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Foreword

On behalf of the Africa Academy of Management, | am delighted to share with you the
proceedings of the best papers of our 2nd Biennial Conference. The theme of this year’s conference is
“Sustainable Development in Africa through Management Theory, Research and Practice.” Hosting of
conferences on the continent is integral to our mission to promote and advance knowledge creation and
dissemination about management in and about Africa. These proceedings will be available to others via
our website as a means of sharing the papers.

There is growing evidence that Africa is “on the rise.” Several African countries are experiencing
economic and industrial growth. However, some academics, practitioners, and even citizens are
concerned about the extent to which the developmental progress observed in those countries can be
sustained. Sustainable development, the process by which the complex and interconnected social,
economic and natural environment systems are harnessed to generate enduring national and progressive
outcomes is facilitated by the science of management. Management science enhances not only
understanding but also effective practice of social, economic and environmental components of
sustainability development. Management theory, research, and practice yield knowledge on effective
sustainable development.

The papers presented at the conference address various aspects of the theme from the many sub-
disciplines that make up the field of management. We are so pleased to have contributions from around
the world. | also want to thank our proceedings editors, Professors Moses Acguaah of the Bryan School
of Business and Economics, University of North Carolina at Greensboro (USA) and Professor Karel
Stanz, Department of Human Resource Management, University of Pretoria (South Africa).

I also want to thank our main conference sponsor, Emerald Group Publishing, Ltd. for their
continued support for our activities.

Sincerely,
Stella M. Nkomo
Professor Stella M Nkomo

President, Africa Academy of Management

10
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The Africa Academy of Management (AFAM)

The Africa Academy of Management (AFAM) is a professional membership organization that was
formed in 2011. AFAM believes that management knowledge can make a significant contribution to the
productivity and prosperity of a nation. Yet, there is a dearth of knowledge about management in Africa
and several studies have identified the inadequate state of management research and scholarship about
Africa relative to other regions of the world. AFAM’s mission is to help close this gap by promoting
research and education about management and organizations in Africa. Specifically, the objectives of
AFAM are two-fold: (1) to foster the general advancement of knowledge and scholarship in the theory
and practice of management among African scholars and/or academics interested in management and
organization issues in Africa. Africa is defined broadly to include all of Africa and individuals of African
descent in the Diaspora (i.e., The Caribbean, South America, Europe, Asia, Oceania, Middle East, and
North America); and (2) to perform and support educational activities that contribute to intellectual and
operational leadership in the field of management within the African context.

AFAM focuses on building and strengthening research capacity and education about management in
Africa. This includes the mentoring of doctoral students, guiding and developing junior faculty, building
collaborative networks among scholars, and advancing research about management in Africa. We
launched the Africa Faculty Development (AFD) Workshop initiative in partnership with the Academy of
Management in 2011. Since 2011, we have held two week-long AFD Workshops for doctoral students
and junior faculty from African Businesses Schools in Ghana (at Ghana Institute of Management and
Public Administration and in Rwanda (at University of Rwanda). These workshops have already assisted
several participants to complete their doctoral studies. With a membership base of about 200 academics
and practitioners from around the world, we work closely with other academic associations and our
sponsors in executing our mission. Visit our website at www.africa-aom.org to learn more about current
activities.

11
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Introduction

It is now universally accepted that economic and human activities are inextricably interconnected
with the natural environment, therefore the exploitation of the natural environment for the good of
humankind should be done a prudent manner. As far back as 1992, The World Bank stated that “the
achievement of sustained and equitable development remains the greatest challenge facing the human
race” (World Bank, 1992: 1). This statement is true today as sustainable development has become the
goal of most nations since the publication of Our Common Future, also known as the Brundtland Report
(The World Commission on Environment and Development, 1987). According to The World
Commission on Environment and Development, sustainable development is “development which meets
the needs of the present without compromising the ability of future generations to meet their own needs”
(1987, p. 8). The report further argues that there are two key concepts inherent in sustainable
development “the concept of needs, in particular the essential needs of the world's poor, to which
overriding priority should be given; and the idea of limitations imposed by the state of technology and
social organization on the environment's ability to meet present and future needs” (1987, p. 8; italics in
original). Sustainable development is further seen as the “process of achieving human development in an
inclusive, connected, equitable, prudent, and secure manner” (Gladwin, Kennelly, & Krause, 1995: 878,
Italics in original). Thus, sustainable development deals with environmental, ecological, economic, and
social practices that foster the well-being of the world’s population now and in the future. We are
therefore confronted with the question: What is the role of management theory, research and practice on
“the full human community, the natural environment, and a sustainable future”? (Gladwin et al., 1995:
875).

