they are related. Second, it is possible to test if the model 
that predicts growth is able to predict both growth and financial per
formance together. In other words, if the factors that explain growth are 
also able to explain the wider performance construct, where growth and 
financial performance are combined. 

In this study both these considerations are tested. The model is used 
to predict growth per se, as well as growth together with indicators of 
financial performance and the alignment for growth and financial per
formance is also tested. By placing growth in this wider performance 
context it is argued that a better operationalisation of performance is 
achieved, rather than if growth or financial performance were used 
alone. 
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��� 3URSRVHG�UHVHDUFK�PRGHO 
When substituting the general constructs developed in the previous 
chapter with the ”researchable” constructs suggested here, the model 
depicted in Figure 3.1 emerges. Four theoretical constructs are sug
gested, which may influence the degree or intensity of a firm’s EO. Each 
of these constructs, or sets of variables, have multiple components that 
vary in their potential positive or negative influence on EO. EO is de
termined by their joint effect. The firm’s degree of EO, in turn, influ
ences its growth and performance levels. 
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Figure 3.A. The proposed research model.
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4 Method 

���	 ,QWURGXFWLRQ 
In empirical research a number of choices have to be made as to what is 
to be studied and how these studies are to be conducted. The choices 
cover the entire range from basic scientific positions to analysis meth
ods. In this chapter these choices are discussed and motivated in relation 
to the research questions: 

•	 Is it possible to identify crucial factors that enhance or restrict small 
firm growth and performance? 

•	 If so, which are these factors? 

•	 In what pattern do these factors affect growth and performance, i.e. 
how should small firm growth and performance be modelled? 

•	 What is the relationship between entrepreneurship on the one hand 
and small firm growth and performance on the other? 

���	 6FLHQWLILF�UHDOLVP��WKH�VFLHQWLILF�SRLQW�RI 
GHSDUWXUH�IRU�WKH�VWXG\ 

When addressing the research questions, it is initially of value to give 
some regard to what kind of knowledge can be obtained by the scientific 
study of these questions. In other words, it is necessary to formulate an 
ontological and epistemological platform. My platform is grounded in 
the scientific realism approach to scientific knowledge, which has much 
in common with positivism but is different in some important aspects. 

Today, hardly any scientist would consider him- or herself as a posi
tivist, or at least not defend any positivist standpoint with pride. How
ever, it is apparent that in its wider definition, positivism12 is still the 

���3RVLWLYLVP�LV�XVHG�DV�D�XQLI\LQJ�QDPH�IRU�D�QXPEHU�RI�GLIIHUHQW�H[SUHVVLRQV�WKDW�EDVLFDOO\�DOO 
UHIHU�WR�WKH�VDPH�VFLHQWLILF�SHUVSHFWLYH��7KH�ZRUG�µSRVLWLYLVPµ�UHIHUV�WR�H�J��ORJLFDO�SRVLWLY� 
LVP��ORJLFDO�HPSLULFLVP��WKH�UHFHLYHG�YLHZ�DQG�FRQVLVWHQW�HPSLULFLVP��7KLV�WH[W�LV�OLPLWHG�WR 
PRGHUQ�SRVLWLYLVP�GHYHORSHG�E\� WKH�9LHQQD�&LUFOH� LQ� WKH�����V�DQG� IXUWKHU�DGYDQFHG� E\ 
DERYH�RWKHUV�+HPSHO��H�J��+HPSHO�������� 
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dominant underlying philosophy of science in research (Miller, 1987c). 
Moreover, modern scientific alternatives have been developed in oppo
sition to positivism. Most scientific discussions are still carried out in 
relation to positivism, which indicates that positivism still has a strong 
influence on scientific discussions and also on most of the research 
which is conducted. It may seem as a paradox that a scientific stand
point that to large extent has been abandoned by philosophers of science 
still dominates research. 

The major criticism against positivism is concerned with how re
search in reality is, and has to be, conducted in relation to positivist 
rules. The first criticism has to do with the fact that researchers often 
make assertions about unobservable phenomena. To take an example 
from physics, quarks are important unobservable building blocks in 
theories of matter. From a strictly positivist point of view, a theory of 
unobservable particles can not be accepted and should therefore be re
jected. As a consequence, any theory that makes use of unobservable 
quarks should be rejected 

The second criticism is that many, or all, scientific methods depend 
on the theories in use. This is a fact that now is generally accepted 
(Boyd, 1991). 

Already Albert Einstein, whose contribution to our knowledge of the 
world is immense, bluntly stated in his Physics and Reality: 

It is the theory which decides what we can observe. 

According to positivists, the theoretical structure of a theory is method
ologically irrelevant. In principal, it is possible to construct an infinite 
number of theories about a phenomenon. The interesting aspect about 
theories is - according to positivists - that they are logically consistent 
and able to predict empirical phenomena. This is, however, an inappro
priate description of science (Boyd, 1984). The theoretical structure of a 
theory is, in reality, of great importance for the observation of empirical 
phenomena. For example the measurement of an electrical field which 
can not be directly observed, i.e. the method for the empirical observa
tion of an unobservable, depends on the theory of how an electrical field 
is defined. In this case, the theoretical structure determines the results of 
the empirical observation. In other words, our beliefs about the world 
influence how we perceive it, and the knowledge we are able to gain. 
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This insight has lead many researchers into social constructionism and 
in social sciences hermeneutics, where the aim of science is not to dis
cover objective truths about reality. This is a feasible but not necessary 
reaction to the shortcomings of positivism. 

Scientific realism provides another alternative to positivism. Funda
mental for scientific realism - just as positivism - is that there is a world 
that is independent of our knowledge about it. The purpose of science is 
to describe and explain the observable and unobservable aspects of this 
independent world. In order to be justified, science needs to study and 
generate knowledge of an objective world (Trigg, 1993). This is a key 
statement of scientific realism. The role of science is to gain knowledge 
about an objective world, not a world dependent on our interpretations 
of reality. 

The subject is part of this world, but is able to at least partly release 
itself from its physical and social context to find out what is true about 
the world and the subject’s own place in it. This is made possible thanks 
to human reason: 

What is needed is both an indication that there is an objective world to 
be discovered, and an acceptance that we are part of that world, and yet 
able to distance ourselves from it. As a result we are able on occasions to 
see what is true and discuss what is false, to make rational judgements 
and to see the validity of arguments. We are rational subjects, not wholly 
reducible to the processes of the physical world, but not wholly separate 
from them either. (Trigg, 1993, p. 228-229). 

There is proof neither for the existence of a world that is independent of 
the observer, nor the possibility to discover truths about the world 
(Trigg, 1993). Scientific realists stress that theories about reality are ap
proximately true, which is a major difference to the positivist point of 
view. The development of methodology and theory makes these ap
proximations increasingly more accurate. The argument for this is that 
scientific theories are instrumentally correct, i.e. they work in practice. 
Observations are theory dependent, but theory dependent development 
of technology and society illustrates the fact that scientific theories and 
methods work. It is an objective fact that aeroplanes fly, yet the con
struction of an aeroplane is based on sophisticated theory together with 
traditional scientific method: 
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The basic claim made by scientific realism ... is that the long-term success 
of scientific theory gives reason to believe that something like the entities 
and structure postulated by the theory actually exists. (McMullin, 1984, 
p. 26)

Thus, the argument for scientific realism is abductive. Abduction means 
that the cause of a phenomenon is inferred from its effect, i.e. the expla
nation of a phenomenon is inferred to the best available explanation13. 
In this case that the reason for the instrumental correctness of theories is 
their approximate truth. Positivists do not accept abductive inferences 
neither as the base for scientific standpoint nor as a research strategy in 
empirical research, since it is possible to postulate unobservable terms 
based on the theoretical reasoning of observable terms. In social science, 
the success of attitudes, intentions and beliefs in explaining, predicting 
and solving pragmatic problems provides warrant for believing that 
these psychological states exist independently of researchers’ labelling of 
them (Hunt, 1991). 

It could be argued that scientific realism represents a dialectic, cu
mulative view of scientific knowledge where methodology, based on ap
proximately true theories, is a reliable guide to the discovery of new re
sults and improvements of old theories. The results of these improve
ments would thus lead to even more correct theories and so on. 

In defining scientific realism, Boyd (1984) stresses that scientific 
theories, realistically interpreted, can be confirmed, and are often con
firmed as approximately true by established scientific proofs, interpreted 
according to established methodological standards. That is, the ability of 
theories to explain and predict phenomena determines their relevance. 

McKelvey (1997) holds that scientific realism is appropriate to or
ganisation studies. Idiosyncratic microstates, i.e. the complex idiosyn
cratic nature of organisational phenomena do exist. All firms are not the 
same and do not act or react in the same ways. However, these may be 
ignored or assumed away by introducing idealised models: 

���2QH�H[DPSOH�RI�DEGXFWLRQ�FRXOG�EH�D�PHGLFDO�GLDJQRVLV�ZKHUH�D�EDFWHULRORJLFDO�WKURDW�LQ� 
IHFWLRQ�LV�LQIHUUHG�IURP�D�VRUH�WKURDW� 

76 



method


Because organization scientists experience firms firsthand and see idiosyn
cratic human behavior all the time and everywhere, it is easy to focus on 
the idiosyncrasies and thus miss the background law ”forest” because of 
the idiosyncratic behavior ”trees”. (p. 364) 

He claims that the early success of other sciences is due to their separa
tion from idiosyncratic details of the phenomena under study. Given 
that organisation science is at an early stage, it is appropriate to use ide
alised models constructed without the assumption of any idiosyncrasies. 
Neither should idealised models attempt to represent the full complexity 
of the phenomena studied. Complexity needs to be reduced so that 
relatively simple rules apply. This is said to be the most primitive ap
proach to science, but is still the most suitable approach to organisation 
science. As theories develop, more complexity can be allowed into the 
research. 

How much, then, can models be idealised and still claim to represent 
an adequate explanation for the phenomenon under study? Miller 
(1983b) argues that there are no general principles for determining this. 
Which factors are to be included in a model and which factors are to be 
omitted is determined by the theoretical frame of reference of the re
searcher and will always be open to scientific debate. Different research
ers and different eras will have different opinions about the adequacy of 
different explanatory models. This is not to say that all explanatory fac
tors are equally valid. Miller presents some general criteria to evaluate 
what is a suitable model in social science. First, a sufficient number of 
explanatory factors need to be identified. Second, explanatory factors 
need to be necessary to bring about the phenomenon. Third, explana
tions need to be ”deep”, i.e. to reach sufficiently far back in the causal 
chain. If a causal factor is identified but it is likely that this in turn is a 
result of an underlying factor in whose absence the phenomenon would 
not arise, than the first factor is insufficient. To determine what ”a suffi
cient number of explanatory factors”, ”necessary to bring about the 
phenomenon” and ”sufficiently far back in the causal chain” implies for 
an empirical project is indeed no easy task, but it provides some guide
lines for issues that are important to fully comprehend. 

The scientific realist view outlined above has some important impli
cations for empirical research that also serve as guidelines for the meth
odology in the present study. First, the nature of scientific knowledge is 
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cumulative. As a result, it is important to build upon existing theories 
and findings when designing a study, in order to extend areas of knowl
edge in any field of research. From this perspective, progress within the 
field of entrepreneurship has been limited (Aldrich & Baker, 1997) and 
further research building on previous findings and theories is needed. 
Thus, it is important that the present study utilises the theory that has 
previously been developed. 

Second, from a scientific realism outlook, the relevance of theories is 
determined by confronting them against empirical data. To test their 
explanatory and predictive power it is necessary to use quantitative data 
and statistical techniques. Thus, scientific realism calls for a study that 
makes use of quantitative data rather than qualitative data, using causal 
statistical techniques that allow for prediction and/or explanation of the 
employed theories. 

Third, the judgement of what is an adequate explanation depends on 
the theoretical frame of reference and is open to scientific debate. Fur
thermore, the judgement of when this is achieved is difficult to make. 
Thus, one important task for the researcher is to be explicit about the 
choices that are made and to have a humble attitude and an open mind 
towards other possible explanations. 

��� 5HVHDUFK�GHVLJQ 
Scientific realism calls for the use of quantitative data and statistical 
analyses, but it is possible to use other, more practical arguments to 
support the use of quantitative data in the present study. Yin (1989) 
suggests that choice of research method best is based on the research 
question posed. The research questions are general in the sense that they 
are concerned with small firms in general. In order to draw conclusions 
about small firms in general, two research strategies are possible. Quite 
obviously, a census study that involves the whole population of small 
firms could be chosen. The alternative is to use a representative sample 
of small firms and infer results from the sample to the population. 

Secondary data bases that cover the full scope of the study are not 
readily available and it is virtually impossible to collect primary data 
from the whole population of small firms, since it is very large. In es
sence, this makes a census study impossible. 

Instead, a sample is drawn from the population of small firms. The 
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most important feature, when selecting a sample, is that it is representa
tive for the phenomena studied. In the present case where growth is a 
central concept, this means that firms of different growth rates should 
be represented in the sample. The generality of the research questions 
has implications for the size of the sample (it has some implication for 
other characteristics of the sample which are dealt with later, cf. Section 
4.7). In order to be representative to the population and its variation, 
the sample needs to be fairly large. The sample also needs to be large in 
order to detect general similarities and differences. In small samples, 
general similarities and differences face the risk of being confounded 
with characteristics of the individual cases due to random sampling bias 
and stochastic variation. 

In order to facilitate the study of a large sample with a reasonable 
amount of resources, a survey is used. Data in surveys can be of quanti
tative or qualitative nature. A quantitative survey will be applied since 
quantitative data are needed for explanation and/or prediction - impor
tant features to achieve scientific knowledge according to the scientific 
realism view. Moreover, quantitative data make analyses of large data 
quantities easier and it is easier to draw conclusions regarding the 
population from findings of the sample. To the degree possible, findings 
from the sample are inferred to the population using standard statistical 
procedures. 

To answer the research questions, the relative importance of a num
ber of different factors must be determined. Even though a number of 
similar studies have been conducted, this has most often not been the 
case (Storey, 1994b). By applying a quantitative survey-based data col
lection, and using different analytic techniques in the data analysis, it is 
possible to study a wide range of variables, and determine their relative 
importance and their interrelations. 

Another important advantage of applying the chosen method is that 
it is possible to build on and develop previous knowledge that has been 
obtained using similar methods. This way knowledge can be further ex
tended. A weakness in our knowledge about entrepreneurship, and so
cial science in general, is that it is fragmented. 

The survey method has some inherent drawbacks and the choice of 
this method has trade-offs. The survey provides a snap-shot image of the 
researched firms. In order to fully capture the change processes of a 
small firm, in-depth real time case studies are called for. 
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Change can still be captured to some extent in the present survey. In 
those cases where measurement of change is desirable and respondents 
are likely to make reliable judgements of the past, retrospective ques
tions are asked (this is the case concerning, for instance, size changes). 
More importantly, data are collected at two points of time (cf. Section 
4.5), and changes during this time are estimated. 

Another problem is the extent to which the concepts in the research 
model can be measured in surveys, i.e. the possibility of achieving meas
urement validity with the chosen research design. Some precautions 
have been taken to ensure validity. First, self-perceived and objective 
measures are clearly distinguished. A problem in survey research is that 
self-perceived measures are often regarded as objective, which is not nec
essarily the case (Mintzberg, 1979). Second, previously developed meas
ures that have yielded results in line with theoretical expectations are 
utilised to the extent this is possible. 

In all, due to the characteristics of the research questions, the 
strengths of a quantitative survey outweigh the weaknesses. 

���	 *URZWK��FRQVHTXHQFHV�IRU�VDPSOLQJ��GDWD 
FROOHFWLRQ��VWXGLHG�YDULDEOHV�DQG�PHDVXUHPHQW 

4.0.0 Introduction 
Growth being one of the dependent variables imposes some specific 
methodological demands on the empirical study. At first sight, the con
cept ”growth” seems straightforward and uncomplicated in empirical 
studies. Upon closer examination however, a number of specific choices 
and definitions are necessary in order to obtain a clear view of the em
pirical meaning of the concept. Unfortunately, little guidance is pro
vided in the literature. Therefore, these issues are discussed at some 
length in this section. 

The fact that growth is a change process which over time affects the 
firm, in particular its smallness, has implications for sample selection, 
choice of data collection, studied variables and measurement of vari
ables. In this section, principal definitions are introduced and their con
sequences are discussed. Practical issues concerning sampling, data col
lection, variables and measurement is discussed in later sections. How
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ever, the way in which these practical issues are dealt with is a result of 
the propositions formulated here. 

4.0.0 Definition and selection of small firms 
When trying to define what a small firm is, it becomes evident at an 
early stage that the concept of ”smallness” varies and that there is no 
single suitable definition of a small firm. It is particularly clear that 
smallness varies from industry to industry since the size of a company is 
most often compared to the size of its competitors (Bolton, 1971; Stan-
worth & Grey, 1991; Storey, 1994a). The auto manufacturer SAAB is 
perceived as being a small company within that industry, whereas not 
even the largest hairdresser comes close to the size of SAAB. 

Basically, there are two different ways of defining small firms. The 
first type of definitions could be labelled theoretical. Criteria for defin
ing a small firm would typically include small market share, personalised 
management, vulnerability to environmental conditions and non
economic objectives of the manager. These types of definitions are theo
retical in the sense that they, based on previous research, presume that 
small firms are fundamentally different from large firms concerning 
these dimensions. These fundamental differences provide the rationale 
for studying small firms as a separate group. One major problem in se
lecting a sample of small firms based on these criteria is that we do not 
know if small firms really are fundamentally different until we compare 
them to large firms, which means that we need a large firm sample for 
comparison. The other problem is that we would need to do some ini
tial research just to find out whether a particular firm really meets the 
criteria of smallness and should be included in the sample for further re
search. Thus, theoretical definitions of small firms lead to very time and 
resource consuming sample selection. 

The second type of definitions could be labelled as quantitative. In 
this case, size itself is the criterion for smallness, and quantitative size 
data regarding sales, employees or equity are usually used when classify
ing firms as large or small. The problem with these definitions of small 
firms is that they tend to disregard the fact that the small firm sector is 
heterogeneous and that smallness varies across industries. 
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The European Union has proposed a quantitative definition based 
on employment that uses the term ”small and medium enterprise” 
(SME). The SME sector is divided into three components: 

1. Very small enterprises (sometimes referred to as micro-enterprises) (0 
to 9 employees) 

2. Small enterprises (10 to 49 employees and annual sales of not more 
than ECU 7 million) 

3. Medium-sized enterprises (50 to 249 employees and annual sales of 
not more than ECU 27 million) 

This is a quantitative definition that takes some of the theoretical as
pects into consideration. According to Storey (1994b), one of the ad
vantages of the distinction of micro-enterprises from small enterprises is 
that there is a notable shift in the formality regarding organisation and 
customers at around 10 to 20 employees which makes micro-enterprises 
different from small enterprises. 

In the present research, the quantitative definition suggested by the 
EU is used to define small firms and to select the sample. Firms with 
between 10 and 49 employees are included in the study which is 
equivalent to EU’s small enterprise sector. There are two major reasons 
for this. First, in this definition smallness is already operationalised and 
employment figures are easily available from data registers. Second, em
ployment figures are frequently used for sample selection in other stud
ies which makes comparison with other research easier. 

Using size as selection criterion raises a specific problem when 
growth (i.e. size change) is studied, since rapidly growing firms do not 
remain small for a very long time. It is therefore necessary to choose a 
wide enough size-bracket so that new, rapidly growing firms do not 
outgrow this size-bracket. This problem is at least partly overcome since 
the size-bracket of 10 to 49 employees is fairly broad. Moreover, there is 
a delay from the sample selection to the collection of data which reduces 
this risk. The register data used for selecting the sample contained size 
figures reported in the latest annual report. The annual reports were 
between one and two years old when data were collected from the stud
ied firms. Due to this, rapid-growth firms that have outgrown the size-
bracket at the point of data collection will still be included, if they ful
filled the size criterion one to two years earlier. 
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4.0.0 Modelling firm growth 
The fact that growth in itself is a change process leads to some meth
odological problems that have to be dealt with. The first one is con
cerned with the actual modelling of the growth process. 

It would be preferable to have full and detailed information on 
growth and study size changes over a period of time in studies of 
growth. In most cases, however, size information concerning the studied 
firms is scarce and growth is calculated from the present size compared 
to the size some years earlier. Growth rate measured as present size mi
nus previous size over previous size is the prevalent measure (cf. Delmar, 
1996b). The mathematical expression is presented in equation (1). 

g1=(St1-St0)/St0 (1) 

Where g1 refers to the total growth rate during the whole period, St0 re
fers to the size at the start of the period (size at time zero) and St1 refers 
to the size at the end of the period (size at time one). 

When introducing this mathematical equation for measuring growth, 
or any other for that matter, the researcher is actually modelling a spe
cific growth pattern. The question of how growth should be modelled 
and the consequences of the particular equation employed needs to be 
clarified. Therefore it may be useful to address how growth is modelled 
when using this, the most common, growth measure and assess the pos
sibility of other models. 

Equation (1) models growth as a quantum size leap at some time 
during the period studied, i.e. all sales (or employees) are added at one 
time. Mathematically, this is explained by the fact that previous size is 
used in the denominator, i.e. any new sales or employees are added to 
the firm at the size it had at the beginning of the period. To give an ex
ample, firm A has 1 employee at time zero and firm B has 10 employees. 
After 10 years firm A has 11 employees and firm B has 60 employees. 
With this model their growth rate will be 1000% and 500% respec
tively, i.e. firm A has a growth rate that is twice as high as firm B. This 
example shows that this model is likely to lead to two types of problems. 
First, it is not probable that all growth takes place at one point of time, 
in particular when longer time frames are studied. Second, the model is 
very sensitive to the initial size of the firm, which may be problematic 
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when studying very small and/or very young firms. This measure has a 
bias in favour of firms that initially had a smaller size, which is illus
trated in the example. An effect of the latter problem is that in many 
empirical studies employing this growth model, initial firm size is 
amongst the largest explanatory variables for firm growth, and thus firm 
performance, which may be difficult to justify theoretically. 

In other contexts, addressing other issues, economists frequently use 
Gibrat’s law, which assumes that the growth rate of a firm is constant. 
Mathematically, the expression reads as follows (2): 

t0(1+g2)
t1-t0 =S (2)St1

Where g2 refers to the annual growth rate. 

The underlying assumption of this model is that each year an 
equivalent share of new sales or employees is added, as with retained 
compound interest in a bank account. Returning to the example above, 
firm A would have an annual growth rate of 27% and firm B of 20%, 
i.e. firm A has an annual growth rate that is 35% higher than B. This 
should be compared to a 100% higher growth rate in the previous 
model. The reason why the difference is smaller in this case is that the 
growth is assumed to be spread over all ten years in the period. 

A third model of firm growth assumes that growth is linear and that 
an equivalent amount of new sales or employees is added each year. Even 
though it is unlikely that this is the case in any individual firm, it may 
still be more plausible than assuming that growth takes place as a quan
tum leap and equally as plausible as equation 2 above. As far as this 
author is aware, this model has not been used in previous studies of 
small firm growth and performance. When an equal amount is added 
each year, the mathematical expression becomes the following (3):

               n=N 

g= 1/n∑(Stn+1 - Stn)/ Stn (3)
               n=1 

Where Stn+1 = (StN- Stn)n/N, and g is the annual growth rate. N refers to 
the total number of years studied, n refers to any given year. Stn refers to 
the size at year n and StN is the size at the end of the period 
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This model is similar to model one, the major difference being that 
the denominator increases every year. Returning to the example of firm 
A and B, firm A is assumed to add one employee each year and firm B is 
assumed to add 5 employees each year. In this case the annual growth 
rate for firm A is 28% and firm B 19%. Thus, the growth rate of firm A 
is 47% higher than that of firm B. 

The above exercises illustrate the fact that regardless of which growth 
model we use, we make certain assumptions of the growth pattern of the 
firm and reach different results regarding growth rates. The three differ
ent growth patterns are displayed in Figure 4.1. Which is then the ap
propriate measure? This question is impossible to answer from these ba
sic exercises. 

From an empirical standpoint, it appears unlikely that growth takes 
place as one quantum leap. This is to say that the most common growth 
measure would appear to be the least appropriate. Thus, the incremental 
models appear more relevant. Turning to the incremental models, it ap
pears unlikely that a constant growth rate would be exhaustive over 
longer time frames, in particular for firms exhibiting rapid growth. For 
these reasons, the linear model 3 is used to model growth in the present 
study. 

It should be noted that the three models differ when longer periods 
of growth are studied. The longer the period, the greater the difference. 
For growth rates over one single year they all yield the same results. 
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Size 
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Growth model 3 

Growth mode

Growth model 2 

Time 

Figure 4.A. Three different models of firm growth. 

4.0.0 The need for longitudinal data in causal analysis of 
growth 

The fact that growth is a change process that takes place over time im
poses some restrictions on data collection when causal analyses are to be 
made, as is the case in the present study. Most importantly, it is prob
lematic to use cross sectional data in causal analyses of growth. 

An inherent problem of cross sectional studies is that it is impossible 
to empirically infer causality. When causal analysis methods are em
ployed, theory is commonly used to support causal directions among 
variables. The study of firm growth, however, imposes some delicate 
problems when a cross sectional design is used. A common practice is to 
ask for present size as well as the size some years earlier and to use this 
information to calculate the firm’s growth (Delmar, 1996b). Explana
tory variables are collected at the same time and measure the present 
situation of the firm. This method measures a change process that 
started some time ago and that ends at the time of data collection. In 
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other words, explanatory variables collected today are used to predict a 
process of the past. It this reasonable? 

It is not necessarily unreasonable. However, the researcher inevitably 
has to make either of two assumptions to justify this ”prediction of the 
past”. The first possible assumption is that the explanatory variables are 
stable and do not change during the time period over which growth is 
studied. This is reasonable when stable explanatory variables such as sex, 
age, ethnicity of the manager etc. are used for explaining growth (if cases 
where the manager has been replaced are excluded). It appears virtually 
inadequate to use this assumption, if explanatory variables are likely to 
change substantially over time. 

The other possible assumption is that growth is a linear process and 
that past growth predicts future growth. That is, the growth measure 
calculated from the past should be seen as a forecast of future growth, 
and the regression equation predicts this future growth. Unfortunately, 
there are empirical studies which show that it is not a very plausible as
sumption (e.g. Chandler & Baucus, 1996; Storey, 1997). 

But then, how serious a problem is this? It could be argued that any 
study of this type will have shortcomings such as measurement error and 
the possible change of variables over time could be seen as just a slight 
increase of the error term, not really affecting the important relation
ships. The real answer to the question is that we really do not know how 
much variables change over the studied time period, and whether or not 
this is a major problem. Growth, as such, is a change process and it 
could be that explanatory variables change quite substantially during this 
process. Until we do know, it must remain an unwise over
simplification to assume that nothing else but size changes. 

Methods must be chosen that are suitable for the research questions 
stated. Cross sectional studies are particularly ill-suited for causal studies 
of firm growth. A feasible alternative is to collect data on the explana
tory variables at one point of time and measure the growth over a time 
period beginning when data are collected, not ending there. This is pos
sible by collecting data on size changes at a later time. In other words, 
when causal analyses of growth are made - as in this study - a longitudi
nal research design is needed. In the present research, this is dealt with 
by collecting data on explanatory variables at one time, and data on 
growth the following year. 
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4.0.0 Suitable time span in growth studies 
According to Storey (1994b), when studying employment changes in 
small firms, results will vary depending on the length of the period 
during which these changes are studied. Generally, a shorter period re
sults in that the number of firms contributing to growth is more widely 
spread since it does not allow for the full growth of surviving firms to be 
reached. Storey recommends a period of about one decade to be studied. 
One problem with a long time period is that it is generally hard to trace 
firms far back and thus difficult to identify the correct sample. Another 
problem is that long time spans are difficult to cover in surveys, since all 
historic data will be ”filtered through” the memory of the respondent. If 
such a long time span should be studied, it would be necessary to have 
information not only of initial and final size but also of the years in 
between to fully document the growth pattern. In a longitudinal study, 
the need for information concerning the years in between is equally im
portant. 

The present study analyses two different types of growth measures. 
Historical growth is measured over a three year period, from 1993 to 
1996 and is not used in causal analyses. It is assumed that the growth 
pattern is incremental in accordance with equation (3) above during this 
period, and the size during the in between years is not measured. 

In the causal analyses of growth, i.e. analyses that make use of the 
longitudinal data, growth during a one year period is studied. One year 
is a comparatively short time to determine the causal impact on growth. 
However, it could be argued that if a longer time span is used, other 
variables will disturb the relationship between explanatory and depend
ent variables, making it harder to argue that it really is the explanatory 
variables of the model that cause growth. Growth data will also be col
lected in subsequent years, but the results of this is beyond the scope of 
the present research. 

4.0.0 The importance of investigating different growth patterns 
The study of small firm growth is not without problems, since a firm is 
a legal entity that could be manipulated by the owner(s). Business ac
tivities could be ring fenced in different ways, either within a single firm 
or in a number of different firms. Thus, to some extent, the growth of a 
firm becomes a matter of how business activities are ring fenced. Others 
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have pointed out the risks involved in focusing on the growth of the 
firm as an entity. Scott & Rosa (1996) point to the possibility of an en
trepreneur starting additional firms and expanding his or her total busi
ness through them, while the original firm does not show any growth at 
all. These individuals are sometimes referred to as portfolio business 
owners (Storey, 1994b). None of their firms may exhibit rapid growth, 
but their portfolio of firms may grow extensively. If the growth of a sin
gle firm is studied, these activities will be overlooked and misinterpreted 
as a non-growth firm or a non-growth entrepreneur. Scott & Rosa 
(1996) stress the importance of studying the growth of the entrepre-
neur’s business activities rather than a single firm’s. 

Moreover, even when the object under study is a single firm, it is im
portant to separate different types of growth. There are two fundamen
tally different mechanisms underlying the growth of a firm. First, a firm 
could grow or shrink organically through the expansion or contraction 
of present business activities, i.e. the growing firm creates new resources. 
Second, it is possible for a firm to expand or contract through acquiring 
new, or divesting existing, resources. It is also likely that the processes 
causing the two different types of growth are fundamentally different. If 
these two types of growth mechanisms are not separated it is highly 
likely that results will be confounded in any causal analysis using growth 
as dependent variable. Other empirical studies suggest that the results 
obtained differ substantially depending on whether total growth or or
ganic growth is measured: 

We have shown already that defining job growth in terms of organic 
growth rather than total employment growth may have substantial im
pact on the results and their interpretation. (Davidsson & Delmar, 
1997, p. 19) 

To avoid confusing organic growth as opposed to acquisitions and di
vestments and to gain insight into the growth patterns of the firm’s and 
the entrepreneur’s business activities, an extensive number of questions 
are asked concerning ownership ties, acquisitions and divestments and 
changes along these dimensions. 
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��� 'DWD�FROOHFWLRQ 
Basically, three different methods of data collection are possible in sur
vey studies; mail questionnaires, telephone interviews or personal inter
views (Lekwall & Wahlbin, 1993). Personal interviews were ruled out 
due to the large sample size (over 800 cases, cf. Section 4.7.2). We know 
that in general mailed questionnaires get lower response rates than tele
phone interviews. On the other hand, telephone interviews take longer, 
and it is therefore difficult to include a large number of questions since 
respondents are likely to get impatient (e.g. Lekwall & Wahlbin, 1993). 
The format of certain questions may also require respondents to person
ally complete then. 

This study combines the two. In the first year a telephone interview 
was followed up by a mail questionnaire. This facilitates a reasonably 
high response rate, thanks to the introductory telephone interview, 
combined with the possibility of including a large number of questions. 

One year after the initial study, a shorter telephone interview follow-
up was conducted which makes the study longitudinal and more pre
cisely turns it into a panel study. The data collected during the second 
year are concerned with growth and performance outcomes. Due to the 
time lag between collecting the explanatory variables and the outcome 
variables, it is possible to infer causality for this part of the model. Per
formance data will also be collected in the following years, but the re
sults from these data collections are beyond the scope of the present re
search. 

Considerable effort was devoted to ensure the quality of the data. 
The first telephone interview and mail questionnaire were pretested un
der supervision, on four small business managers. Questions that could 
be misinterpreted, or were difficult to understand or answer, were 
modified or deleted. Following this, a pretest was executed among 28 
firms from the sampling frame, of which 24 completed both question
naires. The questionnaires were modified again, in particular the lay-out 
of the mail questionnaire, before the study was conducted. 

Telephone interviewers were carefully selected and trained before the 
interviews and their progress and interview results were constantly 
monitored. A sample of completed questionnaires were manually com
pared to the coded data base for punctuation errors, none were found. 
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��� 4XHVWLRQQDLUHV�DQG�PHDVXUHV 

4.0.0 General approach 
A guiding principle in developing the questionnaires was to use meas
urement scales which have been validated by previous research. Gener
ally speaking, it is better to use variables and measures from previous re
search when available, rather than developing original ones. Existing 
variables have already been empirically tested and it is possible to deter
mine their empirical validity, e.g. Cronbach’s alpha test for multi-item 
variables and stability of variables in different samples, and their effect 
on the dependent variables, i.e. their relative importance. What is more 
important, it allows direct comparison between the findings of the pres
ent research and earlier studies. 

In the following sections the measures of the individual constructs 
and their origins are presented in more detail, in accordance with the 
empirical research model (cf. Figure 3.3). The corresponding question 
in the questionnaire is given within brackets in conjunction with each 
variable. T refers to the first telephone interview, B refers to the mail 
questionnaire and TT refers to the second telephone interview. The 
three questionnaires can be found in Appendix 2. A list of all the vari
ables in the analysis, the theoretical construct they are connected to, and 
the questionnaire items used for their measurement is presented in Ap
pendix 3. Appendix 4 contains descriptive statistics for the key con
structs: EO, growth and performance. 

References to measurement sources do not necessarily refer to the re
search where the variable first appeared, but rather to authors that have 
shown the variable to be important and/or have discussed it in illumi
nating ways. 

4.0.0 Resources and capabilities 
The entrepreneur’s education and experience are measured by the fol
lowing variables; type and length of education and training [T47 and 
T48], previous experience before present position (i.e. management, in
dustry, rapid-growth firm and maximum number of subordinates [T39
42]), and tenure in present position [T43]. Other resource oriented 
characteristics of the entrepreneur are age, ethnicity and gender [T44
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46]. Access to different types of role models is also measured [T38] as 
well as whether the respondent started, inherited, or bought the firm, or 
is employed [T21]. The measurement of all these objective variables is 
fairly straightforward. The exact phrasing of most questions was taken 
from Davidsson (1989). 

Turning to network variables, to evaluate the importance of 14 
”network sources”, respondents were asked how important each are for 
ideas and advice when important decisions are made (Davidsson, 1989, 
one item original) [B1]. The number of external board members [T23] 
is a straightforward, objective variable (original measure). 

Resources of the firm involve the objective measures present size 
(FTE and sales [T10 and 12], from Davidsson, 1989), management 
team size [T24], number of employees having university degrees [T25], 
board size [T22] and whether equity has been sold to a new owner 
[B10] that are also straightforward, objective variables (these measures 
are original). The scale for measuring the importance of the board in de
cision making was an original 7-point opposite statements scale an
chored in the influence of the board in important decision making 
[B3e]. To measure perceived size compared to competitors [B3m] and 
perceived capital availability [B3u] two original 7-point opposite state
ment measures were developed. Perceived use of employees in decision 
making [B3e] was taken from Miller (1987a). 

4.0.0 Attitudes 
The measurement scale for expected consequences of growth consists of 
10 questions [T29], of which eight were used before (Davidsson, 1989; 
Delmar, 1996a) and two are original. Growth aspirations in terms of 
sales and employment were calculated as the relative change from the 
ideal size five years in the future [T28] and present size (Davidsson, 
1989). 

To measure the goals of the entrepreneur, 18 questions were asked 
[B7], eight of which appeared in Davidsson (1987). Another 10 items 
are original. 

The questions concerning the entrepreneur’s favoured work tasks 
[B8] were taken from (Delmar, 1996a), whereas the response categories 
are original. 
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4.0.0 Industry 
Which of the four broad industries the firm belongs to was taken from 
the data register. Specific questions on other industry characteristics, i.e. 
customer concentration [T4], supplier concentration [T8] and exports 
[T5], were taken from Davidsson (1989) and Delmar (1996a). 

4.0.0 Perceived environment 
The three dimensions of the perceived environment, viz. dynamism, 
heterogeneity and hostility [B4] were taken from Miller & Friesen 
(1982). Three of the original heterogeneity items were dropped due to 
space limitations. The choice to drop items related to heterogeneity and 
not any of the other dimensions was the hypothesis that small firms 
would perceive little environmental heterogeneity altogether. In addi
tion, the scale for using heterogeneity change only contains one item. 
Changes along these three environmental dimensions [B5] have their 
origin in Miller (1987a). 

4.0.0 Entrepreneurial orientation 
The scale for measuring entrepreneurial orientation [B3g, h, i, j, k, r, s, 
t] was taken from Miller (1987a). Descriptive statistics for this variable 
is provided in Appendix 4. 

4.0.0 Growth and performance 
Two dependent variables are utilised; growth and performance. Growth 
in terms of sales and employment was calculated as the relative size 
change in the surveyed firm from 1996 to 1997 [TT1, TT3, T10b, 
T12]. In order to include growth from the entrepreneur’s overall busi
ness activities, the sales growth measure was adjusted for sales growth in 
subsidiaries [TT6f and g]. To separate organic growth from administra
tive growth, the sales growth measure was adjusted for mergers [TT7a] 
and divestments [TT8a]. The item [TT26] measures sales compared to 
competitors and [TT28] measures market value growth compared to 
competitors. 

To measure financial performance, a total of three questions were 
asked. To measure gross margin, profits [TT24] were divided by present 
sales volume. Profits and cash flow compared to competitors was meas

93 



Jönköping International Business School 

ured by two items [TT25 and TT27]. The measures for financial per
formance are original, developed in collaboration with two colleagues. 
The questions were previously used in a large sample of firms. The per
formance construct consists of the four items measuring growth and the 
three items measuring financial performance. Descriptive statistics for 
this variable is provided in Appendix 4. 

4.0.0 Entrepreneurial behaviour 
Twelve questions were asked concerning entrepreneurial behaviour. 
Questions [TT6c] and [TT9] measure the start-up of new organisations. 
Questions [TT13 to TT18] as well as [TT21] and [TT22] relate to in
novative behaviour. Risk taking behaviour is measured by [TT19], while 
[TT20] is intended to measure proactive behaviour. The measures for 
entrepreneurial behaviour are original, developed in collaboration with 
two colleagues. The questions were previously used in a large sample of 
firms. The entrepreneurial behaviour construct consists of the twelve 
items measuring along with the four items measuring growth. 

��� 6DPSOH 

4.0.0 Sample stratification 
A probability sample has the advantage of allowing inference to the 
population by use of statistical tests. Results from nonprobability sam
ples on the other hand can only be intuitively inferred to the population 
(Lekwall & Wahlbin, 1993). In the present research a stratified sample 
(which is a probability sample) was selected. The prime advantages of 
stratifying the sample are as follows (Malhotra, 1993): 

•	 Extraneous sample variation can be controlled. 

•	 All important subpopolations can be included if the distributions of 
key variables are skewed. 

•	 Better precision is achieved in estimations, i.e. smaller standard er
rors. 
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The empirical stratification criteria utilised were growth, industry and 
size. The rationale for stratifying the sample over these three variables is 
developed below. 

The first stratification variable is growth rates, which is one of the 
two key research variables. Malhotra (1993) argues that stratification 
variables should be chosen that are as closely connected to the charac
teristic of interest as possible. Stratifying the sample is particularly im
portant, since the distribution of growth rates in the population is 
skewed: 

Stratified sampling can ensure that all the important subpopulations are 
represented in the sample. This is particularly important if the distribu
tion of the characteristic of interest in the population is skewed. 
(Malhotra, 1993, p. 365) 

Most small firms do not grow at all and very few display substantial 
growth (e.g. Davidsson et al., 1996; Storey, 1994b). As a result, random 
samples of small firms yield very skewed growth distributions with the 
majority of firms exhibiting no or very moderate growth figures, and a 
small tail of firms showing substantial growth. This is a problem in two 
respects. First, many causal statistical procedures such as multiple regres
sion require normally distributed dependent variables for accurate esti
mation. Parametric statistical tests also require normal distribution of 
data. Raw growth data from random samples of small firms do usually 
not meet the normality criterion (Robinson, 1997). 

The second problem is that lack of variation in growth makes causal 
analyses difficult. There is in fact very little variation to explain! The 
situation is similar to surveying a football team to estimate differences in 
physical condition based on age. Since all football players are likely to be 
in good shape, very little variation will be explained. 

To avoid both these problems, it is possible to stratify the sample 
over rapid-growth, slow-growth and non-growth firms. As a result, the 
sample is likely to include a rather wide variation in growth rates. This is 
done in the present study. Keeping in mind that most firms do not 
grow, this should facilitate the establishment of substantial relationships 
between variables. 

Additional stratification variables were used to further control the 
sample. The problem that smallness varies across industries can be over
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come to some extent by confining the study to a limited number of in
dustries. If within-industry analyses are made, it is important to have 
large enough strata within each industry. In that case it is preferable to 
only include one or a few industries. There may be other arguments for 
including or abandoning specific industries. Technology based firms 
have, for example, received a lot of attention since this sector is ex
panding and is of increasing importance to the economy. This sector is 
often studied separately and may for that reason be included. The same 
is true for manufacturing, and possibly some other industries. In order 
to select appropriate industries, the following four industries defined by 
the Swedish SIC-system were selected. The rationale for selecting each 
of the four sectors is provided. An equal number of firms from each in
dustry were included in the sample: 

•	 Knowledge and research intensive manufacturing. Firms in this sector 
have a large number of engineers and researchers, invest heavily in re
search and development and compete based on their product. This 
sector is similar, albeit not equivalent, to the ”high tech” sector and it 
is growing, much at the expense of the labour intensive sector 
(Ohlsson & Vinell, 1987). 

•	 Labour intensive manufacturing. This sector is characterised by price 
competition and is exposed to international competition. It is this 
manufacturing sector that contains the largest number of small firms 
(Ohlsson & Vinell, 1987). 

•	 Retail and wholesale. This sector is dominated by small firms more 
than any other, and no other Swedish industry contains a larger 
number of small firms (Davidsson et al., 1996). 

•	 Professional services which expands faster than any other sector in the 
Swedish economy (Davidsson et al., 1996). 

The third stratification variable is size. The size distribution of firms is 
skewed in the population, the bulk of firms being at the lower end of 
the selected size-bracket 10 to 49 employees. Because of this, an equal 
number of firms in the size-brackets 10 to 19 employees, and 20 to 49 
employees were selected. As mentioned in Section 4.4.3, firm size is 
among the largest explanatory variables for firm growth in other studies 
which is the rationale for using size as a stratification variable. Although 
this was attributed to their calculation of the growth measure (different 
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measures are employed in the present research), the choice was made to 
stratify the sample by size. 

These three stratification variables taken together give a tightly con
trolled sample which should facilitate the detection of true relationships 
among variables and prevent spurious results. The sample is, however, 
still broad enough to include a wide variety if firms. Most likely this 
careful stratification gives some measure of security against the recurrent 
criticism against findings derived from samples either being too vast or 
too narrow (cf. Mintzberg, 1979) 

4.0.0 Sample size and response rates 
The sample frame for this study was taken from the CD-ROM data base 
UC-Select which bases its information on the annual reports reported to 
the Swedish Patent and Registration Office. This is information that all 
limited companies must report by law. The UC-Select data base con
tains a search engine which makes it possible to select firms based on the 
criteria for inclusion in this study (independent ownership and size) as 
well as stratify the sample by the three stratification variables (growth, 
industry and the additional size criterion). The available growth figures 
refer to relative sales growth over the two last registered annual reports. 

Slightly more than 200 independent firms in each of the four identi
fied industries were randomly selected from the data base. Half of the 
sample had between 10 and 19 employees, and half between 20 and 49 
employees. The growth figures contained in the register are reported as 
negative, 0-24%, 25-49%, 50-74%, 75-99%, and above 100%. No 
shrinking firms were included14. Half of the selected firms exhibited be
low 25% growth and an equal share of firms were selected from the re
maining four growth brackets. This gave a total sample of 842 firms. 
Seven of these turned out to be duplicates of other firms in the study. 

���7KH�UHDVRQ�IRU�H[FOXGLQJ�VKULQNLQJ�ILUPV�LV�WKDW�PRUH�SUHFLVH�LQIRUPDWLRQ�RQ�KRZ�PXFK 
WKH\�KDYH�VKUXQN�LV�ODFNLQJ��,I�WKH\�DUH�VKULQNLQJ�H[WHQVLYHO\��WKLV�PD\�EH�DQ�LQGLFDWLRQ�WKDW 
WKH\�DUH�DERXW�WR�JR�RXW�RI�EXVLQHVV��6LQFH�WKH�GDWD�IURP�WKH�UHJLVWHU�DUH�RQH�WR�WZR�\HDUV 
ROG��WKHUH�LV�D�IDLUO\�KLJK�ULVN�WKDW�WKHVH�ILUPV�KDYH�JRQH�RXW�RI�EXVLQHVV�SULRU�WR�WKH�ILUVW�VXU� 
YH\�URXQG��RU�ZLOO�FORVH�GXULQJ�WKH�VWXG\��0RUHRYHU��WKH�DFWXDO�VDPSOH�GHULYHG�H[KLELWV�ODUJH 
YDULDWLRQ�LQ�VL]H�FKDQJHV������DUH�GHILQHG�DV�VKULQNLQJ�ILUPV� LQ�WHUPV�RI�VDOHV������DV�QR 
FKDQJH�ILUPV��DQG�����DUH�GHILQHG�DV�JURZLQJ�ILUPV�LQ�WKH������WR������SHULRG��+HQFH��WKH 
SULPH�GHYLDWLRQ�IRU�WKH�VDPSOH�LQ�UHODWLRQ�WR�WKH�SRSXODWLRQ�PD\�EH�WKDW�IDLOLQJ�ILUPV�DUH�H[� 
FOXGHG� 
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Unfortunately, Swedish subsidiaries of foreign firms were not ex
cluded from this sample. Those firms where the name indicated foreign 
ownership were manually deleted prior to data collection (e.g. Coca 
Cola Sweden). Other firms indicated that they were subsidiaries upon 
initial contact and were not interviewed. A total of 21 firms were ex
cluded for these reasons. Bankruptcy or closure of operations were also 
reasons for deletion. In total another six firms were removed. 

Of the 808 remaining firms, 630 were telephone interviewed in April 
and May 1996, which gave a response rate of 78%. 465 also returned 
the mail questionnaire (total response rate 58%). These 465 firms were 
approached again for a telephone interview a year later. No less that 447 
responded, which equals 96% of the remaining firms from the previous 
year, and 55% of the original sample. The response rate during the last 
survey round must be regarded as extraordinary high and can possibly be 
attributed to the fact that a booklet with the results from the first year’s 
study was sent to them shortly before the interview. In the analyses, the 
effective sample size is usually somewhat smaller due to internal non-
responses. 

Responses for different sub-samples for the three surveys are reported 
in Table 4.1. As indicated in the table, response rates are fairly evenly 
distributed among different industries and size-brackets, with a slight 
drop for small retail firms. 
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Table 4.A. Number of responses and response rates in different 
industries and size-brackets. 

Initial First tele- Mail Second tele- Overall re-
sample phone in- question- phone inter sponse rate 

terview naire view (%) 

Labour intensive manu 103 88 65 59 57 
facturing 10-19 empl. 

Labour intensive manu 106 77 58 55 52 
facturing 20-49 empl. 

Knowledge intensive 100 81 60 58 58 
manufacturing 10-19 
empl. 

Knowledge intensive 103 84 59 59 57 
manufacturing 20-49 
empl. 

Retail 10-19 empl. 96 69 48 45 47 

Retail 20-49 empl. 99 79 61 57 58 

Professional services 10 103 80 60 60 58 
19 empl. 

Professional services 20 98 72 55 54 55 
49 empl. 

Total 808 630 465 447 55 

4.0.0 Sample characteristics 
Generally, maximum use is made of data. This means that all firms re
sponding to each of the surveys will be used in the analyses. Due to this, 
the sample characteristics reported below refer to the sample of 630 
firms that responded to the first survey. 

An initial analysis was made regarding how well the register data cor
responds to the size reported during the telephone interview. This illus
trates that 88% of the firms are within the specified size-bracket of 10 to 
49 employees (Table 4.2). Overall, the actual distribution within size-
brackets and industries matches the specified selection criteria fairly well 
and analyses will be performed as initially planned. 
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Table 4.B. Number and share of firms in different size-brackets and 
industries. 

Size class re- Labour intensive Knowledge inten- Retail Professional Total 
ported in inter- manufacturing sive manufactur services 
view ing 

1-9 Empl. 2.2% 1.7% 1.0% 2.1% 7.0% 
(14) (11) (6) (13) (44) 

10-19 Empl. 10.2% 10.0% 11.1% 9.4% 40.6% 
(64) (63) (67) (59) (256) 

20-49 Empl. 13.0% 12.7% 10.6% 11.7% 48.1% 
(82) (80) (67) (74) (303) 

50+ Empl. 0.8% 1.7% 0.8% 1.0% 4.3% 
(5) (11) (5) (6) (27) 

Total 26.2% 26.2% 23.5% 24.1% 100.0% 
(165) (165) (165) (152) (630) 

Note: Share of the total number of firms is displayed in the Table. 

Even though this research is primarily concerned with independent 
small firms, no less than 20% of the firms in the 1996 sample are sub
sidiaries (Table 4.3). It is interesting to note that 37% of the subsidiaries 
have been taken over during the three year period during which their 
historic growth was studied15. Another 5% were taken over before the 
1997 survey, whereas 2% of prior subsidiaries had become independent. 
Whether the rapid rate of take-over of small independent firms is a gen
eral tendency in the economy or a result of the large share of rapid-
growth firms in the sample is difficult to determine. 

A decision was made to keep these subsidiaries in the sample even 
though the study was initially exclusively aimed at studying independent 
small firms. There are two reasons for this decision: 

•	 The take-over of small growing firms reflects the real dynamics of the 
economy. Restricting the sample to firms that are independent at the 
end of the studied period may distort the image of how small firms 
grow. Any possible differences between subsidiaries and independent 

���$OO�UHWURVSHFWLYH�TXHVWLRQV�LQ�WKH�ILUVW�VXUYH\�URXQG�UHIHU�WR�ZKDW�KDV�KDSSHQHG�GXULQJ�WKH 
SUHYLRXV�WKUHH�\HDUV��LQFOXGLQJ�RZQHUVKLS�FKDQJHV� 
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firms may be dealt with by analysing the two groups separately, or by 
using subsidiary status as a control variable. 

•	 The potential problem that administrative growth is easier to achieve 
in subsidiaries due to company group reconstructions is limited in 
the present study since the growth patterns of the firms are investi
gated and the focus is on organic growth (see further Section 4.4.6). 

Table 4.C. Share of firms that are subsidiaries in different industries 
1996 and 1997. 

Subsidiary 1996 (%) Subsidiary 1997 (%) 

Labour intensive manufacturing 8.5 13.2 

Knowledge intensive manufacturing 15.2 18.8 

Retail 33.1 40.2 

Professional services 25.0 28.1 

Total 20.0 24.6 

Note: Share of firms in each industry is displayed in the Table. 

4.0.0 Respondents 
All data were collected from the Managing Director. The Managing Di
rector was explicitly asked for at the beginning of the telephone inter
views, and the mail questionnaire was sent directly to him/her accom
panied by a personal letter. In order to assure a high response rate, only 
questions that the respondent could answer without referring to written 
documentation were asked. 

4.0.0 Non-response analysis 
To check for possible non-response bias, respondents and non-
respondents were compared for each of the three surveys rounds16. In
formation available for non-respondents in the first survey round was re
stricted to data register information while we know considerably more 

���Χ���DQG�W�WHVW�RI�VLJQLILFDQFH�ZDV�DSSOLHG�DQG�S�����ZDV�XVHG�DV�FULWHULRQ�IRU�VLJQLILFDQFH� 
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about the firms that completed one or two of the surveys before with
drawing. 

No significant industry or size differences were found between the 
178 non-respondents and the 630 respondents in the first survey round 
based on data register information. Possible differences between the 465 
firms that completed both questionnaires during the first year and the 
165 firm that withdrew after the first telephone interview were tested 
concerning self-reported size, industry, growth rate and satisfaction with 
performance. No significant differences were found. Neither were there 
any significant differences for these variables when the 447 firms that re
sponded to all three surveys were compared to those 18 that withdrew 
before the final telephone interview. Finally, the firms that completed 
all surveys were compared to those that did not. No significant size or 
industry differences were found based on data register information. 
Hence, it is relatively safe to conclude that there is no significant non-
response bias in the sample. 

���	 6RPH�FRPPHQWV�RQ�WKH�VDPSOH�DQG�LQIHUHQFH 
WR�WKH�SRSXODWLRQ 

That over 50% of the sample responded to all three questionnaires can 
be regarded as a successful response rate. This, in combination with the 
fact that the actual sample to a high degree reflects the sampling frame 
regarding size and industry, gives a high level of certainty regarding 
which population the sample represents17. The risk that results from the 
sample are systematically biased in relation to the sampling frame is 
therefore low. 

One advantage of this stratified sample is that it is quite homogenous 
regarding size and industry, and it is thus relatively easier to control for 
the influence of disturbing variables. The rationale for selecting a tightly 
controlled sample was in the first place to ensure that true empirical re
lationships could be ascertained, and spurious results avoided. In causal 
analyses, the possibility of controlling potentially confounding variables 
is more important than using a random sample (Ruist, 1990). 

���7KLV�LV�RI�FRXUVH�FRQWLQJHQW�RQ�WKH�H[WHQW�WR�ZKLFK�WKH�VDPSOLQJ�IUDPH�UHIOHFWV�WKH�DFWXDO 
SRSXODWLRQ��6LQFH�WKH�LQIRUPDWLRQ�LQ�WKH�GDWD�UHJLVWHU�LV�UHSRUWHG�E\�DOO�ILUPV�E\�ODZ��WKH�YLHZ 
KHOG�KHUH�LV�WKDW�UHODWLYHO\�IHZ�ILUPV�WKDW�VKRXOG�DSSHDU�LQ�WKH�GDWD�UHJLVWHU�DUH�OHIW�RXW� 
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A drawback of the sample is that it does not represent the total 
population of small firms. Some industries and size-brackets have not 
been considered for reasons stated above. Therefore, statistical inference 
to the total population of small firms will be limited. On the other 
hand, a sample can, at best, be exhaustive in relation to the sampling 
frame, never to the population. It is inevitably difficult to select a sam
ple from a data register that represents the entire population of small 
firms. The major problems are that a large share of small firms fail dur
ing their first years of operation and a delay in reporting firm births, 
deaths, take-overs, growth etc. to data registers. Consequently, there will 
be deviations in the sampling frame compared to the population. 
Hence, generalisations to a population of small firms can never be 
purely done on statistical grounds. 

Rather, statistical inference to the population always needs to be sup
plemented by reasoning. If data behave as if they were generated by 
postulated models, it is possible to discuss the similarity of other situa
tions to the situation studied and derive possible inference from this 
(Ruist, 1990). Even though the current sample is controlled, it contains 
a variety of different types of small firms. If results are stable throughout 
industries and size-brackets, they could also be generalised to other in
dustries and size groups as well. The use of sophisticated structural mod
els with a high degree of autonomy (cf. Section 4.10.4 below) further 
facilitates generalisation on rational grounds (Ruist, 1990). 

Another important aspect of the sample has to do with the relation
ship between theory and empirical findings. Regardless of which popu
lation the sample represents, empirical findings are tests of theory on the 
actual sample. These tests are likely to be more valid and unbiased when 
the sample is controlled. 

To conclude, the stratified sample is likely to give less biased results 
in relation to both the population and theory. This advantage outweighs 
the possible disadvantage that it may be more difficult to determine ex
actly the population to which results are inferred. The alternative of us
ing a simple random sample would probably result in much more unre
liable and difficult to interpret results. Another way of expressing this is 
that while internal validity increases considerably by the chosen sam
pling technique, external validity decreases only marginally. 
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���	 $�VFLHQWLILF�UHDOLVW�DFFRXQW�RI�OHYHO�RI 
PHDVXUHPHQW�DQG�SHUPLVVLEOH�VWDWLVWLFV 

The vast majority of the variables in the study are ordinal18. A large 
number also refer to the measurement of unobservable variables such as 
attitudes. According to the representationist measurement paradigm 
developed by Stevens and Suppes & Zinnes above others (Stevens, 
1946; Suppes & Zinnes, 1963) - which is grounded in a positivist tradi
tion, only restrictive statistical analysis is permitted for ordinal data. 
This paradigm maintains, for instance, the view that the assumptions 
underlying parametric statistical tests are violated by ordinal data. The 
reason why different levels of measurement are fundamentally different 
and why they permit different types of statistical operations is - it is said 
- because the measurement scale is an isomorphic image of the studied 
attribute. An effect of this is that the logical and mathematical proper
ties of the measurement scale are equivalent to those of the attribute. 
Thus, not only the measurement scale, but more importantly, the at
tribute has ordinal, interval, or ratio properties. 

On the other hand, according to scientific realism, measurement of 
unobservables such as attitudes and IQ is possible (Hunt, 1991; Swoyer, 
1987). Since the attributes are unobservables, we do not know their 
mathematical and logical properties. The scientist has to discover if an 
attribute is quantitative and measurable and assign numbers to the at
tribute, i.e. to develop a suitable measurement scale for the studied at
tribute (Michel, 1986). 

In social sciences, the most interesting variables are often of this un
observable type The attributes are assumed to be quantitative and con
tinuous but are manifested on ordinal measurement scales. A positive 
difference on this scale reflects a positive difference in the underlying 
attribute (Borgatta & Bohrnstedt, 1980). The measurement scale is not 
an isomorphic image of the attribute. This results in a measurement 
scale that is not a perfect reflection of the measured attribute, but con
tains measurement error which should be treated like other measure
ment errors, such as normality deviation. The important implication is 

��� 2UGLQDO� GDWD� UHIHUV� WR� PHDVXUHPHQW� VFDOHV� ZKHUH� D� SRVLWLYH� GLIIHUHQFH� EHWZHHQ� WZR 
SRLQWV�RQ�WKH�PDQLIHVW�VFDOH�UHIOHFWV�D�SRVLWLYH�GLIIHUHQFH�LQ�WKH�XQGHUO\LQJ�DWWULEXWH�EXW�WKH 
LQWHUYDOV�RQ�WKH�VFDOH�DUH�QRW�HTXDO��%RUJDWWD�	�%RKUQVWHGW��������XVH�WKH�WHUP�µLPSHUIHFW 
LQWHUYDO�PDQLIHVW�VFDOHµ�LQVWHDG� 
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that measurement scales designed to measure quantitative, continuous 
variables on an ordinal scale can be treated as interval scales in statistical 
operations. That is, the statistical procedures used for analysing interval 
or ratio data can equally well be used to analyse ordinal data. 

The above illustrates that the strict criteria for level of measurement 
and permissible statistical analysis suggested by representationalists is ir
relevant according to a scientific realist outlook. The use of parametrical 
tests etc. of ordinal data is not a dubious practice and a remission in or
der to squeeze information out of data. Rather it is a sound practice 
grounded in the philosophy of science and measurement theory. Hence, 
statistical analyses will be performed equally, independently of whether 
the scale type used for measurement is ordinal, interval or ratio. It 
should be noted that nominal and rank ordering scales are not consid
ered as measurement in the same sense (Michel, 1986) and will be 
treated differently in the analyses19. 

��� $QDO\VLV�PHWKRGV 

4.0.0 Introduction 
When conducting empirical analyses there must be a balance between 
model sophistication and simplicity. On the one hand, more sophisti
cated models are advocated since they, to larger extent, take the com
plexity of the studied phenomena into account. Haavelmo (1944) in
troduces the term autonomy to describe the extent to which a model re
flects the data generating processes resulting in the data at hand. The 
more autonomous a model is, the more closely it reflects the actual 
causal structure of the studied phenomenon, and can therefore be seen 
as more realistic. Autonomous models facilitate the possibility to reach 
beyond the most evident empirical relations. The problem with 
autonomous models is that they may lead to very complex analyses that 
are difficult to scrutinise both for the researcher and the reader. On the 
other hand, another - contradictory - virtue is to use as simple models as 
possible in order to focus on the most important relations and neglect 
the others. This is often referred to as Occam’s razor principle. 

���7KHVH�YDULDEOHV�DUH�HLWKHU�DQDO\VHG�LQ�FRQWLQJHQF\�WDEOHV�RU�HOVH�WUDQVIRUPHG�LQWR�GXPP\ 
YDULDEOHV� 
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To resolve the problem of autonomy versus simplicity, both types of 
analyses are used; bivariate analyses that study individual variables one at 
a time and therefore are more easily scrutinised and interpreted; as well 
as more sophisticated and autonomous multivariate analyses that study 
structural relations between a large number of variables simultaneously. 
The three empirical chapters move from simple analyses in the first, over 
more sophisticated in the second, and to the most sophisticated model
ling and analyses in the third. 

A question which may arise is: which analysis is more trustworthy 
when the same data are analysed using different methods? Generally 
speaking, when different methods produce the same results, this can be 
seen as a validation of the findings (Campbell & Fiske, 1959). More 
autonomous models take more factors into consideration, which reduces 
the risk of neglecting important factors or relations. This is likely to give 
more reliable results (Ruist, 1990). Yet, each method has its own pros 
and cons and all findings have to be judged on their own merits. 

4.0.0 Analyses in the first empirical chapter (Chapter 5) 
The first empirical chapter contains the least sophisticated analyses. 
Here non-causal means comparisons, and Student’s t-test of significance 
are utilised. Aggregate mean differences between groups of rapid-growth 
and slow-growth small firms are compared (the properties and assump
tions of this analysis and statistical test can be found in any standard 
statistics textbook). 

The grouping of rapid-growth and slow-growth firms is based on 
their historical growth pattern over the last three years up to the time 
the first survey was conducted. In other words, this growth measure is 
not equivalent to the growth measure used in the causal analyses which 
measures growth during the year between the two survey rounds. The 
rationale for the choice of a different growth measure here is three-fold. 
First, analyses are non-causal, i.e. it is not stressed that possible differ
ences between the two groups cause growth. Hence, real-time growth is 
not necessary to distinguish between the two groups. Second, the three 
year growth period is longer and reflects a more exhaustive growth tra
jectory than is possible with the one year real-time growth measure. 
Third, this historic growth measure is most often utilised in other stud
ies (cf. Section 4.4.4), which makes the comparison with other studies 
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easier. 

There are a number of incentives for conducting these simpler analy
ses in addition to the reason stated above. The analyses are data driven 
and make minimum use of theory. Theory is mainly used for structur
ing the variables, so that those variables belonging to the same theoreti
cal construct are analysed jointly. In a sense, the data are allowed to 
speak for themselves as far as possible. As a result, new associations not 
suggested by theory, may be revealed. Regardless of whether the findings 
in this chapter support or challenge the theory utilised in subsequent 
chapters, they provide valuable input to the more sophisticated analyses. 
Since these analyses are relatively clear and uncomplicated, it is possible 
for readers with limited knowledge of statistics to follow the analyses 
and the conclusions drawn from them. 

4.0.0 Analyses in the second empirical chapter (Chapter 6) 
The aim of the second empirical chapter is to explain differences in the 
degree of entrepreneurial orientation (EO) between individual firms. 
Multiple linear regression is used for analysis. The direct linear effect of 
a set of independent variables on one dependent variable is estimated. 
EO is the dependent variable, and variables relating to the constructs; 
attitudes, perceived environment, industry and resources are independ
ent variables. This is a causal type of analysis where EO is regarded an 
effect of the independent variables. Special attention is paid to: 

•	 The ability of the independent variables to explain the variance in the 
dependent EO variable (adjusted explained variance measure). 

•	 The relative importance of different variables (standardised regression 
coefficients). 

•	 The probability that the results obtained in the sample also hold for 
the population of firms which the sample is drawn from (test of sig
nificance). 

In the analysis of EO as a dependent variable, data are cross sectional. 
Theory is used to support the causal direction between the independent 
variables and the dependent variable. 

Multiple regression is a more sophisticated technique than the pre
ceding comparison of means even though it has become common in so
cial sciences. A description of this method can also be found in most 
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statistical textbooks. The analyses in this chapter lean more heavily on 
theory, in that they are based on a fairly sophisticated theoretical model 
which can be regarded as more autonomous. 

4.0.0 Analyses in the third and fourth empirical chapters 
(Chapters 7 and 8) 

Yet another step towards increased model sophistication and autonomy 
is taken in the third empirical chapter, in the sense that structural mod
elling is used. On the other hand, the number of manifest variables is 
reduced to a much smaller number of theoretical variables. 

The proposed research model is characterised by a number of theo
retical constructs at a fairly high level of abstraction. At this level of ab
straction, theoretical constructs are impossible to measure directly. This 
lies in the definition of theory, which is abstraction. Theoretical con
structs are, by definition, abstract and hence unobservable. Furthermore, 
there are structural relationships in the model, i.e. there are two en
dogenous, causally linked constructs. 

To empirically deal with such a situation, statistical techniques 
sometimes labelled ”Second generation multivariate analysis” (Fornell, 
1987; Wold, 1989) have been developed. This type of analyses facili
tates the direct application of theoretical models - such as the present re
search model - to empirical data. In ”Second generation multivariate 
analysis”, structural relations with many endogenous variables can be 
estimated simultaneously. In the present research Partial Least Squares 
(PLS) analysis is used. The software used for the analysis is PLS 1.8 
mode PLSC developed by J.B. Lohmöller. The reasons for choosing 
PLS and an explanation of analytical techniques are provided below. 

Another important property is the use of multiple manifest variables 
as indicators of theoretical constructs, so called latent variables. This 
overcomes the problem of fuzzy measurement of complex variables, and 
facilitates the direct empirical measurement of unobservable theoretical 
constructs such as attitudes20. Taken together, the possibility of applying 
abstract latent variables and model structural relations help to narrow 
the gap between theory and empirical data (Fornell, 1987). The impor-

���,Q�WKH�HPSLULFDO�FKDSWHUV�LQ�WKLV�GLVVHUWDWLRQ�WKH�WHUPV�ODWHQW�YDULDEOHV�DQG�WKHRUHWLFDO�FRQ� 
VWUXFWV�DUH�XVHG�V\QRQ\PRXVO\� 
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tance of such a possibility should not be underestimated. The lack of 
compatibility between empirical and theoretical development in the 
field of entrepreneurship was highlighted above (cf. Section 2.9). The 
same failure to reconcile theory and empirical observation can also be 
discerned in other fields (Bagozzi, 1984; Wold, 1982). 

There are two kinds of relationships between observable empirical 
variables (manifest indicators) and unobservable latent variables (theo
retical constructs). Reflective indicators suggest that the underlying la
tent variable causes the empirical observations. One example could be 
how an attitude is manifested in the answers to a number of Likert
questions. The attitude is argued to cause the answers and not the re
verse. In graphical presentations, this is illustrated by outward causal ar
rows from the latent variable to the manifest indicators. 

Formative indicators, on the other hand, suggest that the latent vari
able is an effect of the manifest indicators. One example could be re
sources, where ”the bundle” of resources is seen as the composite effect 
of different resource categories. Formative indicators are depicted by 
causal arrows pointing from the manifest indicators to the latent vari
able. 

A simplified version of the research model, leaving out most of the 
theoretical constructs and manifest indicators, can serve as an illustra
tion of the relationships between manifest indicators and latent variables 
(Figure 4.2). 

ll firmEntrepreneur’s 
resources 

Entrepreneurial 
orientation 

Sma
growth 

Education Founder 
status Innovation Risk 

taking 
Sales 
growth 

Empl. 
growth 

Figure 4.B. Example of a theoretical model with latent variables

identified by formative and reflective manifest indicators and the


structural relationships between latent variables.
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Note that in the model, both entrepreneurial orientation and growth are 
dependent (endogenous) variables that are predicted simultaneously. 
Due to the structural relationships, entrepreneurial orientation is both a 
dependent variable that is predicted by resources of the entrepreneur, 
and an independent variable predicting growth. If a direct link was 
added from resources of the entrepreneur to growth, both the direct ef
fect from resources on growth and the indirect effect mediated through 
entrepreneurial orientation could be represented in the model. The en-
trepreneur’s resources are composed by two formative indicators in the 
model, whereas the two other constructs have reflective indicators. The 
term inner model is used for structural relations among latent variables, 
whereas outer model is used for relationships among latent variables and 
manifest indicators. 

The most well-known ”Second generation multivariate analysis” is 
structural equation modelling, SEM (the terms ”covariance structure 
analysis” or ”maximum likelihood” (ML) are often used synonymously). 
Software available to undertake SEM analysis are for example LISREL, 
EQS, AMOS and CALIS. An alternative to SEM is ”partial least 
squares” (PLS) developed by Herman Wold (Wold, 1980; 1981; 1985; 
1989; Wold & Jöreskog, 1982). Although less commonly used, there 
are some distinct characteristics of PLS which makes it the preferred 
analysis technique in the present research context. 

PLS has been specifically developed to deal with situations where 
there are few strong theories, and the prime purpose of research is not to 
test prior theory but rather to predict phenomena, whereas the major 
strength of SEM lies in theory testing. According to Wold & Jöreskog 
(1982, p. 270): 

ML is theory-oriented, and emphasizes the transition from exploratory to 
confirmatory analysis. PLS is primarily intended for causal-predictive 
analysis in situations of high complexity but low theoretical information. 

The basis for this statement is that SEM maximises the fit between theo
retical model and data, while PLS optimises explained variance of de
pendent theoretical constructs. The trade-off of optimising prediction is 
that parameter accuracy is less than optimal. However, estimates are as
ymptotically correct when the sample size is large and the number of 
manifest indicators per latent variable is large. 
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In order for SEM to give good results, the relationships between la
tent and manifest variables as well as structural relationships among 
theoretical constructs, need to be known beforehand. Furthermore, 
SEM makes prior assumptions of the distributions of variables, and dif
ferent levels of measurement cannot be used in one model. PLS on the 
other hand, accepts different levels of measurement and makes no dis
tributional assumptions, i.e. PLS is scale free and distribution free. 

Wold refers to PLS as ”soft modelling” to describe its advantages in 
situations where theories and measurement are not ”strong” but ”soft”. 

In a situation where theory and measurements are soft, the applica
tion of statistical analysis to data creates a dilemma for the researcher. 
Either he or she has to make theoretical and distributional assumptions 
that are dubious or even incorrect or else less sophisticated statistical 
techniques than SEM will have to be used. The alternative then is to use 
PLS. In relation to the present research, the advantages of PLS can be 
summarised as follows: 

1. As stated in earlier chapters, no strong theories exist in the research 
field, i.e. theory is soft. The prime objective is not to test any specific 
existing theory or model. Instead, an original model is developed. 

2. In the present research, different levels of measurement are utilised 
and the distributional properties of all variables cannot be assumed to 
be normal. In other words, measurement is soft. 

3. The sample size can be regarded as large, and the number of indica
tors per latent construct is also large which facilitates parameter accu

21 racy. 

4. In PLS but not in SEM, it is possible to use reflective and formative 
indicators in the same model. This is necessary, since some theoreti
cal constructs in the model are composed by reflective and some by 
formative indicators. 

PLS can be seen as a combination of principal component analysis and 
multiple regression analysis. A latent variable is always an exact linear 
combinations of its manifest indicators. Latent variables with reflective 

���$�VWURQJ�UXOH�RI�WKXPE�LV�WKDW�WKH�VDPSOH�VL]H�VKRXOG�EH�ODUJHU�WKDQ�WHQ�WLPHV�WKH�VFDOH 
ZLWK�WKH�ODUJHVW�QXPEHU�RI�IRUPDWLYH�LQGLFDWRUV��7KH�WKHRUHWLFDO�FRQVWUXFW�ZLWK�WKH�ODUJHVW 
QXPEHU�RI�IRUPDWLYH�LQGLFDWRUV��WKH�HQWUHSUHQHXU·V�UHVRXUFHV��KDV����IRUPDWLYH�LQGLFDWRUV� 
7KH�QXPEHU�RI�FDVHV�VXUSDVVHV�����E\�IDU��1R�ODWHQW�YDULDEOH�KDV�IHZHU�WKDQ�VL[�PDQLIHVW�LQ� 
GLFDWRUV� 
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indicators represent the first principal component of the indicators. For 
formative indicators, the latent variable is regressed on the indicators. 

Technically, PLS uses an iterative process to minimise residual vari
ance for endogenous variables and their manifest indicators. If we start 
with the first iteration of the process, latent variables with reflective in
dicators represent the common principal component explaining the 
maximum amount of variance. During later iterations, the structural 
relationships are introduced and the correlation among latent construct 
rather than between indicators and individual latent constructs is opti
mised. As a result, the latent construct becomes modified and is there
fore no longer the principal components giving maximum explanation 
to its reflective indicators. Rather, the latent construct could be viewed 
as a rotated principal component. During the iteration process, forma
tive indicators are given regression weights that maximises explained 
variance of the theoretical constructs they predict, just as in ordinary 
multiple regression. 

In evaluating results: 

•	 Explained variance for dependent latent variables is used for assess
ment of the inner model, together with path coefficients between in
dependent and dependent latent variables. These path coefficients are 
equivalent to standardised regression coefficients in multiple linear 
regression. 

•	 To evaluate the outer model, factor loadings for reflective indicators 
and regression weights for formative indicators are assessed. 

•	 The PLS software utilised (PLS 1.8) does not calculate an adjusted 
explained variance measure, nor the significance of path coefficients 
or regression weights. The general rule applied here is to dismiss path 
coefficients smaller than .10 and regression weights smaller than .30 
as insignificant (Falk & Miller, 1992). 

•	 The root mean square covariance between the residuals of the mani
fest and latent variables is an overall measure of how well the model 
fits the data. 
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5 Differences between rapid-
growth and slow-growth small 

firms 

��� ,QWURGXFWLRQ�WR�WKH�DQDO\VHV 
In this chapter the sample is split into two sub-samples based on histori
cal annual growth rate during the three years prior to the first survey 
round. The mean values of the two groups are compared for a number 
of variables to find out if the two groups differ systematically from each 
other in respects other than growth rates. 

Student’s t-test of significance is applied and the standardised differ
ence between the groups is calculated. The standardised difference 
measure provides more information than significance testing alone, 
since it, in addition to variance, takes effect size into consideration. If 
the standardised difference is smaller than .25 standard deviations, it is 
very small and should be disregarded. Differences between .5 and 1 are 
considered as medium, whereas differences larger than one standard de
viation are considered as large (Cohen, 1969). Due to the relatively large 
sample size, all differences that meet the .25 criterion are also significant 
at p<.05. For categorical variables, cross tabulation analysis and Χ2-test 
of significance is applied. Since groups of firms are compared, findings 
refer to aggregate results and not individual firms. 

As stated in the Method Chapter, this is an exploratory analysis, 
leaning little on previous theoretical and empirical findings in the area 
(cf. Section 4.10.2). Hence, little reference is made to previous research. 
A review of this literature is instead included in the following chapter. 

The analysed variables correspond to the theoretical constructs in the 
research model. Differences in growth, alternative growth patterns (e.g. 
mergers, start-up and growth of subsidiaries), and areas related to alter
native growth patterns (e.g. serial entrepreneurship) are initially investi
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gated22. The next section contains an analysis of differences in strategic 
orientation, followed by a section on attitudes. The next area investi
gated is resources. An analysis of differences in the perceived environ
ment completes the analyses. 

Over the studied three year period, the firms in the sample on aver
age increased their number of employees by 10% and sales by 20% an
nually. The deviation from the mean is large. Annual growth rates vary 
from a decrease of 40% to an increase of over 450% annual growth rate! 

Rapid growers are defined as having an annual employment growth 
rate of more than 25% or an annual sales growth rate of over 30%. The 
reason for choosing different levels for sales and employment is that 
sales growth is compensated for inflation and productivity increases. 
The 30% annual sales growth rate cut-off for rapid-growth firms is 
equivalent to that chosen by Storey (1996), and slightly above that util
ised by Blixt (1997). With this definition a total of 134 firms (21.8%) 
are considered as rapid growers. 

First of all, the share of rapid growers is compared across industries. 
This analysis reveals that there is a significant over-representation in the 
high growth sub-sample from the knowledge intensive industry and an 
under-representation from the retail sector. To avoid the problem of 
confounding growth effects with industry effects, industry separate 
analysis are performed concerning variables where an industry effect is 
likely. It is, for example, possible that manufacturing firms have, on av
erage, larger exports than retail firms. Therefore, industry separate analy
ses will be run for export and similar variables. However, these analyses 
are only the subject of comment, and not displayed in the tables. 

���$Q�DOWHUQDWLYH�ZRXOG�EH�WR�LQFOXGH�DOWHUQDWLYH�JURZWK�SDWWHUQV�LQ�WKH�FODVVLILFDWLRQ�RI�ZKLFK 
FDWHJRU\�ILUPV�EHORQJ�WR��,I�WKLV�ZDV�GRQH��HQWUHSUHQHXUV�WKDW�IRU�H[DPSOH�KHDG�VORZ�JURZWK 
ILUPV�EXW�RZQ�DGGLWLRQDO�UDSLGO\�JURZLQJ�ILUPV�ZRXOG�EHORQJ�WR�WKH�UDSLG�JURZWK�FDWHJRU\�LQ 
WKH�DQDO\VLV��+RZHYHU��WKLV�ZRXOG�VKLIW�WKH�IRFXV�IURP�UDSLG�JURZWK�ILUPV�WR�UDSLG�JURZWK 
HQWUHSUHQHXUV��L�H��IURP�WKH�RUJDQLVDWLRQ�WR�WKH�LQGLYLGXDO��,I�WKLV�DOWHUQDWLYH�FODVVLILFDWLRQ�ZDV 
XWLOLVHG��DQRWKHU����ILUPV�ZRXOG�EH�DGGHG�WR�WKH�UDSLG�JURZWK�FDWHJRU\� 
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��� *URZWK�DQG�UHODWHG�DUHDV 

5.0.0 Size, growth and growth aspirations23 

The rapid growers are larger at the end of the studied period, in par
ticular concerning employment, whereas they were smaller at the begin
ning of the period. Their growth rate has been considerably higher. This 
latter finding is hardly surprising given that growth was the means of 
discriminating between the two groups. 

It is interesting to note that the higher growth rates is not a tempo
rary phenomenon that started at the time of the study. Rapid-growth 
firms are on average younger and have shown significantly higher 
growth already since the creation of the firms. This suggests that even 
though small firm growth is not a linear process, neither is it haphazard, 
but continues over time. These analyses are displayed in Table 5.1. 

Further support for this view is given when future growth aspiration 
is studied. Rapid-growth firms have significantly higher growth aspira
tions for the future. It appears that both groups (seen as groups) intend 
to stay on their chosen track; rapid growers strive to maintain their ex
pansion also in the future. If firms with higher growth aspirations actu
ally do grow faster in the future is of course a different question. Earlier 
research indicates that SME managers’ estimates of future growth may 
relatively well model actual outcomes (Mok & van den Tillaart, 1987). 

This can, at least partially, be tested if growth data from the subse
quent year are utilised. The chance that a rapid-growth firm in the 1993 
to 1996 period would remain a rapid-growth firm in the subsequent 
year is almost 5 times greater than that of a non-rapid-growth firm 
during the 1993 to 1996 period becoming a rapid-growth firm in the 
subsequent year. The analysis also reveals that five year growth aspira
tions and subsequent year employment growth correlates significantly 
while the correlation for sales growth is insignificant. Albeit significant, 
the correlation for employment growth is weak, and it is therefore pre
mature to conclude that growth aspirations lead to actual growth out
comes. 

���7KH�WKUHH�TXHVWLRQQDLUHV�FDQ�EH�IRXQG�LQ�$SSHQGL[����$�OLVW�RI�DOO�WKH�YDULDEOHV�LQ�WKH�DQDO\� 
VLV��WKH�WKHRUHWLFDO�FRQVWUXFW� WKH\�DUH�FRQQHFWHG�WR��DQG�WKH�TXHVWLRQQDLUH� LWHPV�XVHG� IRU 
WKHLU�PHDVXUHPHQW�LV�SUHVHQWHG�LQ�$SSHQGL[��� 
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The major finding from this analysis of past growth and future 
growth aspirations is that rapid growers have grown faster in the past 
and intend to grow faster in the future. The important conclusion to be 
drawn from this is that other factors than mere chance determine which 
of the categories rapid growers or slow growers the firms end up in 
during the three year time frame of this study. From this, it is reasonable 
to assume that rapid growers have a different development trajectory 
that is relatively stable over time. The relative stability of the growth 
process also gives support to the relevance of studying growth during 
shorter time frames, such as three years, since processes appear to have 
some stability, at least at the aggregate level employed in this analysis. 

Table 5.A. Size and growth. 

Slow growers Rapid growers Standardised 
difference 

FTE 1996


FTE 1993


Sales 1996


Sales 1993


Annual increase (employees)


Annual increase (sales)


Growth aspirations in employees (over 5

yrs)


Growth aspirations in sales (over 5 yrs)


Firm age


Annual growth since creation, FTE


Annual growth since creation, sales


22 

20 

35MSEK 

27MSEK 

4% 

10% 

45% 

60% 

32yrs 

1.5 

2.3MSEK 

29 -.52 

14 .43 

45MSEK -.17 

15MSEK .30 

33% -1.65 

56% -1.26 

104% -.38 

150% -.54 

20yrs .46 

3.6 -.80 

5.9MSEK -.55 

5.0.0 Subsidiary ownership and development 
In order to explore the possibility of alternatives to expanding the single 
firm, other growth patterns are examined, starting with the option of 
growth through subsidiaries. 
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A larger share of rapid growers own subsidiaries, have started more 
and purchased more subsidiaries (Table 5.2). All the differences con
cerning subsidiaries are in the same direction; rapid growers show 
greater activity along all the dimensions. The most marked difference 
concerns the number of subsidiaries being started during the last three 
years. Almost three times as many rapid growers have started one or 
more subsidiaries during this time. Moreover, those rapid-growth firms 
that actually own subsidiaries expand them more than the other firms 
do24 . 

It could be stressed that the start-up of a subsidiary is an entrepreneu
rial act and that the rapid growers are also more entrepreneurial from 
this perspective. Industry separate analyses were also performed which 
gave identical results for all four industries. 

Table 5.B. Share of firms owning, having started and having acquired 
one or more subsidiaries. 

Slow growers (%) Rapid growers (%) Significance 

Owns subsidiary 13.5 21.6 .020 

Has started subsidiary 10.9 18.7 .016 

Has started subsidiary over last 5.9 15.7 .0002 
three years 

Has acquired subsidiary 3.4 6.0 .18 

Has acquired subsidiary over last 2.8 5.2 .18 
three years 

A minority of firms from both categories own subsidiaries. Among those 
that do, the growth rate of the rapid growers’ subsidiaries is higher. 
This, in combination with the fact that a larger share of rapid-growth 
firms start subsidiaries, leads to the conclusion that rapid growers boost 
their growth even further through their subsidiaries. From a theoretical 
standpoint it would seem plausible that the start-up of subsidiaries could 
be an alternative to expanding the parent firm. If the firm is already 
running efficiently at optimal size, organisational diversification could 

���0HDQ�VDOHV�LQFUHDVH�IRU�UDSLG�JURZHUV·�VXEVLGLDULHV� �����06(.�DQG�IRU�RWKHU�ILUPV·�VXE� 
VLGLDULHV� �����06(.��VWDQGDUGLVHG�GLIIHUHQFH� ������Q ���� 
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be an alternative to expanding existing processes (Scott & Rosa, 1996). 
The empirical results from the present study do not support this view, 
rather it is contradicted. There seem to be other mechanisms underpin
ning small firms’ start-up of subsidiaries. The line of business of the sub
sidiaries has not been investigated, but it is likely that expanding firms 
set up new sales offices to reach new geographical markets or form new 
legal entities to spread the risk when new products are developed. The 
fact that the majority of subsidiaries are started during the expansion pe
riod studied here, indicates that subsidiaries may be started to reach new 
markets, rather than to develop new products. If the subsidiaries were 
set up for product development purposes, a larger share of subsidiaries 
would, most likely, have been started earlier. 

5.0.0 Multiple firms, start-up plans and serial entrepreneurship 
Slow-growth entrepreneurs could be expected to more often own multi
ple firms, thus compensating for the slower growth of their major firm. 
No statistically significant different could be traced concerning the share 
of firms of each category owning multiple firms. However, it should be 
noted that as many as approximately 20% of the entrepreneurs in the 
sample ran multiple firms (Table 5.3). 

A question concerning serial entrepreneurship, defined as the entre
preneurs’ having started a firm that no longer is controlled, was also 
asked. This revealed that rapid growers to larger extent had previous ex
perience in the start-up of firms. Whether these firms failed or were sold 
at a profit was not investigated. 

The entrepreneurs’ plans for starting additional firms in the future 
were also investigated. The question did not distinguish between 
whether these plans concerned starting a new subsidiary or starting a 
new independent firm. A significantly higher share of rapid growers had 
definite plans for starting a new firm. The aim to be independent or to 
develop own ideas and visions are the most common reasons why 
Swedes start their own firms (Johannisson & Lindmark, 1996). The fact 
that the respondents in the survey already run a firm leads to the conclu
sion that the independence motive is not particularly strong in influ
encing the plans on starting addition firms. It is more likely that the op
portunity given to develop new ideas is the main reason for planning to 
start additional firms. This interpretation suggests that rapid growers 
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have a stronger drive for developing new ideas. This is a reasonable ex
planation for the fact that a larger share of rapid growers have plans for 
starting additional firms. 

Table 5.C. Share of entrepreneurs running, having started and having 
acquired one or more additional firms. 

Slow growers 
(%) 

Rapid growe
(%) 

rs Significance 

Runs 19.4 22.4 .45 

Started 18.6 21.6 .53 

Started last three years 7.3 9.7 .35 

Acquired 3.2 .7 N/A25. 

Acquired last three years 1.2 .7 N/A. 

Definite plans of starting new firm 4.6 13.4 .00025 

Serial entrepreneur (has previously started 9.0 15.2 .040 
firm but no longer runs it) 

5.0.0 Parent company, acquisitions and divestments 
Rapid growers are subsidiaries to the same extent as slow growers. Ap
proximately 20% of the firms in both categories are owned by a parent 
company (Table 5.4). It is possible for a subsidiary to grow (a) by having 
resources transferred from the company group or (b) by reorganising the 
group. If this was the case, small firms that are subsidiaries could grow 
substantially simply from administrative activities not corresponding to 
any real organic growth. It could be suspected that many rapid growers 
are subsidiaries, not really growing organically at the rate reported here. 
This does not seem to be the case. Administrative growth activities do 
not appear to have a major impact on the growth of the studied firms. A 
vast majority of rapid growers are independent companies, and the share 
that are independent is almost equal among rapid and slow growers. 
Moreover, when growth rates of subsidiaries and independent firms 

���7KH�VLJQLILFDQFH�OHYHO�LV�RQO\�UHOLDEOH�ZKHQ�WKH�H[SHFWHG�QXPEHU�RI�FDVHV�LQ�DOO�FHOOV�H[� 
FHHGV�ILYH��7KLV�LV�QRW�WKH�FDVH�KHUH� 
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were compared, there were no statistically significant differences in sales 
or employment growth rates. 

Various ownership transactions could affect the growth rates of the 
firms studied. It is possible to increase sales and employment by merg
ing with other firms but also to decrease sales and loose employees by 
divesting. Rapid growers have not grown by acquiring and integrating 
other firms to any larger extent than slow growers. Instead, internal, or
ganic expansion is equally common for both categories of firms. Ap
proximately 10% of the firms in the sample have merged with other 
firms during the studied period. 

It would not have been surprising if rapid growers had to a less extent 
divested during the studied period. This is however not the case, as ap
proximately 10% of the studied firms of both categories have divested. 

Are different ownership transactions complementary, so that some
one who starts an additional firm does not establish subsidiaries or 
merge with another firm; or are some people involved in all these activi
ties? Table 5.5 shows that almost 40% of rapid growers either run mul
tiple firms; have acquired and integrated another firm; or control and 
manage subsidiaries; but only 9% are involved in two or more of these 
activities. The figures for slow growers are significantly lower. From this 
it can be concluded that alternatives to organically expanding a single 
firm are more common among rapid growers, and that the various pos
sible ways in which this can be done are, to large extent, complemen
tary. 

In all, ownership is very dynamic among small firms. A large share of 
the firms are involved in the start-up of subsidiaries, acquiring firms, 
undertaking divestments, etc. just as are larger firms. The traditional 
view of one person running and expanding a single firm is inappropriate 
for many of the firms in the present study, which supports the view held 
by Scott & Rosa (1996). 

There are some obvious differences between rapid growers and slow 
growers. In particular the start-up of additional firms as subsidiaries, and 
serial entrepreneurship is more common in the rapid-growth sub-
sample, suggesting two things. First, that rapid growers are more entre
preneurial and second, that the start-up of more than one firm in itself 
is a viable expansion strategy. 

120 



differences between rapid-growth and slow-growth small firms 

Table 5.D. Share of firms that are subsidiaries, have merged with 
other firms, or have divested. 

Slow growers Rapid growers Significance 
(%) (%) 

Is subsidiary 19.5 20.9 .71 

Having acquired and integrated other firms 8.7 13.4 .10 

Divested 7.9 12.7 .09 

Table 5.E. Share of firms owning subsidiaries, running multiple firms

or having merged.


Slow growers (%) Rapid growers (%) Significance 

Not involved in any of these 64.2 51.5 

Involved in one activity 3.0 39.6 

Involved in two or more activities 5.9 9.0 .026 

��� 6WUDWHJLF�RULHQWDWLRQ 
It is possible for a small firm to apply a number of different growth 
strategies. Customer bases and/or products could be up-dated and new 
geographical markets may be sought. But it is also possible for a small 
firm to grow by expanding its sales of established products through es
tablished marketing channels. 

A number of questions were asked about customer structure, exports, 
suppliers, and products and services. The purpose of these questions was 
to determine if rapid-growth firms used different strategies than those of 
slow-growth firms. The major results from the analysis are that rapid 
growers had larger sales to their three largest customers but purchased 
less from their three largest suppliers. A larger share of sales were derived 
from products developed during the last three years, which suggests that 
they are more product innovative and change oriented. Their market 
strategy was also more innovative and renewal oriented in that a signifi
cantly higher proportion of sales came from new customers. These re
sults are shown in Table 5.6. 
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There is reason to assume that these differences could be industry 
specific, retail firms having a different customer structure and less con
trol over the development of products and services. However, industry 
separate analyses tend to show the same pattern. 

The conclusion to be drawn from this analysis is that rapid growers 
are more change oriented and innovative towards both customers and 
products. To be successful, a small firm must be flexible and innovative 
in a dynamic environment (Miller, 1987b), and able to adapt to new 
technology and new customer demands. This appears to be a successful 
strategy for growth. These results could be interpreted as that rapid 
growers have a more entrepreneurial strategy and thus to greater extent 
seek new opportunities. That there is this relationship between an en
trepreneurial strategic orientation and growth is supported by earlier re
search (Brown, 1996, cf. Section 5.6) and also between the more spe
cific dimensions investigated here and growth. Smallbone et al. (1995) 
found that few high growth firms were simply ”pulled along” by market 
trends. Rather, rapid-growth firms typically showed substantial change 
in either (or both) their products produced and their markets served. 
These were the most important variables differentiating high growth 
firms from slow-growth firms, which by and large supports the findings 
of the present study. 

It may seem surprising that the rapid growers sell a larger share to 
their largest customers instead of having a wide customer base. How
ever, earlier research has revealed that sales to large customers with high 
quality specification demands, which already at early stages make ex
treme demands on products, service and deliveries, have a positive im
pact on growth, since it forces the firm to upgrade its activities (e.g. 
Ahrens, 1992; Karlsson, Larsson & Wiklund, 1992). The combination 
of exchanging customers while selling more to their major customers 
suggests that the rapid growers are more dependent on a smaller number 
of customers at any one given time but as time passes, they become less 
dependent. For such a strategy to be successful, it is necessary to choose 
the right customers. If the customers’ sales increase, so will the sales of 
the supplier. The rapid growers seem to be able to carry out this strategy 
successfully. It is not the case that the high growth firms grow passively 
by increasing sales to existing customers, on the contrary, they actively 
search for new customers who increase their purchases and can therefore 
grow together with the customers. 
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The supplier base appears to be wider for the rapid growers. A rea
sonable interpretation of this is that firms using more suppliers become 
more flexible, which facilitates the renewal of products and customers. 

Table 5.F. Customers, products and suppliers. 

Slow growers Rapid growers Standardised 
difference 

Sales to three largest customers 2.7 3.2 -.33 

Exports 1.8 2.1 -.24 

Sales to old customers 4.6 4.0 .44 

Sales of old products 4.9 4.4 .34 

Purchase from three largest suppliers 3.9 3.5 .30 

Note: 	 These variables are measured on a six point scale from ”less than 5%” = 
1 to ”more than 95%” = 6. 

��� $WWLWXGHV 
The first set of attitudes to be investigated was the importance of differ
ent goals. A total of 18 different goals were investigated (Table 5.7). 
None of the differences were large enough to be interesting, i.e. they did 
not meet the .25 criterion. Particularly noticeable is that no significant 
differences appeared for the importance of sales growth and employ
ment growth. Both sub-samples ranked employment growth as the sec
ond least important goal, whereas sales growth was given a slightly 
higher ranking among rapid growers. Overall, the groups show little 
difference with the survival of crises and product quality as the most 
important goals and the attainment of a societal position and employ
ment growth as the least important. The conclusion to be drawn from 
this is that the goals differ little between the two groups at the aggregate 
level applied here. It is still possible that rapid growers have a more 
positive growth attitude, since growth may be the means to attain other 
goals (rather than a goal in itself). 

An issue which is closely related to goals has to do with the small 
business managers’ favoured work-tasks. It is likely that more time can 
be spent on some work-tasks if the firm is small and that more time can 
be spent on other work-tasks if the firm grows and becomes larger. De
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pending on which tasks the entrepreneur favours, this could affect 
growth motivation. 

In order to identify their favoured work-tasks, respondents were 
asked how much time they would like to spend on different tasks if they 
had the freedom to choose (Table 5.8). Important differences were ob
tained for two items. Rapid growers would prefer to spend more time 
on board work and the development of strategies. Both these items are 
of a long-term nature. Woo, Cooper, Dunkelberg, Daellenbach & 
Dennis (1989) found that new firms that spent more time on planning 
also achieved higher growth rates, and interpreted this as that planning 
firms have an increased ability to develop their operations in a successful 
way. Moreover, a manager is likely to spend more time on this forward 
planning in a large firm which could affect the manager’s growth moti
vation. 
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Table 5.G. The importance of different goals. 

Slow growers Rapid growers Standardised 
difference 

Product quality 4.46 4.36 .17 

Survival of crises 4.36 4.50 -.19 

Control and surveillance of operations 4.16 4.22 -.08 

Work with favourite work-tasks 4.05 4.17 -.14 

Firm’s independence from customers, sup- 3.97 4.06 -.09 
pliers and lenders 

Being creative 3.82 3.84 -.02 

Employees’ employment conditions 3.81 3.93 -.17 

Profitability 3.78 3.86 -.09 

Standard of living 3.58 3.39 .23 

Self-fulfilment through work 3.41 3.51 -.11 

To work independently 3.32 3.29 .05 

To reap the fruits of my own work 3.22 3.23 -.01 

Time for family and leisure 3.21 3.19 .01 

Increased sales 3.18 3.29 -.13 

To make products that improve the lives of 3.09 3.02 .08 
others 

Attainment of a social position 2.76 2.66 .10 

Increased number of employees 2.07 2.20 -.18 

Management of others 1.83 1.76 .12 

Note: 	 The variables are measured on a five point scale from ”rather unimpor
tant” = 1 to ”extremely important” = 5. They are ranked so that the 
most important goal is first, and the least important goal is last within 
the slow-growth category. 
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Table 5.H. Desired amount of time to be spent on different work-
tasks. 

Slow growers Rapid growers Standardised 
difference 

Contacts with existing customers 3.4 3.4 .04 

Development of new products 3.2 3.2 .06 

Administration and finance 2.2 2.3 -.11 

Sales 3.3 3.4 -.08 

Performance auditing 2.9 2.9 -.05 

Board work 2.1 2.4 -.31 

Market plans 2.7 2.7 .0 

Calculating bids 2.2 2.4 -.22 

Personnel management 2.8 2.9 -.15 

Production 2.3 2.2 .05 

Purchasing 2.2 2.1 .12 

Development of strategies 3.6 3.8 -.29 

Development of new customers 3.7 3.9 -.21 

Bank relations 2.0 2.1 -.13 

Own education and training 3.1 3.2 -.15 

Note: 	 These variables are measured on a scale ranging from ”as little time as 
possible” = 1 till ”as much time as possible” =5 

The final assessment of attitudes concerns the expected consequences of 
growth (Table 5.9). To measure these variables, respondents were asked 
how a doubling of the number of employees, regardless of whether this 
would be desirable or possible, would affect each of ten different areas. A 
five-point scale, ranging from much more negative to much more posi
tive, was used for this measurement. Only the ability to survive crises 
met the .25 criterion. Thus, we are not dealing with any distinct differ
ences. However, all differences except one show the same direction, sug
gesting that at a global level rapid growers make a more positive judge
ment of the consequences of a doubling of present size. It is highly un
likely that such a consistent result could be produced by mere chance. 
Attention should be given to the global difference rather than single 
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variables. The general conclusion to be drawn is that rapid growers, as a 
group, expect more positive consequences of growth. 

Table 5.I. Expected consequences of the doubling of the firm’s size. 

Slow Rapid Standardised 
growers growers difference 

Would the owner-manager have to work 2.9 3.0 -.06 
more or less hours 

Would he or she be able to spend more 3.1 3.1 -.05 
or less time on favoured work-tasks 

Would employees enjoy work more or 2.6 2.7 -.03 
less 

Would his or her income and other dis- 3.8 3.9 -.05 
posable economic benefits increase or 
decrease 

Would his or her ability to survey and 2.6 2.5 .05 
control operations increase or decrease 

Would the firm’s independence in rela- 3.2 3.4 -.14 
tion to customers, suppliers and lenders 
increase or decrease 

Would it be easier or more difficult for the 2.5 2.8 -.25 
firm to survive a crises 

Would it be easier or more difficult for the 2.9 3.0 -.04 
firm to maintain the quality of products 
and services 

Would it be easier or more difficult to 2.6 2.6 -.03 
manage the company 

Would the value of the company in- 4.2 4.3 -.09 
crease or decrease 

Note: Expected consequences of growth is measured on a 5-point scale, 1 indi
cating a strongly negative and 5 a strongly positive attitude. 
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��� 5HVRXUFHV�RI�WKH�ILUP 

5.0.0 Personnel resources of the organisation 
Rapid growers have larger management teams and a larger number of 
university graduates (Table 5.10). The higher the number of graduates 
within the firm, the higher the overall level of competence. Larger man
agement teams imply that more people are involved in the decision 
making process. Weinzimmer (1997) also found that there was a corre
lation between management team size and growth rates in small firms. It 
is possible that there is a relation between these two. A firm that has 
more university graduates has more people that could be involved in 
important decision making. It should be noted, however, that the num
ber of university graduates and management team size correlate with 
firm size. As we have already seen, the average size of the rapid growers 
exceeds the size of the slow growers. When management size and num
ber of university graduates are divided by present size, the differences are 
not significant. Thus, the differences concerning these variables may be 
a size effect rather than a growth effect and should perhaps not be 
stressed as causes of growth. No matter which is the case, the larger 
management teams and number of university graduates suggest that 
rapid growers have larger pools of resources at the time of the interview. 
It may also reflect a greater ability and willingness of the entrepreneur to 
rely on others for decision making. This has been stressed by others as 
essential to achieve considerable organisational growth (cf. 
Weinzimmer, 1997). 

Rapid growers had somewhat larger boards, however, the difference 
did not meet the .25 criterion. The number of external board members 
was approximately the same in both sub-samples. This suggests that the 
board’s influence on growth is limited, at least at the aggregate level and 
when comparatively crude measurement is applied, as in the present re
search. 
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Table 5.J. Number of persons of different types. 

Slow Rapid Standardised 
growers growers difference 

Number of board members 3.6 persons 3.9 persons -.21 

Number of external board members .9 persons .9 persons -.01 

Management team size 2.6 persons 3.4 persons -.34 

Number of university graduates 3.0 persons 7.0 persons -.25 

Management team size divided by pres- .13 .14 -.12 
ent size 

Number of university graduates divided .15 .23 -.17 
by present size 

5.0.0 Capital availability and ownership 
Capital availability, or rather the lack of capital in expanding small 
firms, is often discussed in the general debate concerning small firms. 
The common view is that if more capital was made available to small 
firms, more firms would be able to expand, and the expansion of the 
growing firms would increase. It is difficult to obtain any objective 
measures concerning if the capital available for small firms is sufficient, 
since it may be that the demand does not exceed the supply. The im
portant issue is whether there is a discrepancy between capital supply 
and demand. For this reason, the subjective measure ”capital availability 
satisfaction” is used in the present study. No differences could be dis
cerned between the rapid growers and slow growers in the sample re
garding capital availability satisfaction. The variable distribution was 
similar in both sub-samples, approximately 30% chose one of the three 
alternatives indicating that they were more dissatisfied that satisfied with 
capital availability (Table 5.11). 

Two opposite relationships between capital and growth are conceiv
able. First, capital shortage reduces potential growth. Should this be the 
case, rapid growers would be more satisfied than slow growers, since 
they apparently to a greater extent, have already secured the necessary 
capital. Second, since rapid growers need more capital for expansion, 
their actual capital needs would be higher. Thus, it could be expected 
that they would perceive greater difficulties in raising the necessary 
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amount of capital. However, none of these relationships are confirmed 
by the present study. Whether this is because no such relationship exists; 
or that the two possible effects nullify each other is impossible to deter
mine. 

It should be noted that the report is based upon the entrepreneurs’ 
subjective perception which could be regarded as a relevant measure of 
whether a gap exists between capital supply and demand. This in com
bination with the fact that only 30% are more dissatisfied than satisfied 
suggests that capital shortage is not a major factor hampering growth. 

Table 5.K. Capital availability. 

Slow Rapid Standardised 
growers growers difference 

Capital availability satisfaction over last 4.8 4.7 .09 
three years 

Note:	 This variable is measured on a seven point scale from “a major barrier to 
our development” = 1 to ”quite satisfactory for our development” = 7. 

One reason why small firms may experience capital shortage is that their 
sources of capital are limited to loans and that they are unwilling to raise 
new capital through selling equity to new investors. For these firms, to
tal ownership control is more important than additional expansion 
capital. It can be seen that a significantly larger share of rapid growers 
have added new owners during the three years of the study. Nearly one 
fourth of the rapid growers have been subject to new ownership acquisi
tions (Table 5.12). 

Table 5.L. Share of firms having added new owners during the last 
three years. 

Slow growers Rapid growers Significance 

New owner 1.1% 24.2% .00034 

Table 5.13 reveals that the ownership dispersion is higher among rapid

growers. In particular, a larger share of firms are controlled by two or
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more partners. Moreover, private investors, often referred to as ”business 
angels”, appear more important than venture capitalists. 

The ownership dispersion questions were concerned with the present 
situation at the time of the study, as opposed to changes that had taken 
place over the last three years. Therefore, it is impossible to determine 
which categories of new owners have entered during the three year pe
riod. Since the ownership of rapid growers to larger extent is dispersed 
to business angels and partners it is probable that equity has been sold to 
these categories. 

Table 5.M. Share of firms owned by different types of owners. 

Slow growers Rapid growers Significance 

Manager and family 79.3% 82.4% .50 

Partners outside the family 31.4% 43.8% .03 

Other employees outside the family 6.4% 1.1% .23 

Venture capital firms etc. 1.4% 4.5% .06 

Other outside private investors 5.3% 12.2% .02 

Other (usually parent company) 21.8% 16.7% .28 

5.0.0 The entrepreneur’s network 
The utilisation of resources from the entrepreneur’s network was meas
ured in terms of how important different potential resources outside the 
firm are for decision making (Table 5.14). Not surprisingly, customers 
and employees are the most important, whilst public support agencies 
such as regional development funds are least important for both groups. 
Differences are not very marked and do not seem to occur in any sys
tematic fashion. The only variable that deviates from the above is 
”contacts with the Chamber of Commerce” which are considered sig
nificantly more important by slow growers. This finding is not easily 
interpreted. It could be expected that export oriented firms would rely 
more on the Chamber of Commerce, but earlier findings indicate that 
rapid growers are more export oriented (cf. Table 5.6), which contra
dicts this assumption. 
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Table 5.N. The importance of network contacts in decision making. 

Slow 
growers 

Rapid 
growers 

Standardised 
difference 

Chartered accountant 3.7 3.6 .15 

Bank contact etc. 2.8 2.8 .04 

Chamber of Commerce and employer or- 2.2 1.8 .32 
ganisation 

Customers 4.3 4.4 -.04 

Suppliers 3.7 3.6 .17 

Employees 4.3 4.4 -.05 

Spouse, family 3.6 3.4 .14 

Board (excluding family) 3.8 3.9 -.09 

Consultants 2.4 2.4 .00 

Lawyers 2.4 2.5 -.07 

Regional development fund and similar 1.4 1.4 -.02 

Other business managers 3.3 3.0 .18 

Note: 	 These variables are measured on a 6-point scale from “No contact” = 0 
to ”Very important” = 5. 

5.0.0 Resources of the entrepreneur 
A much higher share of rapid growers are responsible for staring their 
own firms, and a smaller share are ”inheritors” (Table 5.15). Those 
having acquired the firm, and employed managers are approximately 
equal in the two sub-samples. The level of initiative it takes to start a 
firm is, of course, much higher than that if inheriting one. Major rea
sons for starting firms are the opportunity for independence and the 
possibility to develop one’s own ideas (Johannisson & Lindmark, 1996). 
The inheritor, on the other hand, can only maintain ideas and visions 
developed by someone else, usually a parent. Therefore, it is not unlikely 
that those who establish new firms have more of an entrepreneurial 
drive, which can explain why a larger share of rapid growers have started 
their own firms. Previous research also suggests that the experience ob
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tained from this start-up process can be invaluable in the later stages of 
development (Davidsson, 1989). This interpretation suggests that the 
rapid growers possess and exercise personal characteristics and qualities 
which have an important influence on the subsequent growth of the 
firm. 

Table 5.O. How the respondent became manager of the firm. 

Slow growers Rapid growers Significance 

Inherited 16.6% 6.0% .002 

Bought 25.3% 23.1% .61 

Started 35.1% 51.5% .0005 

Employed 26.6% 26.1% .43 

5.0.0 Experience and education 
Earlier research has suggested that a variety of other experiences can be 
important in gaining personal abilities that can enhance growth. The 
management of a small firm throughout its growth process demands 
many different skills and deep and substantial knowledge. According to 
earlier research, entrepreneurial role models; management experience; 
large firm experience; rapid-growth experience, and industry experience 
can all be important for firm growth. In the analysis applied here, none 
of these variables differentiate between rapid growers and slow growers. 

The necessary skills could also, theoretically be gained from formal 
academic education. However, no differences could be identified con
cerning the length or content of education and training between the 
two groups. 

5.0.0 Gender, ethnicity and age 
The final type of resources of the entrepreneur being assessed are con
cerned with inherent resources, i.e. gender, ethnicity and age, which 
could affect the ability to grow a small firm. Earlier research has sug
gested that women and immigrants are assumed to have roles in society 
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that could effect their ability to manage rapid-growth firms (cf. Storey, 
1994b and his references for an extensive discussion on this topic). 
These views are not supported by this study. The share of immigrants 
and women managing rapid-growth firms and slow-growth firms is al
most identical: 6% women and 8% immigrants in both samples. 

From a resource perspective, it could be hypothesised that older small 
firm managers should have more relevant knowledge, which would en
hance their ability to grow their firms. However, other researchers have 
presented other types of arguments contradicting this hypothesis. 
Davidsson (1989) argues that younger people have a larger desire and 
requirement for money and that expansion could increase incomes. Ac
cording to Foley (1984), motivation declines with age. Thus, small 
business managers with increasing age should be less growth motivated, 
and their firms should grow to a lesser extent. Khan (1986) stresses that 
work capacity is important for small firm success and that working ca
pacity decreases with the age of the manager which influences growth 
rates. 

In the present sample, rapid growers are significantly younger than 
slow growers which contradicts the resource hypothesis (Table 5.16). 
However, when each of the suggested arguments for a negative relation
ship between growth and age were tested, none could be supported. 

It is hardly surprising that age and present job tenure factors are 
highly correlated and that rapid growers are, on average, less tenured. 
Miller & Toulouse (1986) suggested that more tenured small business 
managers were less flexible than those less tenured and that flexibility, in 
turn, had a positive influence on performance and growth. As stated 
above, rapid growers were more flexible regarding new customers and 
products. Thus, it is probable that age has a negative influence on flexi
bility which can explain why rapid growers, on average, are younger and 
less tenured. It should be noted that the sample only contains firms that 
have survived the three year period. It may very well be the case that 
younger entrepreneurs fail more often and that there is a positive rela
tionship between survival and age. Since failing firms are excluded from 
the sample, this question cannot be answered here. Yet, there is nothing 
in the present study to support that the experience which age brings has 
an impact on growth. It should be noted that even though rapid growers 
are younger, a larger share of them are serial entrepreneurs. 
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Table 5.P. Age of managers and tenure in present position. 

Slow growers Rapid growers Standardised difference 

Age 49 years 45 years .43 

Tenure 10 years 8 years .30 

In summary: the analysis of the relationship between various types of re
sources of the firm and the entrepreneur on the one hand; and the rapid 
grower/slow grower on the other show that relatively few resource vari
ables included in this study discriminate rapid growers from slow grow
ers. It is therefore reasonable to assume the relationship to be weak be
tween a large set of resource variables and growth in other analyses. 
However, it is possible that more resource variables have an indirect ef
fect on growth through EO as suggested in the research model. 

��� 3HUFHLYHG�HQYLURQPHQW 
According to the population ecology view, the environment is the major 
determinant of firm development, and internal factors such as strategy, 
resources and motivation have a minor influence (cf. Section 2.6.2). It is 
difficult to obtain anything other than crude objective environmental 
measures on the individual firm level. It is therefore common to use 
subjective measures of environment when studying individual firms 
(Brown, 1996; Covin et al., 1990; Merz et al., 1994; Miller, 1983a; 
Miller & Toulouse, 1986). 

Ten questions relating to the three environmental dimensions of dy
namism, heterogeneity and hostility were posed (Table 5.17). Another 
seven questions concerned changes during the last three years along 
these dimensions (Table 5.18). Environmental dynamism refers to the 
amount and unpredictability of change in customer preferences, pro
duction or service technologies, and methods of competition in the 
firm’s principle industry. Heterogeneity is evidenced by the differences 
in competitive tactics, customer preferences, product lines, channels of 
distribution etc. throughout the firm’s respective markets. These differ
ences are only significant to the extent that they require different mar
keting, production and administrative practices and approaches. Hostil
ity is manifested by price, product, technological or distribution com
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petition, or unfavourable demographic trends (e.g. decreasing markets) 
(Miller, 1987a). 

For the environmental dimensions, only the technology dynamism 
item meets the .25 criterion, rapid growers perceiving that the industrial 
technology is changing more often. Apart from this, differences are 
fairly small and are not consistent throughout the three dimensions. 

Table 5.Q. Environmental dynamism, heterogeneity and hostility. 

Slow growers Rapid growers Standardised difference 

Market dynamism 3.1 3.4 -.15 

Product dynamism 3.0 3.2 -.11 

Competition dynamism 3.3 3.6 -.22 

Demand dynamism 3.2 3.1 .10 

Technological dynamism 3.2 3.6 -.26 

Heterogeneity 3.7 3.8 -.06 

Survival hostility 3.5 3.7 -.13 

Price hostility 4.2 4.1 .06 

Quality hostility 3.4 3.5 -.08 

Market hostility 4.3 4.1 .15 

Note: Perceived environment characteristics are measured on 7-point opposite 
statements scales, 1 indicating a very low degree and 7 a very high degree 
of the environmental dimension. 

Turning to the environmental change variables, the findings regarding 
the dynamism of technology correspond to dynamism changes during 
the three years. Rapid growers perceive that the industry innovation rate 
has increased to a much greater extent than slow growers. The greatest 
difference concerning perceived environmental changes is that rapid 
growers consider expansion opportunities in their industry to be much 
more positive than do slow growers. In general, rapid growers perceive 
the environment as becoming more dynamic than do the slow growers, 
whereas differences along the other dimensions do not show a clear 
pattern. 
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These results conform nicely to the results above, where it was found 
that rapid growers developed more new products and seized more new 
opportunities. At the aggregate level when comparing groups of firms, 
the perception of the environment corresponds to the strategic orienta
tion of the firm. Rapid growers have a more entrepreneurial strategic 
orientation and perceive their environment as demanding both more 
product innovations as well as offering more growth opportunities. 

It is interesting to note that there are larger differences among the 
change variables than the static variables. It is possible to speculate that 
this could be because firms with more of an entrepreneurial orientation 
to larger extent aim at environments which allow greater growth op
portunities, That is, they have moved into more dynamic environments 
during the last three years. A contradictory interpretation is also possi
ble. It may be that growth is ”pulled along” by the environment. During 
any given time period, environmental changes may lead to changes in 
size. 

Table 5.R. Change in environmental dynamism, heterogeneity and 
hostility during the last three years. 

Slow growers Rapid growers Standardised 
difference 

Change of industry expansion op- 4.0 4.8 -.49 
portunities 

Change of industry innovation rate 4.4 4.7 -.34 

Change of industry research activi- 4.4 4.6 -.17 
ties 

Change of marketing heterogeneity 4.3 4.4 -.06 

Change in the predictability of com- 4.0 4.0 .0 
petitors’ market activities 

Change in the aggressiveness of 4.5 4.3 .23 
competitors’ market activities 

Change in the range of competitors’ 4.2 4.4 -.23 
market activities 

Note: 	 Changes in perceived environment characteristics are measured on 7
point opposite statements scales, 1 indicating a large decrease and 7 a 
large increase. 
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��� 'LVFXVVLRQ�DQG�LQWHUSUHWDWLRQ�RI�UHVXOWV 
The fundamental question posed in this chapter is whether there are 
differences between firms that exhibit rapid growth and those that do 
not. The answer to this question is undoubtedly yes. However, these 
differences are not particularly great according to the standardised dif
ference measure. Equally interesting is the absence of differences where 
such could be expected. 