Management research, theory and practice, therefore, have a significant role to play in
encouraging and enhancing sustainable development by emphasizing business models, practices and
activities that recognizes the interdependent nature of the environmental, ecological, economic, and social
systems. In fact, it has been stated that organizations are the only institutions with the resources,
technology, the global reach, and the power to promote the changes necessary for achieving sustainable
development (Hawken, 1993; Hart, 1997). These have led to the emphases being paced on sustainability
issues in management research and practice in the advanced industrialized countries for almost two
decades. For instance, sustainability issues in management gained momentum with the publication of the
Academy of Management Review’s Special issue, focusing on the role of management in enhancing
ecological sustainability in 1995; and the Special issue of the Academy of Management Journal, in 2000
with an emphasis on the management of organizations in the natural environment. Furthermore, to
encourage the inclusion of sustainability issues in business models of organizations, the Network for
Business Sustainability (NBS) was founded in Canada in 2005 to facilitate knowledge exchange among
sustainability researchers and practitioners (Bansal, Bertels, Ewart et al., 2012). Apart from its literature
on sustainable business practices, the NBS has also been organizing Webinars to share knowledge on how
to infuse sustainable development in firms’ activities. The Webinars include best practices for firms to
collaborate with other organizations to advance sustainable business, and strategies for teaching
sustainability in different management disciplines such as strategy, finance and accounting, marketing and
operations (Kilcoyne, 2013).

Management’s function in sustainable development would include the application of management
and organizational theories and practices by organizations that take into consideration their
environmental, ecological, economic, and social impact on development activities. Sustainability issues in
management are now widely accepted and several fields in management and organizations encourage
research topics that link their fields to sustainability. The importance of sustainable development and
sustainability issues particularly in Africa is evidenced by the establishment of an affiliate of NBS in
South Africa — Network for Business Sustainability: South Africa (NBS: SA) in 2013. A collaborative
partnership between The Gordon Institute of Business Science (GIBS) at the University of Pretoria and
the Graduate School of Business at the University of Cape Town, the goal of NBS: SA is to “advance
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South Africa’s sustainability agenda by identifying and addressing knowledge gaps faced by
practitioners” (NBS:SA, 2013: 5). This is a welcome effort since it will propel the rest of the African
continent forward towards achieving the goal of sustainable development in the near future.

Africa is a continent that is endowed with abundant natural resources, but also experiencing huge
social and economic development issues. With the continent of Africa experiencing considerable
economic growth, which is projected to continue and even out-pace other regions of the globe, it has led
to the exploitation of the natural resources indiscriminately resulting in severe environment and
ecological problems (e.g., desertification, deforestation and soil erosion or degradation) (Nyang’oro,
2007). Other environmental problems confronting African are water pollution and depletion, and the
inability to conserve wildlife. Despite the increase in the application of management theories to
sustainability and sustainable development in the advanced industrialized world, very little research has
been conducted in the African environment (Zoogah, 2013). This special issue seeks to encourage the
development and/or application of management theories and methodologies to endanger sustainable
development practices by organizations that could be used to address the social, economic and
environmental problems confronting the African continent.

The papers in this proceeding are the best papers from the 2nd Biennial Conference of the Africa
Academy of Management (AFAM) on the theme “Sustainable Development in Africa through
Management Theory, Research and Practice.” The purpose of the conference is the highlight the
importance of management in achieving sustainable development in Africa. In response for the call for
papers for the conference, we received 130 submissions. Each of the papers went through a double-blind
review process and 40% of the papers were accepted for the best paper proceedings. There are 51 papers
in the proceedings and they are organized into five parts based on the tracks for the conference:
entrepreneurship and small business; organizational behavior and human resources management; strategy
and international management; general management; and public policy, administration of government and
non-governmental organizations. Although, all the papers do not explicitly focus on sustainable
development and sustainability, most of the papers discuss theoretical, empirical and practical issues in
management that has the potential to encourage and foster sustainable development. We hope that the
papers in this proceeding will stimulate your interest.
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ABSTRACT

The paper investigates the effects of bank financing on regional entrepreneurial activities in China. We
present contrasting findings on the role of quantity vs. quality of bank financing on new small business
formation in China: While we find a consistent, significantly positive relationship between the quality of
bank financing and new venture formation, we find that the quantity of supplied credit is insignificant
after we control for the quality of financial intermediations in the local markets.