Differences do not seem to appear at random, or to be caused by 
forces outside the control of the firms. Rapid growers do not, for in
stance, grow more because existing customers increase their demand for 
existing products. Rather, rapid growers adapt their production in order 
to enter new markets, and the manager possesses some important entre
preneurial qualities. 

Rapid growers use a strategy more directed towards flexibility and 
change. They are more aware of new market opportunities and/or have a 
better ability to react to new opportunities by changing customer bases 
and product ranges. They tend to sell a larger share of their production 
to their large customers and thus can grow together with them. Another 
important strategic aspect is growth through subsidiaries. 

Overall, there seems to be an association between different aspects of 
entrepreneurship, and growth. Variables that, in different ways, relate to 
the firm’s entrepreneurial orientation such as product innovation; per
ception of business opportunity; willingness to sell equity; future growth 
aspirations, and new establishments, distinguish rapid growers from 
slow growers. This appears to be a general and consistent finding. In the 
following two chapters, causal analyses will be performed in line with 
the research model previously developed. The firm’s degree of entrepre
neurial strategic orientation is anticipated as being strongly associated 
with growth and performance in this model The findings in this chapter 
support the relevance of using entrepreneurial orientation in the model. 

Start-up activities of all types: serial entrepreneurship; having started 
the firm; start-up of subsidiaries, and plans to start new firms in the fu
ture are seen more often among rapid growers. Consequently, at least at 
the aggregate, start-up and subsequent growth seem to be driven by 
similar processes. 
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Rapid growers have grown more rapidly during the past and have 
higher growth aspirations for the future. Even though all companies ex
perience periods of stagnation sometime during their development, this 
indicates that the entrepreneurial drive and ability is maintained 
throughout longer periods of time. 

It would seem logical that small firms should start and grow subsidi
aries instead of growing their original firm. These alternative growth 
patterns would then compensate for a lack of growth in the original 
firm. However, results point in the opposite direction. Rapidly growing 
firms boost their growth by starting and growing subsidiaries and addi
tional independent firms. 

When a small firm grows, the small business manager has to assume a 
partly new role involving more professional management techniques in 
which board work and strategic development are important compo
nents. It is important that the business manager has the will and ability 
to adapt to these changes. It is likely that rapid-growth managers possess 
this will and ability, since they seem to be more interested in board 
work and strategic development. 

Perceived capital availability was similar for the two groups. Rapid 
growers overcame the problem of increased need of capital by selling 
equity. In other words, they were more inclined to relinquish ownership 
control in order to facilitate expansion. 

That the differences were small regarding experience and education 
may come as a surprise considering the findings from other studies. It 
seems that rapid growers do not have higher levels of education and ex
perience, but to a larger extent use qualified subordinates, while at the 
same time involving more people in decision making through the use of 
larger management teams. By doing this, the total competence level may 
become higher and better utilised. 

Most rapid growers do not have growth as their main goal. The goal 
set is quite similar for the two groups. This indicates that rapid growers 
may see growth as a means to attain other goals, whereas other firms 
may consider it possible to reach these goals in other ways. 
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6 Determinants of 
entrepreneurial orientation 

��� ,QWURGXFWLRQ 

6.0.0 Models tested 
The research model presented earlier integrates three different theoreti
cal perspectives in the research into small firm growth, each giving rise 
to theoretical constructs of the model (cf. Section 2.8 and 3.8). The 
primary causal part of the model concerns the effects of attitudes; re
sources and capabilities; industry; and perceived environment on EO as 
shown in Figure 6.1. In this chapter, the association between these con
structs will be examined according to the proposed model. 

It is interesting to investigate the explanatory power of each of these 
constructs separately to find out how well the theoretical perspectives 
can explain the data at hand. To test the full conceptual model, the con
structs must be combined into one joint model. In the first stage of the 
analysis, variables relating to each of the constructs are used in separate 
models as predictors of EO. In doing so, the separate contribution from 
each of the theoretical constructs can be determined. In the second step 
of the analysis, the predictor variables from the earlier analyses are com
bined in one model. In this way, the joint predictive ability of all con
structs is estimated. Furthermore, the relative impact of variables from 
different constructs may be compared, and the most important factors 
contributing to EO be established. 
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Figure 6.A. Research model to be tested: the influence of industry; 
perceived environment; resources and capabilities; and attitudes on 

EO. 

Previous studies have suggested various variables relating to the con
structs to be important, and it is within the scope of this research to de
termine which of these variables are the most decisive. Because of this, 
broad arrays of variables have been included in each of the theoretical 
constructs. Rather than summarising earlier findings and how different 
variables are expected to influence EO in one place, references are con
tinuously made throughout the following sub-sections of the chapter in 
connection to each construct under study. 

References are made to two types of empirical studies; those dealing 
with correlates of EO, and those researching antecedents of growth and 
performance. As declared in the theoretical chapters, and illustrated by 
the model, the assumption made here is that the effect of all independ
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ent variables on growth/performance is mediated through entrepreneu
rial orientation. Thus, variables that, in previous studies, have been 
found to be antecedents of growth and performance are in this study as
sumed to influence EO. In other words, no discrimination is here made 
between variables that have previously been found to influence EO, and 
those found to influence growth and performance. Both these types of 
variables are assumed to contribute to EO. The view held here is that 
the reason why a direct association has been found between any one 
particular variable and outcomes in previous research, is because the 
structural relationship (i.e. the mediation through EO) has not been in
cluded in the empirical study. Whether the assumption that all effects 
on growth are mediated through EO is, or is not viable, will be tested in 
the next chapter. 

There are some major reasons for excluding variables that have re
ceived attention in other research from this study. First, some variables 
do not correspond to the theoretical constructs of the model, which, for 
instance, could include other dimensions of strategy such as strategic 
breadth. Second, some variables are excluded because they cannot be 
measured by the methodological approach of this research. Some vari
ables are too complex or complicated to measure in telephone interviews 
or mailed questionnaires, whereas other variables are process oriented or 
measurements of change which can not be captured in this study. The 
third reason for excluding variables is that very lengthy questionnaires 
are likely to receive low response rates. It is therefore important only to 
include variables judged a priori to be the most relevant. Variables that 
are plausible explanations to small firm growth and performance, but 
have no theoretical foundation is a fourth reason for exclusion. One ex
ample of such a variable could be prior growth as ean xplanation for 
further growth. 

Stepwise multiple linear regression is used for data analysis, where 
only the most important predictors remain in the regression equation. 
In the stepwise procedure, the computer determines which of the en
tered variables should be included in the regression equation according 
to specified prerequisites. This is a data driven method running the risk 
of capitalising on chance variation and obtaining spurious results, in 
particular if explained variance is low. The full model is tested, however, 
using forced entry of the variables from the previous analyses. In this 
way, the risk of overestimating particular relationships is diminished. 

142 



determinants of entrepreneurial orientation 

6.0.0 Analyses performed 
If not stated otherwise, analyses will be performed as follows: 

•	 Factor analysis. In some instances, explorative factor analysis will be 
used to reduce the number of variables and increase measurement re
liability. Principal component extraction is used, and factors with ei
genvalues larger than one are extracted26. The original factor solution 
is rotated using Varimax rotation. 

•	 Index summation. In order to retain as much information as possible 
from original questions, items given high loadings on particular fac
tors in the factor analysis will be summed to indices approximately 
corresponding to the factors. The reliability of these indices is tested 
using Cronbach’s Alpha test. 

•	 Multiple linear regression. Stepwise multiple linear regression is used 
to test the different sub-models. A variable is entered if the probabil
ity of its F-value is below .05 and removed if the probability of its F-
value is above .10. To test the combined model, forced entry of in
dependent variables is utilised. β-values reported in the tables refer to 
standardised regression coefficients. Pairwise deletion of missing val
ues is applied27. 

���	 (QWUHSUHQHXULDO�RULHQWDWLRQ��WKH�GHSHQGHQW 
YDULDEOH 

Miller (1983a) as well as Lumpkin & Dess (1996) suggest that EO is a 
combined construct encompassing a number of dimensions of decision 
making styles and practices. Miller stresses that the dimension of proac
tiveness, risk taking and innovativeness together make up the EO con
struct. Lumpkin & Dess (1996) argue that these should be treated as 
separate dimensions of EO. Not only firms exhibiting high levels along 

���6WULFWO\�VSHDNLQJ�LV�SULQFLSDO�FRPSRQHQW�DQDO\VLV�QRW�HTXLYDOHQW�WR�IDFWRU�DQDO\VLV��3ULQFLSDO 
FRPSRQHQWV�DUH�H[DFW� OLQHDU�FRPELQDWLRQV�RI�PDQLIHVW� LQGLFDWRUV�ZKHUHDV� IDFWRUV� LQ� IDFWRU 
DQDO\VLV�DUH�FRUUHFWHG�IRU��K\SRWKHWLFDO��PHDVXUHPHQW�HUURU�LQFOXGHG�LQ�PDQLIHVW�LQGLFDWRUV� 
+HQFH��H[WUDFWLRQ�RI�FRPSRQHQWV�ZRXOG�EH�D�PRUH�FRUUHFW�WHUP�WKDQ�H[WUDFWLRQ�RI�IDFWRUV� 
+RZHYHU��IRU�RXU�SXUSRVHV��WKH�WHUPV�ZLOO�EH�XVHG�LQWHUFKDQJHDEO\� 
��� 7KH�QXPEHU�RI� FDVHV� LQ� WKH� DQDO\VHV� YDULHV� VLQFH� QRW� DOO� UHVSRQGHQWV� UHVSRQGHG� WR� DOO 
TXHVWLRQV� �LQWHUQDO� QRQ�UHVSRQVHV��� 7KH� UHVSRQVH� ILJXUHV� UHSRUWHG� LQ� WKH� WDEOHV� �PLQ� 
Q [[[��UHIHU�WR�WKH�QXPEHU�RI�UHVSRQGHQWV�WR�WKH�LQGLYLGXDO�LWHP�ZLWK�WKH�ORZHVW�UHVSRQVH 
UDWH�LQ�WKDW�SDUWLFXODU�DQDO\VLV� 
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all three dimensions should be regarded as entrepreneurial. Firms’ pur
suit of opportunity vary depending on their organisational and envi
ronmental conditions. 

The two empirical studies known to the author that make use of 
both the measurement instrument developed by Miller (1983a) and re
port reliability for the whole construct, have shown that the alignment 
of the three dimensions is high, with construct reliability of .74 and .75 
(Miller, 1983a; Zahra & Covin, 1995). Studies using the revised meas
urement instrument developed by Covin & Slevin (1986; 1989) show 
even higher reliability (Brown, 1996; Covin & Slevin, 1986; 1989; 
1990; Covin et al., 1990). Thus, it may well be true that from a theo
retical standpoint, EO is made up of separate dimensions as suggested 
by Lumpkin and Dess, even though the measurement of the variables in 
empirical studies suggests that EO could be used as a combined con
struct. 

In this study, the original scale developed by Miller (1983a) was used 
and questions were translated into Swedish. The second column of Ta
ble 6.1 exhibits the results from a reliability test. It is evident that Alpha 
values are below results from previous studies which are depicted on the 
right hand side of the table. A factor analysis reveals three underlying 
dimensions as suggested by Miller and Lumpkin and Dess (Table 6.2). 
However, one of the proactiveness items loads on the risk taking factor. 
The interpretation of the reliability test and the factor analysis is that 
EO is multidimensional rather than one construct, and that measure
ment of the dimensions is thus not completely satisfactory. From a 
theoretical viewpoint it would appear appropriate to regard EO as a 
combination of separate dimensions. However, when this choice is 
made, it is important that the measurement of each of the three dimen
sions is reliable. 

144 



determinants of entrepreneurial orientation 

Table 6.A. Reliability test of original scale for innovativeness, 
proactiveness, risk taking and EO, compared to previous studies. 

Present (Miller Miller Zahra & Co- Merz et al. 
study (1983a) (1987b) vin (1995) (1994) 

Risk taking (2 .45 .91 .80 not reported not reported 
items) 

Proactiveness (3 .52 .81 .67 not reported .63 
items) 

Innovativeness (3 .62 .77 not reported not reported .65 
items) 

Original entire EO .64 .74 not reported .75 not reported 

Table 6.B. Factor analysis of EO.


Factor 1 Factor 2 Factor 3 

Risk taking 1 .72 

Risk taking 2 .71 

Proactiveness1 .90 

Proactiveness2 .72 

Proactiveness3 .62 

Innovativeness 1 .68 

Innovativeness 2 .80 

Innovativeness 3 .74 

Note: Cumulative explained variance=58%. Values below .5 are surpressed. 

Lumpkin & Dess (1997) hold that the proactiveness item loading on 
the risk taking factor in the present analysis is, in fact, concerned with 
competitive aggressiveness rather than proactiveness and thus is a sepa
rate dimension. Furthermore, they find no relationship between com
petitive aggressiveness and performance. In light of this, it seems un
problematic to drop this item, which increases the Alpha value for pro-
activeness quite substantially (Table 6.3). It is also possible to increase 
the reliability of innovativeness by dropping one item. If this is done, 
the index reaches approximately the same reliability as reported by Merz 
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et al. (1994) and comes closer to the values of the other reviewed stud
ies. 

Risk taking consists of only two items, and it is thus impossible to 
determine the reliability should one of the items be deleted. To increase 
measurement reliability of the combined EO construct, the item with 
the lowest correlation with proactiveness and innovativeness is deleted. 
Having done this, a measurement scale for EO consisting of five items 
instead of the original eight can be constructed. As can be seen in Table 
6.3, the reliability of the EO index does not increase. However, since 
each of the separate dimensions is more reliable, it may be argued that 
the overall measurement instrument also is better. Furthermore, it is 
relatively easy to increase the reliability of an index by adding more 
items (Van de Ven & Ferry, 1980). 

In order to avoid problems which could arise from the fact that the 
original measurement instrument is not used, analyses were also run 
with the original measurement instrument of EO as dependent variable 
and results were compared28. To make the text more readable, these re
sults are not reported here. 

It is difficult to determine why the reliability of the measures of the 
scale were lower in the present study. One explanation could be that 
there are cultural differences between North America, where the other 
studies have been carried out, and Sweden. There is some support for 
this view. In a cross-country validation of Covin and Slevin’s scale, the 
Alpha value was higher among English speaking Canadians than among 
French speakers (Knight, 1997). Another reason may be that the trans
lation was not perfect. In addition, the low Alpha values may be a result 
of the fact that some of the questions had reversed scaling and that the 
questions were not asked consecutively. If the latter is the case, then it 
suggests that the reliability in previous research is artificially high, rather 
than that the present figures are low. 

���7KH�PDMRU�GLIIHUHQFH�ZKHQ�WKH�RULJLQDO�PHDVXUH�ZDV�XVHG�DV�GHSHQGHQW�YDULDEOH� LV�WKDW 
H[SODLQHG�YDULDQFH�FKDQJHV�VRPHZKDW�LQ�WKH�VXE�PRGHOV��,Q�VRPH�LQVWDQFHV�LW�LQFUHDVHV�DQG 
RQ�RWKHU�LW�GHFUHDVHV��$V�D�UHVXOW��VRPH�DGGLWLRQDO�LQGHSHQGHQW�YDULDEOHV�DUH�HLWKHU�LQFOXGHG 
RU�H[FOXGHG��([SODLQHG�YDULDQFH�LQ�WKH�IXOO�PRGHO�GHFUHDVHV�E\���SHU�FHQW� 
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Table 6.C. Reliability test of the revised scale for innovativeness, 
proactiveness, risk taking and EO. 

Revised scale 

Risk taking (1 item) .N/A 

Proactiveness (2 items) .64 

Innovativeness (2 items) .65 

Revised EO measure .64 

In order that parametric statistical tests of significance of independ
ent variables (t-test) and the stepwise significance criterion for the inclu
sion or removal of variables (F-test) should be valid in regression analy
sis, the dependent variable needs to have a normal distribution. The 
kurtosis and skewness measures for the revised EO index were well be
low the requirements suggested by Barnett & Lewis (1984) which allows 
the use of parametric statistical tests of significance29. 

��� $WWLWXGH�PRGHO 

6.0.0 Independent variables and expected relationships30 

The attitude sub-model is displayed in the figure below (Figure 6.2). 
The approach here is similar to that proposed by Miner (1990), i.e. 
there needs to be a fit between organisational variables and motivation, 
the basic assumption being that the motivational patterns of the man
ager influences the EO of the firm. 

Four sets of attitude variables are used in this study. These are goals 
(affective responses), favoured work-tasks (affective responses), expected 
consequences of growth (cognitive responses) and growth aspirations 
(behavioural responses). These four sets of variables taken together are 
the manifestation of the overall attitudes under study. See Section 3.2 

���7KH\�UHFRPPHQG�NXUWRVLV�EHORZ������DQG�VNHZQHVV�EHORZ������7KH�ILJXUHV�IRU�WKH�HQWUH� 
SUHQHXULDO�RULHQWDWLRQ�PHDVXUH�DUH������DQG������ 
���7KH�WKUHH�TXHVWLRQQDLUHV�FDQ�EH�IRXQG�LQ�$SSHQGL[����$�OLVW�RI�DOO�WKH�YDULDEOHV�LQ�WKH�DQDO\� 
VLV��WKH�WKHRUHWLFDO�FRQVWUXFW� WKH\�DUH�FRQQHFWHG�WR��DQG�WKH�TXHVWLRQQDLUH� LWHPV�XVHG� IRU 
WKHLU�PHDVXUHPHQW�LV�SUHVHQWHG�LQ�$SSHQGL[��� 
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for the definition of different responses and how attitudes are a product 
of cognitive, affective and behavioural response. 

capabilities 
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Figure 6.B. Attitude sub-model to be tested: the influence of attitudes 
on EO. 

6.0.0.0 Goals 

It has been argued in previous chapters that the entrepreneur has a deci
sive influence over the direction of his or her firm. The goals of the en
trepreneur are likely to influence the firm’s strategic orientation. Others 
have found that the personal goals of the entrepreneur are important for 
the development and growth of the business (Bird, 1988; Naffziger et 
al., 1994). The latter authors suggest that the personal goals of the en
trepreneur have an influence on the strategy of the firm, mediated 
through the decision to behave entrepreneurially. If expanding the firm 
is a primary goal of the entrepreneur, a growth oriented strategy could 
be expected. Other goals may also be important motivation factors for 
growth and performance. The desire for profitability may provide, in 
some cases, the major incentive for choosing a strategic orientation that 
maximises the economic performance of the firm, whereas those who 
value spending more time with their families may refrain from expand
ing their firms. 

A total of eighteen questions were asked to determine the importance 
of different goals. To reduce the number of variables, and to increase 
measurement reliability, an exploratory factor analysis was run. The 
factor analysis extracted six factors, explaining 60% of the variance of 
the original variables. To retain as much information as possible from 
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the original items, those with high loadings on particular factors were 
summed to indices. The reliability of these indices was tested. The result 
of the factor analysis and the reliability test is displayed in Table 6.4. 

The Cronbach’s Alpha values are not completely satisfactory accord
ing to conventional criteria (Nunnally, 1967). He recommends that 
values should be higher than .7. However, in explorative research, values 
as low as .5 can be accepted. It is also possible to assess what is a suitable 
Cronbach’s Alpha value based on other criteria. Van de Ven & Ferry 
(1980) stress that two factors have to be taken into consideration. The 
first is the number of indicators used to measure the variable. A larger 
number of indicators should give a higher Alpha value, everything else 
being equal. The breadth of the measured construct is also important. If 
a broad construct, i.e. a concept that has many facets, is to be measured, 
the difference between the indicators needs to be larger to capture the 
different facets, and a lower Alpha value could therefore be expected. If 
a narrow concept is measured, indicators can be fairly similar which 
should result in a higher Alpha value. Therefore, they find it difficult to 
give any definite recommendations as to what is an acceptable Alpha 
value. 

Generally, the variables studied here have not previously been factor 
analysed. It could be argued that this research is therefore explorative 
and that Cronbach’s Alpha values down to .5 should be accepted. Fur
thermore, following Van de Ven & Ferry’s (1980) line of reasoning, the 
derived factors are broad, which calls for the acceptance of relatively low 
values. The general rule used here, is that Alpha values down to .5 are 
acceptable for the summation of indices. 

The two factors which did not fulfil the .5 criterion are not used in 
this analysis31. It is interesting to note that the two growth items loaded 
on the same factor, but had a relatively low Alpha-value. This indicates 
that although related, having both employment and sales growth as de
fined goals, are, to some extent, separate dimensions. However, since 
growth is central to the study, the sales and employment growth items 
are added as separate variables to the equation. 

���7KH�DQDO\VLV�ZDV�UHUXQ�H[FOXGLQJ�WKH�LWHPV�ORDGLQJ�RQ�IDFWRU���DQG���RQH�DW�D�WLPH��7KH 
IDFWRU�VWUXFWXUH�ZDV�H[DFWO\�WKH�VDPH�IRU�DOO�WKHVH�DQDO\VHV�DQG�ORDGLQJV�FKDQJHG�RQO\�PDU� 
JLQDOO\� 

149 



Jönköping International Business School 

All items loading on the first factor refer to goals related to the firm, 
rather than the individual. A high score on these items indicates that the 
respondent values the independence and profitability of the firm, and 
that the firm is able to maintain the quality of its products and its repu
tation. This guarantees a stable development of the firm. This factor is 
labelled stability. The items of the second factor concern the individual. 
Respondents scoring high in these items see the firm as an outlet of per
sonal goals. The firm is an outlet for their creative energy and these in
dividuals are therefore likely to enjoy their work. Hence, the second 
factor is labelled creativity. The third factor has to do with the advan
tages that could be gained from the firm. Respondents that score high 
on these items are motivated by the fact that the firm allows them a 
high standard of living, that they have enough leisure time, and that 
they, rather than others, are rewarded for their work. This factor is la
belled personal benefits since it concerns how their relationship to the 
firm affects their private lives. The fourth factor has to do with power 
and influence. Respondents that score high on these items are motivated 
by the fact that they can exercise power over others, and no other can 
control them. Furthermore, the firm is also seen as a vehicle to gain so
cietal influence. Accordingly, this factor has been labelled power. 
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Table 6.D. The entrepreneur’s goals. Factor analysis, reliability test 
and expected effect on EO. 
Factor 1 Factor 2 Factor 3 Factor 4 Factor 5 Factor 6 
Stability Creativ- Personal Power Growth (unnamed) 
(α=.70) ity benefits (α=.50) (α=.46) (α=.40) 

(α=.70) (α=.52) 
Expected relationship with - + - + + 
EO 
Standard of living 
Being creative 
Work with favourite work-
tasks 
Profitability 

.74 
.84 
.82 

.50 
Employees’ employment 
conditions 
Control and surveillance .59 
over operations 
Increased sales .73 
Survival of crises .74 
Self-fulfilment through .60 
work 
Firm’s independence from .62 
customers, suppliers and 
lenders 
Product quality .61 
Increased number of em- .78 
ployees 
To make products that .73 
improve the lives of others 
Time for family and leisure .50 .68 
To reap the fruits of my .68 
own work 
Gain a social position .71 
To work independently .71 
Management of others .56 
Note: 	 Cumulative explained variance=60%. Values below .5 are surpressed. 

Only variables for which values are displayed are used to calculate the 
indices. 

Clearly, creativity is anticipated to have a positive influence on entre
preneurial orientation. Individuals having creative goals are likely to be 
innovative and strive to develop new products. Conceptually, the crea
tivity variable corresponds nicely to Miner’s (1990) task motivation con
struct “a desire to introduce innovative solutions”, which was signifi
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cantly much higher among high-growth entrepreneurs than entrepre
neurs in general. Those having growth as a definite goal are also likely to 
adopt an entrepreneurial, growth oriented strategy. 

The expected relationship between personal benefits and EO is 
somewhat more complicated to determine. Kets de Vries (1977) argues 
that entrepreneurship is driven by psychological factors, rather than the 
possibility of financial gains. When differentiating entrepreneurs from 
family firms (Glueck, 1980), it was found that in family firms the needs 
of the family would override those of the firm when in conflict, whereas 
the entrepreneurs were mainly concerned with the growth and devel
opment of his or her firm. Hence, it could be expected that personal 
benefits could have a negative influence on EO. 

Power is expected to be positively associated with EO. Need for 
power has had a positive influence on entrepreneurship in psychological 
studies (Winter, 1973). Schumpeter (1934) stressed that some entrepre
neurs want to become influential and create empires for themselves. 
Having stability as a goal can be seen as a defensive attitude, and this 
can have a negative effect on EO. 

6.0.0.0 Favoured work-tasks 

A question that is relatively closely related to the entrepreneur’s goals 
has to do with their interest in performing various work-tasks in the 
firm, i.e. favoured work-tasks. A small firm manager must, inevitably, 
perform a range of different work-tasks. If, and as the firm grows, more 
time will be spent on managing personnel, and less time spent on op
erations. The motivation to expand the firm is likely to be influenced by 
whether the entrepreneur will be able to spend more or less time with 
the work-tasks he or she prefers the most. Just as in the case with goals, 
favoured work-tasks are treated as affective response attitude variables. 

It is possible that a person interested in operational work-tasks such 
as the production and development of new products would not like 
managing a large firm as much, since much more of his or her time 
must be spent on personnel management and similar work-tasks which 
are removed from production. A person interested in the management 
of personnel and the development of strategies would on the other hand 
be more likely to enjoy managing a larger firm, since the management 
function is more defined and developed. This shows that growth moti
vation can depend on which work-tasks a person prefers. This view is 
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given some support from the literature. Delmar (1996a) established a 
significant effect of favoured work-tasks on growth motivation. 

Fourteen questions were asked concerning favoured work-tasks. Re
spondents were asked how much time they would like to spend on each 
of these work-tasks. To reduce the number of variables a similar factor 
analysis as the above was conducted resulting in four factors, explaining 
57% of the variation of the original variables. The result of this factor 
analysis and the Cronbach’s Alpha test is displayed in Table 6.5. 

Table 6.E. Favoured work-tasks of the entrepreneur. Factor analysis, 
reliability test and the anticipated effect on EO. 

Factor 1 Factor 2 Factor 3 Factor 4 
Strategy Marketing Production Accounting 
(α=.67) (α=.79) (α=.58) (α=.62) 

Expected relationship with EO + + - 

Contacts with existing customers 

Development of new products 

Administration and finance 

Sales 

Performance auditing 

Board work 

Market plans 

Calculating bids 

Personnel management 

Production 

Purchasing 

Development of strategies 

Development of new customers 

Bank relations 

Own education and training 

.84 

.69 

.85 

.66 

.62 

.76 

.62 

.78 

.68 

.79 

.79 

.50 

Note:	 Cumulative explained variance=57%. Values below .5 are surpressed. 
Only variables for which values are displayed are used to calculate the 
indices. 
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As in the previous analysis, Alpha values are not impressive, but satis
factory for explorative research. Respondents scoring high on the items 
of the first factor are interested in working with long-term issues, devel
oping new general strategies and marketing strategies. The third item of 
the factor, board work, is also likely to be concerned with strategic, 
comprehensive, long range issues. Accordingly, this factor is labelled 
strategy. The items of the second factor all have to do with marketing 
and sales. It is therefore labelled marketing. The third factor involves cal
culating bids, purchasing and production. All these are operational, 
non-managerial work-tasks and the factor is labelled production. The 
fourth factor, finally, has to do with administrative work-tasks and given 
the label accounting. 

A positive relationship could be expected between the strategy vari
able and entrepreneurial orientation. A person interested in the imple
mentation of new strategies is likely to be aware of changes in the envi
ronment, and willing to change the firm’s strategy accordingly. Miner 
(1990) found that high growth entrepreneurs scored higher on the 
similar motivational construct “a desire to think about the future and 
anticipate future possibilities” than did other entrepreneurs. Those in
terested in these work-tasks are probably also more inclined to adopt a 
growth oriented strategy resulting in the management of increased 
amounts of resources. 

A positive relationship between marketing and entrepreneurial ori
entation could be expected. Someone interested in working with their 
existing customers and developing relations with new customers is more 
likely to be sensitive to new market demands, engage in proactive mar
ket driven behaviour, and willing to change product lines. The opposite 
relationship is anticipated for accounting and production. These are 
work-tasks that involve routine management and administration of the 
existing operations of the firm, and are not growth or change oriented. 

6.0.0.0 Expected consequences of growth and growth aspirations 

A possible reason why entrepreneurs do not expand their firms is that 
they expect the consequences of any such growth to be mainly negative. 
Reasons stated for not expanding are: a desire to keep full administrative 
and ownership control, risk of reduced job satisfaction, a concern for the 
unique atmosphere of the small firm etc. A previously developed meas
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urement instrument identified eight key areas, which are important for 
small business managers, and which are likely to be affected by growth; 
workload, work-tasks, employee well-being, private finances, control, 
survival of crises, product/service quality and independence (Davidsson, 
1989; Delmar, 1996a; Wiklund et al., 1997). This instrument was sup
plemented by two additional questions. Expected consequences of 
growth will probably have a positive impact on EO, so that those who 
mainly expect positive consequences of growth, are more likely to take 
on a change and growth oriented strategy. The same is true for growth 
aspirations: higher growth aspirations regarding sales and number of 
employees is likely to lead to a more entrepreneurial orientation of the 
firm. 

A factor analysis of the expectancy variables, which is displayed to
gether with Cronbach’s Alpha reliability test in Table 6.6, reveals 2 fac
tors, which explain 44% of the variance of the original variables. The 
first factor is difficult to interpret and refers mainly to changes in the 
characteristics of the firm. It is labelled firm characteristics. The other 
factor is related to expected changes in work conditions for the entre
preneur and is therefore labelled work conditions. 

6.0.0 Results 
The summed indices together with growth aspirations in terms of em
ployment and sales were entered in the attitude model as independent 
variables. The result of the regression analysis is displayed in Table 6.7. 
Adjusted explained variance is moderate, reaching .15. This is hardly 
surprising, since attitudes represent only one out of four constructs ex
pected to affect EO. Furthermore, the standardised regression coeffi
cients of the included variables are of a non-trivial magnitude, and they 
are all highly significant. 

Two favoured work-tasks, strategy and production, were included in 
the equation, both with the foreseen signs, whereas accounting and 
marketing were left out. Three of six goals had an effect on EO, the ef
fect being in the hypothesised direction for all three of them. 

Neither the expectancy variables nor the growth aspiration variables 
were included in the equation. 
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Table 6.F. Expected consequences of a doubling of the firm’s size. 
Factor analysis, reliability test and expected effect on EO. 

Factor 1 Factor 2 
Firm characteristics Work conditions 

(α=.70) (α=.61) 

Expected relationship with EO + + 

Would he or she have to work more or less hours 

Would he or she be able to spend more or less .67 
time on favoured work-tasks 

Would employees enjoy work more or less (the .61 
original Swedish word for well being also con
notes work atmosphere) 

Would his or her income and other disposable .74 
economic benefits increase or decrease 

Would his or her ability to survey and control op- .51 
erations increase or decrease 

Would the firm’s independence in relation to .55 
customers, suppliers and lenders increase or de
crease 

Would it be easier or more difficult for the firm to .77 
survive a crisis 

Would it be easier or more difficult for the firm to .62 
maintain the quality of products and services 

Would it be easier or more difficult to manage the .54 
company 

Would the value of the company increase or de- .50 
crease 

Note: 	 Cumulative explained variance=44%. Values below .5 are surpressed. 
Only variables for which values are displayed are used to calculate the 
indices. 
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Table 6.G. Attitude model. Linear regression results for the effect of 
attitudes on entrepreneurial orientation. 

Variables in the equation Variables not in the equation β-values (min. 
n=400) 

Favoured work-tasks 

Strategy .22*** 

Production -.23*** 

Marketing 

Accounting 

Goals 

Creativity .17*** 

Sales growth .11** 

Stability 

Personal benefits 

Power 

Employment growth 

Expected consequences of growth 

Firm characteristics 

Work conditions 

Growth aspirations 

Sales growth 

Employment growth 

R2 .16 

Adj. R2 .15 

Note: *= p< .05; **= p< .01; ***= p< .001. Pairwise deletion of missing values 
has been applied. 

��� 5HVRXUFH�PRGHO 

6.0.0 Independent variables and expected relationships 
The resource sub-model is displayed in the figure below (Figure 6.3). 
The general view held here is that a firm with abundant resources, or ac
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cess to resources, is likely to have more of an EO (Covin & Slevin, 
1991). Based on the resource based view of the firm, Greene & Brown 
(1997) hypothesised that small entrepreneurial firms which innovate 
and grow, would need more abundant human, individual, physical and 
organisational resources. The following quotation summarises the posi
tion taken: 

Entrepreneurial postures tend to be resource-consuming postures. There
fore, an organization’s entrepreneurial capacity will be, to some extent, 
limited by its resource base. Organizations with abundant resources may 
have a greater capacity than those with sparse resources to engage in en
trepreneurial activity. (Covin & Slevin, 1991, p. 15) 
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Figure 6.C. Resource sub-model to be tested: the influence of 
resources on EO. 

6.0.0.0 Resources and capabilities of the entrepreneur 

Zahra (1993) notes that senior executives’ backgrounds and experiences 
may be important antecedents of a firm’s EO, without specifying any of 
these. In order to isolate variables that may have an influence on EO, 
guidance can be given from the extensive literature available regarding 
personal background, experience and small firm growth/performance. 
This is in line with the assumption stated in Section 6.1.1; that a direct 
association between resources and growth/performance has been found 
in previous research is because the mediation through EO has been 
overlooked. 

Undoubtedly, the characteristics of the entrepreneur are the most 
frequent variables when studying small firm growth and performance. 
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Relevant experience is thought to increase the familiarity with various 
relevant work-tasks, thus making it easier to solve problems and increase 
the ability of the entrepreneur to perform well. Knowledge of the in
dustry, start-up and management experience, as well as the experience of 
working in rapidly growing organisations and length of tenure have 
been important factors in previous studies (Birley & Westhead, 1994; 
Macrae, 1992; Van de Ven et al., 1984). 

The results are, however, not wholly consistent. Miller & Toulouse 
(1986) found that CEO tenure had a negative influence on perform
ance. One reason for this ambiguity may stem from the fact that whilst 
acquiring experience, the entrepreneur grows older and that age has a 
negative effect on performance, which negates the influence given by 
experience. Other studies have suggested that there is a negative rela
tionship between the age of the entrepreneur and growth orientation 
(Cragg & King, 1988; Foley, 1984). Foley (1984) suggested that moti
vation may decrease with age. Another possible explanation is that the 
work capacity, which is crucial to venture success according to Khan 
(1986), declines with increasing age. In the separation of age and experi
ence, Davidsson (1989) found a positive contribution from experience 
but a negative one from age. The levelling of age contra experience is 
further supported by the rather consistent findings that educated entre
preneurs are more likely to run faster-growing firms than those who are 
non-educated (Storey, 1994b). Education is a factor which, just as expe
rience, increases the ability of the entrepreneur. However, education is 
usually attained at a relatively young age, and thus has no negative cor
relation with age. 

To sum up; education and all experience except tenure in present po
sition is expected to enhance entrepreneurial orientation, since age is 
controlled for. Age is expected to have a negative influence on entrepre
neurial orientation. 

In what way and how the entrepreneur became the manager of the 
firm has also been the subject of investigation. Some results indicate that 
founders tend to be more innovative and growth oriented than non-
founders (Begley & Boyd, 1987; Chaganti & Schneer, 1994; Dunkel
berg, Cooper, Woo & Dennor Jr, 1987), whereas others hypothesise 
that founding a business and growing a business are different tasks, and, 
therefore, founders are likely to be less growth oriented (Willard & 
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Krueger, 1992). However, no support was found for the latter hypothe
sis in their empirical study. 

The foundation for other important entrepreneurial characteristics 
are established early in life; factors such as gender, ethnicity, and family 
role models have all received attention. Previous research has found that 
males were over-represented in high growth firms (Cooper et al., 1994). 
Results concerning ethnicity point in different directions. Storey 
(1994b) found that social marginality stemming from ethnicity had a 
positive influence on growth, contradicting the findings of Woo et al. 
(1989) and Cooper et al. (1994). A role model, i.e. having parents that 
run their own firm, has been shown to be important for people going 
into self employment, but was not significant for venture performance 
(Cooper et al., 1994). 

Table 6.8 below summarises variables which are likely to influence 
EO and the direction of the expected relationships. 
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Table 6.H. Resources and capabilities of the entrepreneur and 
expected relationships with EO. 

Expected relationship 

Start-up experience + 

Industry experience + 

Management experience + 

Additional assignments + 

Large firm experience + 

Tenure in present position ? 

Experience from rapid-growth firms + 

Age -

Length of education + 

Management or engineering education + 

Management training + 

Founder + 

Gender (male) + 

Ethnicity (immigrant) ? 

Role models + 

Note:	 + indicates a positive relationship, - a negative relationship, and ? that 
the direction of the relationship is ambiguous. 

6.0.0.0 Resources and capabilities of the firm 

Most studies assume that there is only one individual involved in the 
business (Birley & Westhead, 1990). However, the human resources of 
a small firm reach beyond those of the entrepreneur. In addition to the 
abilities of the entrepreneur, the total competency and resources of the 
workforce are important factors in the overall resources of the firm 
(Chandler & Hanks, 1994a). The number of employees holding a uni
versity degree may serve as a proxy for the overall competence level of 
the workforce (Birley & Westhead, 1990). The size of the management 
team is an indication of how well these competencies are utilised. The 
size of the board of directors is another indication of the human re
sources that the firm possesses. 
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For expansion, capital is needed. One restriction to development 
may be the lack of capital availability. Regarding new ventures, Cooper 
& Gimeno-Gascon (1992) reported that in six of eight studies reviewed, 
more capital was associated with better performance. Perceived capital 
availability and the sale of equity to a new owner are used as indicators 
of capital availability. 

Due to its size, a larger firm possesses a greater amount of resources 
than a smaller firm. Thus, a positive relationship between size and EO 
could be expected. 

As mentioned earlier, EO could be seen as a decision making style 
(c.f. Section 3.4.3), therefore the resources employed in decision making 
are of particular interest. If the employees and the board are involved in 
any decision making process, this is an indication that the entrepreneur 
utilises more competencies than his or her own in this and a positive re
lationship between their involvement and EO is expected. 

Table 6.9 below summarises variables that are likely to influence EO 
and the direction of the expected relations. 

Table 6.I. Resources and capabilities of the firm and expected 
relationships with EO. 

Expected relationship 

Number of employees holding university degrees + 

Management team size + 

Board size + 

Use of board in decision making + 

Use of employees in decision making + 

Capital availability + 

New owner + 

Present size (FTE) + 

Present size (sales) + 

Size compared to competitors + 

Note: + indicates a positive relationship, - a negative relationship, and ? that 
the direction of the relationship is ambiguous. 
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6.0.0.0Resources and capabilities of the entrepreneur’s network

Resources such as know-how can be made available to the firm from 
outside sources (Birley, 1985; Cooper et al., 1994; Donckels & Lam-
brecht, 1994; Johannisson, 1986; 1990). Active use of external board 
members with relevant experience and knowledge may be important. 
Another alternative to the use of internal resources is networking with 
other people and organisations. Know-how that is not available within 
the firm could be utilised this way. As mentioned above, EO has to do 
with decision making, therefore, the use of network resources has been 
delimited to their importance in decision making in the present study. 

Thirteen questions were asked to determine how the respondents 
made use of their network in their decision making. The factor analysis 
displayed below (Table 6.10) derived three factors with eigenvalues 
greater than one, together explaining 52% of the variation of the origi
nal variables. To retain as much information as possible from the origi
nal items, those with high loadings on particular factors were summed 
to indices. The reliability of the indices was tested using Cronbach’s Al
pha. 

The first factor, labelled formal professional advisors, gets high load
ings on items relating to professional organisations possessing specific 
skills and knowledge. This group of advisors is different from the other 
two groups in the factor analysis, since the entrepreneur is required to 
actively approach organisations that are not part of their day-to-day 
contacts. These organisations could be used for gaining valuable knowl
edge and information which can increase their knowledge and awareness 
when making entrepreneurial decisions. Lawyers are, for instance, im
portant when making patent applications for new products. Further
more, previous research has found that the use of these types of advisors 
has a positive influence on firm profitability and growth (Robinson, 
1982). Thus, the use of formal professional advisors is expected to have 
a positive influence on EO. 
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Table 6.J. Network resources utilised in decision making. Factor 
analysis, reliability test and expected effect on EO. 

Factor 1 Factor 2 Factor 3 
Formal profes- Day-to-day Value chain 
sional advisors advisors advisors 

(α=.67) (α=.61) (α=.69) 

Expected relationship with EO + - + 

Chartered accountant .75 

Bank contacts etc. and similar .81 

Chamber of Commerce and employer or
ganisation 

Customers .81 

Suppliers .71 

Employees .77 

Family .56 

Board (excluding family) 

Consultants .81 

Lawyers .79 

Regional development funds and similar .57 

Other business managers 

Note: Cumulative explained variance = 52%. Values below .5 are surpressed. 
Only variables for which values are displayed are used to calculate the 
indices. 

Day-to-day advisors, which is the label given to the second factor, refers 
to people who probably do not have insight into the operations of the 
firm and further are unlikely to give advice that facilitates entrepreneur
ship. It may, at first, seem surprising that having the family as advisor 
loaded on the same factor as bank contacts and accountants. However, 
except for the people actively involved in the value chain which make up 
the third factor, these advisors constitute the day-to-day contacts that an 
entrepreneur is likely to have. A negative relationship between interest 
in work-tasks related to accounting and bank contacts was hypothesised 
above (see Section 6.3.1.2). A similar argument for a negative relation
ship between day-to day-advisors and EO could be provided; bank 
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contacts and accountants are mainly concerned with the administration 
of current financial resources. At least, to the extent that they are used as 
a substitute for other advisors, they are likely to have a negative effect on 
EO. 

The third factor, finally, is labelled value chain advisors because the 
items refer to people that are actively involved with the product or serv
ice delivered and have an intimate knowledge of products and processes. 
Being open to, and accepting advice from customers indicates a sensi
tivity to market demand, which probably reflects a willingness to change 
products. Advice from suppliers keeps the entrepreneur aware of the de
velopment of new technology. By taking advice from employees, it is 
possible to utilise the employees’ own creativity. A positive association is 
anticipated for this variable. 

Table 6.11 below summarises variables related to the resources and 
capabilities of the entrepreneur’s network and their anticipated influ
ence on EO. 

Table 6.K. Resources of the entrepreneur’s network and the expected 
relationships with EO. 

Expected relationship 

Number of external board members + 

Formal professional advisors + 

Day-to day advisors -

Value chain advisors + 

Note:	 + indicates a positive relationship, - a negative relationship, and ? that 
the direction of the relationship is ambiguous. 

6.0.0 Results 
The results of the regression results of the resource model are displayed 
in Table 6.12 below. The adjusted explained variance of .14 should be 
considered as very modest, given the large number of variables entered 
into the analysis32. It would however still appear that resources have an 

��� $V� VWDWHG� HDUOLHU� LQ� WKLV� FKDSWHU�� WKH� VWHSZLVH�PHWKRG� IDFHV� WKH� ULVN� RI� FDSLWDOLVLQJ� RQ 
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effect on EO and that the proposed model is relevant. Turning to indi
vidual variables, the direction of the relationships are all in the expected 
direction. This gives additional support to the relevance of the model. If 
variables were entered totally at random, half of them would have signs 
opposite to those anticipated. The largest standardised regression coeffi
cient is obtained for the day-to-day advisors variable, suggesting that 
heavy reliance on these sources of advice is associated with a low degree 
of EO. The magnitude of the standardised regression coefficients for the 
remaining variables are roughly equal, and it is difficult to determine a 
reliable rank order. 

FKDQFH� YDULDWLRQ�� &RQVLGHULQJ� WKH� ODUJH� QXPEHU� RI� FDQGLGDWH� YDULDEOHV� IRU� WKH� UHVRXUFH 
PRGHO�DQG�WKH�VPDOO�QXPEHU�OHIW� LQ�WKH�PRGHO��WKLV�ULVN�FRXOG�EH�FRQVLGHUDEOH��7R�UHGXFH 
WKLV�ULVN��VHSDUDWH�VWHSZLVH�UHJUHVVLRQV�ZHUH�UXQ�IRU�HDFK�RI�WKH�UHVRXUFH�VXE�PRGHOV��YL]� 
UHVRXUFHV�RI�WKH�HQWUHSUHQHXU��WKH�ILUP�DQG�WKH�HQWUHSUHQHXU·V�QHWZRUN��2QO\�WKRVH�YDUL� 
DEOHV�LQFOXGHG�LQ�HDFK�RI�WKH�VXE�DQDO\VHV�ZHUH�WKHQ�HQWHUHG�LQWR�WKH�IXOO�UHVRXUFH�PRGHO� 
7KLV�UHGXFHG�WKH�QXPEHU�RI�LQGHSHQGHQW�YDULDEOHV�HQWHUHG�LQWR�WKH�WRWDO�UHVRXUFH�PRGHO�WR 
����7KH�UHVXOWV�IURP�WKLV�DQDO\VLV�ZHUH�KRZHYHU�H[DFWO\�WKH�VDPH���WKH�VDPH�VHYHQ�YDULDEOHV 
ZHUH�OHIW�LQ�WKH�HTXDWLRQ��7KH�IRXU�YDULDEOHV�HOLPLQDWHG�LQ�WKH�WRWDO�UHVRXUFH�PRGHO�VWHSZLVH 
SURFHGXUH�ZHUH�UDSLG�JURZWK�H[SHULHQFH��PDQDJHPHQW�WUDLQLQJ��LQYROYHPHQW�RI�HPSOR\HHV 
LQ�GHFLVLRQ�PDNLQJ��SRVLWLYH�VLJQV��DQG�QR�HGXFDWLRQ�DERYH�VHFRQGDU\�VFKRRO��QHJDWLYH�VLJQ�� 
7KXV��WKHVH�YDULDEOHV�DOVR�KDG�HIIHFWV�LQ�WKH�H[SHFWHG�GLUHFWLRQ�ZKLFK�IXUWKHU�YDOLGDWHV�WKH 
PRGHO� 
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Table 6.L. Resource model. Linear regression results for the effect of 
resources on entrepreneurial orientation. 

Variables in the equation Variables not in the equation 
The entrepreneur 
Role model 

Firm resources 
Present size (FTE)

Management team size

Size compared to competitors


Network resources 
Formal professional advisors
Day-to day advisors 
Value chain advisors 

R2 

Adj. R2 

Start-up experience 
Industry experience 
Management experience 
Additional assignments 
Large firm experience 
Tenure in present position 
Experience from rapid-growth 
firms 
Age 
Length of education 
Management or engineering edu
cation 
Management training 
Founder 
Gender (male) 
Ethnicity (immigrant) 

Number of employees holding 
university degree 
Involvement of employees in de
cision making 
Capital availability 
Board size 
Use of board in decision making 
New owner 
Present size (sales) 

Number of external board mem
bers 

β-values (min. n=422) 

.10* 

 .14** 
 .16** 
.11* 

.12* 
-.21*** 
.11* 

.16 

.14 
Note: *= p< .05; **= p< .01; ***= p< .001. Pairwise deletion of missing values 

has been applied. 
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��� ,QGXVWU\�PRGHO 

6.0.0 Independent variables and expected relationships 
The industry sub-model is displayed in the figure below (Figure 6.4). 
The relationship between the perceived environment and EO has been 
extensively researched. Interestingly enough, the association between 
variables relating to the objective industry and EO has not been re
searched to any great extent. Covin & Slevin (1991) suggest that indus
try technological sophistication and business life cycle stage affect EO. 
However, to the knowledge of this author, these relations have not been 
empirically tested. One rationale for not testing these relationships pro
posed by Zahra (1993) is that technological sophistication and business 
life-cycle stage refer to one type of conceptualisation of the environ
ment, whereas environmental dynamism, heterogeneity and hostility 
refer to another. Therefore, according to Zahra, the researcher should 
choose either one of the conceptualisations, since the other becomes re
dundant. This argument is similar to the view held here, in that per
ceived and objective environment are different concepts. However, that 
is not to say that they are different conceptualisations of the same envi
ronment. No matter the conceptual standpoint, it is, of course, possible 
to test whether objective measures and subjective measures give the same 
results, as suggested by Zahra. 
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Figure 6.D. Industry sub-model to be tested: the influence of industry 
on EO. 

Covin & Slevin (1991) suggest that a disproportionately high share of 
hi-tech firms have been found to be entrepreneurial due to environ
mental conditions. Hence, it could be anticipated that firms from the 
knowledge and research intensive sector would score higher on EO than 
other firms. Turning to the business life-cycle, there is a relationship 
between industry growth and business life-cycle stage (Tsai et al., 1991), 
and growing markets are associated with increased business opportuni
ties. During the studied period, the professional service sector is the only 
one that has grown. Thus, a positive relationship is likely between the 
professional service sector and entrepreneurial orientation. 

Other industry characteristics have been stressed to influence small 
firm growth and performance. As mentioned earlier (cf. Section 3.5), 
the question of how they affect outcomes is rarely fully examined. Ac
cording to the strategic adaptation perspective, a reasonable assumption 
is that they have an effect on outcomes mediated through EO. There
fore, the relationships between environmental variables and EO are as
sumed to be in the same direction as those between environment and 
small firm growth and performance in previous research. 

Customer concentration is hypothesised to have a negative influence 
on EO, as does supplier concentration (Birley & Westhead, 1990). 
Geographic market dispersion, measured as exports, is expected to posi
tively influence EO (Birley & Westhead, 1990; Davidsson, 1989). 
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6.0.0 Results 
As illustrated in Table 6.13 below, explained variance is very low, and 
therefore, the standardised regression coefficients should be interpreted 
very carefully. It may be the case that these relationships are spurious. 
This is supported by the fact that not all relationships are in the as
sumed direction. For this reason, the results from this analysis will be 
disregarded, and industry variables will not be included in the total 
model analysis. 

Table 6.M. Industry model. Linear regression results for the effect of 
resources on entrepreneurial orientation. 

Variables in the equation Variables not in the equation β-values (min. n=432) 

Exports 

Labour intensive industry 

Knowledge intensive industry 

R2 

Adj. R2 

Professional services 

Customer concentration 

Supplier concentration 

.10* 

-.20*** 

-.14** 

.04 

.03 

Note: 	 *= p< .05; **= p< .01; ***= p< .001. Pairwise deletion of missing values 
has been applied. 

��� 3HUFHLYHG�HQYLURQPHQW�PRGHO 

6.0.0 Independent variables and expected relationships 
The perceived environment sub-model is shown in the figure below 
(Figure 6.5). The dimensions of environmental dynamism, hostility and 
heterogeneity have frequently been used to characterise the environment 
as perceived by the firm, and to predict strategy (Covin et al., 1990; 
Dess, Lumpkin & Covin, 1997; Merz et al., 1994; Miller, 1983a; Miller 
& Toulouse, 1986). 
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Figure 6.E. Perceived environment sub-model to be tested: the 
influence of the perceived environment on EO. 

To the extent that the relationship between the perceived environment 
and EO has been empirically tested, a positive relationship between en
vironmental dynamism, heterogeneity and EO has been established. All 
three dimensions of the perceived environment were positively associ
ated with EO in Zahra’s (1991) study. Miller (1983a) discovered that 
dynamism and heterogeneity had a positive correlation with EO. Miller, 
Kets de Vries & Toulouse (1986) found positive correlations between 
each of the separate dimensions of EO, and environmental heterogene
ity and dynamism. In another study, results showed that there were 
positive correlations between all three dimensions of the perceived envi
ronment and innovation in both conservative and entrepreneurial firms 
(Miller & Friesen, 1982). Miller (1987b) found that innovative strate
gies were positively correlated with environmental dynamism, heteroge
neity, 3 out of 4 hostility items and changes in dynamism, heterogeneity 
and hostility. Khan & Manopichetwattana (1989), established that in
novativeness correlated positively with dynamism and heterogeneity. 
Furthermore, Stevenson & Gumpert (1991) suggests that an entrepre
neurial strategic orientation is driven by a rapidly changing environ
ment. 

From this it can be hypothesised that environmental dynamism and 
heterogeneity and changes along these dimensions, all have a positive 
influence on EO. 
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Findings regarding the relationship between EO and hostility are 
mixed. Khan & Manopichetwattana (1989), found a negative correla
tion between the two, as did Miles et al (1993), whereas Covin & Slevin 
(1989), Miller (1983a) and Zahra (1991) found the opposite. Thus, it is 
difficult to hypothesise on whether the relationship between the two is 
negative or positive. 

The scale used for measuring the static environment was translated 
from Miller & Friesen (1982). The four items measuring heterogeneity 
were reduced to one, due to limitations of space. The rationale for 
eliminating the items relating to heterogeneity was the assumption that 
small firms rarely perceive environmental heterogeneity due to their 
small size, and because only one item was used in the original scale for 
measuring increase in heterogeneity. The Cronbach’s Alpha values of 
the perceived environmental variables are reported in Table 6.14. The 
Alpha value for dynamism is lower than that reported by Miller & Frie
sen (1982), whereas the hostility value is higher. 

The scale used for measuring perceived environmental changes was a 
direct translation from Miller (1987b). To increase measurement reli
ability of hostility change, one item was dropped. The corresponding 
Alpha values for the environmental change variables were not reported 
by Miller (1987b). 

Table 6.N. Cronbach’s Alpha values for perceived environmental 
dimensions. 

Dynamism .60 

Heterogeneity N/A 

Hostility .60 

Dynamism increase .60 

Heterogeneity increase N/A 

Hostility increase(one item deleted) .61 
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6.0.0 Results 
The adjusted explained variance of .29 indicates that the perceived envi
ronment has a substantial influence on EO, and that the proposed 
model is relevant. The results reveal that dynamism, both in a static and 
dynamic sense, is the most important determinant of EO. Heterogene
ity also has a positive influence on EO, in particular the perceived in
crease of the variable. Hostility is significant in a negative direction, 
whereas there is no influence of hostility change. Zahra (1993) suggests 
that the influence of hostility may be curvilinear rather than linear. 
When this relationship is tested, the variable becomes insignificant and 
is omitted from the equation. As reported above, Khan & Manopichet-
wattana’s (1989) results, as well as Miles’ et al. (1993) indicate that 
similar empirical results have appeared in previous studies. Khan & Ma
nopichetwattana (1989) argue that environmental hostility induces the 
company to ”pull in its horns” (p. 605), i.e. to adopt a defensive strategy 
and avoid any bold or speculative activities. Accordingly, this finding is 
accepted. 

Table 6.O. Perceived environment model. Linear regression results for 
the effect of the perceived environment on entrepreneurial orientation. 

Variables in the equation Variables not in the equation β-values (min. n=427) 

Dynamism .35*** 

Heterogeneity .10* 

Hostility -.12** 

Dynamism change .23** 

Heterogeneity change .17*** 

Hostility change 

R2 .30 

Adj. R2 .29 

Note: *= p< .05; **= p< .01; ***= p< .001. Pairwise deletion of missing values 
has been applied. 
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��� &RPELQHG�PRGHO 
Variables that have signs in the hypothesised direction, i.e. a positive or 
negative influence on EO in line with expectations, and were included 
in the stepwise regressions from the previous sub-model analyses, are 
added into the full model analysis. The results are displayed in the cen
tre column of Table 6.16. 

As anticipated, a larger share of variation is explained when the vari
ables from all the theoretical constructs are combined, than was the case 
when each construct was analysed separately. Adjusted explained vari
ance reaches .36. 

It is also possible to remove those respondents who deviated substan
tially from the general pattern, and estimate the equations for more rep
resentative cases. The prediction of EO was unsuccessful in a total of 
thirteen cases, equivalent to three per cent of the included sample33 (a re
sidual of the dependent variable greater than two standard deviations is 
regarded as unsuccessful). When these cases are excluded, adjusted ex
plained variance increases considerably, by nine per cent to .45, and 
three more variables become significant. These are: strategy, size, and 
formal professional advisors. In particular, strategy shows a much higher 
standardised regression coefficient here. These results are displayed in 
the right hand column of Table 6.16. 

So: what is the point of conducting this alternative analysis? First, the 
additional analysis reconfirms the relevance of the model; only a few 
cases deviate substantially from the general pattern and could thus re
duce the explanatory power of the model. Second, it is possible to iden
tify the variables that have an important influence on EO for the more 
typical respondents, when the small proportion of outliers is excluded. 

��� ,W� LV� RQO\� SRVVLEOH� WR� FDOFXODWH� WKH� VWDQGDUGLVHG� UHVLGXDOV� IRU� UHVSRQGHQWV� DQVZHULQJ� DOO 
TXHVWLRQV��7KLV�LV�ZK\�WKH�QXPEHU�RI�FDVHV�GHFUHDVHV�E\�PRUH�WKDQ����ZKHQ�WKH�RXWOLHUV 
ZHUH�UHPRYHG��,QFOXVLRQ�RI�RQO\�WKRVH�DQVZHULQJ�DOO�TXHVWLRQV�LV�FDOOHG�OLVWZLVH�GHOHWLRQ�RI 
PLVVLQJ�GDWD�DV�RSSRVHG�WR�SDLUZLVH�GHOHWLRQ��7R�FKHFN�WKDW�WKH�LQFUHDVHG�H[SODLQHG�YDULDQFH 
ZDV�GXH�WR�WKH�H[FOXVLRQ�RI�RXWOLHUV�DQG�QRW�WKH�VZLWFK�WR�OLVWZLVH�GHOHWLRQ�RI�PLVVLQJ�GDWD��D 
VHSDUDWH�DQDO\VLV�ZDV�UXQ�IRU�DOO�WKH�FDVHV�DQVZHULQJ�DOO�TXHVWLRQV��:LWK�OLVWZLVH�GHOHWLRQ��DG� 
MXVWHG�H[SODLQHG�YDULDQFH�LQFUHDVHV�VOLJKWO\�E\�RQH�SHU�FHQW�FRPSDUHG�WR�WKH�SDLUZLVH�DOWHU� 
QDWLYH��7KH�VDPH�YDULDEOHV�ZHUH�VLJQLILFDQW��VXJJHVWLQJ�WKDW�UHVXOWV�DUH�VWDEOH�LQ�WKLV�UHJDUG��,W 
DOVR�LQGLFDWHV�WKDW�WKH�ODUJH�LQFUHDVH�LQ�H[SODLQHG�YDULDQFH�ZKHQ�H[FOXGLQJ�RXWOLHUV�LV�UHDOO\ 
GXH�WR�WKH�H[FOXVLRQ�RI�RXWOLHUV�DQG�QRW�WKH�VZLWFK�WR�OLVWZLVH�GHOHWLRQ�RI�PLVVLQJ�GDWD� 
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The outliers were examined separately. However, it is difficult to es
tablish any typology for them. It could, of course, be that they have 
misinterpreted the questionnaire. However, this does not seem to be the 
case as their answers do not appear to be random. It would appear that a 
common feature is that their tenure in the company has been relatively 
short, and that they, to a larger extent, consult employees in decision 
making. Perhaps their knowledge of the firm is limited by the shorter 
time they have spent with the firm, which could make their answers 
more unreliable. 

Bivariate correlations among independent variables and tests of 
multi-collinearity were performed. The largest bivariate correlation be
tween two independent variables is .39 between size and management 
team size, which should be unproblematic according to conventional 
criteria. When either of the variables is omitted from the regression, the 
other becomes significant in both analyses. No other bivariate correla
tion reached beyond .28, and the multi-collinearity test did not reveal 
that such exists. 

Stepwise regression was used for the sub-model analyses whereas 
forced entry was employed for testing the full model. As mentioned in 
the beginning of this chapter, the stepwise method may give rise to spu
rious results. One way of checking this is to see to what extent variables 
from the separate sub-models are significant in the total model. The 
weakest results were obtained for the resource model in this respect, 
only two to four out of seven variables turn out to be significant, de
pending on the analysis method used. Since the majority of variables 
from the separate analyses also were significant in the total model, and 
regression coefficients did not change dramatically, we can conclude 
with some confidence that the results of the sub-models are relevant and 
not spurious. The fact that some variables become insignificant in the 
total model is not methodologically problematic or surprising, since a 
larger number of variables are included. 

Variables from all the included constructs are significant and found 
to be important34. From this, we can conclude that each of the specified 
theoretical sub-models are relevant and that none of the theoretical con
structs concerning attitudes, perceived environment or resources and ca
pabilities can be disregarded in the explanatory analysis of EO. 

���7KH�LQGXVWU\�PRGHO�ZDV�DOUHDG\�H[FOXGHG�VLQFH�LW�ZDV�FRQVLGHUHG�XQVXFFHVVIXO��VHH�DERYH� 
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Turning to individual variables, the standardised regression coeffi
cients shows that perceived environmental dynamism is far more im
portant than any other. Apart from that, all significant coefficients have 
similar magnitude, and it is difficult to establish any definite rank order 
among them. Five variables turn out to be insignificant in both analyses. 

Whether or not the firm is a subsidiary was entered as control vari
able, to check if EO varies between independent firms and subsidiaries. 
This was not the case. Firm age was also entered as control variable. The 
reason why this control variable was included, is that it is often argued 
that as firms become older, they become less entrepreneurial and a 
negative relationship between firm age and entrepreneurial orientation 
could therefore be anticipated. No support for this could be found. 
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Table 6.P. Combined model: linear regression results for the 
combined effect of attitudes, resources and capabilities, and perceived 
environment on EO. Forced entry of independent variables employed. 

Pairwise deletion of Listwise deletion of missing data, 
missing data outliers eliminated 

β-values (min. n=412) β-values (n=365) 

.08 .14** 

-.11* -.15*** 

 .13** .15*** 

.09* .11** 

 .35*** .34*** 

.05 .05 

-.09* -.12** 

-.08 -.06 

 .14*** .15*** 

.07 .08* 

.08 .08 

.06 .03 

.10* .11** 

.05 .09* 

-.16*** -.15*** 

.08 .01 

.03 .02 

-.07 -.07 

.38 .48 

.36 .45 

Attitudes 

Strategy

Production 

Creativity

Sales growth

Perceived environment 

Dynamism

Heterogeneity

Hostility 

Change dynamism 

Change heterogeneity

Resources 

Size (FTE)

Management team size

Role model

Size compared to competitors

Formal professional advisors

Day-to day advisors 

Value chain advisors

Control variables 

R

Subsidiary 

Firm age 

2 

Adj. R2 

Note: *= p< .05; **= p< .01; ***= p< .001. 
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��� 'LVFXVVLRQ�DQG�LQWHUSUHWDWLRQ�RI�UHVXOWV 

6.0.0 Introduction 
In this chapter, multiple linear regression was used to estimate the ex
tent to which EO can be explained by variables relating to the theoreti
cal constructs attitudes, resources and capabilities, industry and the per
ceived industry. In the first stage of the analysis, variables relating to 
each of the constructs were used in separate models as predictors of EO. 
In doing so, the separate contribution from each of the theoretical con
structs could be determined. In the second step of the analysis, the pre
dictor variables from the earlier analyses were combined in one model. 
In this way, the joint predictive ability of all constructs was estimated. 
Furthermore, the relative impact of variables from different constructs 
may be compared and the most important factors contributing to EO 
be established. 

Earlier research has suggested that some variables influence growth 
and/or performance. Other researchers have been mainly concerned 
with finding antecedents of EO. The basic assumption in this chapter 
was that the effects of all independent variables on growth/performance 
are mediated through entrepreneurial orientation. Thus, variables that, 
in previous studies, have been found to be antecedents of growth and 
performance are, in this study, assumed to influence EO. The reason 
why a direct association has been found between any one particular vari
able and growth or performance in previous research, it was argued, is 
because the structural relationship (i.e. the mediation through EO) has 
not been included in the empirical study. 

In light of the findings, this assumption appears relevant. Variables 
derived from the small firm growth/performance literature do influence 
EO, i.e. variables predicting growth/performance in other studies can be 
used to predict EO. It should be noted, however, that it is premature to 
conclude that EO also influences subsequent firm outcomes based on 
the present analyses. The relationship between EO on the one hand, 
and growth and performance on the other will be assessed in Chapter 7. 
Whether the full research model is correct and EO is the only antece
dent of growth and/or performance or whether other variables have a di
rect influence on outcomes can only be determined after those analyses 
are performed. 
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6.0.0 The attitude model 
The attitude model appears relevant in that explained variance is accept
able, and all retained significant relationships are in the predicted direc
tion. The goals and favoured work-tasks of the entrepreneur explain the 
EO of the firm to a reasonable extent. Having sales growth as a goal ap
pears to be a substantial attitudinal determinant of EO, whereas goals of 
employment growth do not. In later analyses, the relationship between 
EO and actual growth will be investigated. It is possible that EO is more 
closely related to sales than to employment growth. This remains to be 
analysed. 

This result is not completely surprising. Sales growth is more likely 
to take place before employment growth (Flamholtz, 1986). A firm does 
not employ people until its business volume has increased. In one way, 
employment growth can be regarded as the result of sales growth. Thus, 
a time lag between sales and employment growth can be foreseen, which 
could affect the results. 

Creativity was the other goal that had an effect on EO. People scor
ing high on this variable find it important to work with favourite work-
tasks, being creative and reaching self-fulfilment through their work. 
These people are likely to be found performing creative work-tasks and 
working hard with these tasks. This, obviously, must include creative 
individuals such as inventors. Apparently, these characteristics have a 
positive influence on the EO of the firm. This conclusion gains some 
support from earlier research. Khan (1986) found that creativity was the 
most important variable in determining new venture success. 

This indicates that it is work satisfaction and fulfilment that is im
portant for EO, not possible results such as earning more money or ob
taining societal influence. This could be an important conclusion for 
policy makers to note. It seems that non-economic incentives are more 
important for entrepreneurial orientation than economic ones. Thus, it 
is presumably unlikely that the prospect of increased economic rewards 
will substantially increase the entrepreneurial orientation of existing 
small business managers. 

The lack of influence from other goal related variables is somewhat 
surprising, but can, at least, be partly due to the moderate explanatory 
power of the attitude model. The theoretical justification for the per
sonal benefits and stability indices was not very strong nor were there 
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many previous empirical findings in this direction which could explain 
their relative unimportance. 

Neither the expected consequences of growth, nor growth aspirations 
had any effect on EO. The way in which the expected consequences 
questions were asked, these variables relate to employment rather than 
sales growth. This agrees with the findings above in that whether or not 
employment growth was a defined goal had no effect on EO. Just as for 
the goal variable, if the association between employment growth and 
EO is weak, this could explain why there was no effect shown by the ex
pected consequences of growth on EO. 

Another interpretation of the lack of any relationship between 
growth aspirations and EO could be that aspirations have only a limited 
influence on actual entrepreneurial behaviour. Even though some re
spondents believed that an increased size could be advantageous, this did 
not cause them to assume an entrepreneurial, growth oriented strategy. 
Their growth aspirations could thus be described as “wishful thinking” 
rather than forceful determinants of intentional behaviour. 

Turning to the favoured work-tasks variables, strategy had a positive 
impact on EO, whereas production had a negative impact; the two re
maining variables being unimportant. In a typology suggesting four 
different types of small business manager roles (Barrow, 1993), artisans 
represent small business managers occupied with daily production very 
much being ”one of the boys”. Most of their time is being spent on 
producing a product, or delivering a service. Due to their preoccupation 
with these work-tasks, artisans have few growth prospects. Strategists on 
the other hand, represent managers who leave production and routine 
management work-tasks to their employees in order to concentrate on 
strategic issues. This is the most desirable type of entrepreneur for the 
development of a growing business. The findings from the present re
search give support for this typology; interest in production work-tasks 
have a negative influence on EO, whilst interest and involvement in 
strategic work-tasks have a positive influence. 

Interest in marketing work-tasks did not influence EO. Market ori
entation is assumed to be important for entrepreneurial firms (e.g. 
Miller, 1990; Stevenson & Gumpert, 1991). The findings of this study 
are therefore somewhat surprising. It should, however, be noted that the 
variable measures favoured work-tasks of the entrepreneur. The findings 
suggest that it may be better for the entrepreneur to concentrate on 
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strategic work-tasks and leave the marketing to others. Put differently, 
what is studied here are the favoured work-tasks of the entrepreneur and 
not the orientation of the firm. Those entrepreneurs not particularly 
interested in working within marketing may have employees to deal 
with this, but still be in charge of firms with a market orientation. There 
is a significant correlation between the number of marketing positions 
within the firm and EO35, which may support this view. 

The findings regarding attitudes seem to support the relevance of 
Miner’s (1990) role motivation theory in the entrepreneurial context. 
The two variables with the largest positive effect on EO come closest to 
the constructs suggested by Miner in having an effect on small firm 
growth. 

6.0.0 The resource model 
Explained variance for the resources model was almost identical to that 
of the attitude model. Analysed separately, the two constructs appear 
equally important in explaining the firms’ degree of EO. 

If the importance of the three different types of resource variables in
cluded in the study are compared - resources and capabilities of the en
trepreneur, resources and capabilities of the firm, and resources and ca
pabilities of the entrepreneur’s network - it would appear that the re
sources and capabilities of the entrepreneur are the least important. 

It is interesting to note that of the seven variables remaining in the 
equation, two refer to the mere quantity of resources that the firm con
trols and not the quality of these resources, i.e. the number of employ
ees, and the firm’s size compared to competitors. From a resource based 
view, a positive relationship between size and EO could be anticipated, 
as size should provide access to more abundant resources. However, 
since the general opinion is that smaller firms are more entrepreneurial 
than large ones, this result is worthy of some further comment. Smaller 
firms are often seen as flexible, organic and entrepreneurial, whereas 
larger firms are hierarchical and bureaucratic (Flamholtz, 1986). It must, 
however, be born in mind that no firms in this study can be regarded as 

����7KH�FRUUHODWLRQ�EHWZHHQ�(2�DQG�WKH�QXPEHU�RI�HPSOR\HHV�LQ�PDUNHWLQJ�LV������S������� 
7KLV�LV�WKH�KLJKHVW�FRUUHODWLRQ�IRU�(2�ZLWK�QXPEHU�RI�HPSOR\HHV�LQ�DQ\�RI�WKH�SRVLWLRQV�LQ� 
YHVWLJDWHG��3RVLWLRQV� LQYHVWLJDWHG�DUH�PDUNHWLQJ��TXDOLW\�FRQWURO��SHUVRQQHO��SURGXFW�GHYHO� 
RSPHQW��SXUFKDVLQJ��SODQQLQJ��DQG�DGPLQLVWUDWLRQ� 

181 



Jönköping International Business School 

large. The sample consists of small firm with 10 to 50 employees. Thus, 
the results suggest that somewhat larger, but still small firms, have a 
more EO than very small firms. To use the life-cycle vocabulary, the 
larger firms in the sample have not transformed from the entrepreneu
rial stage to the professionally managed stage (Flamholtz, 1986). 

From a dynamic perspective, the ”size effect” on EO should not be 
surprising. If we consider the full research model, it is stressed that EO 
is an antecedent of growth and performance. The processes leading to 
growth are likely to have some duration over time, so that entrepreneu
rial firms grow faster. If firms start out at the same size, entrepreneurial 
firms reach a larger size after a few years. If EO is measured at this time, 
it is logical that larger firms exhibit a more entrepreneurial orientation. 
A correlation test indicates that such is the case; there is a significant 
correlation between employment and sales growth on the one hand and 
size on the other, indicating that the larger firms in the sample have 
grown more rapidly in the past36. This supports the relevance of the 
proposed model. 

There seems to be some confusion in the literature regarding growth, 
which is supposed to be related to entrepreneurship, and size, which is 
stressed as having a negative association with entrepreneurship. This is, 
at least partly, due to measurement biases which tend to inflate the 
growth rates of firms which were small at the beginning of the studied 
growth period (cf. Section 4.4.3). Using the alternative growth rate 
measure employed here, together with a sample from a relatively ho
mogenous size-bracket, the findings are the opposite, i.e. larger firms 
have grown more in the past. 

This confusion concerning size and growth may also be a result of 
other methodological artefacts. By definition, growing firms become 
larger. If a cohort of firms started in any one year is studied, and if the 
hypothesis that entrepreneurial firms grow faster is valid, then the larger 
firms would exhibit higher growth rates and higher levels of entrepre
neurship, as they do in the present study. These processes will not be re
vealed in cross sectional studies. Above all, these findings illustrate that 
measurement choices are crucial for the results obtained and that these 
results must always be interpreted in relation to theory. 

���7KH�FRUUHODWLRQV�EHWZHHQ�VL]H��)7(��RQ�WKH�RQH�KDQG�DQG�VDOHV�DQG�HPSOR\PHQW�JURZWK 
UDWHV�RYHU�WKH�SDVW�WKUHH�\HDUV�RQ�WKH�RWKHU�DUH�����DQG�����UHVSHFWLYHO\��S������� 
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The availability of financial resources does not seem to be important 
for EO in the way suggested elsewhere (Covin & Slevin, 1991; Greene 
& Brown, 1997). Neither capital availability nor new owners were in
cluded in the model. The variables regarding human resources of the 
firm were equally unimportant (i.e. the number of employees having a 
university degree or the involvement of employees in decision making, 
the size and structure of the board, the use of the board in decision 
making). It is possible that these relatively crude measures did not reflect 
the influence of human resources to a sufficient extent. Other measures 
have been utilised where the associations are stronger (Chandler & 
Hanks, 1994b). 

Turning to the entrepreneur’s network, all the three summed indices 
for network resources were included in the model. Formal professional 
advisors could be regarded an extension of the contacts with family, em
ployees, suppliers, customers, banks and accountants that most entre
preneurs are likely to have. Previous research has suggested that network 
diversity is of vital importance (Johannisson, 1990). The use of formal 
professional advisors allows the entrepreneur access to a more diverse 
network by introducing advisors having a wide range of specialist com
petencies. The positive influence that these advisors have on EO sup
ports the view that a wide and diverse network is important for entre
preneurship. Taking advice from day-to-day advisors, on the other 
hand, had a negative effect on EO. Bankers and accountants as well as 
family members seem to discourage the entrepreneur from becoming 
involved in the bold, risky activities that an EO implies. For them, a 
stable development with a smaller but secure economic return seems 
more important than the chance of a very successful development - if 
this also implies higher risks. The influence obtained from customers, 
suppliers and employees is the opposite. Their advice seem to boost the 
firm’s involvement in innovative, proactive activities. 

Taking advice from others in decision making is not, on its own, 
sufficient to foster an entrepreneurial orientation. There are qualitative 
differences between different types of advisors. If entrepreneurship is to 
be encouraged, it seems to be important that small business managers 
have contacts with and can accept advice from specialist advisors. This 
finding has implications for future research. Previous research suggests 
network density to be important. Present results suggest that this is not 
a sufficient measurement of networks. Some types of contacts seem to 
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be more important than others, and it is necessary to investigate the 
different types of contacts. 

Only one variable remaining in the regression equation has to do 
with the personal resources of the entrepreneur - the access to a role 
model. Variables specifying the type of role models were also entered 
(mother, father, spouse, child, other relatives) but did not have an effect 
on EO. Apparently, the most important factor is to have a role model, 
no matter what. The relative unimportance of other individual-related 
resource variables could not be inferred to poor measurement. In most 
cases, established measures have been used. In addition, most of the 
questions defining these resources, e.g. experience, education and per
sonal background are fairly straightforward. As Storey (1994b) high
lights, findings regarding these variables are not consistent in studies of 
small firm growth. Furthermore, when distinguishing high-growth from 
low growth ventures, it was found that the only included experience and 
education variable that was significantly different between these groups 
was industry experience (Siegel et al., 1993). In the present case, when 
the resource variables of the entrepreneur “compete” with others, their 
influence seems to be insignificant. Thus, the preferred interpretation is 
that these resource variables do not contribute to the firm’s EO to any 
significant extent. 

Moreover, the vast majority of variables relating to the entrepreneur’s 
resources are distal from the present situation in that their magnitudes 
are determined before the entrepreneur got into his/her present situation 
(i.e. role model, industry experience, management experience, large firm 
experience, experience from rapid-growth firms, length of education, 
management or engineering education, founder, gender and ethnicity). 
It is possible that these variables have an effect that is mediated through 
some of the other variables more proximal to the present situation rather 
than directly on EO. 

6.0.0 The industry model 
The industry model was not successful. However, when discussing the 
strategic adaptation perspective, it was stressed that researchers could not 
agree as to whether it is the objective environment that strategies should 
be adapted to, or if it is the managers’ perception of the environment 
that is most important (cf. Section 3.5). To the knowledge of this 
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author, this is the first time that the influence of the objective and per
ceived environment have been compared in the same study. The low 
explained variance of the environmental model, and high explained 
variance of the perceived environmental model suggest that the strategy 
is adapted to the subjective rather than the objective environment. This 
should have implications for future research into the prediction of en
trepreneurial orientation. These results also suggest that industry and 
the perceived environment are not different two conceptualisations of 
the same environment, which challenges Zahra’s (1993) hypothesis. 

It may be argued that as the sample is not random for the population 
in the four studied industries (a disproportionate share of rapid growers 
is selected from each industry), real industry differences are not revealed 
in the analysis. There may be some truth in that. However, as realised 
by Birley & Westhead (1990), using this broad definition of industry 
employed in this, and most other research, the relationship between 
sector and EO on the individual firm level could be expected to be 
weak. Small firms are likely to operate within narrow market niches. 
Regarding the other variables, their relative unimportance remains even 
when industry separate analyses are performed. Explained variance is 
equally small: all effects are in the same direction (positive or negative 
signs of the standardised regression coefficients) and the magnitude of 
the coefficients is similar to the full sample analysis. 

The results suggest that either the employed measures of industry are 
weak, or that the objective environment has little influence on EO. The 
preferred interpretation is that, even if better measures were used, still 
only a small proportion of EO would have been explained. To the ex
tent that industry has an influence on EO, this influence is likely to be 
mediated through the managers’ environmental perception. 

This is not to say that industry characteristics are irrelevant for the 
ultimate dependent variable, growth and performance. That remains to 
be examined in the subsequent chapter. However, if the hypothesis that 
small firms operate within narrowly defined market niches is correct, 
there is little reason to believe that industry should influence the out
comes of small firms. Barkham et al. (1996) found no influence of in
dustry on small firm growth and attributed this finding to the fact that 
small firms operate within niche markets. 
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6.0.0 The perceived environment model 
The perceived environmental model must be regarded as successful. Ex
plained variance is high and all variables are in the hypothesised direc
tion, with the possible exception of environmental hostility. This gives 
support to the strategic adaptation perspective. 

Environmental dynamism is the most important variable. This is 
largely in line with other empirical findings (Miller, 1987b) as well as 
theoretical arguments. Miller (1990) states that in dynamic and unpre
dictable markets, firms need to innovate and adapt to rapidly developing 
market demands. Theoretically, the relationship between a flexible, en
trepreneurial strategy and environmental dynamism has been substan
tially elaborated. 

The statement by Khan & Manopichetwattana (1989) about how 
small firms ”pull in their horns” in a hostile environment may be a gen
eral finding. It is also possible that small and large firms react differently 
in hostile environments. The work by Miller and colleagues has been 
carried out in firms larger that those in the current sample. When small 
business managers view the environment as hostile, it may prevent them 
from assuming the bold, risk-taking posture that an EO implies. 

Also environmental heterogeneity had a positive association with 
EO, supporting earlier findings (Miller, 1987b). Even though the firms 
in the sample are small, at least some of them seem to be in heterogene
ous environments which foster EO. 

6.0.0 The combined model 
In the separate model analyses, the perceived environmental model 
reached the highest explained variance. In the total model, variables 
from this construct, in particular environmental dynamism, had large 
standardised regression coefficients. At the same time, variables referring 
to resources controlled by the firm were relatively unimportant. The 
most important resource variable has to do with the access to resources 
in the entrepreneur’s individual network. This reflects Stevenson’s defi
nition of entrepreneurship as: “The pursuit of opportunity without regard 
to resources currently controlled” (Stevenson, 1984, p. 5). According to 
Stevenson’s conceptualisation, the entrepreneurial firm has a market ori
entation rather than a resource orientation, and is always attuned to en
vironmental changes that could offer business opportunities. In dynamic 
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environments, there is frequent development and change giving rise to 
more opportunities. 

Stevenson maintains that entrepreneurial firms do not need owner
ship control over resources, the important thing for them being the ac
cess to the use of resources possessed either by the firm, other firms or 
other individuals. The regression results of the full model in the present 
study depict firms with an entrepreneurial orientation as being very 
similar to the entrepreneurial firms envisaged by Stevenson. 

Whilst supporting Stevenson’s conceptualisation of entrepreneurship 
regarding the relative unimportance of resources, these findings contra
dict the conceptualisation concerning resource requirements of entre
preneurial small firms suggested elsewhere (Covin & Slevin, 1991; 
Greene & Brown, 1997). No support for this was found in the present 
research. It may, however, be premature to take this as an indication of 
the relative unimportance of the resource based view of the firm in this 
research context. 

Motivation is not elaborated by Stevenson. Here, findings support 
Miner’s role motivation theory (Miner, 1990; Miner et al., 1989; Miner 
et al., 1992; Smith & Miner, 1984). 

Adjusted explained variance reaches from just over one third to al
most half of the total variation in EO. This is a good result for this kind 
of data, compared to that obtained by most similar studies. However, 
more than half of the variance in EO remains unexplained. There could 
be three main explanations for this. First, regression analysis estimates 
average effects. In other words, a basic assumption in regression analysis 
is that the importance of all independent variables is equal for all sub
jects in the study when estimating the dependent variable. This is not 
necessarily true. Just as there are variations in the independent and de
pendent variables, there may be variations in the influence that each in
dependent variable has on the dependent variable. In psychological 
terms, we can say that one level of stimuli does not result in exactly the 
same response level amongst all individuals. Some individuals’ interest 
in different work-tasks may influence EO somewhat more, whereas per
ceived environmental circumstances can be more important for others. 
In particular when attitudinal variables are used, individual differences 
in the strength of the relationship between independent variables and 
the dependent variable could be expected. 
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Second, Alpha values were not particularly high for any of the 
summed indices indicating that the measurement of these variables is far 
from perfect . This will inevitably lead to an underestimation of the real 
effects rather than an overestimation, since actual differences are 
smoothed and variation of the original variables is lost in the index cal
culation operation. The dependent variable, as well as nine out of the 
sixteen independent variables were summed indices, which probably 
makes this ”devaluation” effect of actual differences relatively large. 

The third explanation has also to do with measurement error, but of 
another type. The interpretation of the questions differs between sub
jects; as does their response style. Thus, with self-reported data as used 
in the present study, response differences may not reflect the real objec
tive differences between respondents and vice versa, and therefore real 
objective differences may not be revealed by their responses. 

Taking these inevitable methodological shortcomings into consid
eration, the results should be regarded as successful. 

A final methodological observation is that, among the variables re
tained from the sub-model analyses, only three are ”hard” objective 
measures, viz. size, management team size and role model. None of 
these are significant in the combined model (except for size which is 
slightly significant in the equation when outliers are removed). All other 
measures are self-perceptive. This could be a potential restriction in the 
inference to the objective situation of small firms to the extent that self-
perception does not reflect the objective circumstances of the small firm. 
Whether this is the case or not is impossible to determine from this 
analysis. However, some attempts have been made to validate self-
perceptive measures by asking the same questions to different people 
within the same organisations (Dess et al., 1997). These authors, using a 
very small data set of 32 firms, found that EO was significantly much 
more consistent among different respondents within an organisation 
than for CEOs across organisations, concluding that differences in re
sponses can be ascribed to the company in which respondents work, 
rather than the positions they hold. 
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7 Prediction of growth and 
performance 

��� ,QWURGXFWLRQ 
In this chapter, growth and performance are predicted, i.e. the full re
search model is tested. Analyses are conducted for each ultimate de
pendent variable - i.e. growth and performance, collectively referred to 
as outcomes - separately. In both these analyses, EO is used as the sole 
explanatory variable in the first step in order to investigate its unique 
explanatory power. In the second step, the full research model is tested 
predicting EO and the outcome variable simultaneously. In this analysis, 
possible direct effects on the dependent variables of; attitudes, industry, 
perceived environment, and resources, are investigated. In the third step 
of the analysis, the model is revised, taking the possible direct relation
ships not foreseen in the research model into consideration. The final 
analysis of the chapter comprises a separate assessment of small business 
owner-managers in order to reveal whether motivation has a stronger 
impact among this group than small business managers in general. 

The direction of the relationships for manifest variables could be ex
pected to resemble those found in Chapter 6. That is, those variables 
expected to show a positive effect on entrepreneurial orientation (EO) 
in the multiple regression, can also be expected to have a positive effect 
on EO, and/or outcomes in the structural models presented in this 
chapter37. As a consequence, the extensive discussion of expected rela
tionships will not be repeated in this chapter. 

In all analyses, firms in which the managing director has been re
placed during the year studied are excluded. A total of 34 cases (8%) are 
excluded due to this. This reduces the sample size from 447 to 414. The 
rationale for this exclusion is that it is difficult to justify the inclusion of 

���,Q�&KDSWHU���LW�ZDV�VWDWHG�WKDW�WKH�DQWLFLSDWHG�HIIHFWV�RI�D�QXPEHU�RI�LQGHSHQGHQW�YDULDEOHV 
RQ�(2�ZHUH�GHULYHG�IURP�SUHYLRXV�HPSLULFDO�ILQGLQJV��FRQFHUQLQJ�WKHLU�GLUHFW�HIIHFW�RQ�DF� 
WXDO�JURZWK�DQG�SHUIRUPDQFH� 

189 



Jönköping International Business School 

predictive constructs directly referring to a particular individual in the 
model (i.e. attitudes) if this individual has been replaced during the 
studied period. It seems dubious to attribute outcomes of a firm to an 
individual who no longer works there. Information about all the vari
ables (except the outcome variables growth and performance) was col
lected in the 1996 survey. Information concerning the outcome vari
ables was collected during 1997. 

��� 3UHGLFWLRQ�RI�JURZWK 

7.0.0 Measures and expected relationships38 

The relative growth rate between 1996 and 1997 was calculated from 
the size figures reported during each of the two survey rounds. These 
growth rates were used to classify the firms into five different growth 
categories. Firms exhibiting annual employment growth figures of 25% 
or above were classified as rapid growers as in Chapter 5. Those report
ing growth figures between 5 and 25% were considered as slow growers. 
Size changes between a negative and a positive 5% were considered as 
non-growth. The same boundaries were used for shrinkage as for 
growth. In other words, firms exhibiting a shrinkage of 25% or more 
were categorised as rapid shrinkers and those shrinking 5 to 25% slow 
shrinkers. In accordance with the logic presented in Chapter 5 (cf. Sec
tion 5.1), 5% was added to the boundaries of each sales growth cate
gory, compensating for productivity increases and inflation. 

The importance of separating organic growth, from growth (or 
shrinkage) as the result of mergers, acquisitions and divestment has been 
previously highlighted (cf. Section 4.4.6). The processes causing these 
two different types of growth may be fundamentally different. In order 
to examine only the organic growth, sales increases as the result of merg
ers and acquisitions were subtracted from, and sales losses from divest
ments were added to, the sales growth measure39. 

���7KH�WKUHH�TXHVWLRQQDLUHV�FDQ�EH�IRXQG�LQ�$SSHQGL[����$�OLVW�RI�DOO�WKH�YDULDEOHV�LQ�WKH�DQDO\� 
VLV��WKH�WKHRUHWLFDO�FRQVWUXFW� WKH\�DUH�FRQQHFWHG�WR��DQG�WKH�TXHVWLRQQDLUH� LWHPV�XVHG� IRU 
WKHLU�PHDVXUHPHQW� LV�SUHVHQWHG� LQ�$SSHQGL[����'HVFULSWLYH� VWDWLVWLFV� IRU� (2�� JURZWK� DQG 
SHUIRUPDQFH�DUH�SURYLGHG�LQ�$SSHQGL[��� 
���'DWD�FRQFHUQLQJ� HPSOR\PHQW� JDLQV� DQG� ORVVHV� GXH� WR�PHUJHUV�� DFTXLVLWLRQV� DQG� GLYHVW� 
PHQWV�ZHUH�QRW�DYDLODEOH� 
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In order to include growth from the entrepreneur’s overall business 
activities, rather than a single firm, growth in subsidiaries and the entre-
preneur’s other existing firms, together with growth in firms established 
during the studied period, were added to the sales growth measure. 

It is interesting to note that this classification of firms is affected very 
little by these adjustments. Only eight firms (2%) change category from 
the one they would be placed in based solely on size changes in the 
principal firm studied. This would indicate that at least when size 
changes over such short a time period as one year are studied, any pre
cautions taken to prevent biased growth measures are of little impor

40tance . It appears that the problems in conjunction with firm unit 
analyses of growth as highlighted by Scott & Rosa (1996) may be exag
gerated. Although they properly recognise the fact that many entrepre
neurs head more than one firm simultaneously, the difference in growth 
rates in their main firm, and growth rates in their portfolio of firms ap
pears to be small. Few entrepreneurs classified as ”non-growth”, based 
on their main firm, turn into ”growth entrepreneurs”, when their port
folio of firms is assessed. 

Two measures of growth compared to competitors were also in
cluded. These measures are important since they can supply information 
as to whether the firms are simply pulled along by market trends, or 
show growth patterns that deviate substantially from their industry in 
general. The first measure is concerned with sales growth and the second 
with market value growth. The latter measure acknowledges that it is 
possible to replace employees by capital. Furthermore, it is argued that 
this measure better reflects the ”real” value of the firm than do account
ancy measures such as assets or net worth. 

In all, four different indicators of growth addressing different aspects 
are utilised, giving the construct a multidimensional nature. The over
reliance on unidimensional growth measures in most previous research 
has been criticised, and multidimensional measures have been called for 
(Birley & Westhead, 1990). 

The alignment among the four indicators is fairly high, with a Cron-
bach’s Alpha value of .71, each indicator given a factor loading of .7 or 
above on a single common factor. This suggests that growing firms tend 

���,Q�&KDSWHU���LW�ZDV�IRXQG�WKDW�D�ODUJHU�QXPEHU�RI�ILUPV�ZHUH�DIIHFWHG�RYHU�D�WKUHH�\HDU 
SHULRG��FI��6HFWLRQ������ 
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to grow along all of the four aspects. Outsourcing of production, or re
placement of employees by capital investments, which would lead to 
growth along only one or two dimensions, does not seem to be a com
mon practice among growing small firms. The fact that only one factor 
was extracted suggests that although growth may be multidimensional 
from a conceptual standpoint, it appears to be a single construct with 
different indicators, in the present empirical research. 

Turning to the measurement of EO, it is treated as a latent construct 
with manifest indicators in the PLS analysis, and information from all 
eight indicators is utilised. In the previous chapter, when EO was used 
as a composite measure, only five of the indicators were used to com
pute the EO index. 

As in the analysis of EO in the previous chapter, firm age and sub
sidiary status are used as control variables. Neither was significant in 
predicting EO, but it is possible that they could have a greater direct in
fluence on growth. 

EO is expected to have a positive influence on growth, following the 
line of reasoning in this dissertation. A negative relationship between 
firm age and growth can be anticipated. The relationship between sub
sidiary status and growth is more difficult to foresee. The reason for in
cluding the variable is to check for possible growth differences between 
independent firms and subsidiaries. 

7.0.0 Results from the analysis of EO as sole predictor of growth 
EO, together with the control variables, is able to explain 16% of the 
variance in growth as shown in Table 7.1. Path coefficients illustrate 
that EO is, by far, the major predictor. As was anticipated, firm age has 
a slightly negative influence on growth; whereas subsidiaries exhibit 
somewhat higher growth than do independent firms. In line with the re
sults observed in Chapter 6, the control variables can only explain EO 
to a very small extent. 

Overall, the model fits the data very well. The root mean square co
variance between the residuals of the manifest and latent variables, RMS 
COV (E, U), is .03. The closer to zero, the better the model fits the 
data. A coefficient above .20 is evidence of an inadequate model, while a 
coefficient of .02 indicates a superior model (Falk & Miller, 1992). 
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The explained variance of 16% is not far below what is commonly 
reported in other studies of firm growth (cf. Delmar, 1996b), and illus
trates that EO has indeed a substantial influence on growth. Still, this 
figure must be considered as relatively low. There are two main expla
nations for this. First, explaining differences in growth during one year 
is a very short time period. If the time frame was extended, explained 
variance would probably increase. However, it is beyond the scope of 
this research to investigate if such is the case. Second, it may be that the 
effect on growth of attitudes, resources, industry and the perceived envi
ronment is not completely mediated by EO. Stated differently, it is pos
sible that the direct effects of these constructs on growth should be 
modelled. This is something which may be investigated, when the full 
model is tested in the following sub-section. 

Table 7.A. PLS results for the effect of entrepreneurial orientation on 
growth. Inner model, i.e. the relationships among latent variables. 

Predictor construct Predicted construct Path coefficient 

Firm age EO -.14 

Subsidiary EO .08 

Firm age Growth -.15 

Subsidiary Growth .15 

Entrepreneurial orientation Growth .30 

Explained variance and model fit 

R2 EO .03 

R2 Growth .16 

RMS Cov (E, U) .03 

Note: 	 Path coefficients are equal to standardised regression coefficients in mul
tiple linear regression analysis. RMS Cov (E, U) measures model fit. The 
closer to zero, the better the model fits the data. 

Turning to individual manifest indicators (Table 7.2), the factor loading 
on EO is highest for two of the three items relating to proactiveness. 
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The risk taking item that was dropped in calculating the EO index in 
Chapter 6 gets by far the lowest loading. 

The factor loadings for growth are different from the figures reported 
above, in that the loadings of all indicators do not reach .7. This is be
cause PLS computes the latent variables in order to maximise the corre
lation among latent variables, rather than maximising factor commu
nality. This is one example of the direct linkage between data and the
ory. Latent constructs are determined by their theoretical context, as 
well as by the indicators themselves (cf. Section 4.10.4 in the method 
chapter). The sales growth indicator is given a somewhat lower loading 
than the other indicators. Since all indicators are reflective, no regression 
weights are reported. 
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Table 7.B. PLS results for the effect of entrepreneurial orientation on 
growth. Outer model, i.e. regression weights and factor loadings for 

manifest indicators. 

Manifest variables	 Weights Loadings 

Control variables 

Firm age (entered as separate variable) 1.00 

Subsidiary (entered as separate variable) 1.00 

Entrepreneurial orientation 

Risk taking 1 

Risk taking 2 

Proactiveness 1 

Proactiveness 2 

Proactiveness 3 

Innovativeness 1 

Innovativeness 2 

Innovativeness 3 

Growth 

Employment growth 

Sales growth 

.24 

.50 

.65 

.77 

.41 

.44 

.53 

.53 

.69 

.59 

Sales growth compared to competitors .76 

Market value growth compared to competitors .78 

7.0.0 Predicting growth by the full model 
The main focus of this analysis lies on testing four things: 

•	 The ability of the theoretical constructs in the model to predict 
growth. 

•	 The ability of the theoretical constructs in the model to explain EO 
in a growth context, i.e. given that growth is the ultimate dependent 
variable: to what extent can the model explain EO? 
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•	 An estimation of the relative importance of different theoretical con
structs in the explanation of growth and EO. 

•	 The possibility of detecting relationships among theoretical con
structs not anticipated in the research model, and possibly leading to 
a revision of the model. 

Thus, the major focus is placed on the inner model, i.e. the latent vari
ables and their relationships, and not the relationships between individ
ual indicators and latent variables in the outer model. 

Table 7.3 shows the results of the analysis. The explained variance of 
growth is .13, which is 3% below the results when EO was used as the 
sole explanatory variable. This is not surprising, given that the totality of 
relationships in the model is optimised and not only that between EO 
and growth. 

No less than 42% of EO is explained in the model. This confirms 
the results from Chapter 6; attitudes, industry, perceived environment 
and resources do explain EO to a substantial degree. Moreover, this is 
equally valid when the ultimate dependent variable is growth. 

The path coefficients for the latent constructs predicting EO provide 
information as to the relative importance of different constructs. Per
ceived environment stands out as the single most important correlate of 
EO, whereas the magnitudes of the other path coefficients are fairly 
similar. All path coefficients reach .10 or above which is given as a lower 
limit at which they give a relevant empirical contribution to the pre
dicted construct (Falk & Miller, 1992). This suggests that all constructs 
in the model contribute to EO. 
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Table 7.C. PLS results for the effect of entrepreneurial orientation on 
growth. Inner model, i.e. the relationships among latent variables. 

Predictor construct Predicted construct Path coefficient 

Attitudes EO .13 

Industry EO -.13 

Perceived environment EO .44 

Entrepreneur’s resources EO .10 

Firm resources EO .16 

Network resources EO .10 

Firm age Growth -.16 

Subsidiary Growth .08 

Entrepreneurial orientation Growth .29 

Explained variance and model fit 

R2 EO .42 

R2 Growth .13 

RMS Cov (E, U) .06 

Note: Path coefficients are equal to standardised regression coefficients in mul
tiple linear regression analysis. RMS Cov (E, U) measures model fit. The 
closer to zero, the better the model fits the data. 

7.0.0 Revised model results 
The explained variance of 13% is not great and could indicate that the 
model is miss-specified to some extent. An assessment of the correlation 
among latent variables suggests some additional direct linkages from ex
planatory variables to growth. In the process of identifying these direct 
linkages, it can be seen that the latent construct ”perceived environ
ment” is given a different content in relation to growth as compared to 
its content in relation to EO. This is to say that the linear combination 
of manifest indicators in relation to the latent construct differs. The re
gression weight for environmental dynamism is negative in relation to 
growth, as opposed to positive in relation to EO. At the same time, the 
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path coefficient for the perceived environment on growth is relatively 
large. This would indicate that it is perhaps inappropriate to combine all 
components of the perceived environment into a single construct, since 
the content of the construct changes depending on whether the correla
tion with EO, or growth, is maximised. Perceived environment is 
therefore separated into its separate dimensions, viz. dynamism, hetero
geneity, hostility, dynamism increase, heterogeneity increase and hostil
ity increase. The ability for each of these dimensions to predict both EO 
and growth is thereafter assessed41. When this is done, and the addi
tional relevant direct link between attitudes and growth is added, the re
sults become as presented in Table 7.4. The graphical representation of 
the model is displayed in Figure 7.1. 

When direct linkages to growth are added from the separate envi
ronmental dimensions, as well as those from attitudes, explained vari
ance increases to 30%. This must be regarded a substantial model im
provement, and a satisfactory prediction of growth. EO is the second 
best predictor of growth, with a path coefficient of .19, which is only 
surpassed by the environmental dynamism increase variable. Moreover, 
the path coefficients for all variables except attitudes, increase in envi
ronmental dynamism, and environmental hostility, are larger in relation 
to EO than in relation to growth. This suggests that EO is an important 
predictor of growth, and that the major effects of explanatory variables 
on growth are mediated though the firm’s degree of EO. 

It would therefore appear relevant to include EO in the model, and 
to mediate the effect of other variables on growth through EO. The fact 
that 41% of EO is explained, and that the mean explained variance of 
the two endogenous variables in the model is 36%, is further support for 
the relevance of the model. 

Environmental dynamism shows the largest positive effect on EO 
and a non-negligible negative effect on growth. This is a surprising 
finding. A positive effect was expected in both cases. The result cannot 
be attributed to multicollinearity with other environmental variables 
such as with increase in environmental dynamism42. Rather, this is re-

���+HUH�LW�ZRXOG�EH�SRVVLEOH�WR�LQWURGXFH�WKH�RULJLQDO�PHDVXUHPHQW�RI�HDFK�RI�WKH�HQYLURQ� 
PHQWDO�GLPHQVLRQV�LQVWHDG�RI�WKH�VXPPHG�LQGLFHV��7KLV�KDV�QRW�EHHQ�GRQH�VLQFH�WKH�FRQVH� 
TXHQFH�ZRXOG�EH�WKDW�WKH�DFWXDO�PHDVXUHPHQW�RI�WKH�YDULDEOHV�ZRXOG�FKDQJH�LQ�WKH�UHYLVLRQ 
SURFHVV� 
���0XOWLFROOLQHDULW\�GLDJQRVLV�ZDV�XWLOLVHG�LQ�PXOWLSOH�UHJUHVVLRQ��XVLQJ�HQWUHSUHQHXULDO�RULHQ� 
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garded a true negative effect - everything else being equal, firms in dy
namic environments grow slower than those in more stable environ
ments. The preferred interpretation of this finding is that a dynamic en
vironment that changes rapidly and is difficult to predict puts greater 
strategic demands on firms. If they do not have the ability to assume an 
entrepreneurial strategic orientation, they will be unable to grow in an 
environment characterised by unpredictability and change. 

The negative effect of dynamism, in combination with the large 
positive effect of dynamism increase, suggests that an environment that 
becomes more dynamic is positive, but it should not be too dynamic, 
unless the firm has an entrepreneurial strategic orientation. Differently 
stated, in order for firms to take advantage of opportunities in the envi
ronment they need to have an entrepreneurial strategic orientation. 

Another reason for the opposite signs in relation to growth may be 
that the actual questions composing the environmental dynamism in
crease construct seem to include dimensions of environmental munifi
cence. One question is, for instance, concerned with increased growth 
opportunities in the industry, which could be seen as an indication of 
increased munificence rather than dynamism (see question B5a in the 
mail questionnaire in Appendix 2). 

The path coefficient from attitudes on growth is .19, indicating that 
it is an equally important predictor of growth as is EO. The effect of at
titudes on EO is also positive; more precisely .12. 

The characteristics of the industry, and all three types of resources, 
have an effect on EO, but not upon growth. 

The importance of the subsidiary control variable disappears as other 
variables are used in predicting growth, implying that whether a firm is 
a subsidiary or not does not affect its growth. The negative influence of 
the age of the firm on growth remains in the revised model, suggesting 
that younger firms grow more than older firms. 

Due to space limitations, the regression weights and factor loadings 
for manifest indicators are reported in Appendix 5A43. The factor load-

WDWLRQ�DQG�JURZWK�DV�GHSHQGHQW�YDULDEOHV�UHVSHFWLYHO\��DQG�WKH�VL[�GLPHQVLRQV�RI� WKH�SHU� 
FHLYHG�HQYLURQPHQW�DV�LQGHSHQGHQW�YDULDEOHV��%LYDULDWH�FRUUHODWLRQV�ZHUH�FDOFXODWHG��1HLWKHU 
DQDO\VLV�UHYHDOHG�PXOWLFROOLQHDULW\� 
���$WWLWXGHV�DQG�SHUFHLYHG�HQYLURQPHQW�DUH�DUJXHG�WR�KDYH�UHIOHFWLYH�LQGLFDWRUV��KRZHYHU��LQ 
$SSHQGL[����WKHLU�UHJUHVVLRQ�ZHLJKWV�DUH�UHSRUWHG��VXJJHVWLQJ�WKDW�WKH�LQGLFDWRUV�DUH�IRUPD� 
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ings for all growth indicators are fairly high with a slight drop for sales 
growth. The lowest loadings on EO is for the risk taking and proactive-
ness items that were dropped when calculating the EO index in Chapter 
6. This implies that not only do these indicators have least in common 
with the other indicators. This effect remains in the context of the full 
model when EO and growth are predicted, supporting the decision to 
drop the items in the previous chapter. The loading for the second and 
final risk taking indicator is also low, implying that risk taking is the 
least important dimension of EO in the context of the model. 

WLYH��7KLV�PD\�VHHP�OLNH�D�FRQWUDGLFWLRQ��7KH�ORJLF�IRU�WKLV�LV�DV�IROORZV��7KH�FKRLFH�KDG�WR�EH 
PDGH�ZKHWKHU�DOO�WKH�RULJLQDO�LWHPV�VKRXOG�EH�XVHG�RU�WKH�LQGLFHV�VXPPHG�LQ�&KDSWHU����,I�DOO 
WKH�RULJLQDO�LWHPV�ZHUH�XVHG�DV�LQGLFDWRUV�RI�RQH�FRQVWUXFW��WKH�DWWLWXGH�FRQVWUXFW�ZRXOG��IRU 
LQVWDQFH��KDYH�D�WRWDO�RI�RYHU����LQGLFDWRUV��0RUHRYHU��WKHLU�FRPPXQDOLW\�ZRXOG�SUREDEO\�EH 
VPDOO��VLQFH�WKH�LWHPV�ZHUH�LQWHQGHG�WR�PHDVXUH�GLIIHUHQW�DWWLWXGLQDO�GLPHQVLRQV��YL]��GLIIHU� 
HQW�W\SHV�RI�JRDOV��IDYRXUHG�ZRUN�WDVNV��H[SHFWHG�FRQVHTXHQFHV�RI�JURZWK�DQG�JURZWK�DVSL� 
UDWLRQV��ZKLFK�LV�HPSLULFDOO\�HYLGHQW�IURP�WKH�IDFW�WKDW�WKH\�DUH�GHULYHG�DV�D�WRWDO�RI�IRXUWHHQ 
IDFWRUV�IURP�WKUHH�VHSDUDWH�IDFWRU�DQDO\VHV� 
$Q�DOWHUQDWLYH�ZRXOG�WKHQ�EH�WR�XVH�HDFK�RI�WKHVH�DWWLWXGLQDO�GLPHQVLRQV�DV�ODWHQW�FRQVWUXFWV 
DQG�WKXV�KDYH�IRXUWHHQ�GLIIHUHQW�DWWLWXGLQDO�FRQVWUXFWV��HDFK�ZLWK�D�QXPEHU�RI�PDQLIHVW�LQGL� 
FDWRUV��7KLV�ZRXOG�KDYH�EHHQ�WKH�SUHIHUUHG�VROXWLRQ��+RZHYHU��LW�LV�LPSRVVLEOH�WR�XVH�D�KLHU� 
DUFKLFDO�VWUXFWXUH�RI�ODWHQW�YDULDEOHV�LQ�3/6�DQDO\VLV��$V�D�UHVXOW��WKHVH�FRQVWUXFWV�ZRXOG�KDYH 
WR� UHSODFH� WKH�XQLILHG�DWWLWXGH�FRQVWUXFW�ZKLFK�ZRXOG� FRPSOLFDWH� WKH�PRGHO� FRQVLGHUDEO\� 
)XUWKHUPRUH��WKH�PDLQ�LQWHUHVW�ZDV�WR�HVWDEOLVK�WKH�MRLQW�HIIHFW�RI�DOO�DWWLWXGHV��L�H��WKH�SDWK 
FRHIILFLHQWV� IURP�DWWLWXGHV�WR�(2�DQG�JURZWK��UDWKHU�WKDQ�SDWK�FRHIILFLHQWV� IURP�GLIIHUHQW 
GLPHQVLRQV�RI�DWWLWXGHV��+HQFH��WKH�GHFLVLRQ�ZDV�PDGH�WR�NHHS�DWWLWXGHV�DQG�SHUFHLYHG�HQYL� 
URQPHQW� DV� FRKHUHQW� FRQVWUXFWV��$V� D� FRQVHTXHQFH� RI� WKLV� GHFLVLRQ�� WKH� VXPPHG� LQGLFHV 
ZHUH�LQVWHDG�XWLOLVHG��&RQFHSWXDOO\��WKHVH�LQGLFHV�DUH�YLHZHG�DV�LQWHUPHGLDWH�YDULDEOHV�EH� 
WZHHQ�WKH�PDQLIHVW�LQGLFDWRUV�DQG�WKH�ODWHQW�FRQVWUXFWV��)XUWKHUPRUH��WKH\�UHIHU�WR�GLIIHUHQW 
GLPHQVLRQV�RI�DWWLWXGHV�DQG�WKH�SHUFHLYHG�HQYLURQPHQW�DQG�WRJHWKHU�UHIOHFW�GLIIHUHQW�GLPHQ� 
VLRQV� RI� WKH� ODWHQW� FRQVWUXFWV� WKDW�� WDNHQ� WRJHWKHU�� IRUP� WKH� FRQVWUXFW�� +HQFH�� WKH\� DUH 
WUHDWHG�DV�IRUPDWLYH�LQGLFDWRUV� 
&RQFHSWXDOO\��WKH�UHODWLRQVKLS�EHWZHHQ�PDQLIHVW�LQGLFDWRUV�DQG�WKH�ODWHQW�DWWLWXGH�FRQVWUXFW� 
ORRNV�OLNH�)LJXUH����DQG�HPSLULFDOO\�OLNH�)LJXUH���LQ�$SSHQGL[��'� 
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Table 7.D. PLS results for the revised model predicting growth. Inner 
model, i.e. the relationships among latent variables. 

Predictor construct Predicted construct Path coefficient 

Attitudes EO .12 

Industry EO -.14 

Dynamism EO .34 

Heterogeneity EO .07 

Hostility EO -.07 

Dynamism increase EO .14 

Heterogeneity increase EO .11 

Hostility increase EO -.10 

Entrepreneur’s resources EO .11 

Firm resources EO .16 

Network resources EO .11 

Firm age Growth -.12 

Subsidiary Growth -.01 

Attitudes Growth .19 

Dynamism Growth -.13 

Hostility Growth -.15 

Dynamism increase Growth .22 

Heterogeneity increase Growth .07 

Hostility increase Growth -.10 

Entrepreneurial orientation Growth .19 

Explained variance and model fit 

R2 EO .41 

R2 Growth .30 

RMS Cov (E, U) .06 

Note: 	 Path coefficients are equal to standardised regression coefficients in mul
tiple linear regression analysis. RMS Cov (E, U) measures model fit. The 
closer to zero, the better the model fits the data. 
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Attitudes 
Subsidiary Firm age 

Entrepreneur’s 
resources 12 19 -12 

11 

Firm Entrepreneurial Small firm 
resources 16 orientation 19 growth 

R2 = .42 R2 = .30 
11

Network

resources -14 34 14 22


-13

Dynamism -10 -10 

Dynamism increase 

-15

Industry Hostility 11 Hostility increase


Heterogeneity Heterogeneity increase 

Figure 7.A. Revised research model predicting entrepreneurial 
orientation and growth, with path coefficients and explained variance 

indicated. Path coefficients below .10 are surpressed. 

��� 3UHGLFWLRQ�RI�VPDOO�ILUP�SHUIRUPDQFH 

7.0.0 Measures and expected relationships 
The same model is now used, but exchanging the outcome variable 
growth with performance. Variables which had a positive or a negative 
influence on growth are expected to have the same influence on per
formance. 

Three questions relating to financial performance were posed. Gross 
profits were divided by current year sales in order to calculate gross mar
gin. The reason for this calculation is that gross margin is maintained to 
be a better measure of ”true” economic performance, since it is size
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neutral. Gross profit, on the other hand, is likely to be leveraged by sales 
volume, thus giving a bias in favour of larger firms. Profits and cash-flow 
compared to competitors were also investigated. When assessing per
formance, comparisons with competing firms in the market reveal im
portant additional information (Birley & Westhead, 1990). The per
formance construct is based on these three financial performance indi
cators, together with the four measures of growth from the previous 
analysis, which gives a relatively broad performance construct. 

7.0.0 Results from the analysis of EO as sole predictor of 
performance 

Explained variance for performance only reaches .13 when EO and 
control variables are used as predictors, suggesting that EO considered 
alone is a better predictor of growth than of performance (Table 7.5). As 
in the previous analysis, the largest path coefficient is achieved for EO. 
The influence of firm age is negative, whilst the influence of subsidiary 
status of .05 should be neglected. Model fit equals the previous analysis. 
RMS Cov (E, U) reaches .04. 
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Table 7.E. PLS results for the effect of entrepreneurial orientation on 
performance. Inner model, i.e. the relationships among latent 

variables. 

Predictor construct Predicted construct Path coefficient 

Firm age EO -.14 

Subsidiary EO .05 

Firm age Performance -.14 

Subsidiary Performance .08 

Entrepreneurial orientation Performance .29 

Explained variance and model fit 

R2 EO .02 

R2 Performance .13 

RMS Cov (E, U) .04 

Note: Path coefficients are equal to standardised regression coefficients in mul
tiple linear regression analysis. RMS Cov (E, U) measures model fit. The 
closer to zero, the better the model fits the data. 

The inner model is displayed in Table 7.644. For the performance con
struct, gross margin is given a relatively low loading, suggesting that its 
communality with the construct is low. In other words, gross margin 
has relatively little in common with the overall performance construct. 
This is not satisfactory. as gross margin is the only objective measure di
rectly reflecting financial performance. 

In order to assess the performance construct in more detail, a separate 
analysis was carried out for the construct, i.e. the construct was assessed 
without the condition that the correlation between EO and perform
ance is maximised. The alignment among the seven performance indi
cators is acceptable with a Cronbach’s Alpha value of .70, each indicator 
being given a factor loading between .50 and .70 on one single common 

���1RWH� WKDW� WKH� ORDGLQJV� LQ� WKLV� WDEOH� UHSUHVHQW� WKH� URWDWHG� VROXWLRQ� WKDW�PD[LPLVHV� H[� 
SODLQHG� YDULDQFH� LQ� WKH� GHSHQGHQW� YDULDEOH� UDWKHU� WKDQ� IDFWRU� FRPPXQDOLW\� IRU� WKH 
µLQGHSHQGHQWµ�IDFWRU� 
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factor. This illustrates the fact that it is not erroneous to use all seven 
indicators in one construct. In a two factor solution, sales growth, em
ployment growth, and sales growth compared to competitors, load on 
one factor and the remaining indicators on another, suggesting that 
growth is not one distinct dimension of performance, and economic 
performance another. The Alpha values, when indicators are summed 
into two indices approximately corresponding to the two factors, are .64 
and .66 respectively. Hence, it would appear that growth and financial 
performance may be viewed as one coherent construct, rather than two 
separate ones. Consequently, all indicators are kept in a single construct 
even though factor loadings are relatively low when the structural rela
tionship between explanatory variables and performance is maximised. 

The loadings of EO are relatively similar to those when growth was 
predicted. The factor loading on EO is highest for two of the items re
lating to proactiveness and two of the items relating to innovativeness. 
Again, the risk taking item dropped when calculating the EO index in 
Chapter 6 gets the lowest loading. 
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Table 7.F. PLS results for the effect of entrepreneurial orientation on 
performance. Outer model, i.e. regression weights and factor loadings 

for manifest indicators. 