Keywords: New venture formation; Small business; Bank financing; Bank efficiency

INTRODUCTION

Entrepreneurship involves mobilizing resources in the formation of new ventures to pursue
opportunities based on commercializable innovations (Aldrich, 1990). There is a growing sense among
academic researchers that the U.S. economy especially benefits from vibrate entrepreneurial activities,
which also contribute to the rising leadership of U.S. firms in high-technology industries. During the
entrepreneurial process, resource acquisition, especially of financial resources, is crucial for making an
innovative idea into a reality (Black & Strahan, 2002; Blinks & Ennew, 1997). When a change in the
technological regime necessitates the creation of new firms, this can happen relatively rapidly in the
U.S., where financial markets function efficiently (Acemoglu, 2001).

The role of banks in facilitating entrepreneurial activities as well as economic growth has been
well established in the existing literature (Guiso, Sapienza, & Zingales, 2004). Entrepreneurial firms are
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generally small and depend heavily on the credit provided by local banking systems for their start,
survival and continuous growth (Cole, Wolken, & Woodburn, 1996; Guiso et al., 2004). However, most
of the research that investigates the effect of financial development or banking systems on
entrepreneurship focuses exclusively on countries in North America and Europe (Black & Strahan, 2002;
Blinks & Ennew, 1997; Bruton, Ahistrom, & Obloj, 2008; Kerr & Nanda, 2009; Wall, 2004). The
exploration of related domains outside of these two developed economic regions remains extremely
limited. Therefore, it is our attempt to contribute to the literature and provide new evidence by
empirically investigating the relation between banking institutions and entrepreneurial activities in
China, one of the largest and fastest growing transitional and emerging economies in the world.

Moreover, existing studies tend to resort to the quantitative side to measure the banking sector
in the economy, which emphasizes the role of banks in stimulating capital accumulation. Compared
with the environment in a developed economy, the banking institutions in emerging countries are
usually much more strictly regulated and their lending businesses are heavily government-directed or
are regulated by government intervention (Manolova, Eunni, & Gyoshev, 2008). More importantly,
lending to small businesses requires banks to rely more on “soft information” to make decisions
whether to extend credit to small businesses, because the “hard information” is difficult (or almost
impossible) to collect due to the small firms’ lack of bookkeeping or new establishment (Stein, 2002).
Given the complicated nature of the “soft-information” processing, a measure which is purely based on
the quantity dimension of banking practice (such as total bank loans or credit supplies) is simply not
sufficient or even appropriate to gauge whether banks are optimizing financial resources in an economy.
Therefore, it is a bit surprising how little the existing literature interrogates the quality of bank lending
matters for entreprenurial firms; most studies view the issue as resolved upon receiving a measure of
qguantity. Therefore, given the importance of qualitative dimensions of bank financing for new ventures,
and given the lack of documentation in the field, it is our intention to contribute to the existing
literature by capturing and examining both the quantity and quality sides of bank financing, to
documenting and compare their different effects on new venture formation, and finally, to highlight the
importance of these quality dimensions on the success of new ventures.

Among the existing studies, cross-country samples are usually used to pursue this line of inquiry.
However, such an approach falls short, as the systematic differences between markedly different
economies could be the hidden factors that drive the results. We argue that a research design that
focuses on intra-country information rather than cross-country samples avoids this cross-country
idiosyncrasy and ensures “data comparability and functional equivalence” (Sekaran, 1983). We
therefore collect data from different regions in a single emerging economy, and then form a panel of 30
provinces in China over the period from 1998 to 2008 to ensure we have sufficient variations in both
cross-sectional and time-series dimensions to explore our research question. From various sources, we
obtain information regarding the number and output of small businesses, and we construct our
measures to capture the entrepreneurial activities in local areas. We further measure both the quantity
and quality sides of bank financing to examine the role played by financial intermediations in
entrepreneurship. Following existing research, our quantity measure focuses on the size of the banking
sector at the province level. Our quality measure is derived from aggregation of bank-specific efficiency
scores.! We first estimate both profit efficiency and cost efficiency for each individual bank, and then
aggregate the bank-specific efficiency score into province level according to a weighed scheme. We also
control for the regional economic environment and demographic information in the regression analysis.’

We document a significantly positive relation between the quality of financing services offered
by banking institutions and entrepreneurial activities in local markets. Moreover, when we control for
the quality of bank financing, the quantity of supplied credit is insignificant in the model specifications.
To address the possible endogeneity issue commonly found in this type of research, we perform our
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analysis and report consistent results based on both a fixed effects estimator and a system General
Method of Moment (GMM) estimator.