Manifest variables Weights Loadings 

Control variables 

Firm age (entered as separate variable) 1.00 

Subsidiary (entered as separate variable) 1.00 

Entrepreneurial orientation 

Risk taking 1 

Risk taking 2 

Proactiveness 1 

Proactiveness 2 

Proactiveness 3 

Innovativeness 1 

Innovativeness 2 

Innovativeness 3 

Performance 

Employment growth 

Sales growth 

.19 

.43 

.56 

.71 

.35 

.49 

.66 

.64 

.69 

.55 

Sales growth compared to competitors .74 

Market value growth compared to competitors .78 

Gross margin .39 

Profit compared to competitors .46 

Cash flow compared to competitors .50 

7.0.0 Predicting performance by the full model 
Table 7.7 exhibits the results obtained from the full model analysis. Ex
plained variance of performance drops to .12 while 39% of EO is ex
plained. Both these numbers are below those which were achieved for 
the growth model. The path coefficient from EO to performance 
reaching .28 is also smaller in magnitude than in the previous model. 
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Table 7.G. PLS results for the effect of entrepreneurial orientation on 
performance. Inner model, i.e. the relationships among latent 

variables. 

Predictor construct Predicted construct Path coefficient 

Attitudes EO .13 

Industry EO -.14 

Perceived environment EO .44 

Entrepreneur’s resources EO .04 

Firm resources EO .13 

Network resources EO .09 

Firm age Performance -.15 

Subsidiary Performance .08 

Entrepreneurial orientation Performance .28 

Explained variance and model fit 

R2 EO .39 

R2 Performance .12 

RMS Cov (E, U) .06 

Note: 	 Path coefficients are equal to standardised regression coefficients in mul
tiple linear regression analysis. RMS Cov (E, U) measures model fit. The 
closer to zero, the better the model fits the data. 

7.0.0 Revised model results 
The revised model results are depicted in Table 7.8 and Figure 7.2 be
low. Explained variance is similar to the growth model; .40 for EO and 
.31 for performance. The root mean square covariance between the re
siduals of the manifest and latent variables, RMS COV (E, U), is .06, 
which is acceptable. 

Regression weights and factor loadings for manifest indicators are re
ported in Appendix 5B. One important full model result is that the 
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factor loading for gross margin has increased, and reaches .51 indicating 
that this objective financial performance indicator has relatively much in 
common with the overall performance construct. 

A direct link from attitudes to performance is added in this revision 
as well as in the previous one. Direct linkages from environmental dy
namism, hostility, and dynamism increase, are also added in both revi
sions. Two additional direct linkages have been added to the perform
ance model. These are the positive impact of the firm’s resources, and 
the negative impact of increased environmental hostility. The influence 
of firm age in the growth model disappears in the performance model. 

When growth is examined in a performance context, the relative im
portance of different predictive variables changes, compared to when 
growth alone is predicted. Firm resources come to the fore, while the 
importance of attitudes and increased environmental dynamism fade. 
Among environmental variables, hostility is given the largest coefficient 
- a negative .19.
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Table 7.H. PLS results for the revised model predicting performance. 
Inner model, i.e. the relationships among latent variables. 

Predictor construct Predicted construct Path coefficient 

Attitudes EO .13 

Industry EO -.15 

Dynamism EO .36 

Heterogeneity EO .08 

Hostility EO -.05 

Dynamism increase EO .14 

Heterogeneity increase EO .12 

Hostility increase EO -.11 

Entrepreneur’s resources EO .11 

Firm resources EO .06 

Network resources EO .12 

Firm age Performance -.09 

Subsidiary Performance -.04 

Attitudes Performance .11 

Dynamism Performance -.14 

Hostility Performance -.19 

Dynamism increase Performance .17 

Firm resources Performance .26 

Entrepreneurial orientation Performance .14 

Explained variance and model fit 

R2 EO .40 

R2 Performance .31 

RMS Cov (E, U) .06 

Note: 	 Path coefficients are equal to standardised regression coefficients in mul
tiple linear regression analysis. RMS Cov (E, U) measures model fit. The 
closer to zero, the better the model fits the data. 
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Attitudes 
Subsidiary Firm age 

26 
Entrepreneur’s 

13 11resources


11


Firm’s Entrepreneurial
 Performance resources orientation 14 
R2 = .31R2 = .40 

12 
Network

resources 14 17
-15 36 

-14

Dynamism 

-19 -11 Dynamism increase


Industry Hostility 12 Hostility increase


Heterogeneity Heterogeneity increase


Figure 7.B. Revised research model predicting entrepreneurial 
orientation and performance, with path coefficients and explained 

variance indicated. Path coefficients below .10 are surpressed. 

��� 2ZQHU�PDQDJHUV��DUH�WKH\�GLIIHUHQW" 
It could be anticipated that motivation could have a stronger impact on 
outcomes for those individuals who own and manage their firms. Miner 
argues that the role of the entrepreneur is determined by the work-tasks 
they perform since entrepreneurs are independent from higher level 
managers (Miner, 1990). A particular motivational system should be as
sociated with success in such a task-system. Miner’s view could be par
ticularly pronounced for those small business managers who also own 
their firms. On the other hand, if the small business manager (i.e. the 
respondent) is not the owner of the firm, it is possible that the owner(s) 
may exert power which to some extent limits the scope of manager’s 
role. Therefore, the influence of motivation on actual outcomes may 

210 



prediction of growth and performance 

well be higher amongst small business managers who have ownership 
control over their firms. 

In order to test this proposition, separate analyses were performed for 
owner-managers. The cases in which the manager and/or his or her 
family owned more than 50% of the firm were considered to be owner-
managers. A total of 238 cases of 414 (57%) fulfilled this criterion. The 
revised models from the total sample analyses were utilised for growth 
and performance respectively, with the exclusion of the subsidiary status 
variable (for obvious reasons). 

The choice was made as to compare owner-managers with the total 
sample, rather than with non owner-managers, since the aim was to find 
out whether owner-managers differ from small business managers in 
general, rather than to compare different types of small business manag
ers with each other45. 

Starting with the revised growth model, explained variance increases 
for both constructs (from 42 to 47%, and from 30 to 33% respectively) 
compared to the total sample analysis. This could, at least partially, be a 
methodological artefact. Since the number of cases is lesser in the pres
ent analysis, it is possible that this increase will partly diminish when 
adjusting explained variance for degrees of freedom. Furthermore, since 
a more homogenous group is analysed, increased explained variance can 
be expected. Turning to the path coefficients in relation to growth, (the 
path coefficients on EO are not commented upon), the major difference 
is that environmental hostility has a larger negative influence on growth, 
(from -15 to -19) and EO a smaller influence, (from .19 to .12). Moti
vation has a more positive influence; however, the change is minuscule, 
from .19 to .21. The reduced path coefficient, which is the sum of the 
direct effect of motivation on growth and its effect mediated through 
EO, increases to a similar extent; from .21 to .23. 

A detailed assessment of the attitude construct shows that the pat
terns of regression weights for individual manifest indicators is similar 
regarding their direction and relative magnitude. One notable difference 
is that the expected consequences of growth regarding firm characteris-

���7KH�PDQDJHUV�ZKR�DUH�QRW�PDMRULW\�RZQHUV�GR�QRW�FRQVWLWXWH�RQH�KRPRJHQRXV�JURXS� 
7KH�RZQHUVKLS�VWUXFWXUH�YDULHV�FRQVLGHUDEO\��6RPH�RI�WKHP�DUH��IRU�LQVWDQFH��PLQRULW\�RZQ� 
HUV��VRPH�HPSOR\HG�PDQDJHUV��7KXV��WKHUH�LV�QR�RQH�VXLWDEOH�JURXS�ZLWK�ZKLFK�WR�FRPSDUH 
WKH�RZQHU�PDQDJHUV� 
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tics has a greater importance and reaches .33. The most accentuated 
difference is, however, is that the goal variable creativity has now the 
largest influence on motivation, with a regression weight of .60. 

Overall, results from this analysis do not support the notion that 
motivation is considerably more important for managers having owner
ship control over their firms, than for small business managers in gen
eral. Although some minor differences can be seen, similarities appear 
greater, and there is little reason to regard owner-managers as a special 
group in this respect. 

Applying the same logic and definitions as in the previous analysis, 
performance was predicted for owner-managers and the results com
pared to the full sample analysis. Explained variance increased for both 
constructs (from 40 to 46%, and from 31 to 34% respectively). As in 
the previous case, this increase should be interpreted carefully due to in
creased degrees of freedom and greater sample homogeneity. 

Path coefficients in relation to performance change to some extent 
(the path coefficients on EO are not commented upon). It would appear 
that the influence of motivation on performance is, if anything, less 
among owner-managers; the path coefficient drops considerably, from 
.15 to .08. The reduced path coefficient is also smaller (.10 compared to 
.15). This is actually the major difference between the full sample 
model, and the owner-manager model. 

This result is not easily interpreted. However, it may be that there are 
systematic differences between owner-managers and other managers re
garding motivation levels, as well as other variables that could contribute 
to growth and performance. t-tests of the differences between the two 
groups were performed, which reveal that such is the case. Owner-
managers were significantly much more interested in working with op
erational work-tasks, and significantly much less interested in working 
with strategic work-tasks. Significant industry and sales volume differ
ences were also found between the two groups. 

Thus, it would appear that owner-managers differ from other small 
business managers in complex ways which may affect many different 
parts of the model, and may confound the relationship between moti
vation and outcomes. In the light of this, and the conflicting results re
garding the influence of motivation on growth and performance, it 
would be unwise to conclude that motivation plays a different role for 
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owner managers than managers in general, in determining small firm 
outcomes. 

��� 'LVFXVVLRQ�DQG�LQWHUSUHWDWLRQ�RI�UHVXOWV 

7.0.0 Introduction 
In this chapter the full research model was tested with PLS analysis. 
Two different outcome variables were utilised; (a) growth and (b) per
formance, and the model was estimated for the two outcome variables 
separately. The analysis was conducted in three steps for each outcome 
variable. First, EO was used as the sole predictive variable (together with 
two control variables). As a second step, the full research model was 
tested. The third step involved model revision, in order to add the direct 
effects on growth and performance unforeseen in the original research 
model. Finally, owner-managers were analysed separately in order to as
certain whether the importance of motivation was greater among them, 
than among small business managers in general. 

7.0.0 Empirical findings 
Two different outcome variables are predicted applying the same initial 
model. These initial models are then revised. The similarities and differ
ences between the two models become clearer when the empirical results 
are assessed in more detail. Based on the revised models, the empirical 
results of factors contributing to growth and performance can be sum
marised as follows46. 
Growth: 

•	 Small growing firms exhibit an entrepreneurial strategic orientation. 
In particular, their strategies are directed towards innovation and 
proactiveness. 

•	 They are often found in environments that are stable, but have be
come considerably more dynamic during the last few years. Envi
ronments are benign rather than hostile. 

���2QO\�WKRVH�LQGLYLGXDO�LQGLFDWRUV�WKDW�KDYH�UHJUHVVLRQ�ZHLJKWV�RI����RU�EH\RQG�DUH�LQFOXGHG� 
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•	 The entrepreneur’s attitudes are important for growth. Attitudinal 
dimensions that contribute the most to growth are; striving towards 
sales growth, an interest in being creative in their work, and working 
with strategic work-tasks. The entrepreneur does not enjoy working 
with direct operations. 

•	 Younger firms tend to grow more than older firms. 

•	 When examining the factor loadings for the EO items in more detail 
it becomes evident that ”undoing the competitors” is relatively un
important for growth (factor loading of .35). At the same time, in
creased environmental dynamism is given a large path coefficient. 
The preferred interpretation of this is that firms grow because of in
creased demand in their market niche rather than by taking market 
shares from competitors. 

Performance: 

•	 Factors that enhance a small firm’s performance include the resources 
of the firm. Of particular importance is the perception of capital 
availability, the perceived size compared to competitors, and the size 
of the management team. An interpretation of perceived size in rela
tion to competitors, is that it is important to be large compared to 
competitors within the specific market niche in which the firm oper
ates. 

•	 The environment is benign. It has become increasingly dynamic, but 
is still stable. 

•	 The strategic orientation of the firm is entrepreneurial. 

•	 The entrepreneur strives for sales growth, likes to be creative and to 
work with strategic as opposed to operational work-tasks. 

Conceptually, growth has been argued to be an indication of perform
ance. When growth and other indicators of performance are combined 
in one construct, the alignment of all dimensions is fairly good. Per
formance appears to be one homogenous construct judging from its 
relatively high Alpha value of .70. Employment growth goes hand-in-
hand with sales growth, and growth is positively associated with eco
nomic performance. This has some important implications: 

•	 Outsourcing does not seem to be very common amongst small firms. 
If this was the case, sales growth without employment growth would 
be common. Even though small business managers may find sales 
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growth, but not employment growth, desirable, this is not reflected 
by their growth pattern. 

•	 Growing firms are not just pulled along by the market trends of their 
principal industry. There is a positive association between a firm’s 
growth rate, and growth compared to competitors. 

Growth is generally not a trade-off for economic performance as sug
gested elsewhere (Lumpkin & Dess, 1996; Zahra, 1991). On the con
trary, growing firms generally exhibit better cash-flow and higher profit
ability. 

•	 The relatively close connection between growth and financial per
formance has a direct implication for small business managers. Since 
growth and economic performance are positively related, growth may 
be a suitable strategy for those small firms wishing to improve their 
financial returns. 

Furthermore, the results reveal that it is possible to predict both con
structs in the same model, with the same sets of variables, which gives 
further support for growth as a relevant manifestation of performance. 
Explained variance is almost equally high for both EO and the outcome 
variable in both analyses. However, the pattern in which variables affect 
growth alone, and growth in the wider performance context, differs. 

One implication of this is that it is necessary to understand that 
growth is not identical with performance, and that measurement of the 
performance variable is crucial for the results obtained. If we wish to ex
plain performance, and use growth as our proxy for performance, results 
will be different than if growth and economic performance indicators 
are used together. When growth is used as the only indicator of per
formance, attitudinal variables become important at the expense of firm 
resources. 

In the process of revising the models, the direct effects of explanatory 
constructs on the outcome variables were added. A particularly consis
tent result is the strong direct effect of the perceived increase in envi
ronmental dynamism. This is not completely surprising, as it corre
sponds to what others have conceptualised. Referring to research on the 
association between EO and performance, Lumpkin & Dess (1996) 
claim that performance may be influenced by factors in addition to EO, 
such as the characteristics of the firm’s environment, and top manage
ment characteristics. 
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Their most important proposition in relation to the present research, 
is that both environmental munificence and EO have independent ef
fects on organisational performance. Their definition of environmental 
munificence as industry growth rate (p. 158) is similar to the ”increased 
growth opportunities” indictor of the ”environmental dynamism in
crease” construct in the present research. Thus, their proposition is sup
ported by the present findings. 

They also hypothesise an interaction effect on performance from EO 
and variables related to motivation (tolerance for ambiguity and need 
for achievement). Such interaction effects are difficult to estimate in 
PLS. The interaction effect between attitudes and EO was tested using 
multiple linear regression, but none could be found. On the other hand, 
an independent effect of motivation was found in both models. This 
suggests that modelling a direct effect of attitudes on perform-
ance/growth, may well be more accurate than modelling an interaction 
effect as proposed by Lumpkin & Dess (1996). 

The large contribution from environmental dynamism increase in 
both models is worthy of some additional comments. Dynamism is, in 
itself, an indication of change. Dynamism increase is a measure of how 
this dynamism has changed during the past three years. The relatively 
crude measures for industry included in the study were not important in 
predicting growth. Furthermore, they are not correlated with environ
mental dynamism increase. Thus, it does not seem that the perception 
of environmental dynamism change depends on any actual objective 
change within a particular industry as a whole. Instead, environmental 
changes which are not captured by the static dynamism or industry vari
ables in the models seem to be of importance. 

However, it is impossible to directly determine if this perceived envi
ronmental change corresponds to more detailed or specific changes in 
the environment (i.e. changes within a particular market niche), or if the 
firms have moved from one market niche into another, and thereby po
sitioned themselves differently within the industry. 

There is a significant positive correlation between environmental 
scanning and the increase in environmental dynamism47. This may be 
taken as an indication that some firms have the ability to position them
selves more favourably in relation to their competitors and customers 

���&RUUHODWLRQ�FRHIILFLHQW� ������S�������� 
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than do other firms. In other words, findings suggest that firms exhib
iting rapid growth and high performance, scan their environments, and 
move to market niches which are more suitable. This conforms to earlier 
findings. Storey (1997) found that rapid-growth firms have the ability 
to be in the right market place at the right time. According to 
Smallbone et al. (1995), almost all rapid-growth firms had identified 
and responded to new market opportunities. 

Thus, it is probable that environmental dynamism increase can be 
regarded as a factor that at least some small firms can influence. They 
seem to have the ability to move from one type of environment to an
other. The important implication for growth and performance is that 
they can move into environments that are more dynamic. This shows 
that firms which grow and perform well respond to both threats and 
opportunities in their environment with both internal and external tar
gets (cf. Section 2.6.1) even though external responses may be more 
costly and difficult to pursue. While large firms may have the capacity to 
influence customers, suppliers and competitors in the environment, 
small firms appear to focus their external responses on changing from 
one type of environment to another. On a more general theoretical 
level, it appears that the perception of environment influences the or
ganisation and its outcomes, but it also seems that the organisation in
fluences its environment. 

The association between increase in environmental dynamism and 
EO is also strong. Particularly the dimension of proactiveness stresses 
the ability to detect new market opportunities. One way of exploiting 
new market opportunities is to direct the firm into a more dynamic en
vironment. 

When comparing the findings in this chapter with the findings from 
Chapter 6, one result emerges with some persistency. Firms having an 
entrepreneurial strategic orientation and growing, are orientated towards 
opportunities. The following variables have positive effects on either EO, 
growth, or both: a proactive and innovative strategic orientation; an in
creasingly dynamic environment; the manager strives for sales growth; 
likes to be creative at work; enjoys strategic work-tasks; is open to and 
accepts advice from formal professional advisors. Negative effects are ob
tained for: a hostile environment; personal interest in operational work-
tasks; reliance on advice from day-to-day contacts. 

217 



Jönköping International Business School 

Again, the definition of the entrepreneurial firm suggested by 
Stevenson (1984) seems appropriate when describing these firms. How
ever, the label ”opportunity-based firms” (Brown, 1998) could be more 
appropriate, since this phrase gives a clearer definition of those firms 
which are directed towards opportunities. The opportunity based firm 
seems to share some features with the adhocracy suggested elsewhere 
(Miller, 1990; Mintzberg, 1979). Adhocracies are claimed to be flexible, 
have flexible organisational structures, and a strategy responsive to com
petitors, customers and market opportunities. A key strategic element 
for this type of firm is innovation. The manager of an adhocracy can be 
expected to be flexible and adventurous. 

Not only is there a consistency in the characteristics of opportunity 
based firms along a number of dimensions (i.e. strategic orientation, 
perception of environmental dynamism, attitudes and relative unim
portance of resources) but is would appear that opportunity based firms 
also grow more. 

When studying the performance of small firms, the picture is some
what more complex. Resources in terms of perceived capital availability, 
management size and perceived size compared to competitors are influ
ential. Even so, the characteristics of the opportunity based firm still 
have some influence on the overall picture, although these are less pro
nounced. Well performing firms may possibly be described as being 
both resource and opportunity oriented firms. 

7.0.0 Some theoretical and methodological reflections 
All theoretical constructs, with the exception of environmental hetero
geneity, are relevant predictors of either, or both, endogenous constructs 
in both models. This justifies the inclusion of attitudes, all three dimen
sions of resources, industry, perceived environment and EO in the 
model. More importantly, all the three theoretical perspectives upon 
which the model is based contribute to prediction, which justifies inte
grating them into one model. 

Considering the fact that the outcome variables predicted (growth 
and performance) have only been studied during a time frame of one 
single year, prediction must be considered as successful. Probably, be
havioural differences between firms would show increases in variance if 
longer time periods are studied. Therefore, explained variance and path 
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coefficients are likely to grow. Zahra (1991) found that the association 
between EO and performance was stronger with a two-year lag between 
the collection of EO and performance data, than with a one-year lag as 
applied in this study. 

Thus, results show that it is possible to derive a limited number of 
theoretical constructs from basic theory and use them as latent variables 
in empirical research. Compared to entering all the manifest variables 
independently, three major advantages are achieved: 

•	 Manifest indicators are given a theoretical content. Management 
team size becomes, for instance, part of the firm’s resources. 

•	 The number of variables in the model is reduced, and it is therefore 
easier to estimate the relative importance of different types of vari
ables, i.e. the relative importance of different latent constructs. 

•	 The link between theory and empirical findings become directly evi
dent from the results. 

The structural modelling capabilities of PLS facilitates the theoretically 
correct placement of EO as a mediating variable between the primary 
explanatory variables and the outcome variable. If, for example, multiple 
linear regression was utilised instead, all variables must be entered as in
dependent of each other, something which may be difficult to justify 
conceptually. 

The findings support the notion that to explain small firm growth 
and performance, explanatory variables from multiple levels are needed. 
Constructs relating to the entrepreneur (attitudes), the strategy of the 
firm, (entrepreneurial orientation) and the perceived environment, (en
vironmental dynamism increase) are important explanatory factors. 

Conceptually, direct effects of resource and attitude variables on firm 
outcomes seem improbable. Unless resources are utilised, and motiva
tion converted into action, outcomes will not be affected. The preferred 
interpretation of these direct linkages is that, although EO captures im
portant strategic dimensions, it does not fully capture all the strategic 
dimensions that influence performance. This is particularly clear in the 
prediction of performance, where a relatively large direct effect of re
sources on performance was found. If other strategic dimensions, such as 
high quality or low costs were included, the link between strategy and 
outcomes would probably have been even stronger, whilst the direct ef
fects of attitudes and resources would decrease or disappear completely. 
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Furthermore, as noted before (cf. Section 3.4.3), EO is a relatively am
biguous concept. Its link to actual entrepreneurial behaviour is unclear. 
The association between EO and actual entrepreneurial behaviour will 
be elaborated in Chapter 8. 

Direct linkages between environment and outcomes are more easily 
accepted from a conceptual standpoint. It may be that particular market 
niches have inherently larger performance and growth opportunities. 
Consequently, firms in these niches grow more, and perform better 
(everything else being equal) as suggested by the revised models. 

In most research up to date, the present conditions of the environ
ment are used to predict growth or performance. This research utilises 
variables that reflect both the present environment, and changes in the 
environment. One important implication is that changes in the envi
ronment appear relatively more important than does the present envi
ronment in predicting firm outcomes. Thus, future research may benefit 
from shifting its focus from studying present conditions of the firm’s 
environment, to more carefully investigating environmental changes. 
This may be particularly valuable when a strategic adaptation approach 
is applied since this approach emphasises adaptation to environmental 
changes. 

Perhaps the most important methodological finding is that self-
perceptive variables can be used to predict actual outcomes. Considering 
that the time frame is only one year, the findings must be regarded as 
giving strong support for this. Future research will reveal if better pre
diction is achieved over longer time frames. The most logical conclusion 
must be that self-perception reflects factual circumstances. Most likely, 
self-perception of strategic orientation reflects actual strategic orienta
tion, and the perception of increased growth opportunities reflects ac
tual increased growth opportunities. If this was not the case, why else 
would all associations with the dependent variables be strong and in the 
expected direction? We can therefore assume with some confidence that 
the self-perception of strategic orientation and environment are indica
tions of actual strategic orientation and environment. 

The findings suggest a causal influence of EO on performance, sup
porting such an assumption. Yet, further research is needed to validate 
this conclusion. Of particular importance is to extend the study over 
more than one year to establish the persistence of the EO-performance 
relationship. It is probable but not certain that an entrepreneurial ori
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entation pays off more over longer time periods. Before giving resolute 
advice to small firms concerning suitable strategic choices, more evi
dence needs to be collected. 
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8 Entrepreneurial orientation and 
entrepreneurial behaviour 

��� ,QWURGXFWLRQ 
In this chapter, a different type of dependent variable is assessed, viz. 
entrepreneurial behaviour. This gives the analysis a slightly different ori
entation compared to the previous chapters, in the sense that the main 
concern is not growth or performance. 

As mentioned previously, EO is a somewhat ambiguous concept that 
is conceptually problematic, since it measures self-perceived strategic 
orientation (cf. Sections 3.4.3 and 7.5.3). The Miller/Covin & Slevin 
scale is relevant only if it reflects the actions taken by the firm. If EO is 
linked to action, then the construct should be able to predict subsequent 
entrepreneurial behaviour. Firms with more of an EO should behave 
more entrepreneurially than firms with less of an EO. This could be 
seen as an abductive way of testing the significance of EO. If EO is not 
related to entrepreneurial behaviour there would be little support for the 
claim that EO should influence performance. Hence, there is reason to 
investigate the relationship between EO and entrepreneurial behaviour 
in greater detail. 

Entrepreneurial behaviour can be used to evaluate EO. But entrepre
neurial behaviour is interesting in itself. Particularly in relation to one of 
the prime concepts under study: namely growth. Growth is sometimes 
assumed to be synonymous with entrepreneurial behaviour, i.e. firms 
that grow are entrepreneurial firms. This is a proposition which needs to 
be empirically assessed. 

The purpose of this chapter is thus twofold; (a) to establish the extent 
to which EO leads to actual entrepreneurial behaviour and (b) to find 
out if growth and other indications of entrepreneurial behaviour are as
sociated with each other. In order to do this, the model predicting 
growth and performance is utilised. The only alteration of the model is 
that entrepreneurial behaviour replaces growth and performance as the 
ultimate dependent variable. As in the analyses in the previous chapter, 
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EO, together with the two control variables firm age, and subsidiary 
status, is first used to predict entrepreneurial behaviour. Then the full 
model is tested, and finally this model is revised to better fit the data at 
hand. 

��� 'HILQLWLRQ�DQG�RSHUDWLRQDOLVDWLRQ�RI 
HQWUHSUHQHXULDO�EHKDYLRXU�DQG�LWV�OLQN�WR 
JURZWK 

Growing firms have been said to exhibit entrepreneurial behaviour 
(Bird, 1989) and growth has been seen as a direct proxy for entrepre
neurial behaviour (Davidsson, 1989; Naffziger et al., 1994). Section 3.7 
emphasised that an alternative to defining performance as growth is to 
test whether growth and performance are related. A similar argument 
could be provided for the study of entrepreneurial behaviour as that for 
performance; it is better to empirically test to what extent growth is as
sociated with other manifestations of entrepreneurial behaviour than to 
define entrepreneurial behaviour as growth. Firms are likely to exhibit 
many different manifestations of entrepreneurial behaviour. Taken to
gether, multiple aspects give a more complete description of the entre
preneurial behaviour of a firm than does growth alone. Therefore, the 
alignment for indicators of growth and other manifestations of entre
preneurial behaviour is tested in the present research. 

It may be helpful to initially define what firm behaviour are to be 
consider as entrepreneurial. Entrepreneurial behaviour is regarded an 
operationalisation of behaviour associated with ”taking advantage of op
portunity by novel combinations of resources in ways which have im
pact on the market”. Much along the same line of reasoning, Lumpkin 
& Dess (1996) view new entry as being the essential entrepreneurial be
haviour. This involves entering a new market or the development of a 
new product as well as launching a new venture. 

In the previous section on EO (Section 3.4.3), several authors made 
reference to entrepreneurial behaviour when they in reality studied EO. 
Yet, their conceptualisations of entrepreneurial behaviour can be relevant. 
Hence, Miller’s (1983a) definition of entrepreneurship as actions relat
ing to risk-taking, innovation and proactiveness can be considered as a 
possible definition of entrepreneurial behaviour. 
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Gartner (1993) holds that entrepreneurship has to do with the for
mation of new organisations. Davidsson (1989) agrees with Gartner in 
that the choice of starting a new firm is entrepreneurial, but argues that 
making the choice of growing an existing business is equally an indica
tion of entrepreneurial behaviour. In addition, he sees product devel
opment and geographic market dispersion as indications of entrepreneu
rial behaviour. 

Taken together, these suggested operationalisations point to a num
ber of actions that can be regarded as entrepreneurial, i.e. the develop
ment of new products and markets, proactive behaviour, risk-taking, 
start-up of new organisations and the growth of an existing organisation. 
Referring back to the definition of entrepreneurship, innovation in 
terms of the development of new products, is behaviour that relates to 
novel combinations of resources, as does the start-up of new organisa
tions. Growth is associated both with taking advantage of opportunity 
and impact on the market place. Market dispersion and entry into new 
markets are actions most closely connected to impact on the market 
place. Proactive behaviour has to do with novelty, i.e. introducing new 
combinations to the market place ahead of competitors. Finally, risky 
behaviour, is most closely connected with taking advantage of opportu
nity in the sense that it reflects the judgement of what is an opportunity. 

Just as for performance, a larger number of aspects of entrepreneurial 
behaviour allow a more comprehensive description of the constructs 
than do fewer. Therefore, behaviour related to the above are considered 
as entrepreneurial. This definition comes close to the definition put 
forward by Barbara Bird, although her definition is not further opera
tionalised: 

Entrepreneurial behavior is opportunistic, value-driven, value-adding, 
risk-accepting, creative activity where ideas take the form of organiza
tional birth, growth, or transformation (Bird, 1989, pp. 5-6) 

Just as in the definition proposed in this dissertation, a range of behav
iour with different manifestations apply here. 
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��� 3UHGLFWLRQ�RI�HQWUHSUHQHXULDO�EHKDYLRXU 

8.0.0 Measures and expected relationships48 

Drawing on the definitions of entrepreneurial behaviour suggested 
above, five types of variables were regarded as manifestations of entre
preneurial behaviour. The first three groups of variables relate to be
haviour corresponding to the three dimensions of entrepreneurial ori
entation, i.e. risky, proactive and innovative behaviours. The fourth 
group is concerned with the establishment of new organisations, i.e. 
start-ups of subsidiaries or additional independent firms. The fifth 
group, finally, is growth. Together, these five dimensions capture a wide 
range of behaviour commonly held to be entrepreneurial. 

The five dimensions of entrepreneurial behaviour are measured as 
follows. Innovation is defined in broad terms. A total of eight questions 
were asked regarding innovative behaviour. Activities relating to the tar
geting of new market segments, new geographic markets, new market
ing practices, changes of product lines, development of new products, or 
the establishment of new organisational forms are all regarded as inno
vative behaviour. This broad view is well in line with Miller’s (1983a) 
”product-market innovation” and Schumpeter’s (1934) definition of in
novation. One question each was asked about risky and proactive be
haviour. Whether the firm had started a subsidiary or the entrepreneur 
had started an independent firm were indicators of the establishment of 
new organisations. The four indicators of growth were retained from the 
analyses in Chapter 7. The questions relating to risky, proactive and in
novative behaviour are original, developed in collaboration with two 
colleagues. All questions were previously used in a large sample of firms 
(Brown & Davidsson, 1998). 

Entrepreneurial behaviour is given an Alpha value of .75, and factor 
loadings between .31 and .66 in a single-factor solution. This suggests 
that the five included dimensions of entrepreneurial behaviour can be 
viewed as one compound construct. 

���7KH�WKUHH�TXHVWLRQQDLUHV�FDQ�EH�IRXQG�LQ�$SSHQGL[����$�OLVW�RI�DOO�WKH�YDULDEOHV�LQ�WKH�DQDO\� 
VLV��WKH�WKHRUHWLFDO�FRQVWUXFW� WKH\�DUH�FRQQHFWHG�WR��DQG�WKH�TXHVWLRQQDLUH� LWHPV�XVHG� IRU 
WKHLU�PHDVXUHPHQW�LV�SUHVHQWHG�LQ�$SSHQGL[��� 
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8.0.0 Results from the analysis of EO as sole predictor of 
entrepreneurial behaviour 

Not surprisingly, EO is a better predictor of entrepreneurial behaviour 
than growth and performance. No less than 27% is explained by this 
variable together with the controls, and the model fits the data well, as 
exhibited in Table 8.1. This supports the view that a strategic orienta
tion characterised by entrepreneurship leads to entrepreneurial behav
iour during the subsequent year. Subsidiary status has also some effect 
on entrepreneurial behaviour, subsidiaries being more entrepreneurial, 
whereas the influence of firm age is negative. This conforms to the 
findings for the prediction of growth and performance. 

Table 8.A. PLS results for the effect of entrepreneurial orientation on 
entrepreneurial behaviour. Inner model, i.e. relationships among 

latent variables. 

Predictor construct Predicted construct Path coefficient 

Firm age EO -13 

Subsidiary EO 6 

Firm age Entrepreneurial behaviour -14 

Subsidiary Entrepreneurial behaviour 15 

Entrepreneurial orientation Entrepreneurial behaviour 45 

Explained variance and model fit 

R2 EO 02 

R2 Entrepreneurial behaviour 27 

RMS Cov (E, U) 04 

Note: 	 Path coefficients are equal to standardised regression coefficients in mul
tiple linear regression analysis. RMS Cov (E, U) measures model fit. The 
closer to zero, the better the model fits the data. 

The factor loadings for the individual indicators are reported in Table 
8.2. Loadings for the EO indicators are similar to those obtained when 
growth and performance were predicted; loadings are highest for the 
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same two proactiveness items and lowest for the same risk taking item. 
The entrepreneurial behaviour loadings are not very high, suggesting 
relatively low communality and that it may be possible to split the con
struct into sub-constructs. 

Just as for performance, a separate analysis, where the entrepreneurial 
behaviour construct is taken out of the model context, was performed. 
Measurement reliability is relatively high for the combined construct. 
Cronbach’s Alpha reaches .75 if the indicators are summed to an index. 
Since measurement reliability is high and the purpose is to predict en
trepreneurial behaviour as opposed to sub-constructs, the decision was 
taken to keep the entrepreneurial behaviour construct and all indicators 
in the analyses. A separate factor analysis was also performed which de
rived four factors. When the Alpha values were calculated for the indi
cators approximately corresponding to each of the factors, Alpha values 
ranged from .39 to .72. 

Returning to Table 8.2, the two start-up indicators get low loadings, 
which possibly could be attributed to very skewed distribution deviating 
from the more normal distribution of other variables. Only a small frac
tion of the firms in the study have started new firms during the studied 
year. 

The loading pattern for the four growth indicators does not deviate 
substantially from other indicators. This, in combination with the high 
Alpha value, suggests that the alignment along growth and other dimen
sions of entrepreneurial behaviour is relatively high. As a result, it seems 
appropriate to view growth as one of a range of possible entrepreneurial 
behaviours. It also shows that growth and other manifestations of entre
preneurial behaviour accompany each other. Firms that are entrepreneu
rial along one dimension also tend to be entrepreneurial along other 
dimensions. 
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Table 8.B. PLS results for the effect of entrepreneurial orientation on 
entrepreneurial behaviour. Outer model, i.e. regression weights and 

factor loadings for manifest indicators. 

Manifest variables Weights Loadings 
Control variables 
Firm age 1.00 
Subsidiary 1.00 
Entrepreneurial orientation 
Risk taking 1 .17 
Risk taking 2 .47 
Proactiveness1 .62 
Proactiveness2 .75 
Proactiveness3 .36 
Innovativeness 1 .44 
Innovativeness 2 .60 
Innovativeness 3 .59 
Entrepreneurial behaviour 
New customers .43 
New marketing practices .39 
New product mix .59 
New product on sale .64 
New product under development. .54 
Risk taking .49 
Proactiveness .56 
New operating procedures .38 
New organisation .36 
Employment growth .42 
Sales growth .36 
Sales growth compared to competitors .48 
Market value growth compared to competitors .54 
Subsidiary start-up .37 
Additional firm start-up .28 
Export volume to new geographical market .40 

8.0.0 Predicting entrepreneurial behaviour by the full model 
The purpose of this analysis is exactly the same as when growth and 
performance were outcome variables, i.e. to test: 

•	 The ability of the theoretical constructs in the model to predict en
trepreneurial behaviour. 

•	 The ability of the theoretical constructs in the model to explain EO 
in an entrepreneurial behaviour context, i.e. given that entrepreneu
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rial behaviour is the ultimate dependent variable: to what extent can 
the model explain EO? 

•	 An estimation of the relative importance of different theoretical con
structs in the explanation of entrepreneurial behaviour and EO. 

•	 The possibility of detecting relationships among theoretical con
structs not anticipated in the research model, and possibly leading to 
a revision of the model. 

Table 8.3 shows the results from the full model analysis. The explained 
variance of growth decreases by 1% compared to the earlier analysis 
down to 26% while 39% of EO is explained. Path coefficients are simi
lar to those when growth was predicted, the major difference being that 
the association between EO and entrepreneurial behaviour is stronger. 

Regression weights and factor loadings for manifest indicators are re
ported in Appendix 5C. 

8.0.0 Revised model results 
The revised model depicted below in Table 8.4 and Figure 8.1 is almost 
equally good at predicting entrepreneurial behaviour and EO. Explained 
variance reaches .43 for entrepreneurial behaviour and .42 for EO. 
Hence, the predictive ability of the research model is better for entre
preneurial behaviour outcomes than growth and performance outcomes. 

When the model is revised, an interesting difference as to when 
growth was predicted emerges. The importance of the personal qualities 
of the entrepreneur become more accentuated. Not only is there a 
stronger direct influence of attitudes on entrepreneurial behaviour but 
there is also a direct link from the entrepreneur’s resources. Fewer envi
ronmental variables have a direct influence on entrepreneurial behav
iour. Apart from this, path coefficients are roughly the same regarding 
sign and rank order. 
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Table 8.C. PLS results for the effect of entrepreneurial orientation on 
entrepreneurial behaviour. Inner model, i.e. relationships among 

latent variables. 

Predictor construct Predicted construct Path coefficient 

Attitudes 

Industry 

Perceived environment 

Entrepreneur’s resources 

Firm resources 

Network resources 

Firm age 

Subsidiary 

Entrepreneurial orientation 

Explained variance and model fit 

R2 EO 

R2 Entrepreneurial behaviour 

RMS Cov (E, U) 

EO 

EO 

EO 

EO 

EO 

EO 

Entrepreneurial behaviour 

Entrepreneurial behaviour 

Entrepreneurial behaviour 

.39 

.26 

.06 

.13 

-.14 

.44 

.04 

.13 

.09 

-.14 

.15 

.44 

Note: Path coefficients are equal to standardised regression coefficients in mul
tiple linear regression analysis. RMS Cov (E, U) measures model fit. The 
closer to zero, the better the model fits the data. 
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Table 8.D. PLS results for the revised model predicting 
entrepreneurial behaviour. Inner model, i.e. relationships among 

latent variables. 

Predictor construct Predicted construct Path coefficient 

Attitudes EO .11 

Industry EO -.15 

Dynamism EO .34 

Heterogeneity EO .08 

Hostility EO -.08 

Dynamism change EO .14 

Heterogeneity change EO .11 

Hostility change EO -.10 

Entrepreneur’s resources EO .05 

Firm resources EO .16 

Network resources EO .12 

Firm age Entrepreneurial behaviour -.06 

Subsidiary Entrepreneurial behaviour .04 

Attitudes Entrepreneurial behaviour .22 

Dynamism change Entrepreneurial behaviour .25 

Entrepreneur’s resources Entrepreneurial behaviour .21 

Entrepreneurial orientation Entrepreneurial behaviour .25 

Explained variance and model fit 

R2 EO .42 

R2 Entrepreneurial behaviour .43 

RMS Cov (E, U) .06 

Note: 	 Path coefficients are equal to standardised regression coefficients in mul
tiple linear regression analysis. RMS Cov (E, U) measures model fit. The 
closer to zero, the better the model fits the data. 
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Attitudes 
Subsidiary Firm age 

Entrepreneur’s 
resources 21 11 22 

 Firm Entrepreneurial Entrepreneurial 
resources 16 orientation 25 behaviour 

R2 = .42 R2 = .43 
12 

Network

resources 14 25
-15 34 

Dynamism -10 Dynamism increase 

Industry Hostility 11 Hostility increase 

Heterogeneity Heterogeneity increase 

Figure 8.A. Revised research model predicting entrepreneurial 
orientation and entrepreneurial behaviour with path coefficients and 

explained variance indicated. Path coefficients below .10 are 
surpressed. 

��� 'LVFXVVLRQ�DQG�LQWHUSUHWDWLRQ�RI�UHVXOWV 
The purpose of this chapter was: (a) to establish the extent to which EO 
leads to actual entrepreneurial behaviour and (b) to find out whether 
growth and other indications of entrepreneurial behaviour are associated 
with each other. In order to do so, the model predicting growth and 
performance was utilised; entrepreneurial behaviour replacing growth 
and performance as the ultimate dependent variable. 

Starting with the evaluation of the research model, explained variance 
is higher when entrepreneurial behaviour is predicted, than when 
growth and performance are predicted. The path coefficient from EO is 
larger and only three direct linkages are added when the model is re
vised. 
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The strong link between EO and entrepreneurial behaviour is hardly 
surprising. It could be expected that an entrepreneurial strategic orien
tation also leads to actual entrepreneurial behaviour. On the other hand, 
this finding has two important implications: 

•	 Measurement of the firm’s strategic orientation is based on the self-
perception of the entrepreneur. Findings validate that this self-
perception reflects the objective strategic orientation of the firm - if 
we assume that the respondents’ perception of their own behaviour is 
unbiased. Those firms that have more of an entrepreneurial orienta
tion also engage in more entrepreneurial action. 

•	 Although strongly related, EO and entrepreneurial behaviour are not 
the same concept. This is illustrated by the fact that EO alone ”only” 
explains 27% of entrepreneurial behaviour, and that other constructs 
give important predictive contributions. As suggested here and else
where (Lumpkin & Dess, 1996), EO is clearly separate from entre
preneurial behaviour both conceptually and empirically, and the two 
concepts should not be confused. 

Just what is EO then? Zahra’s (1991) argument that Miller’s scale meas
ures disposition towards, rather than actual involvement in entrepreneu
rial activity, should be taken seriously and could be extended. Based on 
the present results, it can be suggested that EO comprises two compo
nents; one that is action-oriented, resulting in actual entrepreneurial be
haviour. This component may be labelled strategic action. The other 
component does not have any strong link to entrepreneurial behaviour. 
Rather, it reflects the mental orientation or ”way-of-thinking” (Melin & 
Hellgren, 1993) of the small business manager; a way-of-thinking which 
is not necessarily reflected in action. The fact that EO involves these 
”softer” characteristics that are not converted into action probably con
tributes to the reduction of the explanatory power of the EO-
performance and EO-growth relationships in the preceding chapter. 

Entrepreneurial behaviour is a relatively homogenous construct with 
an Alpha value of .75. Firms that, for example, are innovative and de
velop new products also reorganise more often, start new subsidiaries or 
new independent firms to a larger extent, and are more proactive. Al
though Lumpkin & Dess (1996) from a conceptual standpoint, hold 
that not only firms that exhibit high levels in all dimensions should be 
regarded entrepreneurial, it seems that entrepreneurial behaviour is one 
coherent type of behaviour, with many different but co-ordinated 
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manifestations. This supports Miller’s notion that entrepreneurial firms 
are entrepreneurial along a number of dimensions simultaneously 
(Miller, 1983a). 

Turning now to the specific association between entrepreneurial be
haviour and growth, it appears that growth and other manifestations of 
entrepreneurial behaviour go together, supporting the claim that grow
ing firms are also entrepreneurial firms. Further, the same model can be 
used to explain growth, as well as growth in the wider entrepreneurial 
behaviour context. This, in itself, is an important finding. 

However, entrepreneurial behaviour comprises a number of different 
aspects, growth being only one of these aspects. This is illustrated by the 
fact that although the same basic research model can be used to explain 
both growth and entrepreneurial behaviour, revisions lead the final 
models in somewhat different directions. 

To illustrate the difference in results achieved depending on whether 
growth is our only proxy for entrepreneurial behaviour, or the multidi
mensional construct is utilised, the characteristics of firms that grow and 
show entrepreneurial behaviour are summarised below. 

Entrepreneurial behaviour: 

•	 Small firms tend to engage in entrepreneurial action when they have 
an entrepreneurial strategic orientation, proactiveness and innova
tiveness being key strategic dimensions. 

•	 The environments they reside in have become more dynamic. 

•	 The entrepreneur generally strives for sales growth, likes to be crea
tive at work and work with strategic work-tasks as opposed to opera
tional ones. 

•	 He or she tends to be young, to have a long education, and to be the 
founder of the business. 

Growth: 

•	 Small growing firms exhibit an entrepreneurial strategic orientation. 
In particular, their strategies are directed towards innovation and 
proactiveness. 

•	 They are found in environments that are stable, but have become 
considerably more dynamic over the last few years. Environments are 
benign rather than hostile. 
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•	 The entrepreneur’s attitudes are important for growth. Attitudinal 
dimensions that contribute the most to growth are; striving towards 
sales growth, an interest in being creative in their work, and working 
with strategic work-tasks. The entrepreneur does not enjoy working 
with direct operations. 

•	 Younger firms tend to grow more than older firms. 

•	 When examining the factor loadings for the EO items in more detail 
it is evident that ”undoing the competitors” is relatively unimportant 
for growth (factor loading of .35). At the same time, increased envi
ronmental dynamism is given a large path coefficient. The preferred 
interpretation of this is that firms grow because of increased demand 
in their market niche rather than by taking market shares from com
petitors. 

This tells us that growth is indeed an important manifestation of entre
preneurial behaviour, but they are not one and the same. The measure
ment of the entrepreneurial behaviour variable has large influence on 
the explanatory model. If growth is our only proxy for entrepreneurial 
behaviour, results are different than if a larger set of variables reflecting 
multiple aspects of entrepreneurial behaviour are utilised. 

In addition to the empirical findings of the characteristics of firms 
which exhibit entrepreneurial behaviour, two methodological findings 
can be emphasised: 

•	 Entrepreneurial behaviour and growth are not one and the same. Re
searchers aiming to define entrepreneurial behaviour should recog
nise this, and use multi-item measurement of entrepreneurial behav
iour. 

•	 The measurement of EO is useful, but far from perfect. A measure
ment instrument that more clearly reflects strategic action would 
probably increase the explanatory power of EO. Since an entrepre
neurial strategy seems critical for the performance of small firms, it is 
essential that such a measurement instrument is developed. 

Entrepreneurship is often assumed to be something inherently good, 
something firms should strive for. Therefore, it is essential to examine 
the connection between entrepreneurship and success. Although EO is 
starting to become an established concept together with and defined by 
a well-known measurement instrument, it is a relatively vague concept. 
The application of measures more clearly aimed at capturing the entre
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preneurial dimensions of a firm’s strategic actions would probably rein
force the empirical relationship between entrepreneurship and success. 
The development of such a measurement instrument is a major chal
lenge for researchers in the field. 
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9 Conclusions and implications


��� ,QWURGXFWLRQ 
As stated in the first few sentences of this dissertation, the research pre
sented here has its origin in two basic questions. Why is it that some 
small firms perform well and grow, while others do not? Does entrepre
neurship play a role in this process? The actual research questions were 
specified as follows: 

•	 Is it possible to identify crucial factors that enhance or restrict small 
firm growth and performance? 

•	 If so, which are these factors? 

•	 In what pattern do these factors affect growth and performance, i.e. 
how should small firm growth and performance be modelled? 

•	 What is the relationship between entrepreneurship on the one hand 
and small firm growth and performance on the other? 

To answer these questions, a controlled sample of small firms was stud
ied in order to establish if they differed systematically in any other ways 
than those of growth and performance. Therefore, the differences along 
a multitude of dimensions between small firms exhibiting different 
growth patterns and performance levels were studied. 

This chapter provides a summary of the most important empirical 
and theoretical findings. Implications for practitioners and policy mak
ers are provided on the basis of these findings. The theoretical frame
work is assessed and further developed, covering an overall assessment of 
the usefulness of the utilised theoretical perspectives, a modification of 
the research model and an extension of Stevenson’s conceptualisation of 
entrepreneurship. These modifications draw on the findings, but in a 
relatively loose manner. Other insights acquired during the process of 
writing this dissertation are utilised to further the discussion. Finally, 
limitations of the present study and suggestions for future research are 
discussed. 
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��� $�VXPPDU\�RI�WKH�HPSLULFDO�ILQGLQJV 

9.0.0 Characteristics of small growing firms 
Findings in relation to research question 1a: is it possible to identify crucial 
factors that enhance or restrict small firm growth? 

Small firm growth is not a (totally) haphazard process. There are 
three empirical arguments in support of this statement. First, in causal 
analysis, firm growth is given an acceptable prediction by a limited 
number of theoretically derived variables. That is to say, other factors 
than mere chance can explain small firm growth. Second, similar results 
are obtained when historic growth is analysed in Chapter 5 and when 
subsequent growth is predicted in Chapter 7. Third, a large proportion 
of those firms categorised as rapid growers in the 1993 to 1996 period 
still remained in this category in 199749. 

Findings in relation to research question 2a: if so, which are these factors? 

In Chapter 5, differences between firms exhibiting rapid growth in 
the past and other firms, were analysed. In Chapter 7, longitudinal data 
from 1996 and 1997 were used to predict growth. Many of the findings 
from the two chapters are similar which reinforces them, corroborates 
their validity and reduces the risk of obtaining results that are merely 
methodological artefacts. The most important and consistent findings 
from these two chapters that deserve special mention are as follows: 

•	 Growing firms have a strategic orientation that can be summarised as 
entrepreneurial. 

•	 The firm’s perceived environment is of great importance to growth. 
Of particular importance is change in environmental dynamism. 
Small firms that face an environment with increasing dynamism tend 
to grow faster. 

•	 Aiming for growing market niches seems to be more important for 
growth than taking market shares from competitors. Put differently, 
it seems more important to position the firm in market niches where 

���7KH�FKDQFH�WKDW�D�UDSLG�JURZWK�ILUP�LQ�WKH������WR������SHULRG�ZRXOG�UHPDLQ�D�UDSLG 
JURZWK�ILUP�LQ�WKH�VXEVHTXHQW�\HDU� LV�DOPRVW���WLPHV�JUHDWHU�WKDQ�WKH�FKDQFH�WKDW�D�QRQ� 
UDSLG�JURZWK�ILUP�GXULQJ�WKH������WR������SHULRG�ZRXOG�EHFRPH�D�UDSLG�JURZWK�ILUP�LQ�WKH 
VXEVHTXHQW�\HDU��S����������� 
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customer demand is increasing than to pursue a strategy aimed at 
confronting the competition. 

•	 Managers of rapid-growth small firms like working with strategic 
work-tasks. 

•	 Younger firms tend to grow faster than older firms. 

•	 Growth through portfolios of firms does not seem an alternative to 
growing a single firm. On the contrary, entrepreneurs heading rap
idly growing firms tend more often to start subsidiaries and inde
pendent new firms and to grow these firms. Thus, portfolio entre
preneurship boosts growth. 

•	 Subsidiary status is unimportant to growth. Small firms that are sub
sidiaries in company groups grow neither faster nor slower than those 
that are independent. 

•	 Resources seem to be of relatively little importance to growth. This 
finding is equally consistent and valid regardless of whether the indi
vidual resources of the entrepreneur, the firm, or resources that are 
obtainable through the entrepreneur’s network are studied. 

•	 Growth aspirations in terms of employees and the expected conse
quences of employment growth are attitudinal dimensions of rela
tively little importance to actual growth. 

Other findings are not equally as clear in both chapters. This is not sur
prising, considering that growth during different time periods is studied 
and that analysis methods differ. However, in many cases, strong find
ings from the causal PLS analysis in Chapter 7 (subsequent growth) are 
given some support in weaker tendencies in the same direction in 
Chapter 5 (past growth). Results of particular interest are: 

•	 There is a difference between attitudes towards sales and employ
ment growth. Positive attitudes in relation to sales growth have a 
positive impact on actual growth, whereas attitudes towards em
ployment growth are relatively unimportant. 

•	 The small business managers’ attitudes to their work seem more im
portant for growth than their attitudes to possible benefits they can 
derive from their work. That is, the importance of, for instance, 
achieving a good standard of living, or self-fulfilment through work 
have no association with growth. On the other hand, to be creative at 
work, and work with strategic work-tasks, has a positive influence on 
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growth, while the preference of working with operational work-tasks 
has a negative influence. 

9.0.0 Characteristics of small firms that perform well 
Findings in relation to research question 1b: is it possible to identify crucial 
factors that enhance or restrict small firm performance? 

The research model predicting growth was almost exactly equally suc
cessful at predicting performance. Although this is the only analysis 
concerned with performance while those concerning growth were more 
extensive (only one chapter is concerned with performance, whereas two 
deal with growth), there is little reason to believe that results are spuri
ous. As for growth, performance is given an acceptable prediction by a 
limited number of theoretically derived variables in causal analysis. That 
is, other factors than mere chance explain performance. Thus, it is rela
tively safe to conclude that it is possible to identify crucial factors that 
enhance or restrict small firm performance. 

Findings in relation to research question 2b: if so, which are these factors? 

Based on the analysis of Chapter 7, the following statements can be 
made with some confidence about small firms that exhibit high per
formance: 

•	 Capital availability appears to enhance performance. Well perform
ing small firms feel that they have easier access to capital needed for 
expansion. 

•	 These firms perceive their own firms to be larger than their com
petitors, indicating that it is important to be large compared to com
petitors within the specific market niche in which the firm operates. 

•	 Management team size has an effect on performance. Well perform
ing firms have larger management teams. 

•	 The strategic orientation of the firm is entrepreneurial. 

•	 Aiming for growing market niches seems to be more important for 
growth than taking market shares from competitors. Put differently, 
it seems more important to position the firm in market niches where 
customer demand is increasing than to pursue a strategy aimed at 
confronting the competition. 
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•	 The firm’s perceived environment is of great importance to perform
ance. Generally, the environment is benign. It has become increas
ingly dynamic, but is still stable. Of particular importance is change 
in environmental dynamism. Small firms that face environments 
with increasing dynamism tend to perform better. 

•	 Entrepreneurs of high-performing firms strive for sales growth, like 
to be creative at work, and to work with strategic work-tasks as op
posed to operational ones. 

9.0.0 Growth and performance: are they one and the same? 
It is interesting to note the similarities and differences among firms that 
grow and perform well. Assessing first the factors that contribute to 
growth and performance; i.e. attitudes, strategic orientation and envi
ronment. These factors largely influence both performance and growth 
in the same way. The major difference lies in resources, where the re
sources of the firm have an influence on performance, but not on 
growth. 

Turning to the constructs for measuring growth and performance, it 
would appear that growth can serve as a proxy for performance. The 
alignment among growth and other manifestations of performance is 
satisfactory. Both these concepts should be viewed as multi-aspect con
structs manifested in a number of different ways. 

As a consequence, the objective cannot be to obtain a total alignment 
along different dimensions (i.e. a Cronbach’s Alpha value of 1.0). In ad
dition, it is necessary to capture a variety of different dimensions of 
performance. That is, it is better to measure other aspects of performance 
together with growth. This is illustrated by the fact that the same theo
retical model can be used to predict both constructs, but the relative 
importance of different explanatory constructs in the model differs. 

Another implication of these results is that financial performance and 
growth are closely associated. Thus, growth seems to be an appropriate 
strategy for small firms to enhance their financial performance. 
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9.0.0 Modelling small firm growth and performance 
Findings in relation to research question 3: in what pattern do these factors 
affect growth and performance, i.e. how should small firm growth and per
formance be modelled? 

The research model was derived from theory. When confronted with 
the data, it turned out to be, on the whole, appropriate, although some 
modifications were suggested as a result of the analyses. In light of the 
findings, the research model can be further refined. These modifications 
of the model, which also acknowledge the possibility of feed-back, are 
presented in Section 9.4.1. However, it is possible to evaluate the mod
elling of the present research model, which is done here. 

The findings support the notion that in order to explain small firm 
growth and performance, explanatory variables from multiple levels are 
needed. Constructs relating to the entrepreneur (attitudes), the strategy 
of the firm (entrepreneurial orientation) and the perceived environment 
(environmental dynamism increase) are important explanatory factors. 

The placement of EO as a mediating variable between the primary 
explanatory variables and the outcome variables appears conceptually 
relevant. However, direct effects from the firm’s resources, attitudes, and 
the perceived environment were suggested by the PLS analyses. Con
ceptually, direct effects from resource and attitude variables on firm out
comes seem unlikely. Unless resources are put into use and motivation is 
converted into action, outcomes will not be affected. The preferred in
terpretation of these direct linkages is that, although EO captures im
portant strategic dimensions, it does not fully capture all the strategic 
dimensions that influence performance. This is particularly obvious in 
the prediction of performance, where a relatively large direct effect from 
resources on performance was found. If other strategic dimensions, such 
as high quality or low costs were included, the link between strategy and 
outcomes would probably have been even stronger while the direct ef
fects from attitudes and resources would decrease or disappear com
pletely. 

Direct linkages between environment and outcomes are more easily 
accepted from a conceptual standpoint. It may be that particular market 
niches have inherently larger performance and growth opportunities. 
Consequently, firms in these niches grow more and perform better, eve
rything else being equal, as suggested by the revised models. 
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9.0.0 Entrepreneurial orientation, entrepreneurial behaviour, 
and growth 

Findings in relation to research question 4: what is the relationship between 
entrepreneurship on the one hand and small firm growth and performance 
on the other? 

Management theory suggests that strategic choices influence per
formance. Previous research regards entrepreneurial dimensions of strat
egy to be of great importance in general, and furthermore that an entre
preneurial strategy has a great impact on performance. 

EO was used to reflect the entrepreneurial dimensions of strategy, 
and an established measurement scale was utilised. The measurement 
scale was hypothesised to reflect the small business manager’s strategic 
orientation, reflecting the willingness of a firm to engage in entrepre
neurial behaviour. Moreover, in small firms, the strategic orientation of 
the manager is likely to be equal to the strategic orientation of the firm. 
In accordance with the majority of previous research, EO is argued to 
consist of three separate dimensions; risk-taking, proactiveness and in
novation. 

Based on the relationship between EO and entrepreneurial behav
iour, it can be suggested that EO comprises two components. One 
component is action-oriented resulting in actual entrepreneurial behav
iour. This component may be labelled strategic action. The other com
ponent does not have any strong link to entrepreneurial behaviour. 
Rather, it reflects the mental orientation or ”way-of-thinking” of the 
small business manager, not necessarily adopted. 

The fact that EO involves these ”softer” characteristics that are not 
converted into action probably contributes to reducing the explanatory 
power of the EO-performance and EO-growth relationships. Regardless 
of this, EO and the way it is measured in this research, has a substantial 
influence on growth and performance. The application of a measure
ment instrument more clearly aimed at capturing the entrepreneurial 
dimensions of a firm’s strategic action would probably strengthen the 
empirical relationship between entrepreneurship on the one hand, and 
growth and performance on the other. 

Thus, there is a link between entrepreneurship on the one hand and 
growth and performance on the other in the sense that an entrepreneu
rial strategic orientation influences growth and performance. But there 
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is also another connection between entrepreneurship and growth. It 
would appear that growth and other manifestations of entrepreneurial 
behaviour are closely associated, supporting the claim that growing firms 
are also entrepreneurial firms. Furthermore, the same model can be used 
to explain growth, as well as growth in the wider entrepreneurial be
haviour context. This, in itself, is an important finding. 

However, entrepreneurial behaviour comprises a number of different 
aspects, growth being only one of these aspects. This is illustrated by the 
fact that although the same basic research model can be used to explain 
both growth and entrepreneurial behaviour, revisions lead the final 
models in somewhat different directions. 

This tells us that growth is indeed an important manifestation of en
trepreneurial behaviour, but they are not one and the same. The meas
urement of the entrepreneurial behaviour variable has a large influence 
on the explanatory model. If growth is our only proxy for entrepreneu
rial behaviour, results obtained are different than if a larger set of vari
ables reflecting multiple aspects of entrepreneurial behaviour are util
ised. 

9.0.0 Overall findings 
To some extent, the empirical findings are those expected in light of the 
theories employed. In other words, these empirical findings confirm 
what is hypothesised by theory. This may seem a somewhat bleak find
ing. However, it points to one of the important roles of research - either 
to dismiss or to confirm our beliefs. There is a radical difference be
tween believing in something and providing scientific evidence as proof. 

There are a number of findings that challenge the employed theories. 
This is, for instance, illustrated by the revisions of the research model in 
Chapter 7. Other results refine what was anticipated at the outset. An 
example of this may be that changes in the environment appear to be 
relatively more important than the present environment, in predicting 
firm outcomes. 

Moreover, in the process of determining the relative importance of 
theoretical constructs in predicting small firms growth, some theoretical 
suggestions are given larger support than others. If the relative impor
tance given to theoretical constructs had been different and the model 
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revised in other ways, the conclusions drawn at the more general level 
would change, resulting in a different ”broad picture”. 

Looking at the broader picture, we can now return to our two initial 
questions. Why is it that some small firms perform well and grow while 
others do not? Does entrepreneurship play a role in this process? 

We can conclude with some confidence that growing firms are en
trepreneurial and opportunity based. They detect and take advantage of 
opportunities. This is reflected in the attitudes of the entrepreneur, the 
strategic orientation of the firm, and the characteristics of the environ
ment in which the firm operates. The environment can supply the firm 
with opportunities, which are created in a dynamic environment that 
firms with an entrepreneurial orientation can take advantage of 
(Stevenson & Gumpert, 1991). This answers the question of how they 
are able to recognise and take advantage of opportunity. But this state
ment immediately begs the question posed by Bull & Willard (1993). 
Why do some individuals and firms choose to pursue opportunities 
while others do not? The best available explanation lies in the attitudes 
of the entrepreneur, viz. the desire to be creative at work, and to strive 
for sales growth. 

When studying the performance of small firms, the picture is some
what more complex. Here, resources in terms of perceived capital avail
ability, management size and perceived size compared to competitors are 
influential. Even so, the characteristics of the opportunity based firm has 
some, although a less pronounced influence. Well performing firms 
could possibly be described as being both resource and opportunity ori
ented firms. This definition has some interesting theoretical implica
tions in relation to Stevenson’s conceptualisation of entrepreneurship, 
further developed in Section 9.4.2. 

Turning now to the question of the role of entrepreneurship in small 
firm growth and performance. It would appear that entrepreneurship 
plays a role in two different ways. First, growing and well performing 
firms tend to have an entrepreneurial strategic orientation, taking ad
vantage of opportunity. Second, growing firms exhibit entrepreneurial 
behaviour across a wide range of aspects. 
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9.0.0 Evaluation of the research model 
The point of departure for this research was that small firm growth and 
performance are complex phenomena. In order to deal with this com
plexity, two research strategies have been utilised in parallel. The first 
has to do with allowing complexity into the picture. This was done by 
employing a multi-disciplinary theoretical frame of reference, utilising 
different levels of analysis (i.e. individual, firm and environment) and 
studying a large number of variables relating to the different levels of 
analysis and theoretical perspectives. Complex relationships among vari
ables were allowed for by introducing structural modelling (i.e. PLS). 

The second research strategy is concerned with controlling complex
ity. In order to do this, the sample was stratified by three different crite
ria. In addition, the large number of variables were treated as manifest 
indicators of a limited number of theoretical constructs at a higher level 
of abstraction. Furthermore, the empirical analyses in Chapters 5, 6 and 
7 ranged from the relatively simple to the more complex. I will attempt 
to evaluate the relevance of the combination of these two research 
strategies, based mainly on the findings from Chapter 7, where the full 
research model was tested. 

To large extent, findings from the three empirical chapters support 
each other which reinforces them, corroborates their validity and re
duces the risk of achieving results that are merely methodological arte
facts. 

All theoretical constructs with the exception of environmental het
erogeneity were relevant predictors of either EO, or actual outcomes, or 
both, when small firm growth and performance was predicted in Chap
ter 7. This justifies the inclusion of the theoretical constructs; attitudes, 
all three dimensions of resources, industry, the perceived environment 
and EO in the research model. It also illustrates that it is both possible 
and of value to abstract a large number of manifest variables into theo
retical constructs. A limited number of abstract, theoretical constructs 
can be given an empirical content and successfully used to predict 
growth and performance. To say that entrepreneurial strategic orienta
tion, attitudes, and increased environmental dynamism contribute to 
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growth and performance is more meaningful than providing a long ar
ray of the manifest variables these constructs are grounded in. 

Possibly of more importance is that all three theoretical perspectives 
upon which the model is based contribute to prediction, which justifies 
their integration into one model. It also shows that variables on the in
dividual, firm and environmental levels can contribute to the prediction. 
Thus, no category of variables represent epi-phenomena which can be 
ignored in the prediction of small firm growth and performance. 

A great number of largely untested conceptual models exist in the 
entrepreneurship field. The approach taken here allows a direct link 
between empirical findings and theoretical model. This includes the link 
between observational variables and theoretical constructs as well as the 
causal structure among variables. 

9.0.0 Implications for the theoretical perspectives in the model 
The research model was derived from a general theoretical model that, 
in turn, was based on the integration of three different theoretical per
spectives. In light of the empirical findings, it is possible to assess the 
applicability of these three perspectives in the context of small firm 
growth and performance. 

Overall, resources could not be seen as particularly important in pre
dicting growth as anticipated by Penrose and others. In this dissertation, 
resources have been conceptualised in accordance with the resource based 
view of the firm but operationalised in accordance with more traditional 
entrepreneurship literature, largely based on the socio-demographic 
characteristics of the entrepreneur. In this respect, the categorisation put 
forward by Greene et al. (1997) was followed in identifying relevant re
source dimensions (cf. Section 3.3). The resource based view emphasises 
resources which are heterogeneous across firms and difficult to create, 
substitute or imitate. A criticism is that resources, in this sense, have not 
been sufficiently operationalised (Miller & Shamsie, 1996, p. 521). This 
may be due to the qualitative nature of the type of resources often 
claimed to be important (e.g. reputation, subtle creative abilities, col
laborative skills and relationship management). 

Whether the apparent lack of importance of resources is due to weak 
operationalisation/measurement of resources, or the lack of importance 
of the resources based view in this research context is impossible to de
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termine. A third and additional possible explanation for the relative 
unimportance of resources may be that it is their combination, i.e. the 
firm’s capabilities, that are important, not the resources per se. It they 
are combined in innovative ways, they could contribute to growth and 
performance. Resources are basic inputs to the production process, 
whereas capabilities refer to the capacity for a co-ordinated set of re
sources to perform certain tasks or activities. It may be better to focus on 
the capabilities of the firm as suggested by Baden-Fuller (1995) instead 
of the resources as such. 

The preferred interpretation is that to focus on resources is not the 
best way of advancing our understanding of small firm growth and per
formance. Capabilities should instead be investigated more carefully. If 
resources, as conceptualised by the resource based view, are to have a 
place in entrepreneurship research, efforts must be devoted to opera
tionalising the resource based view properly in this research context, in 
terms of identifying the relevant capabilities derived from these re
sources. So far, this has not been done to a sufficient extent. In light of 
this, it would appear unwise to integrate both resources and capabilities 
into one construct, as was done in the research model. 

Identifying and operationalising critical capabilities that influence 
small firm growth and performance is indeed no easy task. Efforts in this 
direction have, so far, been limited in the resource based literature 
(Miller & Shamsie, 1996). 

Turning to psychological theory, the time and energy devoted to 
certain tasks (e.g. growing a firm), are dependent on the individual’s 
motivation to perform these tasks. According to Kanfer & Ackerman 
(1989) performance is jointly determined by motivation, ability, and 
task characteristics. It would appear that firm growth and performance 
are better explained by motivational variables than by ability variables. 
Researchers need to gather information on variables that are important 
to the phenomenon studied, rather than those that are easy to access. 
Experience, education, gender, age and similar areas are individual abil
ity factors that have been frequently researched, probably because they 
are easily accessible and measured (Cooper, 1995). There is little sup
port to show that they are important to small firm growth and perform
ance. Instead, a shift towards motivation is required. The present find
ings confirm the relevance to study motivation in terms of attitudes. 
This is an interesting finding from a methodological standpoint. The 
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well recognised measurement instrument developed by Miner (Miner 
Sentence Completion Scale - Form T, see Miner, 1980; 1990; Miner et 
al., 1989; 1992; 1994) is extensive and difficult to use when motivation 
is only one of many areas investigated. Hence, the attitudes studied here 
can provide a feasible alternative in those situations. 

Turning then to the third theoretical perspective - strategic adapta
tion - it is evident that perception of environment is the most important 
construct in explaining to what extent a firm has an entrepreneurial 
strategic orientation, as well as in predicting growth and performance. 
Its success in predicting actual outcomes is taken as evidence that self-
perception is anchored in the real environment. 

Changes in the environment appear relatively more important than 
does the present environment in predicting firm outcomes. Thus, future 
research may benefit from shifting its focus from studying present con
ditions of the firm’s environment, to more carefully investigating envi
ronmental changes. This may be particularly valuable when a strategic 
adaptation approach is applied since this approach emphasises adapta
tion to environmental changes. 

In the original theoretical model, a uni-directional link from envi
ronment to strategy was hypothesised. No association between envi
ronment and outcomes in terms of growth or performance was foreseen. 
Findings suggest that this model was too simplistic. This is not totally 
surprising given that the actual relationships between these three con
structs have been frequently debated in organisation theory (cf. Scott, 
1992). 

The findings suggest that environment has a direct influence on en
trepreneurial orientation, as well as on growth and performance. Pfeffer 
& Salancik (1978) provide a simple and elegant argument for the likeli
hood of such a relationship. The environment cannot affect actions 
taken by a firm unless perceived by the managers. However, important 
elements of the environment may be invisible and unperceived to deci
sion makers. These elements do not affect the actions taken by the firm 
but can still affect its outcomes. Thus, environment affects both firm ac
tions and outcomes directly. 

To this line of reasoning could be added that firms may perceive 
certain elements of the environment, but not have the ability or desire 
to change their actions accordingly. In these cases, the environment will 
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have a direct effect on organisational outcomes regardless of whether it 
is perceived by the firm or not. 

It also appears that the firm affects its environment in the sense sug
gested by Child (1972), i.e. that firms, to some extent, are able to move 
from one type of environment to another. The accurate modelling of 
this would be that at any given time, the firm’s strategic orientation and 
outcomes are affected by the environment, but over time the firm is able 
to move to another environment, thereby changing its environment. As 
a result, the image the researcher gets of the relationship between envi
ronment and firm strategy is dependent on the research design. If a cross 
section ”snapshot” design is used, the influence will be uni-directional 
from environment to strategy, but if a longitudinal design is used, the 
relationship will be, to some extent, bi-directional. 

The strategic adaptation perspective contributes greatly to our under
standing of small firm growth and performance, but it could be advis
able to model the relationships between environment, strategy and out
comes in a more complex way. 

9.0.0 Contribution to the field of small firm growth and 
performance, and entrepreneurship in general 

When identifying directions for research in the entrepreneurship area, 
Low & MacMillan (1988) identify six challenges which researchers have 
to accept. They also give recommendations as to how each of these 
challenges may be approached. First, research needs a specific, clearly 
stated explanatory purpose. Second, the strategic perspective should be 
specified, the assumptions clearly stated and a variety of theoretical per
spectives applied. Third, the focus should be on explaining entrepreneu
rial phenomena, rather than merely documenting them which is 
achieved through a contextual and process-oriented research. Fourth, 
studies should be multilevel, examining more than one of the levels of 
the individual, group, organisation, industry and society. Fifth, longer 
time frames than cross sectional ”snapshots” are called for. Finally, for
mal, causal models have to be developed where hypotheses are tested. 
To establish causal linkages among variables, longitudinal studies are 
necessary. 
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If not all, at least most of these challenges have been accepted in the 
present research to an acceptable extent. Consequently, the findings will 
probably be relevant and meaningful to the research field in general. 

The above challenges and recommendations are concerned with re
search design rather than suitable theories. This is symptomatic for the 
entrepreneurship research field in general. A striking feature of entre
preneurship research is that there are few coherent, established theories 
to relate to. There are instead a number of different, sometimes incom
patible conceptualisations. 

In order to assess the theoretical findings and contribution of the 
model developed in the present research, it may be helpful to commence 
with a definition of what a theory of entrepreneurship could be, and 
how the suggested research model meets the criteria of the definition. 
Amit defines a theory of entrepreneurship the following way: 

A theory of entrepreneurship is defined here as a verifiable and logically 
coherent formulation of relationships; or underlying principles that either 
explain entrepreneurship, predict entrepreneurial activity and perform
ance (e.g. characterize conditions that are likely to lead to new profit op
portunities and to the formation of new enterprises) or provide normative 
guidance (i.e. prescribe the right action in particular circumstances). 
(Amit, 1995, p. 125) 

Although the research model does not cover all the areas suggested by 
Amit, it is indeed a verifiable formulation of relationships that predict 
performance. Thus, it can be seen as a theory covering a specific area of 
entrepreneurship. 

Although the research model may be relevant, and an important 
contribution to the research field, it is by no means perfect. The model 
was developed at the outset of the study. Based on the results and expe
rience acquired during the research process, it is capable of further re
finement and development. This is done in the following section 

In addition to this, it is also possible to further develop theory in an
other way. It is possible to use the findings concerning which factors in
fluence growth and performance in order to develop the conceptualisa
tion of entrepreneurship as proposed by Stevenson (Stevenson, 1984; 
Stevenson & Gumpert, 1991; Stevenson & Jarillo, 1986; 1990). This is 
also done in the following section. 
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9.0.0 Revision of the research model 
The above section, evaluating the theoretical perspectives, reveals some 
weaknesses of the research model, and possible revisions (cf. Section 
9.3.2). The empirical analyses in Chapter 7 also suggest alterations (cf. 
Figures 7.1 and 7.2). The model revised according to these suggestions 
is presented in Figure 9.1 below. Resources and capabilities need to be 
separated and it should be recognised that strategy should be based on 
capabilities rather than resources. However, the capabilities of the firm 
are derived from its resources. Depending on the managerial capacity to 
integrate resources, different capabilities can be obtained from the same 
resource stock. This is illustrated in the model by the two causally linked 
constructs; resources and capabilities. 
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Figure 9.A. The revised research model. 

Although the EO construct reflects important aspects of strategy, other 
dimensions of strategy may be also important (cf. Section 7.5.3). Rather 
than assuming direct effects from capabilities and attitudes on out
comes, other dimensions of strategy should be included in addition to 
EO, for instance those dimensions more directly linked to entrepreneu
rial strategic action. A direct effect from task environment on outcomes 
in terms of growth and performance could be foreseen whether per
ceived by the firm or not. This is illustrated by the direct arrow from 
task environment to outcomes in the model. 
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When a time factor is emphasised in the model, some feedback loops 
are added. The possibility of bi-directional links between strategy and 
environment, when the development of a firm was studied over a longer 
period of time was mentioned in the previous section. This is not the 
only foreseeable bi-directional link over time. Outcomes during one pe
riod of time will probably affect other parts of the model during subse
quent periods. 

An attempt was made to illustrate how time can affect different parts 
of the model by introducing sequential recursive relationships. In the 
first sequence, outcomes in terms of growth and performance is the de
pendent variable. The model is very similar to the original research 
model, the only alterations being the separation of resources and capa
bilities, an extension of the strategy dimension, and the direct effect 
from task environment on outcomes. During the second sequence, out
comes affect attitudes, resources and capabilities. During the third se
quence, changes in attitudes and capabilities affect strategy which, in 
turn, may affect outcomes and redirect the firm into another environ
ment. 

Desire for feedback on performance is regarded as one important as
pect of the motivational pattern of an entrepreneur (Miner, 1990). At
tribution of successful outcomes to his or her own efforts (internal attri
bution), and attribution of unsuccessful outcomes to changeable causes 
(unstable attribution), tend to augment persistency and intensity in en
trepreneurial motivation (Bellu, 1993; Bellu & Sherman, 1995). Thus, 
outcomes during the first sequence and how they are attributed are 
likely to have an effect on the subsequent attitudes of the entrepreneur 
during the second sequence. 

Growth and performance will have a direct effect on the subsequent 
stock of internal resources that the firm possesses. Profits can be rein
vested into the firm, and employment growth leads to an increased re
source base. However, outcomes may also have a direct effect on firm 
capabilities in subsequent sequences because of the learning process. 
Trial and error strategies, and a gradual commitment of resources based 
on experience of previous outcomes is sometimes considered to be a key 
feature of entrepreneurship (Stevenson, 1984; Stevenson & Gumpert, 
1991). Entrepreneurial firms learn from past experience which enables 
them to expand their capabilities. 
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Outcomes may affect resources, capabilities and attitudes during the 
second sequence. Changes in these three dimensions may, in turn, lead 
to a change in the firm’s strategic orientation during the third sequence. 
As a result of changed strategic orientation, growth and performance 
may either increase or decrease. The firm may also choose to move into 
a different environment which is the reason for a causal arrow from 
strategy to task environment. Thus, it is argued that although outcomes 
affect strategy, this influence is indirect, through resources, capabilities 
and attitudes, and not direct. 

The extent to which outcomes affect subsequent resources, capabili
ties and attitudes is an empirical question. It is possible to measure these 
variables repeatedly to find out how much they change and whether 
their possible changes depend on previous outcomes or not. 

This model gives a more ”true” reflection of the factors contributing 
to growth and performance and acknowledges the fact that growth and 
performance influence subsequent resources, capabilities and attitudes. 
On the other hand, it is more complex and more difficult to apply to 
empirical research. Therefore, the choice has to made as to whether to 
utilise this more complex model, or the original one that could more 
easily be applied to empirical research. The choice must be based on the 
access to information. If information is scarce, the original research 
model may still be the preferred choice in empirical research. 

9.0.0	 Extension of Stevenson’s conceptualisation of 
entrepreneurship 

This dissertation draws, in part, on Stevenson’s conceptualisation of the 
”heart of entrepreneurship” and the link between entrepreneurship and 
performance, and finds relatively strong support for this conceptualisa
tion. In the light of the empirical findings it is now possible to assess, 
extend and revise Stevenson’s propositions (Stevenson, 1984; Stevenson 
& Gumpert, 1991; Stevenson & Jarillo, 1986; 1990). 

Stevenson maintains that firms can be classified according to their 
degree of administrative/ resource or entrepreneurial/ opportunity ori
entation. At the entrepreneurial/opportunity end of the spectrum are 
the promoter firms, while at the administrative/resource end are the 
trustee firms. Implicit in this view is whether the firm has an outward fo
cus on perceiving opportunities in the environment (entrepreneurial/ 
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opportunity focus) as promoters; or an inward focus on resources cur
rently controlled (administrative/ resource focus) as trustees. Thus, the 
dichotomy between trustees at one end of the spectrum and promoters 
at the other is equivalent to the distinction between firms with an out
ward focus, and those with an inward focus. 

Stevenson describes these two types of firms by categorising man
agement behaviour into six key dimensions; strategic orientation, com
mitment to opportunity, resource commitment, control over resources, 
organisational systems and compensation policy. There is some problem 
with Stevenson’s definition of the strategic orientation of promoters, 
since it is delimited to the perception, and not pursuit of opportunity. 
The consequences of this delimitation are discussed below. 

Pursuit of opportunity is a key feature of Stevenson’s definition of 
entrepreneurship. As Stevenson rightfully recognises, in order for a firm 
to perceive a situation as an opportunity, this opportunity must repre
sent a desired future state, and the individual must believe it possible to 
reach this state. However, there is a gap between the promoters’ strategic 
orientation towards perception of opportunities in this view and Steven-
son’s own definition of entrepreneurship. While the definition of entre
preneurship emphasises actual pursuit of opportunity, Stevenson argues 
that promoters have a strategic orientation towards perception of oppor
tunity. Perception of opportunity does not necessarily imply pursuit of 
opportunity. This is an important notion since it has consequences for 
what should be considered the opposite of an opportunity orientation. 

I would suggest that an opportunity orientation implies a focus on 
perceiving and pursuing opportunities, not only perceiving them. Em
phasising pursuit of opportunity in the definition of strategic orienta
tion, gives that the opposite is not a resource orientation. Rather, the 
opposite of pursuing opportunity is not pursuing opportunity, i.e. an 
inactive strategic orientation. At one end of the spectrum are firms that 
detect and pursue opportunities, and at the other end are firms that can 
possibly detect opportunities but do not take advantage of them. Thus, 
the opposite of an opportunity orientation is not a resource orientation, 
but rather an inactive orientation. 

To use a metaphor; some people are at the station where the 
”opportunity train” stops at the right time; they see the train arrive, and 
get on it. They are the ones that pursue the ”opportunity ride”. Those 
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that miss the train may either be too late, be at the station on time but 
miss the train’s arrival, or decide not to get on it. 

Turning now to the other end of the spectrum and the trustees 
which focus on resources currently controlled. Stevenson argues that 
their inward focus on resources stands in opposition to entrepreneurship 
and opportunity orientation. An inward strategic orientation, focusing 
on resources complies with the resource based view of the firm (cf. Sec
tion 2.4.1). The inward focus of the resource based view does not stand 
in opposition to an opportunity orientation. By combining existing re
sources in new and innovative ways firms are able to take advantage of 
opportunity. 

Moreover, as Hamel & Prahalad, 1990) point out, distinctive core 
competencies can be used in many different ways to create new oppor
tunities which can be exploited. This is an important addition to Stev-
enson’s view that opportunities are detected in the environment. Op
portunities may equally well be created inside the firm, possibly as a re
sult of some new innovation. Furthermore, a strong resource base can 
provide the capacity to take advantage of an opportunity. If a new op
portunity, e.g. the development of some new technology, is recognised, 
the firm that has the knowledge and skills to incorporate this new tech
nology into its existing resource base has a greater chance of succeeding 
than the firm that does not possess such knowledge and skills. In order 
to build and nurture a strong resource base that facilitates the successful 
pursuit of opportunity, a focus on resources may very well be consistent 
with an opportunity orientation. 

Furthermore, the other characteristics claimed to belong to the trus
tee type of firm do not necessarily always follow an internal focus. It 
may well be possible for a firm to have an inward focus, but still have an 
action orientation etc. which is a characteristic claimed to conflict with a 
resource orientation. 

The opposite of a resource focus would be a focus on contemporary 
products (Hamel & Prahalad, 1990). Contemporary products represent 
the current combination of resources provided by the firm to the market 
which is only one out of many possible combinations of resources. A 
firm with a focus on products instead of resources does not have the 
same ability to reorganise its resources in order to pursue developing 
opportunities. 
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Although not clearly stated, it is implicit in Stevenson’s argument 
that entrepreneurship is something firms should strive for, and that 
promoters perform better and grow more than do trustees. However, an 
outward focus on opportunities can be exaggerated, and lead to negative 
consequences for the firm. Too much of an outward focus may lead to 
neglect of the firm’s operations leading to deterioration of the firm’s 
core competencies. Furthermore, a firm that constantly jumps from one 
opportunity to the other can be accused of being unreliable and a 
”gambler”. A firm that relies on resources supplied by others has to be 
involved in collaborative agreements. If such trust-based collaborations 
are only of short duration, and the firm leaves these when new opportu
nities arise, it may be difficult to establish new and maintain necessary 
contacts with other firms. Customer loyalty, a factor which is becoming 
increasingly important for the success of firms, is difficult to create and 
maintain under such circumstances. 

Thus, drawing on resource based theory, it is suggested that oppor
tunity orientation and resource orientation comprise two separate di
mensions, rather than opposite ends of the same scale. There is no con
tradiction between a focus on resources and a focus on opportunities. 
Small firms need to combine important aspects of both the inward and 
outward focus - i.e. combine the opportunity and resource orientation 
in order to be entrepreneurial and achieve sustained high performance. 

With my definition of entrepreneurship as taking advantage of op
portunity by novel combinations of resources in ways which have impact on 
the market (cf. Section 1.1.) it is evident that firms with a focus or re
sources are more likely to combine their resources in novel ways, thus 
creating opportunities, whilst firms with an opportunity orientation are 
more likely to perceive and pursue opportunities in the environment. In 
order for a small firm to be successful, it has to implement a strategic 
orientation that combines these two dimensions of entrepreneurship. 

The two dimensions of opportunity and resource orientation are de
picted in Figure 9.2. The ideal position of small firms which aim at high 
performance is marked in the diagram as a combination of opportunity 
and resource orientation. 
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Opportunity orientation 
propensity for pursuit of opportunity 

Entrepreneurial 
firms apt for high 

performance 

Product Resource orientation 
orientation focus on core competencies 

Inactive orientation 

Figure 9.B. Characteristics of successful entrepreneurship in terms of a 
firm’s opportunity and resource orientation. 

��� ,PSOLFDWLRQV�IRU�VPDOO�EXVLQHVV�PDQDJHUV 
A consistent finding is that small business managers themselves, and the 
choices they make, are crucial to the development of their firms. The 
possibility to influence the destiny of their firms should be encouraging 
for small business managers. The growth and performance of their firms 
is not the result of deterministic forces outside the control of the small 
firm. On the contrary, growth and performance are largely influenced 
by conscious decisions made by the small business manager. It is there
fore possible for the small business manager to take such actions that 
will allow the company to expand and perform better. Moreover, in 
broad terms, motivation seems to be more important than any personal 
abilities. It seems that ”what I want” has a larger influence on actual 
outcomes than ”what I know”. 

For a small business manager, survival of potential crises is, of course, 
of the utmost importance as illustrated by the findings in the present re
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search (cf. Section 5.4). Therefore, it is important to stress that a com
mon misunderstanding among practitioners is that a firm that grows 
and becomes larger should have greater difficulties in surviving a crisis. 
Research indicates the opposite (e.g. Storey, 1994b). Larger firms have 
”buffers” and can survive longer during a sales downturn. It is also easier 
for a larger firm to divest resources such as machinery or employees and 
survive on a smaller scale. Thus, a small business manager, who feels that 
survival is an important goal, may consider growth as a suitable survival 
strategy. Furthermore, factors contributing to growth also contribute to 
survival, reinforcing the fact that growth and survival are closely associ
ated. Renewal of the customer base and new products are, for instance, 
stressed as central for survival, as well as growth (Storey, 1994b). Find
ings also suggest that financial performance and growth are closely re
lated, and that larger and expanding firms perform better than smaller 
firms. As a consequence, a small business manager who wishes to im
prove financial performance may consider expanding his or her firm. 

These are forceful arguments in favour of why small business manag
ers should strive for growth. Then, if growth - or for that matter im
proved performance - is the aim, what actions should be taken to 
achieve this? Based on the findings and Figure 7.2 in the previous sec
tion, it is possible to provide some concrete advice about suitable strate
gies in order for a small firm to enhance its growth and performance. 
First of all, it is important to be flexible and have a strategic orientation 
towards opportunities. Products and customers have to be changed and 
renewed, preferably ahead of competitors. To do this, small business 
managers need to free themselves from the institutional thinking that 
tends to develop within any industry (Greenwood & Hinings, 1996). 
Ideas, values and beliefs within an industry tend to streamline organisa
tion and management. Organisations conform to expectations of suit
able organisation and management in order to gain legitimacy. To en
hance growth and performance, small business managers need to be 
strong enough to resist such pressures towards conformity and instead 
search for innovative alternatives. 

The environment of the firm - possibly as defined by industry or 
sector - is not unchangeable and firms within all sectors can achieve high 
growth. The crux of the matter is in positioning the firm favourably in 
relation to competitors and customers. Of particular importance is the 
ability to move to environments where demand increases and the rate of 
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technological renewal is high. For firms that utilise the SWOT-analysis 
it may be profitable to mainly focus on the opportunity dimension, 
matching it against internal capabilities, and more actively pursue new 
opportunities. 

The significance of the general development of the firm’s market 
niche, and the importance of detecting new business opportunities indi
cates the importance of external information. Keeping updated regard
ing business opportunities probably does not involves access to all possi
ble sources of information. Instead, the interpretation of available in
formation may be of greater importance. It is a matter of being in a state 
of mind where information is interpreted as to whether it offers a new 
opportunity or not. The daily newspaper may be a sufficient source of 
business opportunity for many small firms, provided that is read ”in the 
right way”. The important factor is to match these opportunities with 
the firm’s core competencies in order to determine whether it is a suit
able opportunity or not. If it is, the opportunity should be pursued. 

A small, rapidly growing and profitable small firm that I recently vis
ited may serve as an example of how this could be carried out. This 
small firm operates in the chemical industry. The entrepreneur realised 
that the food industry was subject to an increased demand for a rela
tively new type of synthetic non-alcoholic beverage. He also realised that 
his firm’s core competencies of mixing chemicals, filling and labelling 
bottles and distribute these products to supermarkets were equally well 
suited for this new opportunity as for their existing products. By starting 
to produce these new synthetic non-alcoholic beverages, the firm was 
able to pursue a new business opportunity based on its existing compe
tencies. This can perhaps serve as a general illustration of some of the 
key strategic issues which can determine the success of a small firm. 

Many small business managers have a concern for the qualities of 
small scale, and this concern is justifiable (Wiklund et al., 1997). Some 
research suggests that on issues such as comradeship, involvement and 
job satisfaction, employees and people in general think highly of small 
firms (Curran, Kitching, Abbott & Mills, 1993). Even more impressive 
evidence for the advantages of small scale is presented in the classical 
study by Barker & Gump (1964, cf. also their extensive references to 
other studies). Therefore, the small firm owner-manager may have a real 
reason to be concerned about the atmosphere of his or her firm when 
faced with expansion opportunities. This concern may be a recurrent 
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conflict for many small business owner-managers. It is therefore essential 
that small business managers are able to organise the expanding firm is 
such a way that these small scale valuable qualities are not lost in the ex
pansion process. 

��� ,PSOLFDWLRQV�IRU�SROLF\�PDNLQJ 
Recently, many groups in society have shown an increasing interest in 
the growth and performance of small firms in order to combat unem
ployment problems as well as to create new competitive companies and 
renew the economy. The direct effects of policy measures taken to 
stimulate growth and encourage performance were not investigated in 
this study, since the purpose was not to evaluate the effects of these. 
Based on the findings, however, two types of recommendations can be 
made. The first examines which groups to direct specific measures towards, 
in order to achieve growth, while the other addresses which types of general 
measures could be taken. 

Let us start with the identification of different groups of firms, in or
der to assess suitable policies for these. The empirical findings from this 
research suggest that growth and performance are the results of con
scious decisions taken by the entrepreneur. One implication of this is 
that ”softer” qualities of the small firm, such as strategic orientation and 
the entrepreneur’s attitudes, are more important than ”hard” facts such 
as capital availability and the economic sector. 

Firms showing different growth rates and performance levels can be 
found in any industry. It would not appear to be an advisable strategy to 
try to identify potential ”winners” based solely on SIC-codes, even 
though there are some significant industry differences in their percep
tion of the environment50. Rather, perception of the environment varies 
considerably within industries. This is probably since small firms usually 
operate within narrow market niches (cf. Barkham et al., 1996; Small-
bone et al., 1995; Storey, 1994b). A better strategy to identify these 
firms may be to ask them if, and how, they perceive their environment 
has changed. 

���$V�DQ�H[DPSOH��RQ�DYHUDJH��WKH�NQRZOHGJH�LQWHQVLYH�LQGXVWU\�SHUFHLYHG�WKH�HQYLURQPHQW�WR 
KDYH�EHFRPH�VLJQLILFDQWO\�PRUH�G\QDPLF�GXULQJ�WKH�ODVW�WKUHH�\HDUV�WKDQ�GLG�WKH�ODERXU�LQ� 
WHQVLYH�LQGXVWU\ 
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The relative unimportance of personal abilities of the entrepreneur, 
such as experience and education, together with the relative unimpor
tance of the educational level of employees, point to the difficulty in 
picking potential growing firms based on such criteria. Instead, motiva
tion appears more important for actual growth. A combination of an in
ventor and a strategist seems like the archetype for a growth-oriented 
entrepreneur. 

Some thought should also be given to the relative unimportance of 
capital availability. Results suggest that a vastly increased supply of 
capital to small firms as an individual activity would not lead to the 
creation of a large number of new jobs. 

The present findings can possible provide some guidance in the de
sign of policy measures for different groups of small firms. So far there 
has been an overemphasis on implementing support programmes that 
provide small firms with increased resources such as risk capital or aim at 
increasing the ability for small firms to grow, including training pro
grammes for small business managers and tax incentives. Implicit in 
most supportive programmes is the assumption that given these re
sources and abilities, small firms will grow. However, this view disre
gards the importance of the ”softer” qualities. Figure 9.3 is an attempt 
to categorise small firms along two dimensions; ability and resources 
available for growth is one dimension, and growth motivation the other. 
Depending on their position along these two dimensions, four types of 
small firms are identified. 
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prospect 

No Yes 

Growth motivation 

Figure 9.C. Four types of firms in relation to their ability and 
motivation to grow. 

•	 Starting with the firms in the upper right quadrant, which posses 
both the necessary abilities and resources, and the motivation for 
growth, these are the ones that exhibit actual growth. Appropriate 
policy measures for this group would probably mainly involve easing 
and simplification of operations, such as reducing red tape. 

•	 In the upper left quadrant are the firms which have an unused poten
tial since they, if they were motivated, have the ability and resources 
to expand. A relatively large proportion of all small firms are proba
bly in this situation. The goals of society (e.g. the creation of new 
jobs) do not necessarily correspond to the goals of individual entre
preneurs. In order to align these goals, it is important to ask ques
tions such as: ”which goals can a particular small firm achieve by - for 
example - employing more people?”. In the light of these and other 
findings, survival has a high priority among small business managers, 
and larger size fosters survival. It could therefore be effective to make 
entrepreneurs aware of this fact. This could be an activity which in
creased the priority of growth. Knowledge about the fact that growth 
and economic performance are closely related may also encourage 
growth. Local initiatives may be particularly successful in this group, 
since growth motivation may be influenced locally. A sense of civil 
responsibility and belief in a prosperous future can be created at the 
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local level. Such factors may influence the growth motivation of en
trepreneurs. 

•	 Firms striving for growth but lacking certain skills, capital, or other 
abilities and resources can be said to have ambitions. These firms are 
situated in the lower right quadrant. Most of the present political 
stimulation measures for small firms assume that the majority of 
small firms belong in this category. Prevalent advice and financial 
support services are probably most effective in relation to this group, 
provided they are appropriately designed. 

•	 Finally, firms in the fourth category neither have motivation nor 
abilities or resources for growth, and thus have no prospect for growth. 
All firms are not suited for expansion. Due to limited management 
abilities, these firms may actually perform better if they remain on a 
smaller scale. However, this group has still an important role to play 
in society by creating employment etc. These firms are probably 
better off if left out of any small firm policies aimed at expansion, 
since such probably have little or no effect among this group. How
ever, this group would probably also benefit from a positive macro
economic development, as mentioned below. 

In relation to the figure, most small firm policies are designed under the 
assumption that the majority of small firms are situated in the lower 
right quadrant, i.e. as if they belonged to the ”ambitions” category. If 
they were only given access to more resources and abilities - it is argued 
they would grow and become larger. However, policy makers must be 
aware of that there are different types of small firms with different 
needs. 

Turning now to the recommendations for which types of general 
measures should be taken, it seems that relatively few factors influencing 
growth and performance can be affected by general policy measures. 
However, considering the large influence of environmental variables on 
growth and performance, general policies should probably be aimed at 
creating a more munificent environment. Growth opportunities is an 
area which can be affected by policy measures. Keeping in mind that the 
majority of small firms operate in the private service and retail sectors in 
the domestic market, measures aimed at increasing domestic, consumer 
demand are likely to be the most effective. This could involve measures 
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to increase the purchasing-power of consumers, such as reduction in in
come tax, or VAT. 

��� /LPLWDWLRQV 

9.0.0 Introduction 
Any study inevitably has limitations. The ”perfect study” has never 
been, and never will be, carried out. The limitations of any study will 
vary depending on the deliberate and unconscious choices taken. 
Choosing to do something implies choosing not to do something else. 

I will attempt to realistically assess the limitations of the present 
study, due to the choices being made. Limitations can be of different 
types, and three categories of limitations were identified: 

•	 General limitations concerning the relevance of chosen models and 
how far-reaching conclusions can be drawn from the findings. 

•	 Limitations due to the chosen analysis and data collection methods. 

•	 Limitations due to choices that, in hindsight, may appear less appro
priate. 

9.0.0 A scientific realism view of general limitations 
At first, it may be surprising to realise that the greatest limitation of all is 
that the findings are not derived from the factual reality! All the analyses 
were carried out based on simplifications, or models of reality. There is 
nothing strange or unusual about this fact, as science is usually con
ducted in this way. 

The important issue is if the models used compose realistic and rele
vant reflections of those phenomena they purport to describe and ex
plain (McKelvey, 1997). This issue of realism and relevance can be di
vided into two different parts: 

•	 Have the appropriate simplifications been made, i.e. are all the im
portant factors included in the model and those of less importance 
excluded, or have the most important factors been overlooked? 

•	 Have the simplifications been too substantial, i.e. have simplifica
tions been made to such a degree that the models distort reality? Do 
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the models simplify reality to such an extent so that they no longer 
represent the phenomena they purport to describe and explain? 

Scientific realism gives little specific guidance as to how there issues 
should be determined, and there are no general principles (Miller, 
1983b). However, Miller’s three criteria as to what is a suitable model in 
social science may be used as tentative guidelines: 

•	 A sufficient number of explanatory factors need to be identified and 
included in the model. One way of assessing if this is the case or not, 
may be to examine explained variance. If explained variance is high, 
this would suggest that a sufficient number of factors have been in
cluded. If explained variance is low, on the other hand, this may in
dicate that other factors should have been included. Average ex
plained variance reaches 36% both when performance and growth 
are predicted in the full research model. Technical explanations as to 
why explained variance is not higher has been commented upon in 
previous chapters (cf. Sections 6.8.6 and 7.5.3), and will be further 
developed below. The more general explanation as to why more vari
ance is not accounted for lies in the fact that the indirect method of 
data collection (questionnaire data), in combination with the chosen 
analysis methods, considerably reduces explanatory power. The 
limitations of data collection do not allow the inclusion of all im
portant and interesting explanatory factors in the empirical study. 
Information concerning actual actions taken would have been of 
particular value. Instead, proxies for actual behaviour have been used. 
In relation to most other research in the field, this may not be a 
problem. However, it obviously is a limitation. Finally, the element 
of chance cannot be neglected. Unforeseen situational factors have 
such a large influence that more accurate prediction is difficult. 

•	 Explanations need to be ”deep”, i.e. to reach sufficiently far back in 
the causal chain. If a causal factor is identified but is likely to be a re
sult of an underlying factor without which the phenomenon would 
not arise, then the first factor must be considered as insufficient. To 
some extent, the answer to this contradicts the answer to the previous 
question. Explanatory factors very far back in the causal chain could, 
for instance, include the personality of the entrepreneur, or the pre
vailing overall macroeconomic conditions. The choice was made to 
instead focus on variables relatively close to behaviour in the causal 
chain, e.g. goals instead of psychogenic needs (cf. Section 2.7.2), 
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since they probably provide better explanations to the outcomes of 
individual firms. This choice is a limitation. Nevertheless, there is 
reason to believe that the explanatory power (concerning variation in 
the development of individual firms) would have decreased consid
erably had deeper explanatory factors been used. This would involve 
simplifications that would distort the model in its relation to reality. 

•	 Explanatory factors must be necessary to bring about the phenome
non. The chosen analysis methods facilitate the establishment of the 
relative important of different explanatory factors. In the analysis 
process, those parts of the model contributing to explanation, and 
those which are superfluous are empirically estimated. The industry 
construct is generally of little importance and may be dispensable in 
”bringing about the phenomenon”. None of the other categories of 
variables seem to represent epi-phenomena that can be disregarded in 
the prediction of small firm growth and performance. 

To summarise, it would appear that there are some limitations con
cerning the construction of the models. However, the models utilised 
would seem to compose realistic and relevant reflections of the phenom
ena they purport to describe and explain. 

9.0.0 Limitations inherent in the research approach 
Considering that the basic approach chosen was a longitudinal survey, 
which in itself has trade-offs (cf. Section 4.3), and the chosen analysis 
methods, there are a number of unavoidable limitations: 

•	 Both multiple linear regression and PLS estimate average and linear 
effects. In other words, a basic assumption is that the importance of 
any particular independent variables is equal for all subjects in the 
study, when estimating the dependent variable, and that differences 
between subjects concerning independent variables are reflected in 
proportional differences in the dependent variable. This is not neces
sarily true, as noted by others (McKelvey, 1997; Miller & Friesen, 
1984). Substantial growth, or exceptional economic returns, are 
highly unusual, but very interesting phenomena. It is possible that 
firms exhibiting these characteristics may differ from other firms in 
relatively complex ways, conflicting the assumptions of linear and av
erage relationships between variables. McKelvey suggests some alter
native analysis methods that, unfortunately, are not used in social sci
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ences. My knowledge of these alternatives is unfortunately lacking, 
but they could well be equally or even more suitable in the present 
research context. 

•	 Independent variables are, as the term indicates, assumed to be inde
pendent from each other. This may also be too presumptuous. It is 
possible that different factors contribute to small firm growth and 
performance within different contexts, i.e. that particular variables 
and magnitudes of variables tend to cluster together in the form of 
configurations (cf. Section 2.5.1). Thus, it is possible that a number 
of configurations which could lead to higher growth rates and supe
rior performance can exist. An alternative would then have been to 
study the possibility of growth/performance configurations, rather 
than the individual variables contributing to growth and perform
ance. However, also in the case of configurations does the literature 
provide little guidance concerning appropriate research design (even 
though configurations have been empirically studied, cf. Miller & 
Friesen, 1984) 

•	 The one-year time lag between the collection of information regard
ing independent and dependent variables is relatively short. Proba
bly, behavioural differences between firms would show increases in 
variance if longer time periods were studied. Therefore, explained 
variance and path coefficients are likely to increase. Zahra (1991) 
found that the association between EO and performance was more 
pronounced when using a two-year time lag between the collection 
of EO and performance data, than with a one-year time lag, as used 
in this study. A longer time frame could therefore have been pre
ferred. However, the temporal extension of the empirical study con
flicts with the temporal demands on finalising this dissertation. This 
study will be continued, but that is beyond the scope of this disserta
tion. 

•	 Only proxies for actual behaviour have been used. The most obvious 
limitation is that of the measurement of entrepreneurial strategic ori
entation, EO. However, it would have been difficult to obtain direct 
measurements without immense efforts, e.g. direct observation of 
behaviour. 

269 



Jönköping International Business School 

9.0.0 Limitations due to choices 
In addition to the limitations because of the choices of data collection 
and analysis methods, there are some choices that, in hindsight, may 
appear less appropriate By this I mean that if I was to conduct the same 
study again, some things may very well have been done differently: 

•	 Recognition, creation, and pursuit of opportunity; all appear to be 
important, particularly in order to explain variation in growth rates. 
These areas were not explicitly investigated, but rather, all those 
findings concerning opportunities are implicitly inferred from a 
range of variables - collectively indicating an opportunity orientation 
- influencing growth. If the study should be repeated, those variables 
clearly aimed at reflecting how small firms deal with opportunities 
would have been included. 

•	 It was argued above that a focus on resources is not the best way to 
advance our understanding of small firm growth and performance. 
Instead, capabilities should be investigated more carefully. It ap
peared unwise to integrate both resources and capabilities into one 
construct, as was done in the research model. In hindsight, efforts 
should have been concentrated on identifying and operationalising 
critical capabilities that influence small firm growth and perform
ance. 

•	 Many measures are self-perceptive. The validation of the extent to 
which these measures reflect actual circumstances was carried out in
directly. The fact that they predicted actual outcomes was taken as 
evidence of their reflection of factual circumstances. A feasible alter
native would have been to validate self-perception by having more 
than one respondent from each firm. Although this could have been 
more expensive and reduce response rates, it could have been done 
for part of the sample and/or part of the questionnaires. 

•	 Expected consequences of growth were measured in terms of em
ployees, i.e. the expected consequences reflected the small business 
manager’s attitudes towards doubling the number of employees. These 
variables showed no relationship with growth or performance out
comes. Employment growth is probably a consequence of sales 
growth and it could therefore be anticipated that growth aspirations 
in terms of sales may better reflect the small business managers’ atti
tudes towards growth. 
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•	 The study is -intentionally - very broad in its scope. However, a con
siderable number of variables, particularly from the mail question
naire, were not used in the analyses. This space could have been used 
for better measurement of the included variables. In addition to the 
measurement of capabilities and opportunities mentioned previously, 
more careful measurement of ”network” variables, and the contribu
tion from other persons working in the firm, e.g. the management 
team, seems to be of particular value. 

��� 6RPH�PHWKRGRORJLFDO�UHPDUNV 
Research design must be adapted to the research questions posed. Cross 
sectional designs are particularly ill-suited for studies where growth is 
the dependent variable (this argument was further developed in Section 
4.4.4). To use a cross sectional design and then admit in the last para
graph that longitudinal designs are needed in future research is just not 
good enough. The present research shows that it is possible to gather 
information directly from small firms in a survey running for at least 
two years. The fact that the bulk of non-responses occurred during the 
first year study and that 96% of the remaining respondents agreed to 
participate the following year gives hope that it could be possible to ex
tend this and other studies with some additional years. 

Growth and performance are multi-faceted empirical phenomena. It 
is therefore necessary to use multiple indicators for each of these phe
nomena in order to reflect their full scope. A feasible research approach 
to such multi-faceted phenomena is to model them as latent constructs 
with a range of manifest indicators. 

The use of latent variables has two additional and possibly more im
portant implications: 

•	 The number of variables can be reduced in empirical research with
out omitting information due to the manifest/latent structure. 

•	 The relationship between theory and empirical findings is directly 
evident from the output of the analysis. 

Others have shown that the use of absolute growth measures yield dif
ferent explanatory models than do relative growth measures (Delmar, 
1996b). The present research illustrates that the actual modelling of the 
growth process also affects the growth measure and thus the empirical 
results (cf. Section 4.4.3). Researchers have to be explicit about whether 
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growth should be modelled as a quantum leap, incrementally, or as an 
exponential function. The incremental model employed in the present 
research is recommended for longer time frames. 

A related methodological - or possibly logical - issue, concerns the 
relationship between size and growth. A negative relationship is often 
found between size and growth rate among small firms, i.e. very small 
firms grow more rapidly than larger small firms (cf. Storey, 1994b). To 
me this appears to be self-contradictory, and an example of the 
”regression to the mean” phenomenon. The vast majority of firms start 
at a very small scale. Over time, the firms that grow more, become larger 
than those that grow less. Even though it is possible that larger firms will 
exhibit lower growth rates during a particular (and relatively short) time 
frame, this does not overthrow the fact that they have overall grown 
faster. The problem is that size is used for calculating growth (i.e. size 
change). Such calculations tend to bias growth figures in favour of the 
smaller firms (cf. Section 4.4.3). This is to say that the growth rate of 
larger firms during a random time frame is devaluated in relation to 
smaller firms because they have grown faster in the past. Thus, any re
sults concerning the possible influence of size on growth should be in
terpreted with great care, as any results will depend heavily upon the re-
searcher’s choices in terms of growth measurement and the length of the 
studied time period, as well as the previous growth of the firms. 

In any survey design where data is self-reported by the respondents it 
is important to distinguish between objective measures (e.g. size) and 
self-perceived measures (e.g. competitive pressure). The present research 
suggests that self-perception (e.g. EO ) can indeed predict objective out
comes (e.g. performance) supporting that self-perception reflects objec
tive circumstances. However, it is recommended that self-perceived 
measures are validated to the greatest extent possible, in particular when 
self-perceived variables are used for prediction of other self-perceived 
variables. Two routes are possible: 

•	 More than one respondent can be used from each firm and the two 
or more answers can be compared. 

•	 It is also possible to compare self-perception to objective measures for 
the same variables to check their coherence. 

272 



conclusions and implications 

��� 3URVSHFWV�IRU�IXWXUH�UHVHDUFK 
The careful reader may already have noted some possibilities for future 
research on the basis of the previous sections. This section contains 
some explicit suggestions for future research related to research method 
and theory as well as empirical issues. I hope these suggestions will en
courage  others to conduct studies in order to advance our knowledge of 
entrepreneurship and small firms and possibly confirm, refine, or dis
pute the propositions made in this dissertation. 

The present research indicates that it is possible to conduct longitudi
nal survey research on small firms. However, the time frame of one year 
is relatively short. Behavioural differences do not have the time to de
velop considerably during one year resulting in less than optimal pre
diction. Future research needs longer time frames, preferably annual 
surveys over five to ten years. Such longitudinal survey studies may well 
be complemented with longitudinal case studies in a small number of 
firms. These case studies can be used to challenge and/or to confirm the 
findings from the survey study as well as to investigate areas that are less 
well suited for survey research. Typical and atypical cases can be selected 
in order to test and develop the general models. 

As noted several times previously, the use of latent variables and 
structural modelling has some advantages over the more traditional 
quantitative methods making the case for PLS. If more well developed 
theories are employed with the purpose of testing a specific model, for 
instance the one developed here, SEM may be preferred rather than PLS 
(cf. Section 4.10.4 for comments on SEM). 

This dissertation may be seen as an explicit empirical step in the 
study of successful entrepreneurship, in terms of a firm’s opportunity 
and resource orientation (cf. Figure 9.2), possibly referred to as ”the op
portunity based firm” (Brown, 1998). Further empirical research and 
conceptualisations in this area is needed. The term opportunity based 
firm is an interpretation of the relationships between many theoretical 
constructs, viz. environment, attitudes, strategy and outcomes. One 
fruitful way to further study the relationships between these constructs 
and delineate the opportunity based firm from other types of firms may 
be in terms of configurations, in particular when the causal direction 
between variables is undecided (Miller, 1990; Miller & Friesen, 1984). 
Some guidance about the characteristics of the opportunity based con
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figuration may be provided from the adhocracy notion, with the im
portant addition of the opportunity dimension. 

It would be particularly interesting to study the sustainability of the 
opportunity based configuration. To what extent do opportunity based 
firms remain this way; how and why do they change, and if they change, 
as what type of firms do they end up? 

A related question has to do with windows of opportunity, how they 
are recognised as an opportunity and how long they are open. At the 
present state, such issues may be best investigated with a case study ap
proach. A methodological issue connected to this is how these windows 
of opportunity are formally analysed, as discontinuous events or as con
tinuous variables. Further work also needs to be carried out in opera
tionalising opportunities. 

Due to the generality of the research model, it would appear that it 
could be used for these purposes. The choice must be made as to either 
use the more complex revised model, or the original one which can 
more easily be applied to empirical research. 

Finally, entrepreneurship is often assumed to be something inher
ently good, something firms should strive for. This view gets support 
from the present findings. However, it is essential to further examine 
the connection between entrepreneurship and success. Although EO is 
starting to become an established concept accompanied by a well-known 
measurement instrument, it is a relatively vague concept. The applica
tion of measures more clearly aimed at capturing the entrepreneurial 
dimensions of a firm’s strategic actions would probably strengthen the 
empirical relationship between entrepreneurship and success. The de
velopment of such a measurement instrument is a major challenge for 
researchers in the field. 

274 



references 

References


Adams, J. S. (1965). Inequity in social exchange. In Berkowitz (Ed.), 
Advances in Experimental Social Psychology (Vol. 2, ). New York: Aca
demic Press. 

Adizes, I. (1989). Corporate Lifecycles: How and Why 
Corporations Grow and Die and What to do about it. Englewood 
Cliffs, NJ: Prentice Hall. 

Ahrens, T. (1992). Tillväxtföretagens drivkrafter (The 
driving forces of rapid growth firms). Malmö: Liber-Hermods. 

Aldrich, H. (1979). Organizations and Environments. 
Englewood Cliffs, NJ: Prentice-Hall. 

Aldrich, H., & Baker, T. (1997). Blinded by the cites? 
Has there been progress in the entrepreneurship field? In D. Sexton & 
R. Smilor (Eds.), Entrepreneurship 2000. Chicago, IL: Upstart Pub
lishing Company. 

Aldrich, H., & Zimmer, C. (1986). Entrepreneurship 
through social networks. In D. Sexton & R. Smilor (Eds.), The Art and 
Science of Entrepreneurship. Cambridge, MA: Balinger. 

Amit, R. (1995). Comment to: Challenges in predicting 
new venture performance by A.C. Cooper. In I. Bull, H. Thomas, & G. 
Willard (Eds.), Entrepreneurship: Perspectives on Theory Building. 
London: Elsevier Science Ltd. 

Astley, W. G., & Van de Ven, A. H. (1983). Central per
spectives and debates in organization theory. Administrative Science 
Quarterly, 28, 245-273. 

Baden-Fuller, C. (1995). Strategic innovation, corporate 
entrepreneurship and matching outside-in to inside-out approaches to 
strategy research. British Journal of Management, 6(Special Issue), 1-14. 

Bagozzi, R. P. (1984). A prospectus for theory construc
tion in marketing. Journal of Marketing, 48(Winter), 11-29. 

275 



Jönköping International Business School 

Bagozzi, R. P., & Warshaw, P. R. (1992). An examination 
of the etiology of the attitude-behavior relation for goal-directed be
haviors. Multivariate Behavioral Research, 27(4), 601-634. 

Baldwin, J., & Picot, G. (1995). Employment generation 
by small producers in the Canadian manufacturing sector. Small Busi
ness Economics, 7, 317-331. 

Bamford, C. E., Dean, T. J., & McDougall, P. P. (1997). 
Initial strategies and new venture growth: An examination of the effec
tiveness of broad vs. narrow breadth strategies. In P. D. Reynolds, W. 
D. Bygrave, N. M. Carter, P. Davidsson, W. B. Gartner, C. M. Mason, 
& P. P. McDougall (Eds.), Frontiers of Entrepreneurship Research. 
Wellesley, MA: Babson College. 

Bandura, A. (1982). Self-efficacy mechanism in human 
agency. American Psychologist, 37, 122-147. 

Barker, R. G., & Gump, P. V. (1964). Big School, Small 
School. (1 ed.). Stanford, CA: Stanford University Press. 

Barkham, R., Gudgin, G., Hart, M., & Hanvey, E. 
(1996). The Determinants of Small Firm Growth. Gateshead, Tyne and 
Wear, UK: Athenaeum Press. 

Barkham, R. J. (1994). Entrepreneurial characteristics and 
the size of the new firm: A model and an econometric test. Small Busi
ness Economics, 6, 117-125. 

Barnett, V., & Lewis, T. (1984). Outliers in Statistical 
Data. New York: Wiley & Sons. 