The availability of capital is one of the major challenges faced by new technological ventures in
China, especially when in-house R&D becomes the driving force of industrial innovations (Sun & Du,
2010). We thereby contribute to the literature in the following two ways. First, we provide novel
evidence of the effect of financial institutions and entrepreneurship in an emerging country. Our
findings emphasize the importance of bank efficiency in funding entrepreneurial firms and highlight the
function of screening and monitoring as performed by banking institutions. Second, our study adds to
the few analyses that make an explicit distinction between the quantity and quality of bank financing
(Berger, Hasan, & Klapper, 2004; Koetter & Wedow, 2006; Lucchetti, Papi, & Zazzaro, 2001), and
investigates the relative importance of enhanced efficiency of financial intermediations over supplied
credit in promoting entrepreneurship in the local areas.

The rest of this paper is organized as follows. Section 2 introduces background information on
banking institutions in China and reviews related literature. Section 3 details the data collection and our
sample. Section 4 discusses our identification strategies and reports empirical results. Section 5
summarizes and concludes.

LITERATURE REVIEW

Background of Banking Institutions in China

Emerging economies are characterized by an increasing market orientation, and are becoming
major economic forces in the world (Bruton et al., 2008). The late twentieth century has witnessed the
transformation of numerous centrally planned economies around the world into market systems.
Among many emerging countries, China has followed an incremental and experimental path to reform
its economy and has achieved fast growth rates for more than three decades (Prasad & Rajan, 2006).
During the transformational stage, credit markets and banking system in China play a major role in
channeling crucial capital from saving to investment. Meanwhile, the banking system has continuously
undergone significant changes due to policy shifts.

The Chinese banking system was established in the late 1940s and followed the system of the
Soviet Union. The central bank, the People’s Bank of China, was founded in 1948, and took
responsibility for currency issue and monetary control. The banking system expanded by launching
several large state-owned banks that took over lending functions from the central bank. The Chinese
banking sector was dominated by four very large state-owned banks with about three-fourths of
banking assets.? Initially, these mega banks mainly served as “conduits” for the government, rather than
as commercial banks. Competition in the banking sector was limited because banks were lacking in
sufficient incentives to make profits out of real business lending.

It was not until in the early 1990s that the central government began to reform the financial
system by separating the policy banks from commercial banks. The 1995 Commercial Bank Law of China
officially states that the major objective of state-owned banks is to operate as commercial banks in
accordance with market principles instead of according with policy requirements. In addition, de novo
banks were permitted to enter into the market in the mid-1990s. In the subsequent years, a series of
procedures were taken to transform urban credit unions into commercial banks, grant limited licenses
to non-state commercial banks as well as foreign banks, and introduce standard accounting and
prudential norms.

Additional changes were implemented after China’s entry into the WTO in 2001, including the
liberalization of interest rates and a relaxation of restrictions on equity ownership. For example, in
2003, the China Banking Regulatory Commission introduced its updated guidelines to encourage foreign
investors to purchase shares of up to 25% of any domestic bank. In more recent years, the Chinese
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government has taken cautious actions to partially privatize its banks by selling shares to both domestic
and foreign investors (see, Berger, Hasan, & Zhou, 2009).

The gradual reform of the banking system in China and various regulatory changes has
significantly increased bank competitions and bank efficiency. While a flourishing entrepreneurship in
the private sector has been significant to the economic development of China, the role of the banking
sector is still inconclusive in existing literature (Hasan, Wang, & Zhou, 2009). Given the predominant
size of the banking sector in China, it would be interesting to examine both the quantitative and
qualitative sides of Chinese banks and their effects on entrepreneurial activities.

Related Research

Banks are essential for economic development in that they are a crucial device to screen
entrepreneurs and allocate financial and real resources in an efficient way (Diamond, 1991). As Cole et
al. (1996) report using the data from 1993 National Survey of Small Business Finance (NSSBF 1993),
banks provide more than 60 percent of small business credit. The causal relation between the financial
sector and economic development has been well established in the literature (King & Levine, 19933,
1993b), which supports a premise dating back to 1934 that a sound financial system fosters economic
growth (Schumpeter, 1934). Most of the research has been focused on the role of banks in
accumulating capital, and has employed measures such as the ratio between liquid liabilities of the
banking system and GDP (Gertler & Rose, 1994), the ratio of domestic credit to GDP (Rajan & Zingales,
1998), and the share of credit granted to the private sector in ratio to GDP (Beck, Clarke, Groff, Keefer, &
Walsh, 2001; Wurgler, 2000) to gauge the size of financial institutions.

The purpose of this article is to examine the effect of bank financing on new venture formation
given the importance of small business in the economic development (Headd & Kirchhoff, 2009). As
Schumpeter argues, entrepreneurship means innovation by independently owned start-ups that leads to
creative destruction. However, most entrepreneurship scholars focus on innovation as a source of
wealth creation but fail to recognize the wealth redistribution only occurs when innovation originates in
new firms (Spencer, Kirchoff, & White, 2008). We intend to further the investigation by focusing on
entrepreneurs that form and operate independent new firms (Spencer et al., 2008), especially when
they are depenent upon external financing to lauch their busiensses (Alessandrini, Presbitero, & Zazzaro,
2009).

We argue that there exists a dynamic interaction between entrepreneurial firms and financial
institutions (Peng, 2003). The decision to launch new ventures is a natural reflection of the formal and
informal constraints faced by entrepreneurs in the local markets (Barney, 1991; Teece, Pisano, & Shuen,
1997). Given the limited resources of the region in which entrepreneurial firms are competing (Aldrich,
1990), young ventures tend to be rationed and are subject to a screen for credit worthiness and future
prospects by banking institutions. Moreover, local banking development can affect firms’ innovative
activities, particularly for small firms and for firms in technology sectors (Benfratello, Schiantarelli, &
Sembenelli, 2008; Alessandrini et al., 2009). Consequently, the entrepreneurial orientation of would-be
entrepreneurs will be shaped by the practice of financial intermediations in local areas (Tang, Tang,
Marino, Zhang, & Li, 2008).

Although the importance of bank financing for entrepreneurship has been highlighted in the
existing literature, very few studies make a distinction between the quantity and quality of banking
institutions (Berger et al., 2004; Koetter & Wedow, 2006; Lucchetti et al., 2001). In a Schumpeterian
world, the quality of bank services should matter more than just the quantity of financial intermediation
for the economic development. Stein (2002) points out that the key distinguishing characteristic of
small business lending is the “softness” of information generated in the decision making process. Banks
have an informational advantage in identifying entrepreneurs with the highest potential to promoted
innovative products, services and processes, and thus can nurture lending relationships with
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entrepreneurial firms (Berger, Miller, Petersen, Rajan & Stein, 2005). Banks in the economic system
function as a certification to the quality and viability of entrepreneurial firms and increase their
probability of successful introducing innovation to the market (Lucchetti et al., 2001; Moore, 1988;
Stiglitz & Weiss, 1988). During the lending process, banks can economize on searching costs and thus
achieve aggregate savings (Allen, 1990). As both insider lenders and delegated monitors (Diamond,
1984, 1991), banks have access to entrepreneurial firms’ information from the onset of a loan
application, as well as from previous lending relationships, and thus are able to provide more effective
monitoring at a lower cost (Roberts and Yuan, 2010). In addition, bank competition is less favorable to
the emergence of new firms when information asymmetries are greater (Bonacorsi di Patti &
Dell’Ariccia, 2004). Therefore, the information advantages allow local banks to alleviate free-rider
problems arising from asymmetric information and may enhance entrepreneurial firms’ innovation
activities (Chen, Chen, & Vanhaverbeke, 2011).

In this sense, bank efficiency, which measures the relative ability of banks to efficiently utilize
their resources to generate outputs, plays an important role in allocating loanable funds to
entrepreneurs. We posit that in regions where banks are relatively more efficient at minimizing costs
when searching for promising businesses and monitoring their lending portfolios there will be evidence
of better nourished entrepreneurship and more venture formation.

In a standard cross-country setting, it is very difficult to observe and control for the set of social
and cultural variables that potentially play an important role in affecting financial intermediations.
Moreover, because of the sampling procedure, researchers are oftentimes forced to compare a large
number of countries that possess dramatically different legal systems and institutional settings, which
play an important role in shaping the practice of financial institutions (Manolova et al., 2008). For
example, a bank’s ability to force repayment and the cost of contract enforcement can vary widely
across sample countries. Therefore, cross-country comparisons are subject to “data comparability and
functional equivalence” (Sekaran, 1983). To reduce the sample biases, we examine the role of bank
financing in explaining entrepreneurial activities using provincial data in China, which is one of the
largest and fastest growing transitional and emerging economies in the world. By using the sub-national
level data, we are able to focus on both the quantity and quality aspects of banking institutions in China,
and we can largely avoid the data comparability issue in cross-nation studies because many institutional
factors — such as diversity in historical experiences and cultural norms — are homogeneous for our
sample regions.