Barney, J. (1991). Firm resources and sustained competi
tive advantage. Journal of Management, 17(1), 99-120. 

Barrow, C. (1993). The Essence of Small Business. Lon
don: Prentice Hall International. 

Begley, T. M. (1995). Using founder status, age of firm, 
and company growth rate as thebasis for distinguishing entrepreneurs 
from managers of small businesses. Journal of Business Venturing, 10, 
249-263. 

Begley, T. M., & Boyd, D. P. (1987). Psychological char
acteristics associated with performance in entrepreneurial firms and 
smaller businesses. Journal of Business Venturing, 2(1), 79-93. 

276 



references 

Bellu, R. R. (1993). Task role motivation and attribu
tional style as predictors of entrepreneurial performance: Female sample 
findings. Entrepreneurship & Regional Development, 5, 331-344. 

Bellu, R. R., & Sherman, H. (1995). Predicting firm suc
cess from task motivation and attributional style. A longitudinal study. 
Entrepreneurship & Regional Development, 7, 349-363. 

Birch, D. (1977). The Job Generating Process. Cam
bridge, MA: MIT Program on Neighborhood and Regional Change. 

Bird, B. (1988). Implementing entrepreneurial ideas: The 
case for intention. Academy of Management Review, 13(3), 442-453. 

Bird, B. (1989). Entrepreneurial Behavior. Lenview, IL: 
Scott, Foresman and Company. 

Bird, B. (1993). Demographic approaches to entrepre
neurship: The role of experience and background. In J. A. Katz & R. H. 
Brockhaus Sr. (Eds.), Advances in Entrepreneurship, Firm Emergence, 
and Growth (Vol. 1, pp. 11-48). Greenwich: JAI Press Inc. 

Birley, S. (1985). The role of networks in the entrepre
neurial process. Journal of Business Venturing, 3(1), 107-117. 

Birley, S., & Westhead, P. (1990). Growth and perform
ance contrasts between "types" of small firms. Strategic Management 
Journal, 2, 535-557. 

Birley, S., & Westhead, P. (1994). A comparison of new 
businesses established by "novice" and "habitual" founders in Great 
Britain. International Small Business Journal, 12(1), 38-60. 

Blixt, L. (1997). Tillväxtföretag i Sverige (Growth Com
panies in Sweden). Stockholm: Nutek. 

Bolton, J. E. (1971). Small Firms. Report of the Com
mittee of Inquiry on Small Firms. London: Her Majesty's Stationary 
Office. 

Boone, C., de Brabander, B., & van Witteloostuijn, A. 
(1996). CEO locus of control and small firm performance: An integra
tive framework and empirical test. Journal of Management Studies, 
33(5), 667-699. 

Borgatta, E. F., & Bohrnstedt, G. W. (1980). Level of 
measurement: once over again. Sociological Methods and Research, 
9(2), 147-160. 

277 



Jönköping International Business School 

Box, T. M., White, M. A., & Barr, S. H. (1994). A con
tingency model of new manufacturing firm performance. Entrepreneur
ship Theory and Practice, 17(4), 31-45. 

Boyd, R. (1984). On the current status of scientific real
ism. Erkenntnis, 19, 45-90. 

Boyd, R. (1991). Introductory essay. In R. Boyd, P. Gas
per, & J. D. Trout (Eds.), The Philosophy of Science (pp. 3-37). Cam
bridge, MA: MIT Press. 

Brockhaus, R. H. S. (1980). Risk taking propensity of 
entrepreneurs. Academy of Management Journal(23), 509-520. 

Brown, T. E. (1996). Resource orientation, entrepreneu
rial orientation and growth: How the perception of resource availability 
affects small firm growth. , Rutgers University, Newark, NJ. 

Brown, T. E. (1998, May 21-23). Operationalising Stev-
enson’s conceptualization of entrepreneurial management: Defining the 
opportunity-based firm. Paper presented at the 1998 Entrepreneurship 
Research Conference, Gent, Belgium. 

Brown, T. E., & Davidsson, P. (1998, May 21-23). En
trepreneurial orientation versus entrepreneurial management: Relating 
Miller/Covin & Slevin’s conceptualization of entrepreneurship to Stev-
enson’s. Paper presented at the 1998 Entrepreneurship Research Con
ference, Gent, Belgium. 

Brush, C. G., & Chaganti, R. (1997, April 17-19). Re
sources in new and small ventures: Influences on performance out
comes. Paper presented at the 1997 Babson Entrepreneurship Research 
Conference, Wellesley, MA. 

Brush, C. G., Greene, P. G., Hart, M., & Edelman, L. 
(1997). Resource configurations over the life cycle of ventures. In P. D. 
Reynolds, W. D. Bygrave, N. M. Carter, P. Davidsson, W. B. Gartner, 
C. M. Mason, & P. P. McDougall (Eds.), Frontiers of Entrepreneurship 
Research. Wellesley, MA: Babson College. 

Brush, C. G., & VanderWerf, P. A. (1992). A comparison 
of methods and sources for obtaining estimates of new venture perform
ance. Journal of Business Venturing, 7(2), 157-170. 

Bull, I., & Willard, G. E. (1993). Towards a theory of 
entrepreneurship. Journal of Business Venturing, 8, 183-195. 

278 



references 

Burns, T., & Stalker, G. M. (1961). The Management of 
Innovation. London: Tavistock. 

Cameron, K. (1978). Measuring organizational effective
ness in institutions of higher education. Administrative Science Quar
terly, 23, 604-632. 

Campbell, D. J. (1988). Task complexity: A review and 
analysis. Academy of Management Review, 13(1), 40-52. 

Campbell, D. T., & Fiske, W. (1959). Convergent and 
discriminant validation by the multitrail - multimethod matrix. Psy
chological Bulletin, 56, 81-105. 

Chaganti, R., & Schneer, J. (1994). A study of the impact 
of owner’s mode of entry on venture performance and management 
patterns. Journal of Business Venturing, 9, 243-260. 

Chandler, G. N. (1996). Business similarity as a modera
tor of the relationship between pre-ownership experience and venture 
performance. Entrepreneurial Theory and Practice(Spring), 51-65. 

Chandler, G. N., & Baucus, D. A. (1996). Gauging per
formance in emerging businesses: Longitudinal evidence and growth 
pattern analysis. In P. D. Reynolds, S. Birley, J. E. Butler, W. D. By-
grave, P. Davidsson, W. B. Gartner, & P. P. McDougall (Eds.), Fron
tiers of Entrepreneurship Research.

Chandler, G. N., & Hanks, S. H. (1993). Measuring 
performance of emerging businesses. Journal of Business Venturing, 8, 
32-40. 

Chandler, G. N., & Hanks, S. H. (1994a). Founder com
petence, the environment, and venture performance. Entrepreneurship 
Theory and Practice, 18(3), 77-89. 

Chandler, G. N., & Hanks, S. H. (1994b). Market at
tractiveness, resource-based capabilities, venture strategies, and venture 
performance. Journal of Business Venturing, 9, 331-349. 

Chaston, I., & Mangles, T. (1997). Core capabilities as 
predictors of growth potential in small manufacturing firms. Journal of 
Small Business Management, 35(1), 47-57. 

Child, J. (1972). Organizational structure, environment 
and performance: The role of strategic choice. Sociology, 6(1-22). 

279 



Jönköping International Business School 

Churchill, C., & Lewis, V. L. (1983). The five stages of 
small business growth. Harvard Business Review, 61(3), 30-50. 

Cohen, J. (1969). The statistical power of abnormal-social 
psychological research: A review. Journal of Abnormal and Social Psy
chology, 65, 95-121. 

Cooper, A. C. (1995). Challenges in predicting new ven
ture performance. In I. Bull, H. Thomas, & G. Willard (Eds.), Entre
preneurship: Perspectives on Theory Building. London: Elsevier Science 
Ltd. 

Cooper, A. C., & Gimeno-Gascon, F. J. (1992). Entre
preneurs, processes of founding and new firm performance. In D. Sex
ton & J. Kasarda (Eds.), The State of the Art in Entrepreneurship. 
Boston, MA: PWS Publishing Co. 

Cooper, A. C., Gimeno-Gascon, F. J., & Woo, C. Y. 
(1994). Initial human and financial capital as predictors of new venture 
performance. Journal of Business Venturing, 9(5), 371-395. 

Covin, J. G., & Covin, T. J. (1990). Competitive aggres
siveness, environmental context, and small firm performance. Entrepre
neurship Theory and Practice, 13, 35-50. 

Covin, J. G., & Slevin, D. P. (1986). The development 
and testing of an organizational-level entrepreneurship scale. In R. Ron
stadt, J. A. Hornaday, R. Peterson, & K. H. Vesper (Eds.), Frontiers of 
Entrepreneurship Research (pp. 628-639). Wellesley, MA: Babson Col
lege. 

Covin, J. G., & Slevin, D. P. (1989). Strategic manage
ment of small firms in hostile and benign environments. Strategic Man
agement Journal, 10(January), 75-87. 

Covin, J. G., & Slevin, D. P. (1990). New venture strate
gic posture, structure, and performance: An industry life cycle analysis. 
Journal of Business Venturing, 5, 123-135. 

Covin, J. G., & Slevin, D. P. (1991). A conceptual model 
of entrepreneurship as firm behaviour. Entrepreneurship Theory and 
Practice(Fall), 7-25. 

Covin, J. G., Slevin, D. P., & Covin, T. J. (1990). Con
tent and performance of growth-seeking small firms in high- and low-
technology industries. Journal of Business Venturing, 5, 391-412. 

280 



references 

Cragg, P. B., & King, M. (1988). Organizational charac
teristics and small firms performance revisited. Entrepreneurship Theory 
and Practice(Winter), 49-64. 

Curran, J., Kitching, J., Abbott, B., & Mills, V. (1993). 
Employment and employment relations in the small service sector en
terprise - a report. Kingston: ESRC Centre for Research on Small Serv
ice Sector Enterprises, Kingston Business School. 

Davidsson, P. (1987). Growth willingness in small firms: 
Entrepreneurship - and after? (224). Stockholm: EFI. 

Davidsson, P. (1989). Continued Entrepreneurship and 
Small Firm Growth. Stockholm: Stockholm School of Economics. 

Davidsson, P., & Delmar, F. (1997). High-growth firms 
and their contribution to employment: The case of Sweden 1987-96.
Paris: OECD Working Party on SMEs. 

Davidsson, P., Lindmark, L., & Olofsson, C. (1994). Dy
namiken i svenskt näringsliv (Business Dynamics in Sweden). Lund, 
Sweden: Studentlitteratur. 

Davidsson, P., Lindmark, L., & Olofsson, C. (1996). 
Näringslivsdynamik under 90-talet (Business Dynamics in the 90s).
Stockholm: Nutek. 

Deci, E. L., & Ryan, R. M. (1985). Intrinsic Motivation 
and Self-Determination in Human Behaviour. New York: Plenum. 

Delmar, F. (1996a). Entrepreneurial Behavior and Busi
ness Performance. Stockholm: Stockholm School of Economics. 

Delmar, F. (1996b). Measuring growth: Methodological 
considerations and empirical results. Paper presented at the RENT X, 
Brussels. 

Dess, G. G., & Beard, D. W. (1984). Dimensions of or
ganizational task environments. Administrative Science Quarterly, 29, 
52-73. 

Dess, G. G., Lumpkin, G. T., & Covin, J. G. (1997). 
Entrepreneurial strategy making and firm performance: Tests of contin
gency and configurational models. Strategic Management Journal, 
18(9), 677-695. 

281 



Jönköping International Business School 

Doll, J., & Ajzen, I. (1992). Accessibility and stability of 
predictors in theory of planned behavior. Journal of Personality and So
cial Psychology, 63(5), 754-756. 

Donckels, R., & Lambrecht, J. (1994). Networks and 
small business growth: an explanatory model. Small Business Econom
ics, 7, 273-289. 

Donckels, R., & Lambrecht, J. (1997). A holistic ap
proach to the expansion decision of small- and medium-sized enterprises 
in a metropolitan area: The case of Brussels. Entrepreneurship & Re
gional Development.

Doutriaux, J. (1992). Emerging high-tech firms: How du
rable are their comparative start-up advantages. Journal of Business 
Venturing, 7, 303-322. 

Dunkelberg, W. C., Cooper, A. C., Woo, C. Y., & Den-
nor Jr, W. J. (1987). Entrepreneurial typologies. In N. C. Churchill, J. 
A. Hornaday, B. A. Kirchhoff, O. J. Krasner, & K. H. Vesper (Eds.), 
Frontiers of Entrepreneurship Research. Wellesley, MA: Babson Col
lege. 

Dutton, J. E., & Keats, B. W. (1987). Categorizing stra
tegic issues: Links to organizational action. Academy of Management 
Review, 12(1), 76-90. 

Eagly, A. H., & Chaiken, S. (1993). The Psychology of 
Attitudes. Orlando, FLA: Harcourt Brace Jonanovich, Inc. 

Falk, R. F., & Miller, N. B. (1992). A Primer for Soft 
Modelling. Akron, Ohio: University of Akron. 

Flamholtz, E. G. (1986). Managing the Transition from 
an Entrepreneurship to a Professionally Managed Firm. San Francisco: 
Jossey-Bass. 

Foley, M. R. (1984). What makes a small business suc
cessful? (Occasional paper 84/41). Sheffield: Sheffield Centre for Envi
ronmental Research. 

Fombrun, C. J., & Wally, S. (1989). Structuring small 
firms for rapid growth. Journal of Business Venturing, 4(2), 107-222. 

Fornell, C. (1987). A second generation of multivariate 
analysis: Classification of methods and implications for marketing re

282 



references 

search. In M. Houston (Ed.), The Review of Marketing : American 
Marketing Association. 

Galunic, D. C., & Eisenhardt, M. (1994). Renewing the 
strategy-structure-performance paradigm. Research in Organizational 
Behavior, 16, 215-255. 

Gartner, W. B. (1989). Some suggestions for research on 
entrepreneurial traits and characteristics. Entrepreneurship Theory and 
Practice(Fall), 27-37. 

Gartner, W. B. (1993). Words lead to deeds: Towards an 
organizational emergence vocabulary. Journal of Business Venturing, 8, 
231-239. 

Gartner, W. B., Bird, B. J., & Starr, J. A. (1992). Acting 
as if: Differentiating entrepreneurial from organizational behavior. En
trepreneurship Theory and Practice(Spring), 13-31. 

Glueck, W. F. (1980). Business Policy and Strategic Man
agement. New York: McGraw-Hill. 

Grant, R. G. (1991). The resource-based theory of com
petitive advantage: Implications for strategy formulation. California 
Management Review, 33(3), 114-135. 

Greene, P., & Brown, T. E. (1997). Resource needs and 
the dynamic capitalism typology. Journal of Business Venturing, 12, 
161-173. 

Greene, P., Brush, C., & Brown, T. E. (1997). Resources 
in small firms: An exploratory study. Journal of Small Business Strategy, 
8(2), 25-40. 

Greenwood, R., & Hinings, C. R. (1996). Understanding 
radical organizational change: Bringing together the old and new insti
tutionalism. Academy of Management Review, 21(4), 1022-1054. 

Greiner, L. E. (1972). Evolutions and revolutions as or
ganizations grow. Harvard Business Review, 50(4), 37-46. 

Gundry, L., & Welsch, H. (1997, April 17-19). The am
bitious entrepreneur: Attributes of firms exhibiting high growth strate
gies. Paper presented at the 1997 Babson Entrepreneurship Research 
Conference, Wellesley, MA. 

Haavelmo, T. (1944). The probability approach in 
econometrics. Econometrica, 12. 

283 



Jönköping International Business School 

Hackman, J. R., & Oldham, G. R. (1980). Work Redes
ign. Reading, MA: Addison-Wesley. 

Hamel, G., & Prahalad, C. K. (1990). The core compe
tence of the corporation. Harvard Business Review(May-June), 75-84. 

Hanks, S. H., Watson, C. J., Jansen, E., & Chandler, G. 
N. (1993). Tightening the life-lycle construct: A study of growth stage 
configurations in high-technology organizations. Entrepreneurship 
Theory and Practice(Winter), 5-29. 

Hansen, E. L. (1995). Entrepreneurial networks and new 
organization growth. Entrepreneurship Theory and Practice, 
19(Summer), 7-19. 

Harrison, R. T., & Mason, C. M. (1997, April 17-19). 
Entrepreneurial growth strategies and venture performance in the soft
ware industry. Paper presented at the 1997 Babson Entrepreneurship 
Research Conference, Wellesley, MA. 

Heeley, M. B. (1997). Appropriating rents from external 
knowledge: The impact of absorbative capacity on firm sales growth and 
research productivity. In P. D. Reynolds, W. D. Bygrave, N. M. Carter, 
P. Davidsson, W. B. Gartner, C. M. Mason, & P. P. McDougall (Eds.), 
Frontiers of Entrepreneurship Research. Wellesley, MA: Babson Col
lege. 

Hempel, K. G. (1965). Aspects of Scientific Explanation. 
New York: Free Press. 

Hofer, C., & Schendel, D. (1978). Strategy Formulation: 
Analytic Concepts. St. Paul, MN: West. 

Hofer, C. W., & Charan, R. (1984). The transition to 
professional management: Mission impossible? American Journal of 
Small Business, 9(1), 1-11. 

Hofer, C. W., & Sandberg, W. R. (1987). Improving new 
venture performance: Some guidelines for success. American Journal of 
Small Business(Summer, 1987), 11-25. 

Hoy, F., McDougall, P. P., & Dsouza, D. E. (1992). 
Strategies and environments of high growth firms. In D. L. Sexton & J. 
D. Kasarda (Eds.), The State of the Art of Entrepreneurship (pp. 341
357). Boston: PWS-Kent Publishing. 

284 



references 

Hunt, S. D. (1991). Positivism and paradigm dominance 
in consumer research: Toward critical pluralism and rapprochement. 
Journal of Consumer Research, 18(1), 32-44. 

Jennings, P., & Beaver, G. (1997). The performance and 
competitive advantage of small firms: A management perspective. Inter
national Small Business Journal, 15(2), 63-75. 

Johannisson, B. (1986). Network strategies: Management 
technology for entrepreneurship and change. International Small Busi
ness Journal, 1(1), 19-30. 

Johannisson, B. (1990). Building an entrepreneurial ca
reer in a mixed economy: Need for social and business ties in personal 
networks. Paper presented at the Academy of Management Meeting, 
San Francisco. 

Johannisson, B., & Lindmark, L. (1996). Företag, Företa
gare och Företagsamhet (Business, Businessmen and Business Activities). 

Johnson, B. P. (1990). Toward a multidimensional model 
of entrepreneurship: The case of achievement motivation and the entre
preneur. Entrepreneurship Theory and Practice(Spring), 39-54. 

Johnson, D. (1993). Driver behaviour and business out
comes: An alternative approach to the psychology of the owner-
manager. Entrepreneurship & Regional Development, 5, 369-383. 

Kanfer, R., & Ackerman, P. L. (1989). Motivation and 
cognitive abilities: an integrative/aptitude-treatment interaction ap
proach to skill acquisitions. Journal of Applied Psychology, 74(4), 657
690. 

Karlsson, C., Larsson, J., & Wiklund, J. (1992). Gnos
jöfenomenet (The Gnosjö Phenomenon). Stockholm: Ar
betsmarknadsdepartementet. 

Kazanjian, R. K., & Drazin, R. (1989). An empirical test 
of stage of growth progression model. Management Science, 35(12), 
1489-1503. 

Kazanjian, R. K., & Drazin, R. (1990). A stage contingent 
model of design and growth for technology based new ventures. Journal 
of Business Venturing, 5(3), 137-150. 

285 



Jönköping International Business School 

Keats, B. W., & Bracker, J. S. (1988). Toward a theory of 
small firm performance: a conceptual model. American Journal of Small 
Business, 14, 41-58. 

Kets de Vries, M. F. R. (1977). The entrepreneurial per
sonality: a person at the cross-roads. Journal of Management Stud-
ies(14), 34-57. 

Kets de Vries, M. F. R., Miller, D., & Noel, A. (1993). 
Understanding the leader-strategy interface: Application of the strategic 
relationship interview method. Human Relations, 46(1), 5-22. 

Khan, A. M. (1986). Entrepreneur characteristics and the 
prediction of new venture success. Omega(14), 365-372. 

Khan, A. M., & Manopichetwattana, V. (1989). Innova
tive and noninnovative small firms: Types and characteristics. Manage
ment Science, 35(5), 597-606. 

Kim, M.-S., & Hunter, J. E. (1993). Attitude-behavior 
relations: A meta-analysis of attitutinal relevance and topic. Journal of 
Communication, 43(1), 101-142. 

Kirchhoff, B., & Phillips, B. (1988). The effect of firm 
formation and growth on job creation in the United States. Journal of 
Business Venturing, 3, 261-272. 

Knight, G. A. (1997). Cross-cultural reliability and valid
ity of a scale to measure firm entrepreneurial orientation. Journal of 
Business Venturing, 12, 213-225. 

Kolvereid, L. (1992). Growth aspirations among norwe
gian entrepreneurs. Journal of Business Venturing, 7, 209-222. 

Kolvereid, L., & Bullvåg, E. (1996). Growth intentions 
and actual growth: The impact of entrepreneurial choice. Journal of 
Enterprising Culture, 4(1), 1-17. 

Lekwall, P., & Wahlbin, C. (1993). Information För 
Marknadsföringsbeslut (Information for Marketing Decisions). Goth
enburg: IHM Förlag. 

Locke, E. A. (1991). The motivation sequence, the moti
vation hub, and the motivation core. Organizational Behavior and Hu
man Decision Processes, 50, 288-299. 

Locke, E. A., & Henne, D. (1986). Work motivation 
theories. In C. Cooper & I. Robertson (Eds.), International Review of 

286 



references 

Industrial and Organizational Psychology (pp. 1-35). Chichester: Wiley 
and sons Ltd. 

Low, M. B., & MacMillan, I. C. (1988). Entrepreneur
ship: Past research and future challenges. Journal of Management(14), 
139-161. 

Lumpkin, G. T., & Dess, G. G. (1996). Clarifying the 
entrepreneurial orientation construct and linking it to performance. 
Academy of Management review, 21(1), 135-172. 

Lumpkin, G. T., & Dess, G. G. (1997). Proactiveness 
versus competitive aggressiveness: Teasing apart key dimension of an 
entrepreneurial orientation. In P. D. Reynolds, W. D. Bygrave, N. M. 
Carter, P. Davidsson, W. B. Gartner, C. M. Mason, & P. P. McDougall 
(Eds.), Frontiers of Entrepreneurship Research. Wellesley, MA: Babson 
College. 

MacIver, R. (1942). Social Causation. New York: Gin and 
Company. 

Macrae, D. J. R. (1992). Characteristics of high and low 
growth small and medium sized businesses. Management Research 
News, 15(2), 11-17. 

Malhotra, N. K. (1993). Marketing Research: An Applied 
Orientation. Englewood Cliffs, NJ: Prentice-Hall. 

Marris, R. (1964). The Economic Theory of Managerial 
Capital. New York: MacMillan. 

McClelland, D. C. (1961). The Achieving Society.
Princeton, NJ: Van Nostrand. 

McClelland, D. C. (1987). Human Motivation. New 
York: Cambridge University Press. 

McDougall, P. P., Covin, J., Robinson, R., & Herron, L. 
(1994). The effect of industry growth and strategic breadth on new 
venture performance and strategy content. Strategic Management Jour
nal, 15, 537-554. 

McGee, J. E., Dowling, M. J., & Megginson, W. L. 
(1995). Cooperative strategy and new venture performance: The role of 
Business Strategy and management experience. Strategic Management 
Journal, 16, 565-580. 

287 



Jönköping International Business School 

McKelvey, B. (1997). Quasi-natural organization science. 
Organization Science, 8(4), 352-380. 

McMullin, E. (1984). A case for scientific realism. In J. 
Leplin (Ed.), Scientific Realism. Berkeley and Los Angeles: University of 
California Press. 

Melin, L., & Hellgren, B. (1993). The role of Strategists’ 
ways-of-thinking in strategic change processes. In J. Hendry & J. John
son (Eds.), Strategic Thinking: Leadership and the Management of 
Change. Chichester, UK: John Wiley & sons. 

Merz, G. R., Weber, P. B., & Laetz, V. B. (1994). Link
ing small business management with entrepreneurial growth. Journal of 
Small Business Management, 32(3), 48-60. 

Michel, J. (1986). Measurement scales and statistics: A 
clash of paradigms. Psychological Bulletin, 100(3), 398-407. 

Miles, M. P., Arnold, D. R., & Thompson, D. L. (1993). 
The interrelationship between environmental hostility and entrepreneu
rial orientation. Journal of Applied Business Research, 9(4), 12-23. 

Miller, D. (1983a). The correlates of entrepreneurship in 
three types of firms. Management Science(29), 770-791. 

Miller, D. (1987a). Strategy making and structure: Analy
sis and implication for performance. Academy of Management Journal, 
30(1), 7-32. 

Miller, D. (1987b). The structural and environmental 
correlates of business strategy. Strategic Management Journal, 8, 55-76. 

Miller, D. (1990). Organizational configurations: Cohe
sion, change, and prediction. Human Relations, 43(8), 771-789. 

Miller, D., & Friesen, P. H. (1978). Archetypes of strat
egy formulation. Management Science, 24(9), 921-933. 

Miller, D., & Friesen, P. H. (1982). Innovation in con
servative and entrepreneurial firms: two models of strategic momentum. 
Strategic Management Journal, 3, 1-25. 

Miller, D., & Friesen, P. H. (1984). Organizations - A 
Quantum View. Englewoods Cliffs, NJ: Prentice Hall. 

Miller, D., Kets de Vries, M. F. R., & Toulouse, J.-M. 
(1986). Top executive locus of control and its relationship to strategy 

288 



references 

making, structure, and environment. Academy of Management Journal, 
25(2), 237-253. 

Miller, D., & Shamsie, J. (1996). The resource-based view 
of the firm in two environments: The Hollywood film studios from 
1936 to 1965. Academy of Management Journal, 39(3), 519-543. 

Miller, D., & Toulouse, J.-M. (1986). Chief executive 
personality and corporate strategy and structure in small firms. Man
agement Science, 32(11), 1389-1409. 

Miller, D., & Toulouse, J.-M. (1988). Strategy, structure, 
CEO personality and performance in small firms. American Journal of 
Small Business(Winter, 1986), 47-61. 

Miller, R. W. (1983b). Fact and method in the social sci
ences. In D. Sabia & J. Wallulis (Eds.), Changing social science (pp. 77
101). Albany, NY: SUNY Press. 

Miller, R. W. (1987c). Fact and Method; Explanation, 
Confirmation and Reality in the Natural and Social Sciences. Princeton, 
N.J.: Princeton University Press. 

Miner, J. B. (1980). Theories of Organizational Behav
iour. Hinsdale, IL: Dryden. 

Miner, J. B. (1990). Entrepreneurs, high growth entre
preneurs, and managers: contrasting and overlapping motivational pat
terns. Journal of Business Venturing, 5(4), 221-234. 

Miner, J. B., Smith, N. R., & Bracker, J. S. (1989). Role 
of entrepreneurial task motivation in the growth of technologically in
novative firms. Journal of Applied Psychology, 74(4), 554-560. 

Miner, J. B., Smith, N. R., & Bracker, J. S. (1992). Pre
dicting firm survival from a knowledge of entrepreneur task motivation. 
Entrepreneurship & Regional Development, 4, 145-153. 

Miner, J. B., Smith, N. R., & Bracker, J. S. (1994). Role 
of entrepreneurial task motivation in the growth of technologically in
novative firms: Interpretations from follow-up data. Journal of Applied 
Psychology, 79(4), 627-630. 

Mintzberg, H. (1973). Strategy-making in three modes. 
California Management Review(Winter, 1973), 44-53. 

Mintzberg, H. (1979). The Structure of Organizations. 
Englewood Cliffs, NJ: Prentice Hall. 

289 



Jönköping International Business School 

Mintzberg, H. (1984). The simple structure. In J. B. 
Quinn, H. Mintzberg, & J. M. James (Eds.), The Strategy Process: 
Concepts, Contexts and Cases (pp. 532-539). Englewood Cliffs, NJ: 
Prentice Hall. 

Mok, A. L., & van den Tillaart, H. (1987, May 14-15). 
Farmers and small businessmen: A comparative analysis of their careers 
and occupational orientation. Paper presented at the Workshop on Re
sent Research on Entrepreneurship in Europe, EIASM, Brussels. 

Naffziger, D. W., Hornsby, J. S., & Kuratko, D. S. 
(1994). A proposed research model of entrepreneurial motivation. En
trepreneurship Theory and Practice(Spring), 29-42. 

Nunnally. (1967). Psychometric Theory. New York: 
McGraw-Hill. 

O’Farrell, P. N., & Hitchens, D. M. W. N. (1988). Al
ternative theories of small-firm growth: A critical review. Environment 
and Planning, 20, 1365-1383. 

Ohlsson, L., & Vinell, L. (1987). Tillväxtens Drivkrafter 
(The Driving Forces of Growth). Stockholm: Sveriges Industriförbund. 

Pelham, A. M., & Wilson, D. T. (1996). A longitudinal 
study of the impact of market structure, firm structure, strategy, and 
market orientation culture on dimensions of small-firm performance. 
Journal of the Academy of Marketing Science, 24(1), 27. 

Penrose, E. (1959). The Theory of the Growth of the 
Firm. Oxford: Oxford University Press. 

Perry, C., Meredith, G. G., & Cunningham, H. J. 
(1988). Relationship between small business growth and personal char
acteristics of owner/managers in Australia. Journal of Small Business 
Management.

Pfeffer, J., & Salancik, G. R. (1978). The External Con
trol of Organizations. New York: Harper & Row. 

Porter, M. E. (1980). Competitive Strategy. New York, 
NY: Free Press. 

Porter, M. E. (1985). Competitive Advantage. New York, 
NY: Free Press. 

Porter, M. E. (1991). Towards a dynamic theory of strat
egy. Strategic Management Journal, 12, 95-117. 

290 



references 

Robinson, K. (1997, April 17-19). A methodological in
vestigation of the validity and usefulness of parametric and non
parametric statistical data analysis techniques for new venture research. 
Paper presented at the 1997 Babson Entrepreneurship Research Confer
ence, Wellesley, MA. 

Robinson, R. B. J. (1982). The importance of "outsiders" 
in small firm planning and performance. Academy of Management 
Journal, 25(1), 80-93. 

Roper, S. (1997). Product innovation and small business 
growth: A comparison of the strategies of German, UK and Irish com
panies. Small Business Economics, 9, 523-537. 

Ruist, E. (1990). Modellbygge för empirisk analys (Model 
building for empirical analysis). Lund: Studentlitteratur. 

Sandberg, W. R., & Hofer, C. W. (1987). Improving new 
venture performance: The role of strategy, industry structure, and the 
entrepreneur. Journal of Business Venturing(2), 5-28. 

Schumpeter, J. (1934). The Theory of Economic Devel
opment. Cambridge: MA: Harvard University Press. 

Scott, M., & Rosa, P. (1996). Opinion: Has firm level 
analysis reached its limits? Time for a rethink. International Small Busi
ness Journal, 14(4), 81-89. 

Scott, W. R. (1992). Organizations: Rational, Natural and 
Open Systems. Englewood Cliffs, NJ: Prentice Hall. 

Sexton, D. L. (1997). Entrepreneurship research needs 
and issues. In D. Sexton & R. Smilor (Eds.), Entrepreneurship 2000. 
Chicago, IL: Upstart Publishing Company. 

Shaver, K. G., & Scott, L. R. (1991). Person, process, 
choice: The psychology of new venture creation. Entrepreneurship The
ory and Practice(Winter), 23-45. 

Siegel, R., Siegel, E., & MacMillan, I. C. (1993). Char
acteristics distinguishing high-growth ventures. Journal of Business 
Venturing, 9(2), 169-180. 

Smallbone, D., Leigh, R., & North, D. (1995). The char
acteristics and strategies of high growth SMEs. International Journal of 
Entrepreneurial Behaviour and Research, 1(3), 44-62. 

291 



Jönköping International Business School 

Smart, D. T., & Conant, J. S. (1994). Entrepreneurial 
orientation, distinctive marketing competencies and organizational 
performance. Journal of Applied Business Research, 10(3), 28-38. 

Smith, N. R., & Miner, J. B. (1983). Type of entrepre
neur, type of firm, and managerial motivation: Implications for organ
izational life cycle theory. In J. A. Hornaday, J. A. Timmons, & K. H. 
Vesper (Eds.), Frontiers of Entrepreneurship Research (pp. 51-71). 
Wellesley, MA: Babson College. 

Smith, N. R., & Miner, J. B. (1984). Motivational con
siderations in the success of technologically innovative entrepreneurs. In 
J. A. Hornaday, F. J. Tarpley, J. A. Timmons, & K. H. Vesper (Eds.), 
Frontiers of Entrepreneurship Research (pp. 488-495). Wellesley, MA: 
Babson College. 

Stanworth, J., & Grey, C. (1991). Bolton 20 Years On: A 
Review and Analysis of Small Business Research in Britain 1971-91.
London: Small Business Research Trust. 

Stevens, S. S. (1946). On the theory of scales of measure
ment. Science, 103, 667-680. 

Stevenson, H. H. (1984). A perspective of entrepreneur
ship. In H. H. Stevenson, M. J. Roberts, & H. Grousebeck (Eds.), New 
Business Venture and the Entrepreneur. Boston, MA: Harvard Business 
School. 

Stevenson, H. H., & Gumpert, D. E. (1991). The heart 
of entrepreneurship. In W. A. Sahlman & H. H. Stevenson (Eds.), The 
Entrepreneurial Venture. Boston, MA: Harvard Business School. 

Stevenson, H. H., & Jarillo, J. C. (1986). Preserving en
trepreneurship as companies grow. Journal of Business Strategy, 6, 10
23. 

Stevenson, H. H., & Jarillo, J. C. (1990). A paradigm of 
entrepreneurship: Entrepreneurial management. Strategic Management 
Journal, 11, 17-27. 

Storey, D. J. (1994a). The role of legal status in influenc
ing bank financing and new firm growth. Applied Economics, 26(2), 
129-136. 

Storey, D. J. (1994b). Understanding the Small Business 
Sector. London: Routledge. 

292 



references 

Storey, D. J. (1996). The Ten Percenters. London: De
liotte & Touche. 

Storey, D. J. (1997). The Ten Percenters Second Report. 
London: Deliotte & Touche. 

Suppes, P., & Zinnes, J. L. (1963). Basic measurement 
theory. In R. D. Luce, R. R. Bush, & E. Galanter (Eds.), Handbook of 
Mathematical Psychology (Vol. 1, pp. 3-76). New York: Wiley. 

Swoyer, C. (1987). The metaphysics of measurement. In 
J. Forge (Ed.), Measurement, Realism and Objectivity (pp. 235-290): 
Reidel Publishing Company. 

Thurik, A. R. (1996). Introduction: Economic perform
ance and small business. Small Business Economics, 8, 327-328. 

Trigg, R. (1993). Rationality and Science: Can Science 
Explain Everything. Oxford: Blackwell. 

Tsai, W. M.-H., MacMillan, I. C., & Low, M. B. (1991). 
Effects of strategy and environment on corporate venture success in in
dustrial markets. Journal of Business Venturing, 6(1), 9-28. 

Tushman, M., & Romanelli, E. (1985). Organization 
evolution: A metamorphosis model of convergence and reorientation. In 
B. M. Staw & L. L. Cummings (Eds.), Research in Organizational Be
havior (Vol. 7, pp. 171-232). Greenwich, CT: JAI Press. 

Waddock, S. A., & Isabella, L. A. (1989). Strategy, beliefs 
about the environment, and performance in a banking situation. Journal 
of Management, 15(4), 617-632. 

Van de Ven, A. H., & Drazin, R. (1985). The Concept of 
Fit in Contingency Theory. In B. M. Staw & L. L. Cummings (Eds.), 
Research in Organization Behavior (Vol. 7, pp. 333-365). Greenwich, 
CT: JAI Press. 

Van de Ven, A. H., & Ferry, D. (1980). Measuring and 
Assessing Organizations. New York, NY: Wiley. 

Van de Ven, A. H., Hudson, R., & Schroeder, D. (1984). 
Designing New Business Startups: Entrepreneurial, Organizational, and 
Ecological Considerations.. 

VanderWerf, P. A. (1989). Achieving empirical progress 
in an understudied field. Entrepreneurship Theory and Practice, 
14(Spring), 45-58. 

293 



Jönköping International Business School 

Weick, K. E. (1979). The Social Psychology of Organiz
ing. Reading, MA: Addison-Wesley. 

Weinzimmer, L. (1997). Top management team corre
lates of organisational growth in a small business context: A comparative 
study. Journal of Small Business Management, 35(3), 1-20. 

Wernerfelt, B. (1984). A resource based view of the firm. 
Strategic Management Journal, 5, 171-180. 

Wijewardena, H., & Cooray, S. (1995). Determinant of 
growth in small manufacturing firms: The Japanese experience. Journal 
of Small Business Management, 33(4), 87-92. 

Wiklund, J., Davidsson, P., Delmar, F., & Aronsson, M. 
(1997). Expected consequences of growth and their effect on growth 
willingness in different samples of small firms. In P. D. Reynolds, W. 
D. Bygrave, N. M. Carter, P. Davidsson, W. B. Gartner, C. M. Mason, 
& P. P. McDougall (Eds.), Frontiers of Entrepreneurship Research. 
Wellesley, MA: Babson College. 

Willard, G. E., & Krueger, A. (1992). In order to grow, 
must the founder go: Performance differences between founder and 
non-founder managed high-growth manufacturing firms. Journal of 
Business Venturing, 7, 181-194. 

Winter, D. G. (1973). The Power Motive. New York: 
The Free Press. 

Wold, H. (1980). Model construction and evaluation 
when theoretical knowledge is scarce. In J. B. Ramsey & J. Kmenta 
(Eds.), Evaluation of Econometric Models (pp. 47-74): Academic Press 
Inc. 

Wold, H. (1981). The fix-point approach to interdepend
ent systems: Review and current outlook. In H. Wold (Ed.), The Fix-
Point Approach to Interdependent Systems (pp. 1-35). Amsterdam: 
North-Holland. 

Wold, H. (1982). Models for knowledge. In J. Gani 
(Ed.), The Making of Statisticians. New York, Heidelberg, Berlin: 
Springer Verlag. 

Wold, H. (1985). Partial Least Squares. In S. Kotz & N. 
L. Johnson (Eds.), Encyclopaedia of Statistical Sciences (Vol. 6, pp. 
581-591). New York: Wiley. 

294 



references 

Wold, H. (1989). Introduction to the second generation 
of multivariate analysis. In H. Wold (Ed.), Theoretical Empiricism (pp. 
vii-xi). New York: Paragon House. 

Wold, H., & Jöreskog, K. G. (1982). The ML and PLS 
Techniques For Modelling with Latent Variables: Historical and Com
parative Aspects. Amsterdam: North-Holland. 

Woo, C. Y., Cooper, A. C., Dunkelberg, W. C., Daellen
bach, U., & Dennis, W. J. (1989). Determinants for growth in small 
and large entrepreneurial start ups, Frontiers of Entrepreneurship Re
search.

Vroom, V. (1964). Work and Motivation. New York: 
Wiley. 

Yin, R. K. (1989). Case Study Research Design and 
Methods. Newbury Park: Sage Publications. 

Zahra, S. (1991). Predictors and financial outcomes of 
corporate entrepreneurship: An explorative study. Journal of Business 
Venturing, 6, 259-285. 

Zahra, S. (1993). A conceptual model of entrepreneurship 
as firm behaviour: A critique and extension. Entrepreneurship Theory 
and Practice, 16(Summer), 5-21. 

Zahra, S., & Covin, J. (1995). Contextual influence on 
the corporate entrepreneurship-performance relationship: A longitudi
nal analysis. Journal of Business Venturing, 10, 43-58. 

295 



Jönköping International Business School 

Appendix 1

Review of research on small firm


growth and performance


Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Bamford, Sales growth Strategic Initial capital Munificence, Firm age 
Dean & breadth dynamism, 
McDougall competitive 
(1997) intensity 

Barkham Sales, assets, Need for Education, work Sector, loca-
(1994) employment achievement 

(nAch), need 
for power 
(nPower) 

skills, knowl
edge of cus
tomers, # foun
ders 

tion 

Barkham, 
Gudgin, Hart 
& Hanvey 
(1996) 

Sales growth, 
employment 
growth, asset 
growth, profit 

Product diver
sity, market-
ing, price, 
process de-

Growth moti
vation 

Age of man
ager, experi
ence, # owners, 
time, member of 

Demand, lo-
cation, indus
try 

growth velopment organisation, 
size, sales 
force, external 
capital, invest
ments 

Begley 
(1995) 

Sales growth Type A be
haviour, risk-

Revenues, # 
employees, 

Sector Firm age 

taking pro- sales, founder, 
pensity, nAch, education, 
ambiguity tol company ten
erance, Locus ure, previously 
of control started busi-
(LOC), ness, industry 

experience 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Birley & 
Westhead 
(1990) 

Sales, profits, 
# employees 

Planning, di
versity of 
product base 

Ownership 
structure, train-
ing, 

Industry 
structure, lo
cation, diver-

Structure, 
firm age, 
sales revenue 

sity and loca- dependency 
tion of cus
tomer and 
supplier base, 
diversity and 
size of com
petition 

Bloodgood 
(1996) 

Sales growth, 
profitability 

Internationali-
sation, low 

International 
exposure of 

Industry 
growth rate, 

cost, product mgmnt team, industry prof-
differentiation, leverage itability 
market differ
entiation, in-
novation 

Boone, de Cash flow on Product differ- Firm size, ten-
Brabander & assets, ROA, entiation, low ure, liquid re-
van Witte gross profit cost sources not 
loostuijn margin committed to li-
(1996) abilities 

Box, White & 
Barr (1994) 

Employment 
growth 

scanning in-
tensity 

nAch, LOC Education, age 
at founding, # 

Industry dy
namics 

start-ups, 
mgmnt tenure, 
industry experi
ence 

Brown Employment Entrepreneu- Self-efficacy Munificence, 
(1996) growth, sales rial orientation hostility 

growth 

Brush & 
Chaganti 
(1997) 

Cash flow, 
employment 
growth, sat-

Focused cost 
leadership, fo
cused differ-

Commitment, 
attitude to
wards entre-

Owner/manager 
background, 
education and 

Industry 
growth rate, 
hostility 

Incorporation 
status 

isfaction entiation, preneurship experience, 
planning, re founding team 
porting size, staff skills 

Chaganti & 
Schneer 
(1994) 

profitability, 
sales 

Cost effi
ciency, cus
tomisation, 

Firm size, per-
ceived opera
tions strengths, 

Industry Formalisa
tion, planning, 
specialisa

quality experience tion, entry 
mode, firm 
age 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Chandler & 
Hanks (1994) 

Perceived 
change in 

Resources 
based compe-

Quality of the 
opportunity 

market share, tencies. entre
perceived preneurial com
change in petence, mana-
cash flow, gerial compe
sales growth, tence 
sales, earn-
ings, net 
worth 

Chandler 
(1996) 

Earnings, 
sales, sales 

Experience, 
skills/abilities 

Industry, task 
environment 

Firm age 

growth, mar similarity to pre- similarity 
ket share vious employ-
growth ment 

Chaston & 
Mangles 
(1997) 

Capabilities 
(identifying and 
exploiting mar
ket niche, finan
cial resources, 
managing prod
uct devt., HRM, 
TQM, produc
tivity, IT-based 
systems) 

Chrisman & Sales growth, Use of consult-
Leslie (1989) profit growth ants 

Cooper, Gi- Failure, sur- Education, gen- Industry 
meno vival, growth der, race, par-
Gascon & ents, experi-
Woo (1994) ence, use of 

advisors, part
ners, capital, 

Covin & Perceived fi- Entrepreneu- Hostility Organisa-
Slevin (1989) nancial per- rial orientation tional or

formance ganicity 

Covin & Perceived fi- Entrepreneu- Life cycle Organisa-
Slevin (1990) nancial per- rial orientation stage tional or

formance ganicity 

Covin & Perceived fi- Competitive Technological 
Covin (1990) nancial per aggressive sophistica

formance ness tion, hostility 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Covin, 
Slevin & 
Covin (1990) 

Perceived fi
nancial per
formance 

Advertising, 
efficiency and 
quality con
cerns, industry 

External fi
nancing 

awareness, 
product- re-
lated issues, 
planning-
related activi-
ties, customer 
support, long-
term financial 
orientation, 
external inde
pendence, 
strategic pos
ture 

Cragg & 
King (1988) 

Sales growth, 
profits/sales, 

Planning, new 
products 

Growth will-
ingness, 

Company age, # 
managers, # 

Legal form 

profits seeks job marketing/sales 
satisfaction, staff, # employ-
wants to earn ees, sales reve
money, nues, , o/m 
growth rela works at desk or 
tive to job machinery, age 
satisfaction, 
money rela
tive to job 
satisfaction 

Davidsson 
(1989) 

Sales and 
employment 

nAch, LOC Industry experi
ence, mgmnt 

industry 
growth, 

Firm age 

growth experience, # population 
start-ups, foun density, uni
der, education, versity ac
mgmnt training, cess, market 
age, firm size dispersion, 

type of cus
tomers, cus
tomer con
centration, 
ave. firm size 
in industry, 
capital needs 
for start-up in 
industry 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Donckels & Growth (no Organisational 
Lambrecht details) network 
(1994) 

Donckels & 
Lambrecht 
(1997) 

Growth (no 
details) 

Training, tenure, 
firm size, train-
ing, use of con-

Sector, mar
ket, location, 
crime, staff 

Family busi-
ness 

sultants, univer availability, 
sity contacts government 

problems, 
business ac
cessibility 

Doutriaux 
(1992) 

Sales growth Founding team 
size, age, expe

# competitors 

rience, equity, 
initial size and 
profits 

Duane & Hitt 
(1997) 

Profitability Low-cost, 
quality, time-
based, first-
mover, sec-
ond-mover, 
parity with 
competitors, 
R&D expen
diture 

Fombrun & 
Wally (1989) 

Margin, sales 
per em-

Low cost, 
quality, prod-

Size Industry Structure, pri
vately held 

ployee, sales uct develop-
growth ment, risk 

taking, prod
uct diversity 

Hansen Wage growth Network 
(1995) 

Harrison & Employment, Network 
Mason employment 
(1997) growth, prod

uct diversifi-
cation 

Heeley Sales growth R&D expen- Knowledge ac-
(1997) diture quisition, 

knowledge dis
semination 

300 



appendix 1


Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Katila (1997) Innovative 
output, likeli-
hood of radi-

R&D expen
diture 

R&D partners 

cal innova
tion, sales 
growth 

Kazanjian & Sales growth Firm size Firm age 
Drazin 
(1989) 

Kazanjian & Sales growth Organisation 
Drazin structure 
(1990) 

Kolvereid 
(1992) 

Growth aspi
ration 

Dependence 
on single 

Need for in-
dependence, 

Education, ex
perience, taxes, 

Industry, dis
tance to cus

product status, nAch, sales, # em tomers, ex
welfare ployees, previ- port, # cus

ous growth tomers, # 
competitors, 
opportunity 

Lau & Snell Employment Organisation 
(1996) growth structure 

Macrae 
(1992) 

Size R&D, products Entrepreneu
rial drive, mo-

Founder, edu
cation, sex, age, 

Market state, 
influence of 

tivation mgmnt experi- EC, barriers 
ence, mgmnt to growth, , 
training, atten suppliers, 
dance at con- customers 
ferences, 
mgmnt skills, 
mgmnt activi-
ties, co-opera-
tion 

McDougall, 
Robinson Jr 
& DeNisi 

ROI, market 
share growth 

Products, 
price, cus
tomer service, 

Industry 
structure, 
customers 

(1992) vertical inte
gration, 
brand/name 
ID 

McDougall, Sales growth Strategic Industry 
Covin, breadth growth 
Robinson & 
Herron 
(1994) 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

McGee, 
Dowling & 
Megginson 
(1995) 

Sales growth Co-operation 
in marketing, 
R&D and 
manufactur-

Management 
experience, as
sets 

Firm age 

ing, marketing 
differentiation, 
technical dif
ferentiation, 
cost leader
ship 

McMahon & 
Davies 
(1994) 

Sales growth, 
employment 
growth, net 

Financial 
analysis prac
tices, financial 

profit growth, reporting 
net margin, practices 
sales per 
employee, 
net profit per 
employee 

Merz, Weber Sales growth, Planning, Dynamism, Decentralisa
& Laetz sales vari- control, pro heterogene tion, speciali-
(1994) ability activeness, ity, hostility sation 

innovative
ness 

Miller & 
Toulouse 
(1988) 

long run prof
itability and 
sales growth 

Innovative 
differentiation, 
R&D, innova-

LOC CEO tenure, 
CEO flexibility 

Organisation 
structure 

compared to tion, market-
industry av ing differentia
erage tion, cost 

leadership, 
futurity, ex
plicitness, 
analysis, pro-
activeness, 
risk taking 

Miner, Smith 
& Bracker 

Sales growth MSCS Form 
T: self 

(1989) achievement, 
avoiding risk, 
feedback of 
results, future 
orientation 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Miner (1990) Employment 
growth 

MSCS Form 
T: self 
achievement, 
risk avoid
ance, feed
back of re
sults, per
sonal innova
tion, future 
orientation 

Namen & Perceived fi- Entrepreneu- Turbulence 
Slevin (1993) nancial per- rial orienta

formance tion, mission 
strategy 

Olson & Growth and Cost leader- Stage of de-
Kolvereid profitability ship, differen velopment 
(1994) tiation (firm age) 

Olson & Sales growth Planning, in-
Bokor (1995) novation 

Orpen (1994) Perceived fi- Planning, 
nancial per- scanning 
formance 

Pelham & Growth, new Market orien- Dynamism, Organisation 
Wilson product suc tation, innova competitive structure 
(1996) cess and tion, low cost intensity 

profitability 

Perry, Mere
dith & Cun
ningham 
(1988) 

Sales growth Social credi
bility of 
growth, will-
ingness to 

% equity in ini-
tial capital, % 
profits rein
vested, experi-

Examples of 
growth within 
industry 

use external ence with men
financing, tors, # previous 
nAch, LOC, start-ups, expe

rience 

Petrakis 
(1997) 

Sales growth Management 
of technology 

Risk taking, 
profit motive 

Adaptability, fi
nancial gap, la-

Type of cus
tomers 

change bour market, 
access to public 
commodities 
and information 

Roper Sales and Innovation Firm size Country 
(1997a) employment 

growth 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Roper 
(1997b) 

Sales growth, 
employment 

New product 
lines, new or 

Work stan
dardisation 

growth, return modified 
on assets, product, new 
profit per em- export market, 
ployee, return new quality 
on sales, certification, 
sales/assets new 

MIS/MAS, re
cruitment, 
control 

Rosa, Carter 
& Hamilton 
(1996) 

# employees, 
employment 
growth, sales, 

Gender, age, # 
children, , part
ner, # owners, 

Sector Firm age 

assets capital, network, 
experience, 
education, sub
contracting 

Sandberg & 
Hofer (1987) 

Profitability Focus, differ
entiation 

Experience, # 
start-ups, age, 

Industry de
velopment 

education stage, indus
try structure, 
industry equi
librium, barri
ers to entry, 
industry 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Schwartz, 
Teach & Mi-
glani (1997) 

Sales growth Cost leader
ship, differen
tiation, diver
sification, di
vestment, 
planning, low 
price, innova
tion, internal 
growth, acqui
sition of firm 
or technology, 
JV, market 
development, 
market focus, 
market pene
tration, prod
uct develop
ment, TQM, 
new technol
ogy, unique
ness 

Shrader & 
Simon 
(1997) 

Sales growth, 
profitability 

Strategic 
breadth, prod
ucts, brand ID 

Capital source, 
proprietary 
knowledge, 

Venture ori
gin, firm age 

techni
cal/marketing 
expertise, firm 
size 

Siegel, Sie- Sales growth Products, Financing, 
gel & Mac- planning ori management 
Millan (1993) entation focus, start-up 

team back
ground 

Smallbone, Growth (no Management # managers, 
Leigh & details), prof- of products time to manage, 
North (1995) itability and markets, ownership 

production change 
system 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Smart & Co
nant (1994) 

Overall store 
performance, 
sales growth, 
sales per 
employee, 
net income 

Entrepreneu
rial orientation 

Marketing com
petency 

cost contain
ment, cash 
flow man
agement, 
sales per 
square foot 

Smith & 
Miner (1984) 

Growth (no 
details) 

MSCS Form 
T: self 
achievement, 
avoiding risk, 
feedback of 
results, future 
orientation 

Solymossy 
(1997) 

Satisfaction 
(no details) 

Economic ne-
cessity, inde
pendence, 
achievement, 
opportunity, 
job satisfac
tion, career 
security, 
wealth, social 
status, 

Tsai, Mac
Millan & Low 
(1991) 

ROI, market 
share growth 

quality, price, 
promotion ex
penditure, ca-

Life cycle 
stage, num
ber of cus

pacity tomers, mar
ket growth, 
market share 
of large cus
tomers, de
pendence of 
largest com
petitor 
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Author(s) Perform- Strategy Motivation Resources Environment Other 
ance/growth (personality) 
measure 

Van de Ven, 
Hudson & 
Schroeder 
(1984) 

Growth (no 
details), inde
pendence, 
perceived 

Risk orienta
tion, business 
idea, following 
program plan-

Commitment Education, ex
perience, aver
age tenure of 
personnel, edu

performance ning model, cation of per-
planning ac sonnel, spe
tivities, proac cialisation, # 
tiveness, persons in 
standardisa command, 
tion of proce board of direc
dures tors, time allo-

cation, commu
nication fre
quency 

Weinzimmer 
(1997) 

Sales growth Top mgmnt 
team size, top 
mgmnt team 
age, Top mgmnt 
team heteroge
neity, 

Wijewardena Sales growth Advertise- Capital, size, Exports, 
& Cooray ment, R&D skilled workers, competition, 
(1995) expenditure industry 

Wiklund, Growth aspi- Expected 
Davidsson, rations conse-
Delmar & quences of 
Aronsson growth 
(1997) 

Zahra (1996) sales growth, 
market share 
growth, prof
itability 

Technology 
strategy 

Firm size Venture ori
gin, firm age 

Note: Abbreviations are explained the first time they are used in the Table (e.g. need 
for achievement (nAch)). The explicitness of studied variables varies considerably. The 
term ”no details” is used when no explanation is given to the kind of variables studied. 
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Appendix 2

Questionnaires


Appendix 2.A. Translation of telephone interview 1 

Support information 

❑

Company name (if other than above):_________________________________ 

CEO name____________ Alt. 
no:_________________ 

Call back_____________  Introduction read 
to CEO 

Interview started at______________ 

READ: My name is NN from Jönköping International Business School. I would 
like to talk to the CEO of (company name).

 (If the person hesitates) The person in charge of the company. 

If the CEO is not available: 

What is the name of the CEO? When can I call back 

When in contact with the respondent: 

READ: My name is XX from Jönköping International Business School. I work as 
an interviewer for a research project on small firms. We sent you a letter about this sur
vey. Did you receive it? 

(If not; improvise a short summary of the content of the letter) 

READ: As we wrote in the letter, your company is part of the random sample of 
firms. It is important for the research project that everyone who is able to participate 
participates in the interview. It takes about 15 minutes. Is it possible for you to answer 
the questions now? 

Of the respondent hesitates of refuses. 

Can I call you back tomorrow (or some other time) instead? At what time? 
AND/OR 

The survey is important for enhancing the knowledge of small firms. You can con
tribute to improve the knowledge of small firms by participating in the interview. 
AND/OR 

Your answers are confidential and no one can trace you or your company. 
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Fill in after the interview 

Your name:______________________________________________


Date of the interview:__________________


Time:_______________________


Number of calls:________________


Non-response reasons : 

❑ Refusal ❑ Phone no. unknown ❑ No contact despite 15 calls 
❑ Not available until: ______/______ ❑ Discontinued 
❑ Interview interrupted ❑ Other, what? 

After yes, start interview 

READ: Then we can start the interview. To begin with I will ask questions about 
the firm and its development. (If you hesitate about the respondent’s name). But first 
your name: 

Respondentís name (CEO):____________________________ 

1. The first question concerns your line of business. Is the firm mainly goods-

produces, service producer or a trade firm?

The firm is primarily: ❑ Goods-producing


❑ Service producing Go to 3! 
❑ Trade firm Go to 3! 

2. (If goods-producing) How large share of your sales is generated by products you 
develop in-house? 