DATA AND METHODOLOGY

One of the major challenges in measuring new venture formation and the quantity and quality
aspects of bank lending is due to data availability in emerging countries. In this study, we use aggregate
data at provincial level in China instead of using cross-country samples. The sub-national data we use in
this paper has some major advantages over cross-country studies in addressing the data comparability
and controlling for heterogeneity in historical experience, cultural norms or institutional environment
(Hasan et al., 2009). Essentially, we construct a panel of 30 provinces (including four municipalities) in
mainland China from 1998 to 2008.*

Measures of New Venture Formation

Aldrich (1990) argues that there is a significant shift from “traits” approach to “rates” approach
in entrepreneurship research, the latter of which emphasizes the founding rates of new ventures over
time. Given that environmental resources set a limit on population density, new venture formation
rates vary substantially in local markets because the number of organizations competing for the same
pool of resources is constrained. Firm birth rates are widely adopted in recent studies to investigate
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entrepreneurial activities and the related determining factors (Francis, Hasan, & Wang, 2008; Kirchhoff,
1994; Kirchhoff, Newbert, Hasan, & ARmington, 2007). Nonetheless, another important aspect of
entrepreneurship has largely been ignored in empirical works (Delacroix & Carroll, 1983), which
highlights the importance of firm death rates in subsequent new venture formations. Founding rates
can be constrained by death rates in the sense that resources are only available when firm death
dissolves and releases them (Aldrich, 1990). The efficient operations of banking institutions require a
careful screen of the credit worthiness and future growth prospect of small businesses. Moreover,
lending to small businesses is highly regulated by certain quotas set by the government in China, as
dominating mega banks are state-owned. This practice of the banking sector in China implies that banks
have to shift their lending portfolios to allocate scarce financial resources to the most promising
entrepreneurs, which is surely associated with significant switching costs for existing entrepreneurial
firms or even negatively affects their survival. Therefore, in our paper, e consider not only the
founding rates but also the death rates in order to capture the dynamism of entrepreneurship in local
markets.

The National Bureau of Statistics of China (NBSC) provides various statistics on the number of
firms in different sized categories at the provincial level in their yearbook. However, before 1997, the
industrial statistics were based on types of ownership, and it is not until 1998 that the calibration of
industrial statistics was changed from the types of ownership to the sizes of enterprises. Therefore, we
are able to obtain aggregate information at the provincial level on a consistent definition of small
businesses after 1998. And we define a measure capturing the net birth rate of new ventures in each
province as follows:

: Nit — Nit—l
Net birth rate of new ventures;;= ————— x100% (1)
it-1
To validate our measure of entrepreneurial activates, we construct an alternative measure emphasizing
the output attributable to the net birth of new ventures, which is defined as follows:
Ll 1 x100% (2)
it-1
where N represents the number of small businesses and P represents the output of small businesses.
We collect the information at the end of each year denoted as t for each province denoted as i. We
recognize that these measures are not perfect and subject to sample errors, but are the best available
proxies to our knowledge.

Growth in output of new ventures;; =

Measures of Quantity and Quality of Bank Lending

Quantity of bank lending

The reform of the banking sector in China began in the 1980s with an effort to separate
commercial banking from state budget allocation (Berger et al., 2009). The ratio of total bank loans to
GDP is commonly used in the banking literature as a proxy for banking sector depth, which measures the
role and importance of financial intermediation in the economy (Berger et al., 2004; King & Levine,
1993a; Levine, 1997; Levine, Loayza, & Beck, 2000). We obtain the regional banking loans data from the
annual issues of the Almanac of China’s Finance and Banking (ACFB), and collect GDP data from the
annual issues of China Statistical Yearbook. Following existing literature, we measure the quantity of
bank lending as the ratio of total loans outstanding at the end of the year in the balance sheet of all
banking institutions to total GDP in the region (termed as “total bank loans/GDP”).
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Quality of bank lending

Prior studies have well established that bank efficiency better measures the quality of banking
lending because it is a more comprehensive measure than some purely balance-sheet measures such as
nonperforming loans ratio or loan loss provision ratio (Berger & DeYoung, 1997; Berger & Mester, 1997).
Therefore, we measure the quality of bank financing using two metrics based on the stochastic frontier
approach of bank efficiency estimations from both profit maximization and cost minimization
perspective. Cost and profit efficiency measure how well a bank is predicted to perform relative to a
“best-practice” bank producing the same outputs under the same environmental conditions. More
specifically, we estimate efficiency levels first at firm-year level by specifying the commonly-used trans-
log functional form based on the stochastic efficiency frontier approach (follow the approach in Berger
et al., 2009). For convenience, we show only the cost function:

4

4 1 4 2
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where i, t index the bank and year, respectively, k = 1,...4 index the four output variables, and 6 =6,;. C
represents the bank’s total costs. The inputs and outputs in the function are defined in the following:
four outputs including: y, (total loans), y, (total deposits), ys; (liquid assets), y, (other earning assets);
three inputs including : w; (price of funds, i.e., the ratio of interest expenses to total deposits), w, (price
of fixed capital, i.e., the ratio of other operating expenses to fixed assets), ws (price of labor, i.e., the
ratio of personnel expenses to total number of employees); and finally, one fixed netput (z): total assets.
We estimate the cost function using the Iny;; + Inv;; as a composite error term, where the Iny;, term
represents a bank’s efficiency, and lnv;; is a random error that incorporates both measurement error
and luck. In other words, a bank’s cost efficiency score is determined by comparing its actual costs to
best-practice minimum costs to produce the same output under the same conditions using estimates of
the efficiency factor Inu;., which is based on, in our case, the assumptions of half-normal distributions,
and is disentangled from the estimated cost function residuals using maximum likelihood estimations.
After the firm-level bank efficiency is estimated, we aggregate it to the provincial level by calculating the
provincial level weighted average bank efficiency scores, where the weights are the proportion of total
loans by each bank to total loans in the province (follow the approach in Hasan et al., 2009).> More
explicitly, we have

n
Banking profit (cost) efficiency j, t = Z Oi ity (4)
i=1
gi,j,t = n e
L ji
(5)

In equations (4) and (5), j indexes the j™ province in our sample, and equals to 1, 2, ..., 30. i
indexes the i bank in our sample, and equals to 1, 2, ..., maximum number of banks in jth province. t
indexes year, and equals to 1998, 1999, ..., 2008. g, indexes the weight of i" bank in j province in year
t. L indexes the total loans provided by i bank to j™ province in year t. ;. is the efficiency score
estimated based on equation (3) for i bank in year t.
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Other Control Variables

We collect province level information about GDP, education and FDI data from the annual issues
of the Statistics Yearbook of China. We include the following control variables in the regressions: (a)
lagged real GDP per capita growth, (b) the ratio of FDI to GDP, (c) measure of supply of human capital in
the local markets using the lagged proportion of population with college degrees. The real GDP per
capita growth is defined as the percentage change of real GDP per capita with price level adjusted to
year 1990, and we use this variable to control for regional economic development momentum and local
business environment. In terms of trained human capital, Armington and Acs (2002) document the
positive relationship between college graduates and the number of newly formed firms. Following their
method, we also calculate the proportion of population with college degrees, and use this to proxy for
the availability of trained human capital in the local area. The inclusion of these control variables are
based on the natural link between broader economic development and new business formation
discussed earlier.

Table 1 presents the summary statistics and correlation matrix of the variables as detailed
above. We note that the average net birth rate of new ventures is 7.4% with a standard deviation of
14.8%, while the average growth rate in output of new ventures is 21.7% with a standard deviation of
20.5% during the sample period from 1998 to 2008. It is noteworthy that the two measures capturing
entrepreneurial activities in local markets are strongly correlated with a correlation coefficient of 0.542
(p<0.01). In addition, we document that the ratio of bank loans to GDP (i.e., our measure of the
quantity of bank financing) is negatively correlated with both dependent measures, although the
magnitude of correlation coefficients are small. In contrast, both profit efficiency and cost efficiency of
banks (i.e., our measures of the quality of bank financing) are positively correlated with the growth
measures of new small businesses.