Less than 5% 5-25% 25-50% 50-75% 75-95% over 95% 
❑ ❑ ❑ ❑ ❑ ❑ 

3. Do you primarily sell your products to other firms or consumers? 
❑ Almost exclusively consumers Go to 5! 
❑ Mixed 
❑ Almost exclusively other firms 

4. Try to estimate approximately how many per cent of your turnover is generated 
from your three largest customers? (Many companies in one group=one company)


Less than 5% 5-25% 25-50% 50-75% 75-95% over 95%

❑ ❑ ❑ ❑ ❑ ❑ 

316 



appendix 2 

5. Approximately how many per cent of your sales volume is exported? 
Less than 5% 5-25% 25-50% 50-75% 75-95% over 95% 

❑ ❑ ❑ ❑ ❑ ❑ 

6. Approximately how large share of your sales is generated by customers you had 
three years ago? 

Less than 5% 5-25% 25-50% 50-75% 75-95% more than 95% 
❑ ❑ ❑ ❑ ❑ ❑ 

7. Approximately how large share of your sales is generated by products or services 
you had three years ago? 

Less than 5% 5-25% 25-50% 50-75% 75-95% more than 95% 
❑ ❑ ❑ ❑ ❑ ❑ 

8. Approximately how large share of your purchases is generated by your three larg
est suppliers? 

Less than 5% 5-25% 25-50% 50-75% 75-95% more than 95% 
❑ ❑ ❑ ❑ ❑ ❑ 

9. How many operating sites does your firm have? (Number of locations where staff 
are stationed) 

___________ sites 

10. Approximately how many employees does the firm have today if we include 
owners who work for the company? (Wait for answer) are any of those employed an 
a part-time or seasonal basis? (if so, let the respondent estimate the corresponding 
number of FTE on an annual basis) 

Totally approximately _____ employees Equivalent to approx 

11. Approximately how many employees did the firm have three years ago, i.e. 
1993? (wait for answer). Corresponding to what number of FTE? 

Totally approximately _____ employees Equivalent to approx 

12. How large do you expect your sales to be this year? 

Approximately _____MSEK 

13. Approximately how large were your sales three years ago?, That is according to 
the financial statement of 1993? 

Approximately _____MSEK 
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14. Has the firm’s sales development been satisfactory or dissatisfactory over the last 
three years? (Wait for answer) Rather xx or very xx? 

Very Relatively Neither Relatively Very 
satisfactory satisfactory nor unsatisfactory unsatisfactory 

❑ ❑ ❑ ❑ ❑ 

15. Has the firm’s profitability been satisfactory or dissatisfactory over the last three 
years? (Wait for answer) Rather xx or very xx? 

Very Relatively Neither Relatively Very 
satisfactory satisfactory nor unsatisfactory unsatisfactory 

❑ ❑ ❑ ❑ ❑ 

16. Have your own salary and financial pay-off been satisfactory or dissatisfactory 
over the last three years? (Wait for answer) Rather xx or very xx? 

Very Relatively Neither Relatively Very 
satisfactory satisfactory nor unsatisfactory unsatisfactory 

❑ ❑ ❑ ❑ ❑ 

17. 
❑

Do you sell anything other than products or services e.g. (read alternatives): 
 Licenses 

❑ Patents 
❑ Franchising contracts 
❑ Other, what?__________________________________________ 
❑ No Go to 19! 

18. Approximately what share of your sales is generated from li-
censes/patents/franchising contracts/other? (OBS! Choose appropriate words) 

Approximately _____________% 

19. Do you remember what your the firm was founded? 

❑ Yes, 19_____ ❑ No 

20. Do you know the number of founders? (Active founders, not persons employed at 
founding) 

❑ Yes, _____ persons ❑ No 

21. Have you started, inherited or bought the business or are you employed as CEO? 
(inherited covers purchase from family member) 
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❑ Inherited ❑ bought ❑ started ❑ Em- ❑ Other, 
ployed what?_______________ 

22. How many persons are on the board? (Not union members or secretary) 
_____ persons 

23. Are there any other persons in addition to owners and owner families? (Wait for 
answer, if yes) How many? 

❑ no ❑ yes, _____ persons 

24. Does the firm have a management team or equivalent? (Not board) (wait for an
swer, if yes) How many persons are in the management team? 

❑ no ❑ yes, _____ persons 

25. 

❑ no ❑

Does anyone if the firm have a higher education? (wait for answer, if yes) Ap
proximately how many persons? (At least two years of full time studies) 

 yes, _____ persons 

I will now turn to the future and the size of the firm. 

26. Let’s imagine that over the next 5 years your firm grows until it reaches about 25 
per cent more employees than today, and generates profits that are reasonable consid
ering its size. Would you consider such a development mainly positive or mainly 
negative? (Wait for answer) Somewhat, rather strongly, or very strongly XX? 

Very Rather Somewhat Somewhat Rather Very 
strongly strongly positive Neutral negative strongly strongly 
positive positive negative negative 

❑ ❑ ❑ ❑ ❑ ❑ ❑ 

27. Let’s imagine instead that the firm over the next 5 years grows to twice its present 
size in number of employees and generates profits that are reasonable considering its 
size. Would you consider such a development mainly positive or mainly negative? 
(Wait for answer) Somewhat, rather strongly, or very strongly XX? 

Very Rather Somewhat Somewhat Rather Very 
strongly strongly positive Neutral negative strongly strongly 
positive positive negative negative 

❑ ❑ ❑ ❑ ❑ ❑ ❑ 

28. If the firm develops the way you would like it to, how many employees and how 
large sales would the firm have 5 years ahead? Disregard possible inflation. 

a) Sales: Approximately _____MSEK 
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b) No. Of employees: Approximately _____persons 

29. Try to imagine that your firm already has twice as many employees as today, re
gardless of whether or not you consider such a development likely or worth striving 
for. Of course, running a firm of that size would be different in many respects. I will 
now ask some questions concerning what you think your situation would be like if 
the firm was twice as big. 

a) The first question concerns work-load. Do you think that you, being the manager, 
would have to work more, less or as much as today? (Wait for answer) Somewhat xx 
or considerably xx? 
Considerably more Somewhat No change Somewhat Considerably less 

more less 
❑ ❑ ❑ ❑ ❑ 

b) Do you think your work-tasks would be different so that you would devote a larger 
or lesser share of your time at work, as compared with the present, to the work-tasks 
you like best? (Wait for answer) Somewhat xx or considerably xx? 

Considerably Somewhat No change Somewhat Considerably 
larger larger ❑ lesser lesser 

❑ ❑ ❑ ❑ 

c) Do you think your employees would experience a greater or lesser sense of well
being at work, if the firm was twice as big? (Wait for answer) Somewhat xx or con
siderably xx? 

Considerably Somewhat No change Somewhat Considerably 
greater greater ❑ lesser lesser 

❑ ❑ ❑ ❑ 

d) Do you think that you personally would get more, less, or the same amount of 
”income” and other economic benefits? (Wait for answer) Somewhat xx or consid
erably xx? 
Considerably more Somewhat No change Somewhat Considerably less 

❑ more ❑ less ❑ 
❑ ❑ 

e) As regards your possibility of keeping full control and surveillance over the firm’s 
operations, do you think they would be greater or lesser or unchanged? (Wait for an
swer) Somewhat xx or considerably xx? 

Considerably Somewhat No change Somewhat Considerably 
greater greater ❑ lesser lesser 

❑ ❑ ❑ ❑ 
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f) Do you think you would experience more or less independence in your relations to 
customers, suppliers and lenders? (Wait for answer) Somewhat xx or considerably 
xx?(If the respondent thinks the effects are different for different categories, try to get 
his or her idea if in which direction the ”total” independence would be influenced) 
Considerably more Somewhat No change Somewhat Considerably less 

❑ more ❑ less ❑ 
❑ ❑ 

g) Do you think it would be easier or more difficult for the firm to survive a severe 
crises if it was twice as big? (Wait for answer) Somewhat xx or considerably xx? 
Considerably eas- Somewhat No change Somewhat Considerably more 

ier easier ❑ more difficult difficult 
❑ ❑ ❑ ❑ 

h) Do you think it would be easier or more difficult to keep high quality of products 
and services if the firm was twice as big? (Wait for answer) Somewhat xx or consid
erably xx? 
Considerably eas- Somewhat No change Somewhat Considerably more 

ier easier ❑ more difficult difficult 
❑ ❑ ❑ ❑ 

i) Do you think it would be easier or more difficult to manage a twice as bid firm? 
(Wait for answer) Somewhat xx or considerably xx? 
Considerably eas- Somewhat No change Somewhat Considerably more 

ier easier ❑ more difficult difficult 
❑ ❑ ❑ ❑ 

j) Do you think that the firm would be worth more or less if sold if it was double as 
big? (Wait for answer) Somewhat xx or considerably xx? 
Considerably more Somewhat No change Somewhat Considerably less 

❑ more ❑ less ❑ 
❑ ❑ 

I will now change to a different type of questions. They concern your firm and possi
ble ownership ties to other firms, i.e., if your firm is part of a company group, if you 
have acquired other firms or started other firms. 

30. Does another firm own your firm? 

❑ No Go to 31! 

❑ Yes a) Since what 
year? 

19__________ 
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31. 

❑ No 

❑ Yes 

a) 

❑ no ❑

❑ no ❑

❑ no ❑

❑ no ❑

f) 

b) What is the 
name of the parent 
company? 

Does your firm own another firm? 

Go to 32! 

I would then like to ask some questions about the firm(s) your firm owns 

How many other 
firms does your firm 
own? 

__________firms 

b) Were any of these 
founded by your 
firm? (If yes) how 
many? 

 yes, _____ firms 

c) (if yes) were any of 
these founded 
started during the 
last three years? (If 
yes) how many? 

 yes, _____ firms 

d) Have your firm ac
quired any firm? (If 
yes) how many? 

 yes, _____ firms 

e) (if yes) was any ac
quired during the 
last three years? (If 
yes) how many? 

 yes, _____ firms 

How large do you 
think the sales will 
be from this/these 
firms this year? 

__________ MSEK 

g) Approximately how 
large were the sales 
from this/these firms 
three years ago? 

__________ MSEK 
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32. 

❑ No 

❑ Yes a) 

Have you acquired any firm during the last three years that has been integrated 
into your own operations? 

Go to 33! 

How much would you 
estimate your sales have 
increased due to this? 

__________ MSEK 

33. Have you divested part of your operations during the last three years? 
❑ No ❑ Yes 

34. 

❑ No 

❑ Yes 

a) 

❑ no ❑

❑ no ❑

❑ no ❑

❑ no ❑

f) 

Do you personally own and run any additional firm? 

Go to 35! 

I would then like to ask some questions about the firm(s) you run 

How many other 
firms do you run? 

__________firms 

b) Have you founded 
any of these firms? 
(If yes) how many? 

 yes, _____ firms 

c) (if yes) were any of 
these founded 
started during the 
last three years? (If 
yes) how many? 

 yes, _____ firms 

d) Have you acquired 
any firm? (If yes) 
how many? 

 yes, _____ firms 

e) (if yes) Did you ac
quire any during the 
last three years? (If 
yes) how many? 

 yes, _____ firms 

How large do you 
think the sales will 
be from this/these 
firms this year? 

__________ MSEK 
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35. 
run?

g) Approximately how 
large were the sales 
from this/these firms 
three years ago? 

__________ MSEK 

Have you personally been involved in starting a business you no longer 
(wait for answer, if yes) How many 

❑ No 
❑ Yes, _____ firms 

36. 

❑ No 

Are you at present associated with any other firm that you do not personally run? 
(wait for answer, if yes) In what role? (OBS! More than one alternative possible! 
Read all) 

❑ As advisor/consultant 
❑ As board member 
❑ As employee 
❑ As co-owner 
❑ Other, what? 

37. Are you at present considering starting a new firm? (Wait for answer, if yes) Are 
your having definite plans or vague thoughts? 

❑ No 
❑ Yes, vague thoughts 
❑ Yes, definitely 

38. Has anyone in your family ever started a firm they have been managing? 
❑ No ❑ Parents ❑  siblings ❑ Spouse ❑  Child ❑ Brother in law etc. 

39. 

❑ No 

Have you ever worked as manager for longer than a year in another firm or or
ganisation? (wait for answer, if yes) How many different firms or organisations? 

Go to 42! 
❑ Yes, _____ firms/organisations 

40. (If yes) Approximately how many persons have you managed at one point of time 
during previous employment?

 Approximately ______ persons 

41. Have you ever worked as a manager in a rapid growth firm? (Annual sales growth 
of at least 20%) 
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❑ No ❑ Yes ❑ Don’t know/hesitant 

42. Have you in any previous employment acquired knowledge from your present in-
dustry(wait for answer, if yes) Limited experience or extensive experience? 
❑ No ❑ Yes limited experi- ❑ Yes extensive experience 

ence 

Finally I want to ask some questions about your personal background 

43. What year did you become managing director for the firm? 

19_______ 

44. What year were you born? 

19_______ 

45. Were you born in Sweden? 
❑ Yes ❑ No 

46. (Sex OBS! Don’t ask!) 
❑ Male ❑ Female 

47. Witch is your highest level of completed education? 
Primary practical Theoretical Theoretical University University University 

❑ secondary secondary ed. secondary diploma degree degree 
ed. business, eng., ed. other ❑ business other 
❑ science ❑ ❑ ❑ 

❑ 

Primary (old system) Secondary (old system) ❑ Other 
❑ ❑ 

48. 

❑ No ❑ ❑ ❑

Have you in addition to these taken any business or management courses? (wait 
for answer, if yes) Have you taken few or many courses or a full education? (Explain 
that full education is equivalent to secondary or one year university studies) 

One/few courses Many courses  Full education 

Read: This was the last question. Before closing this call I would of course like to 
thank you for spending the time to answer all the questions Before hanging up I want 
to ask you for an additional favour. As written in the letter, we will send you a mail 
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questionnaire. We would appreciate of you could fill it out. This should take 15 to 20 
minutes. Is it possible for you to find the time to o this? 

If the respondent hesitates or is negative: Use your pervasive skills! 

Read: You will receive the questionnaire in the mail within the next few days. 
Please fill it out A.S.A.P. Once again - Thank you! 

❑ ❑ Hesitant ❑ Yes 
Will respondent participate? 

No, definitely not 

OBS! Don’t forget to fill out the information of the front page! 
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Appendix 2.B. Translation of mail questionnaire 

ject at 
Jönköping International Business School 

Firm growth 
A research pro

OBS! Read this before filling out the questionnaire. 

This is the follow-up questionnaire to the telephone interview that was carried out a few 
days ago. The questionnaire contains questions about the firm, the industry and your view of 
enterprise. The word ”Firm” refers to the same firm as in the telephone interview. 

The questionnaire may look substantial but does not take long time to fill out, in most 
cases approximately 20 minutes. Your answers are confidential. All your answers are 
anonymous. 

Don’t think too long about the questions. If a question is difficult to answer try to answer it 
as best you can. An uncertain answer is better than no answer at all! 

Thank you! 

Johan Wiklund 
Project leader 
Jönköping International Business School 
P.O. Box 1026 
551 11 Jönköping 
Tel: 036/15 64 92 

Would you like a summary of the results of the study? 
❑ 

No 
❑ 

Yes 
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1 
making decisi  i i i

i
si i i isi i

ine! 

impor
Rather 

ther/nor 
Rather li
i

Very li
impor

a) 
ant 

❑ ❑ ❑ ❑ ❑ ❑ 

b) ❑ ❑ ❑ ❑ ❑ ❑ 

c) Chamber of Com ❑ ❑ ❑ ❑ ❑ ❑ 

d) ❑ ❑ ❑ ❑ ❑ ❑ 

e) Suppli ❑ ❑ ❑ ❑ ❑ ❑ 

f) ❑ ❑ ❑ ❑ ❑ ❑ 

g) ly ❑ ❑ ❑ ❑ ❑ ❑ 

h) l ❑ ❑ ❑ ❑ ❑ ❑ 

i) ❑ ❑ ❑ ❑ ❑ ❑ 

j) ❑ ❑ ❑ ❑ ❑ ❑ 

k) 
ment fund and 

❑ ❑ ❑ ❑ ❑ ❑ 

l) Other busi
managers 

❑ ❑ ❑ ❑ ❑ ❑ 

❑ ❑ ❑ ❑ ❑ ❑ 

Part A. Advice 

Among other things, managing a firm means coming up with new idea, gathering information, and 
ons. In doing this, it s sometimes required that various adv sors within and outs de the firm 

be contacted. Some examples of such adv sors are given below. Please mark how important you con
der each of them to be as a source of ideas and adv ce when mak ng important dec ons! OBS! T ck 

one box on each l
Very great 

tance 
great im
portance 

nei- ttle 
mportance 

ttle 

tance 

No such 
contact 

Chartered account

Bank contact etc. 

merce and em
ployer organisation 
Customers 

ers 
Employees 
Spouse, fami
Board (exc uding 
family) 
Consultants 

Lawyers 

Regional develop

similar 
ness 

m) Other, who, what? 
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Part B. Planning and control 

2 Firms plan and control their own operations, market development, and the actions of competitors to 
varying extent. Below are some examples of areas where planning and control is possible Please indicate 
to what extent your firm utilises different types of planning or control in these areas. OBS! Tick one box 
on each line! 

Very often Often Sometimes Rarely Never 
a) Long term forecasting of sales ❑ ❑ ❑ ❑ ❑ 

b) Long term forecasting of the nature of 
markets 

❑ ❑ ❑ ❑ ❑ 

c) Explicit tracking of the policies and tac
tics of competitors 

❑ ❑ ❑ ❑ ❑ 

d) Special market research studies ❑ ❑ ❑ ❑ ❑ 

e) Strategies for long term development ❑ ❑ ❑ ❑ ❑ 

f) Planning of long term investments ❑ ❑ ❑ ❑ ❑ 

g) Forecasting technology in our industry ❑ ❑ ❑ ❑ ❑ 

h) Routine gathering of opinions from cli-
ents 

❑ ❑ ❑ ❑ ❑ 
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Part C. Strategy and decision making 
3 Every question contains two statements about how a firm or a manager views different situations. Please 
tick the number indicating your opinion concerning your firm. Alternative 4 indicates that both statements 
are equally valid. OBS! Tick one number on each line! 
a) In decision making Broad experience is most im

portant 
1-7 Specialist knowledge most impor

tant 
b) When new managers 

are appointed we typi
cally 

Recruit outside people 1-7 Promote inside people 

c) Advice and sugges
tions from the board 

Are of crucial importance when 
important decisions are made 

1-7 Have little importance on decision 
making 

d) When decisions are 
made 

Choices among strategic alter
natives are made quickly and 

without precision as time pres
sures are often substantial 

1-7 Much thought enter into key deci-
sions 

e) Important decisions 
that can either be 
made by me or an 
employee 

Are usually made by the em
ployee 

1-7 Are usually made by myself 

f) Important decisions 
are usually made 

By me alone 1-7 Together with employees 

g) Owing to the nature of 
the environment 

It is best to explore it gradually 
via timid, incremental behav

iour 

1-7 Bold wide-ranging acts are viewed 
as useful and common practice 

h) Our firm Has a strong proclivity to low 
risk projects (with normal and 

certain rates of return) 

1-7 Has a strong proclivity for high risk 
projects (with chances of very high 
returns 

i) In our firm There is a strong tendency to 
follow competitors in introduc

ing new things and ideas 

1-7 We always try to be ahead of com
petitors in product novelty or speed 
of innovation and usually succeed 

j) Our firm is character-
ised by the fact that 

We favour the tried and true 1-7 We are growth, innovation, and de
velopment oriented 

k) Our relationship to our 
competitors is char
acterised by the fact 
that 

We try to co-operate and co-
exist with competitors 

1-7 We pursue a tough ”undo-the-
competitors” philosophy 

l) The price of our prod
ucts or services is 

High compared to our com
petitors 

1-7 Low compared to our competitors 

m) The size of our firm is Larger than our competitors 1-7 Smaller than our most important 
competitors 

n) The products or serv
ices we market 

Are largely developed in-house 1-7 Are based on ideas developed by 
others 

o) Our firm prefers to 
mainly deal with 

Customers and suppliers in the 
vicinity 

1-7 Customers and suppliers through
out the globe 

p) We market our prod
ucts to 

A wide variety of customers 1-7 A well defined type of customers 

q) We market A wide range of different prod
ucts or services 

1-7 Products or services within a nar
row scope 
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r) In our firm There is a very strong empha- 1-7 There is a strong emphasis on the 
sis on R&D, technological marketing of true and tried products 
leadership and innovation or services 

s) During the past 3 
years our firm has 
marketed, excluding 
mere minor variations 

No new lines of products or 
services in past 3 years 

1-7 A very large number of new lines of 
products in past 3 years 

t) During the past 3 
years our firm has 
marketed, excluding 
mere minor variations 

Changes in product lines have 
been dramatic (e.g., changing 

from mechanical to electric cir
culators 

1-7 Changes in product lines have 
been of a minor nature (e.g., putting 
in towel with the soap) 

u) The availability of Insufficient and a great im- 1-7 Fully satisfactory for the firm’s de-
capital has during the pediment for our development velopment 
past 3 years 

Part D. The industry and its changes 
In this section we ask you to reflect upon the principal industry of your firm. The first 

questions concern your views of the industry, while the next section concerns changes that 
may have taken place in the industry during the past 3 years. 

4 The below questions concern the principal industry of your firm. Please tick the number that best corre
sponds to your opinion. 
a) To keep up with the mar

kets and competitors 
Our firm must rarely change 

its marketing practices 
1-7 Our firm must change its mar

keting practices extremely fre
quently (e.g., semi-annually) 

b) The rate at which prod-
ucts/services are getting 
obsolete in the industry 

Is very high (as in some 
fashion goods and semi

conductors) 

1-7 Is very slow (e.g., basic metal 
like copper) 

c) Actions of competitors are Quite easy to predict 1-7 Unpredictable 
d) Demand and consumer 

tastes 
Are fairly easy to forecast 
(e.g., for milk companies) 

1-7 Are almost unpredictable (e.g., 
high fashion goods) 

e) The production/service 
technology 

Changes often and in a 
major way (e.g., advanced 

electronic components) 

1-7 Is not subject to very much 
change and is well established 
(e.g., in steel production) 

f) The nature of competition Is about the same for all our 
products 

1-7 Varies a great deal from one line 
to another 

g) The environment Provides very little threat to 
survival 

1-7 Causes a great deal of threat to 
the survival of our firm 

h) Tough prices competition Is a very substantial threat 1-7 Is not a great threat 

i) Competition in product 
quality or novelty 

Is a very substantial threat 1-7 Is not a great threat 

j) Dwindling markets for 
products 

Is a very substantial threat 1-7 Is not a great threat 
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5 These questions are concerned with changes that may have taken place in your principal industry 
during the past 3 years. Please tick the number indicating your opinion of your firm. Alternative 4 indi
cates that no changes have occurred 
a) Growth opportunities in the envi-

ronment 
Have decreased dramati

cally 
1-7 Have increased dra

matically 
b) Rate of innovation of new operating 

processes and new products or 
services in our principal industry 

Rate has dramatically in-
creased 

1-7 Rate has fallen dra
matically 

c) Research and development activity 
in our principal industry 

Has substantially in
creased 

1-7 Has fallen off greatly 

d) Needed diversity in our production 
processes and marketing tactics to 
cater to different customers 

Diversity has dramatically 
decreased over last 3 

years 

1-7 Diversity has dramati
cally increased 

e) The number of potential customers 
in our principal industry 

Has substantial increased 1-7 Has fallen off greatly 

f) Sales development during the last 
three years has been 

Considerably much more 
positive amongst our com

petitors 

1-7 Considerably much 
better in our company 
than among our com
petitors 

g) Marketing activities of our key 
competitors 

Have become far less pre
dictable 

1-7 Have become far more 
predictable 

h) Marketing activities of our key 
competitors 

Have become far more 
hostile 

1-7 Have become far more 
hostile 

i) Marketing activities of our key 
competitors 

Now affect our firm in 
many more areas (pricing, 
marketing, delivery, serv

ice, production, quality, 
etc.) 

1-7 Now affect our firm in 
far fewer areas 
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Part E. The organisation structure 

6 There are many different work-tasks to be completed in a firm. A varying amount of time can be spent 
on each of these. Some suggestions of different work-tasks are given below. Approximately how many 
positions are devoted to each of these in your firm. OBS! Tick one box on each line. 

none Max. one 
half-time 

Max. one 
half-time 

Max. two 
half-time 

More than two 
full-time 

a) Marketing/sales 

❑ ❑ ❑ ❑ ❑ 

b) Quality management 

❑ ❑ ❑ ❑ ❑ 

c) Personnel 

❑ ❑ ❑ ❑ ❑ 

d) Purchasing and inventory 

❑ ❑ ❑ ❑ ❑ 

e) Production planning 

❑ ❑ ❑ ❑ ❑ 

f) Product development 

❑ ❑ ❑ ❑ ❑ 

g) Administration and finance 

❑ ❑ ❑ ❑ ❑ 
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Part F. The manager’s interests 
In this section we ask questions about what you value in your role as a small business 

manager. The first questions are concerned with factors which may determine whether or not 
you are satisfied as a manager, followed by some questions about how much time you would 
like to spend on various work-tasks. 

7 Many things may influence whether or not a small business manager is satisfied with his/her situation 
or not. Some suggestions concerning this are given below. Please indicate how important each of the 
below factors are to you. 

Rather 
unim

portant 

Not very 
important 

Rather 
important 

Very im
portant 

Ex
tremely 

important 
a) That the firm makes possible a high stan

dard of living for me and my family, in fi
nancial terms 

❑ ❑ ❑ ❑ ❑ 

b) To provide an outlet for my creativity ❑ ❑ ❑ ❑ ❑ 

c) To be able to work with the kind of tasks I 
like best 

❑ ❑ ❑ ❑ ❑ 

d) That the firm yields high profits ❑ ❑ ❑ ❑ ❑ 

e) That my employees have a feeling of 
well-being and are motivated 

❑ ❑ ❑ ❑ ❑ 

f) To be able to control and survey the 
firm’s operations 

❑ ❑ ❑ ❑ ❑ 

g) That the firm’s sales increase ❑ ❑ ❑ ❑ ❑ 

h) That the firm is stable and can survive a 
crises 

❑ ❑ ❑ ❑ ❑ 

i) The possibility of self fulfilment ❑ ❑ ❑ ❑ ❑ 

j) That the firm is not overly dependent on a 
small number of customers, suppliers or 
lenders 

❑ ❑ ❑ ❑ ❑ 

k) That the firm’s products and services are 
of high quality 

❑ ❑ ❑ ❑ ❑ 

l) That the number of employees in the firm 
increases 

❑ ❑ ❑ ❑ ❑ 

m) To provide products or services that im
prove the lives of others 

❑ ❑ ❑ ❑ ❑ 

n) TO have enough time left for family and 
leisure activities 

❑ ❑ ❑ ❑ ❑ 

o) To reap the fruits from my own work ❑ ❑ ❑ ❑ ❑ 

p) To gain a position in society ❑ ❑ ❑ ❑ ❑ 

q) To work independently and be independ
ent from bosses 

❑ ❑ ❑ ❑ ❑ 

r) To manage other people ❑ ❑ ❑ ❑ ❑ 
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8 A small business manager carries out different work-tasks and it may be difficult to find the time to 
carry them all out to the preferred extent. If you could choose, how much time would you like to spend on 
each of the work-tasks below? 

As little time 
as possible 

Little 
time 

Relatively 
much time 

Much 
time 

As much 
time as pos-

sible 
a) Contacts with existing customers ❑ ❑ ❑ ❑ ❑ 

b) Development of new products ❑ ❑ ❑ ❑ ❑ 

c) Administration and finance ❑ ❑ ❑ ❑ ❑ 

d) Sales ❑ ❑ ❑ ❑ ❑ 

e) Performance auditing ❑ ❑ ❑ ❑ ❑ 

f) Board work ❑ ❑ ❑ ❑ ❑ 

g) Market plans ❑ ❑ ❑ ❑ ❑ 

h) Calculating bids ❑ ❑ ❑ ❑ ❑ 

i) Personnel management ❑ ❑ ❑ ❑ ❑ 

j) Production ❑ ❑ ❑ ❑ ❑ 

k) Purchasing ❑ ❑ ❑ ❑ ❑ 

l) Development of strategies ❑ ❑ ❑ ❑ ❑ 

m) Development of new customers ❑ ❑ ❑ ❑ ❑ 

n) Bank relations ❑ ❑ ❑ ❑ ❑ 

o) Own education ❑ ❑ ❑ ❑ ❑ 
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Part G. Ownership 

9 Here is a question about ownership: How large a share of the firm is owned by each of the categories 
below? (OBS! If there are shares with different voting power: state share of capital; NOT voting power!) 

a) Yourself and your family Approximately ______% 

b) Partner(s) outside family Approximately ______% 

c) Other employees, not family Approximately ______% 

d) Venture Capital firms and similar Approximately ______% 

e) Other individuals, not working in the firm Approximately ______% 

f) Other (who/what?) _____________________________ Approximately ______% 

SUM 100 % 

10  Has your firm added any new owner during the past 3 years? If so, approximately how large share of 
the capital has been sold to a new owner? 
❑ No 
❑ Yes, approximately ______% of the ownership capital has been sold during the last three years 

11 If you would need more capital, would it then be a good or a bad idea to sell equity to a new owner? 
Very bad Relatively bad Neither/nor Relatively good Very good 

❑ ❑ ❑ ❑ ❑ 

12 Over the past three years, has your firm on average generated? 
Large profits Small profits Neither/nor Small loss Large loss 

❑ ❑ ❑ ❑ ❑ 

13 i
l

up? 

Yes 
❑ 

No 
❑ 

May we contact you again approx mately a year 
from now to make a short (appr. 10 min.) telephone fol ow-

This was the final question. Once again THANK YOU for your participation. I would finally 
like to ask you to glance through the questionnaire once more, checking that you have not 
forgotten to answer any questions. When you have answered all the questions you can/want 
to, please put the questionnaire in the return envelope and return it as soon as possible 
OBS! No stamp is needed. 

336 



appendix 2 

Appendix 2.C. Translation of telephone interview 2 

Support information 

❑

Company name (if other than above):_________________________________ 

CEO name____________ Alt. 
no:_______________________ 

Call back_____________  Introduction read to CEO 

Interview started at______________ 

READ: My name is NN from Jönköping International Business School. I would 
like to talk to NN. (if the person has left the firm) Whoever replaced him or her. 

If the CEO is not available: 

(if new CEO - What is the name of the CEO?) When can I call back 

When in contact with the respondent: 

READ: My name is NN from Jönköping International Business School. You (or 
the name of the predecessor) participated in a telephone interview a year ago. We asked 
if we could contact you again for a short follow-up a year later. The interview takes 
5.10 minutes. Is it possible for you to answer the question now? 

If the respondent hesitates of refuses. 

Try persuasion according to previous instruction. 

Fill in after the interview 

Your name:______________________________________________ 

Date of the interview:__________________ 

Time:_______________________ 

Number of calls:________________ 

Non-response reasons : 

❑ Refusal ❑ Phone no. unknown ❑ No contact despite 15 calls 
❑ Not available until: ______/______ ❑ Discontinued 
❑ Interview interrupted ❑ Other, what? _____________________________ 

After yes, start interview 
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_________________________ 
________ 

Jönköping International Business School 

READ: Then we can start the interview. I will mainly ask questions about changes 
that may have taken place since the previous interview a year ago. (If the CEO has been 
replaced and you hesitate about the respondent’s name). But first - your name: 

Respondent’s name (CEO):____________________________ 

1 Approximately how many employees does the firm have today if we include own
ers who work for the company? (Wait for answer) are any of the employed an a part-
time or seasonal basis? (if so let the respondent estimate the corresponding number 
of FTE) 

Totally approximately _____ employees 

Equivalent to approximately __________FTE 

2 Approximately how many employees did the firm have one year ago? (Wait for an
swer) Corresponding to what number of FTE? 

Totally approximately _____ employees 

Equivalent to approximately __________FTE 

3 How large do you expect your sales will be this year? 

Approximately _____MSEK 

4 Approximately how large were your sales last year? That is according to the finan
cial statement of 1996? 

Approximately _____MSEK 

5 

❑ No 

❑ Yes 19__________ 

I will now ask some questions concerning your firm and possible ownership ties to 
other firms, i.e., if your firm is part of a company group, if you have acquired other 
firms or started other firms. 

Does another firm own your firm? 

Go to 6! 

a) Since what year? 

b) What is the name of the parent 
company? 
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6 

❑ No 

❑ Yes 

a) 

❑ no ❑

❑ no ❑

❑ no ❑

❑ no ❑

f) 

7 

❑ No 

❑ Yes a) 

8 
❑ No ❑ Yes 

9 

❑ No ❑

Does your firm own another firm? 

Go to 7! 

I would then like to ask some questions about the firm(s) your firm owns 

How many other firms does your 
firm own? 

__________firms 

b) Were any of these founded by your 
firm? (If yes) how many? 

 yes, _____ firms 

c) (if yes) were any of these founded 
started during the last twelve 
months? (If yes) how many? 

 yes, _____ firms 

d) Have your firm acquired any firm? 
(If yes) how many? 

 yes, _____ firms 

e) (if yes) was any acquired during the 
last twelve months? (If yes) how 
many? 

 yes, _____ firms 

How large do you think the sales will 
be from this/these firms this year? 

__________ MSEK 

g) Approximately how large were the 
sales from this/these firms last year? 

__________ MSEK 

Have you acquired any firm during the twelve months that has been integrated into 
your own operations? 

Go to 8! 

How much would you estimate your sales 
have increased due to this? 

__________ MSEK 

Have you divested part of your operations during the past twelve months? 

Have you personally been involved in starting a new firm during the past 12 
months? 

 Yes, _____ firms 
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10 

❑ No ❑

11 

Are you at present on the board of any firm you do not control yourself? (wait for 
answer, if yes) How many boards? 

 Yes, _____ firms 

Are you at present considering starting a new firm? (Wait for answer, if yes) Are 
your having definite plans or vague thoughts? 

❑ No 
❑ Yes, vague thoughts 
❑ Yes, definitely 

since 
the previous interview 
12 ❑ No 

❑

I will now ask some questions about possible changes that may have taken place 
approximately a your ago. 

If we disregard any subsidiaries, have 
you established operations on any new 
location during the past 12 months (e.g. 
office, sales office) (if yes) how many? 

 Yes, _____ locations 

13 Have you started 
exporting your prod
ucts or services to 
any new foreign 
country? 

❑ No Go to 14! 
❑ Yes ==> 

How large do you 
estimate your sales 
will be to these new 
countries this year? 

_____ MSEK 

14 Have you during the past 12 months started mar
keting your products to new customers? 

❑ No Go to 15! 
❑ Yes ==> 

Are these customers similar to the ones you already serve or are they different? 
Somewhat xx or very xx? 

Very similar 
❑ 

Relatively similar 
❑ 

Relatively different 
❑ 

Very different 
❑ 

15 Have you changed the ways in which you market 
your products? 

❑ No Go to 16! 
❑ Yes ==> 

Are these changes large or small? (wait for answer) Relatively xx or very xx? 
Very small 

❑ 
Relatively small 

❑ 
Relatively large 

❑ 
Very large 

❑ 

16 Have you over the past 12 months changed your line 
of products or in other ways changes what you offer the 
customers? 

❑ No Go to 17! 
❑ Yes ==> 

Are these changes large or small? (wait for answer) Relatively xx or very xx? 
Very small 

❑ 
Relatively small 

❑ 
Relatively large 

❑ 
Very large 

❑ 

17 Have you developed any new product or service that 
you now offer your customers? 

❑ No Go to 18! 
❑ Yes ==> 

Have you invested great or small amounts of resources in this development? (wait 
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for answer) Relatively xx or very xx? 
Very small Relatively small Relatively great Very great 

❑ ❑ ❑ ❑ 

18 Have you initiated the development of any product 
or service or similar that you do not yet offer to the 
market? 

❑ No Go to 19! 
❑ Yes ==> 

Have you invested great or small amounts of resources in this development? (wait 
for answer) Relatively xx or very xx? 

Very small 
❑ 

Relatively small 
❑ 

Relatively great 
❑ 

Very great 
❑ 

19 Have you over the past 12 months invested in any 
development project that involves risk-taking? 

❑ No Go to 20! 
❑ Yes ==> 

Does this involve taking large or small risks? (wait for answer) Relatively xx or very 
xx? 

Very small 
❑ 

Relatively small 
❑ 

Relatively large 
❑ 

Very large 
❑ 

20 Have you introduced any new product, service, or 
idea with the particular purpose of being ahead of your 
competitors? 

❑ No Go to 21! 
❑ Yes ==> 

Have you been successful or unsuccessful in these introductions? (wait for answer) 
Relatively xx or very xx? 
Very unsuccess

ful 
❑ 

Relatively unsuc
cessful 

❑ 

Relatively success
ful 
❑ 

Very successful 
❑ 

21 If we instead turn to internal changes within the 
firm, have you during the past 12 months changed your 

ways of operating? 

❑ No Go to 22! 
❑ Yes ==> 

Are these changes large or small? (wait for answer) Relatively xx or very xx? 
Very small 

❑ 
Relatively small 

❑ 
Relatively large 

❑ 
Very large 

❑ 

22 Have you reorganised the firm? ❑ No Go to 23! 
❑ Yes ==> 

Are these reorganisations large or small? (wait for answer) Relatively xx or very xx? 
Very small 

❑ 
Relatively small 

❑ 
Relatively large 

❑ 
Very large 

❑ 

23 Was your firm operating at a profit or a loss last year, i.e. according to the finan
cial statement of 1996? (wait for answer) Approximately how large was the xx? (if 
the respondent is having difficulties answering the question because of different 
measures, suggest operating profit or ask them to propose whatever measure they use 
since we are mainly concerned with changes from 1996 to 1997) 

Profit approximately _____ MSEK 
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Loss approximately _____ MSEK 

24 Do you estimate that your firm will operate at a profit or at a loss this year? (wait 
for answer) Approximately how large do you expect the xx to be? 

Profit approximately _____ MSEK 

Loss approximately _____ MSEK 

I would finally want you to compare the financial results of your firm to that of your 
competitors (if the respondent hesitates concerning the time frame - this past year) 

25 Are your profits larger or smaller than those of your competitors? 
Much smaller 

❑ 
Somewhat 

smaller 
❑ 

Equal 
❑ 

Somewhat larger 
❑ 

Much larger 
❑ 

Don’t know 
❑ 

26 Has your sales development been more positive or negative than that of your competitors? 
Much more 

negative 
❑ 

Somewhat 
more negative 

❑ 

Equal 
❑ 

Somewhat more 
positive 

❑ 

Much more posi
tive 
❑ 

Don’t know 
❑ 

27 Has your cash-flow been more positive or negative than that of your competitors? (or liquidity 
if the respondent hesitates about cash-flow) 
Much more 

negative 
❑ 

Somewhat 
more negative 

❑ 

Equal 
❑ 

Somewhat more 
positive 

❑ 

Much more posi
tive 
❑ 

Don’t know 
❑ 

28 Has the market value of your firm increase more or less than that of your competitors? 
Much less 

❑ 
Somewhat 

less 
❑ 

Equal 
❑ 

Somewhat more 
❑ 

Much more 
❑ 

Don’t know 
❑ 

Read: This was the last question. Before closing this call I would of course like to 
thank you for spending the time to answer all the questions Before hanging up I want 
to ask you if we may contact you again approximately a year from now to make a simi
lar telephone follow-up? 

If the respondent hesitates or is negative: Use your pervasive skills! 

Read: Once again - Thank you! 

Will respondent participate? 
❑ No, definitely not ❑ Hesitant ❑ Yes 
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Appendix 3.

Variables used in the study.


Note:	 The letter T in front of the number of the indicators refers to indicator’s 
position in the first telephone interview, B refers to the mail question
naire and TT refers to the second telephone interview. 

Latent construct Variable Indicator(s) 
Attitudes 
Goals 

Creativity B7b Being creative 
B7c Work with favourite work-tasks 
B7i Self-fulfilment through work 

Personal benefits B7a Standard of living 
B7n Time for family and leisure 
B7o To reap the fruits of my own work 

Stability B7d Profitability 
B7f Control and surveillance over opera
tions 
B7h Survival of crises 
B7j Firm’s independence from custom
ers, suppliers and lenders 
B7k Product quality 

Power B7p Gain a social position 
B7q To work independently 
B7r Management of others 

Sales growth B7g Increased sales 
Employment growth B7l Increased number of employees 

Favoured work-tasks Strategy B8f Board work 
B8g Market plans 
B8l Development of strategies 

Marketing B8a Contacts with existing customers 
B8d Sales 
B8m Development of new customers 

Production B8h Calculating bids 
B8j Production 
B8k Purchasing 

Accounting B8c Administration and finance 
B8e Performance auditing 
B8n Bank relations 
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Latent construct Variable Indicator(s) 
Expected conse
quences of growth 

Work conditions T29b Would he or she be able to spend 
more or less time on favoured work-
tasks 
T29e Would his or her ability to survey 
and control operations increase or de
crease 
T29i Would it be easier or more difficult 
to manage the company 

Firm characteristics T29c Would employees enjoy work more 
or less (the original Swedish word for 
well being also connotes work atmos
phere) 
T29d Would his or her income and other 
disposable economic benefits increase 
or decrease 
T29f Would the firm’s independence in 
relation to customers, suppliers and 
lenders increase or decrease 
T29g Would it be easier or more difficult 
for the firm to survive a crisis 
T29h Would it be easier or more difficult 
for the firm to maintain the quality of 
products and services 
T29j Would the value of the company in
crease or decrease 

Growth aspirations Sales growth Computed from T28a 
Employment growth Computed from T28b 

Latent construct Variable Indicator(s) 
Resources and ca- Start-up experience T35 Experience of starting other firm 
pabilities of the en
trepreneur 

Additional assignments T36 Involvement in other firm 
Role model T38 Entrepreneurial experience in 

family 
Management experience T39 Management position in previous 

employment 
Large firm experience T40 Max. nr of subordinates 
Experience from rapid growth T41 Previous employment in rapid 
firms growth firm 
Industry experience T42 Previous employment in the 

same industry 
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Latent construct Variable Indicator(s) 
Tenure in present position T43 CEO Tenure 
Age T44 Birth year 
Ethnicity (immigrant) T45 Born in Sweden 
Gender (male) T46 Gender 
Length of education T47 Education 
Management or engineering T47 Education 
education 
Management training T48 Management training 
Founder T21 Founder 

Latent construct Variable Indicator(s) 
Resources and ca- Present size (FTE) T10 Number of employees 1996 
pabilities of the firm 

Management team size T24 Nr of persons on management 
team 

Size compared to competitors B3m Perceived size compared to 
competitors 

Number of employees that T25 Number of employees that hold 
hold university degree university degree 
Involvement of employees in B3e Involvement of employees in de-
decision making cision making 
Capital availability B3u Capital availability 
Board size T22 Nr of board members 
Use of board in decision B3c Use of board in decision making 
making 
New owner B10 Has the firm sold equity to new 

owner during the past 3 years 
Present size (sales) T12 Sales 1996 
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Latent construct Variable Indicator(s) 
Resources and ca
pabilities of the en-
trepreneur’s network 

Formal professional advisors B1i Consultants 

B1j Lawyers 
B1k Regional development funds and 
similar 

Day-to-day advisors B1a Chartered accountant 
Bib Bank clerk and similar 
B1g Family 

Value chain advisors B1d Customers 
B1e Suppliers 
B1f Employees 

Number of external board 
members 

B3 Number of external board mem
bers 

Latent construct Variable Indicator(s) 
Perceived environ- Dynamism B4a Market dynamism 
ment 

B4b Product dynamism 
B4c Competition dynamism 
B4d Demand dynamism 
B4e Technological dynamism 

Heterogeneity B4f Marketing heterogeneity 
Hostility B4g Survival hostility 

B4h Price hostility 
B4i Quality hostility 
B4j Market hostility 

Dynamism change B5a Change of industry expansion 
opportunities 
B5b Change of industry innovation 
rate 
B5c Change of industry research ac
tivities 

Heterogeneity change B5d Change of marketing heteroge
neity 

Hostility change B5g Change in the predictability of 
competitors’ market activities 
B5h Change in the aggressiveness of 
competitors’ market activities 
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Latent construct Variable Indicator(s) 
Industry Exports T5 Exports 

Labour intensive industry Data register 
Knowledge intensive industry Data register 
Professional services Data register 
Customer concentration T4 Customer concentration 
Supplier concentration T8 Supplier concentration 

Latent construct Variable Indicator(s) 
Entrepreneurial ori
entation 

Risk-taking B3g Risk-taking 1 

B3h Risk-taking 2 
Proactivity B3i Proactivity 1 

B3j Proactivity 2 
B3k Proactivity 3 

Innovativeness B3r Innovativeness 1 
B3s Innovativeness 2 
B3t Innovativeness 3 

Latent construct Variable Indicator(s) 
Growth Employment growth Computed from TT1 number of em

ployees 1997 and T10 number of 
employees 1996 

Sales growth Computed from TT3 sales 1997 and 
T12 sales 1996; TT6f sales in sub
sidiaries 1997 and g sales in subsidi
aries 1996; TT7a mergers, TT8a di
vestments 

Sales growth compared to TT26 Sales growth compared to 
competitors competitors 
Market value growth com TT28 Market value growth compared 
pared to competitors to competitors 
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Latent construct Variable Indicator(s) 
Performance Growth Computed from TT1 number of em

ployees 1997 and T10 number of 
employees 1996 
Computed from TT3 sales 1997 and 
T12 sales 1996; TT6f sales in sub
sidiaries 1997 and g sales in subsidi
aries 1997; TT7a mergers, TT8a di
vestments 
TT26 Sales growth compared to 
competitors 
TT28 Market value growth compared 
to competitors 

Economic performance Gross margin competed from TT24 
sales or losses 1997 and TT3 sales 
1997 
TT25 Profit compared to competitors 
T27 Cash-flow compared to com
petitors 
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Latent construct Variable Indicator(s) 
Entrepreneurial be
haviour 

Innovation TT13 Export volume to new geo
graphical market 
TT14 New customers 
TT15 New marketing practices 
TT16 New product mix 
TT17 New product on sale 
TT18 New product under develop
ment. 
TT21 New operating procedures 
TT22 New organisation 

Risk taking TT19 Risk taking 
Proactiveness TT20 Proactiveness 
Growth Computed from TT1 number of em

ployees 1997 and T10 number of 
employees 1996 
Computed from TT3 sales 1997 and 
T12 sales 1996; TT6f sales in sub
sidiaries 1997 and g sales in subsidi
aries 1997; TT7a mergers, TT8a di
vestments 

Start-up 

TT26 Sales growth compared to 
competitors 
TT28 Market value growth compared 
to competitors 
TT6c Subsidiary start-up 
TT9 Additional firm start-up 

Control variables Firm age Computed from T19 year of founding 
Subsidiary status TT5 Subsidiary status 
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Appendix 4.

Descriptive statistics for key


constructs.


Entrepreneurial orientation 

Table 1. Relative frequency of the responding firms’ degree of risk-
taking, proactiveness, and innovativeness. From lower to higher, left to 

right. 

Value  1  2  3  4  5  6  7  
Risk taking 1 14.6 20.6 19.7 26.0 8.3 7.8 2.9 
Risk taking 2 11.6 23.5 24.6 29.5 7.9 2.2 .7 
proactiveness 1 .6 3.5 15.1 17.5 23.0 11.3 27.8 
Proactiveness 2 2.8 9.0 14.2 26.6 18.1 21.0 8.3 
Proactiveness 3 7.0 15.4 24.1 29.4 15.6 6.1 2.4 
Innovativeness 1 19.9 31.1 19.3 17.5 7.0 3.9 1.3 
Innovativeness 2 20.5 28.2 16.2 15.1 10.7 7.6 1.7 
Innovativeness 3 14.8 21.6 12.2 18.5 17.2 11.3 4.4 

Growth 

Table 2. Annual growth rate, relative frequency 1996-97 

Rapid Slow shrinkage No change Slow growth Rapid growth 
shrinkage 

Growth rates em- 4.9 13.0 49.2 26.5 6.3 
ployment 
Growth rates 3.9 14.3 47.5 26.6 7.7 
sales 
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Table 2. Growth rate compared to competitors, relative frequency 
1996-97 

Much Somewhat Neither/nor Somewhat Much 
slower slower faster faster 

Sales growth com- 1.1 4.3 42.1 35.9 16.6 
pared to competitors 
Market value growth 1.1 6.3 27.6 46.6 18.3 
compared to com
petitors 

Economic performance 

Economic performance compared to competitors, relative frequency 
1996-97 

Much Somewhat Neither/nor Somewhat Much 
slower slower faster faster 

Profits compared to 5.6 13.5 32.0 34.7 14.3 
competitors 
Cash-flow compared 3.5 7.3 28.2 39.0 22.0 
to competitors 

Gross margin 1997


Mean S.D. Min. Max. 
gross margin 6% .06 -.22 .34 
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Appendix 5.

Details from the PLS analyses


Appendix 5A. Prediction of growth. Outer model, i.e. regressions 
weights and factor loadings for manifest indicators. 

Manifest variables Weights Loadings 

Control variables 

1. Firm age 100 

2. Subsidiary status 100 

ATTITUDES 
1. Expected consequences of growth 

2. Firm characteristics  21 

3. Work conditions -18 

4. Growth aspirations 

5. Sales growth  30 

6. Employment growth -15 

Goals 
1. Stability  -2 

2. Creativity  39 

3. Personal benefits -17 

4. Power  -4 

5. Sales growth  48 

6. Employment growth  9 

Favoured work-tasks 
1. Strategy  32 

2. Marketing  3 

3. Production -50 

4. Accounting  8 

Industry 
1. Exports 50 

2. Labour intensive industry  73 
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Manifest variables Weights Loadings 

3. Knowledge intensive industry  43 

4. Customer concentration  56 

5. Professional services  31 

6. Supplier concentration  26 

7. Perceived environment 

8. Dynamism 100 

9. Heterogeneity 100 

10. Hostility 100 

11. Change dynamism 100 

12. Change heterogeneity 100 

13. Change hostility 100 

RESOURCES 

Resources of the entrepreneur 
1. Start up experience  1 

2. Role models  36 

3. Industry experience -23 

4. Management experience  36 

5. Additional assignments -15 

6. Large firm experience -10 

7. Tenure in present position  13 

8. Experience from rapid growth firms  26 

9. Age  -8 

10. Length of education  63 

11. Management or engineering education)  12 

12. Management training  36 

13. Founder  39 

14. Gender (male)  35 

15. Ethnicity (immigrant) -12 

Firm resources 
1. Present size (FTE)  25 

2. Management team size  40 

3. Size compared to competitors  31 

4. Number of employees that hold university degree  9 

5. Use of employees in decision making (sign?) -35 

6. Capital availability -33 

7. Board size  9 
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Manifest variables Weights Loadings 

8. Use of board in decision making -39 

9. New owner  16 

10. Present size (sales)  8 

Network resources 
1. Formal professional advisors  67 

2. Day-to day advisors -83 

3. Value chain advisors  49 

4. Number of external board members -16 

Entrepreneurial orientation 
1. Risk taking 1 21 

2. Risk taking 2 45 

3. Proactiveness1 55 

4. Proactiveness2 71 

5. Proactiveness3 35 

6. Innovativeness 1 50 

7. Innovativeness 2 65 

8. Innovativeness 3 63 

Growth 
1. Employment growth 70 

2. Sales growth 61 

3. Sales growth compared to competitors 76 

4. Value growth compared to competitors 77 
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Appendix 5B. Prediction of performance. Outer model, i.e. re
gressions weights and factor loadings for manifest indicators. 

Manifest variables Weights Loadings 

Control variables 
1. Firm age 100 

2. Subsidiary status 100 

ATTITUDES 
Expected consequences of growth 
1. Firm characteristics  26 

2. Work conditions -17 

Growth aspirations 

1. Sales growth  22 

2. Employment growth -16 

Goals 
1. Stability  2 

2. Creativity  40 

3. Personal benefits -21 

4. Power  -3 

5. Sales growth  40 

6. Employment growth  14 

Favoured work-tasks 
1. Strategy  38 

2. Marketing  6 

3. Production -52 

4. Accounting  8 

Industry 
1. Exports 50 

2. Labour intensive industry  73 

3. Knowledge intensive industry  45 

4. Customer concentration  55 

5. Professional services  33 

6. Supplier concentration  27 

Perceived environment 
1. Dynamism 10 

2. Heterogeneity 10 
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Manifest variables Weights Loadings 

3. Hostility 10 

4. Change dynamism 10 

5. Change heterogeneity 10 

6. Change hostility 10 

RESOURCES 
Resources of the entrepreneur 
1. Start up experience  2 

2. Role models  37 

3. Industry experience -23 

4. Management experience  36 

5. Additional assignments -15 

6. Large firm experience  -9 

7. Tenure in present position  13 

8. Experience from rapid growth firms  25 

9. Age  -7 

10. Length of education  65 

11. Management or engineering education)  12 

12. Management training  36 

13. Founder  37 

14. Gender (male)  35 

15. Ethnicity (immigrant) -14 

Firm resources 
1. Present size (FTE)  2 

2. Management team size  42 

3. Size compared to competitors  40 

4. Number of employees that hold university degree  7 

5. Use of employees in decision making (sign?) -22 

6. Capital availability  52 

7. Board size  5 

8. Use of board in decision making -28 

9. New owner  18 

10. Present size (sales)  8 

Network resources 
1. Formal professional advisors  58 

2. Day-to day advisors -75 

3. Value chain advisors  67 
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Manifest variables Weights Loadings 

4. Number of external board members -23 

Entrepreneurial orientation 
1. Risk taking 1 19 

2. Risk taking 2 43 

3. Proactiveness1 56 

4. Proactiveness2 71 

5. Proactiveness3 34 

6. Innovativeness 1 49 

7. Innovativeness 2 66 

8. Innovativeness 3 64 

Performance 
1. Employment growth 62 

2. Sales growth 44 

3. Sales growth compared to competitors (tt26) 68 

4. Value growth compared to competitors (tt28) 75 

5. Gross margin 51 

6. Profits compared to competitors 63 

7. Cash flow compared to competitors 64 

357 



Jönköping International Business School 

Appendix 5C. Prediction of entrepreneurial behaviour. Outer 
model, i.e. regressions weights and factor loadings for manifest 
indicators. 

Manifest variables Weights Loadings 

Control variables 
1. Firm age 100 

2. Subsidiary status 100 

ATTITUDES 

Expected consequences of growth 

1. Firm characteristics  12 

2. Work conditions -15 

Growth aspirations 
1. Sales growth  46 

2. Employment growth -21 

Goals 
1. Stability  -6 

2. Creativity  30 

3. Personal benefits -21 

4. Power  -1 

5. Sales growth  31 

6. Employment growth  7 

Favoured work-tasks 
1. Strategy  44 

2. Marketing  13 

3. Production -44 

4. Accounting  -3 

Industry 
1. Exports 50 

2. Labour intensive industry  72 

3. Knowledge intensive industry  44 

4. Customer concentration  55 

5. Professional services  32 

6. Supplier concentration  27 

Perceived environment 
1. Dynamism 10 
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Manifest variables Weights Loadings 

2. Heterogeneity 10 

3. Hostility 10 

4. Change dynamism 10 

5. Change heterogeneity 10 

6. Change hostility 10 

RESOURCES 
Resources of the entrepreneur 
1. Start up experience  19 

2. Role models  28 

3. Industry experience  -3 

4. Management experience  14 

5. Additional assignments  4 

6. Large firm experience  18 

7. Tenure in present position  18 

8. Experience from rapid growth firms  33 

9. Age -35 

10. Length of education  57 

11. Management or engineering education)  8 

12. Management training  20 

13. Founder  32 

14. Gender (male)  -2 

15. Ethnicity (immigrant)  1 

Firm resources 
1. Present size (FTE)  25 

2. Management team size  41 

3. Size compared to competitors  31 

4. Number of employees that hold university degree  9 

5. Use of employees in decision making (sign?) -35 

6. Capital availability -33 

7. Board size  9 

8. Use of board in decision making -38 

9. New owner  16 

10. Present size (sales)  7 

Network resources 
1. Formal professional advisors  66 

2. Day-to day advisors -83 
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Manifest variables Weights Loadings 

3. Value chain advisors  51 

4. Number of external board members -17 

Entrepreneurial orientation 
1. Risk taking 1 18 

2. Risk taking 2 44 

3. Proactiveness1 55 

4. Proactiveness2 71 

5. Proactiveness3 34 

6. Innovativeness 1 49 

7. Innovativeness 2 67 

8. Innovativeness 3 64 

Entrepreneurial behaviour 
1. New customers (tt14 43 

2. Marketing (tt15) 37 

3. Product mix (tt16) 59 

4. New product on sale (tt17) 64 

5. New product under devt. (tt18) 54 

6. Risk taking (tt19) 49 

7. Proactiveness (tt20) 56 

8. New operating procedures (tt21) 40 

9. New organisation (tt22) 37 

10. Employment growth 41 

11. Sales growth 36 

12. Sales growth compared to competitors (tt26) 47 

13. Value growth compared to competitors (tt28) 53 

14. Start-up of new subsidiary (tt 6c) 38 

15. Start-up of new independent firm (tt9) 27 

16. Sales from new export markets (tt13b) 42 
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Appendix 5D. Example of the relationship between manifest 
indicators and latent constructs. 

i

A

ion A i Etc. 

Etc. 

Market ng Strategy 

ttitudes 

Product ccount ng Creativity 

Item 1 Item 2 Item 3 Item 4 

Figure 1. Conceptual relationship between manifest indicators and the

latent attitude construct.


i

A

ion A i Etc.Market ng Strategy 

ttitudes 

Product ccount ng Creativity 

Figure 2. Empirical relationship between manifest indicators and the

latent attitude construct.
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