Table 1. Descriptive Statistics and Correlation Matrix of Variables Used in the Analysis

Variables N nMea sD. 1 2 3 4 5 6 7 8
1 Netbirthof new 310 0074 0.148  1.000
ventures
, Growthinoutputof 310 0217 0205 0.542***  1.000
new small businesses
3 Bankloans/GDP 339 1098 0538 -0.014 -0.069 1.000
4 Profitefficiency of 308 0.852 0.039 0.145%*  0.162* 0.047* 1.000
banks
5 Costefficiency of banks 308  0.458 0.063 0.014**  0.111**  -0.031 -0.745*  1.000
6 CR:;';DP growth per 310 0106 0.049 0.263***  0301**  0.007**  0.309 0.091*  1.000
7 FDI/GDP 298 0026 0028 0.101 -0.036 0.118 -0.037 0.034 0.114*  1.000
Proportion of
8 population with college 310  0.056 0.044  0.098***  0.078***  0.430 0.085 0.003 0.103 0.323**  1.000

degrees

* ¥* *** indicate significance levels of 10%, 5%, and 1%, respectively.
EMPIRICAL FINDINGS
While correlation analysis reveals certain patterns relating regional entrepreneurial activities to

bank financing, these results do not take into account potentially significant differences in economic
environment and other demographic characteristics. We employ regression analysis to investigate the
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effect of both quantity and quality sides of bank financing on new venture formation while controlling
for a set of variables capturing various economic conditions in the local markets. More specifically, we
reports the estimations of the effects of bank lending based on (i) fixed effects estimators, and (ii) GMM
estimators.

Fixed-effects Panel Regressions

We do not provide the pooled OLS regression results because pooled OLS regressions not only
ignore the structural nature of the panel data, but also that model is overly restrictive and thus can have
a complicated error process. Moreover, if there are unobserved characteristics which are correlated to
our variable of interest (e.g. the quantity and quality of bank lending) but omitted from the model, it
would be inappropriate to draw any inference from the OLS results due to the biased estimation.
Therefore, for each regression, we include province fixed effects to control for the micro-level
unobservable time-invariant heterogeneity.

Table 2 presents regression results based on fixed effects estimators. The dependent variable is
net birth rate of new ventures in columns 1-4 and growth in output of new ventures in columns 5-8. The
result in column 1 reveals that the ratio of bank loans to GDP is not significantly associated with the net
birth rate of new ventures, which is our measure of regional entrepreneurial activities. We then turn to
our measures of the quality of bank financing and document that both profit efficiency and cost
efficiency of the regional banking system are significantly and positively associated with new venture
formation. In column 4, we enter both quantity and quality measures of bank financing and our results
are robust to this specification. Using the alternative measure of regional entrepreneurial activities, we
report similar results in columns 5-8, which further validate the results based on our primary measure.
Moreover, the F test of the null hypothesis that the constant term is equal across units leads to a
rejection of the null hypothesis (p<0.01), which suggests that there are significant individual (province-
level) effects, and fixed effects models are thereby better specified. Taken together, the results indicate
that after controlling for the quality of financing services provided, the quantity of supplied credit is
insignificant in promoting new venture formation.

Table 2 Fixed-effects Panel Regression

Independent variable Dependent variable

Net birth rate of new ventures Growth in output of new ventures

(1) (2) (3) (4) (5) (6) (7) (8)

Constant -0.140***  -0.530**  -0.144**  -1.358** -0.127 -0.369 -0.05 -0.092
[2.90] [2.31] [2.25] [2.23] [1.66] [1.11] [0.42] [0.20]
Bank loans/GDP -0.005 -0.004 0.016 -0.016
[0.38] [0.29] [0.78] [0.77]

Profit efficiency of banks 0.489* 1.215* 0.286%** 0.060**
[1.86] [2.04] [2.69] [2.12]
Cost efficiency of banks 0.504** 0.523% 0.188* 0.166*
[2.45] [1.98] [1.91] [1.76]

(Rlea' GdD)P growth per capita 0.605***  0.484***  0.598%F*  0.400%%  1394%FF  1328%*F  1364%F*  1.348%%*

agge:

[3.28] [2.81] [3.30] [2.31] [5.49] [5.22] [5.56] [5.04]
FDI/GDP (lagged) 0.64 0.634 0.603 0.531 0.893 0.858 0.896 0.938
[1.09] [1.09] [1.02] [0.94] [0.85] [0.81] [0.83] [0.87]

Proportion of population with 5 gogrex 2 03+5%  2482%%  1.976***  3.324%FF  3.134%*F 32325 3.228%%*

college degrees

[3.49] [3.48] [3.45] [2.97] [2.99] [2.79] [3.01] [2.86]
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Observations 298 297 297 297 298 297 297 297
Cross-sectional unit 30 30 30 30 30 30 30 30
F statistic 11.07 11.08 10.55 8.63 16.60 15.90 15.30 11.12
Adj. R-squared 0.20 0.21 0.20 0.23 0.26 0.26 0.26 0.26
rho 0.48 0.44 0.48 0.40 0.46 0.45 0.46 0.45
corr(u;, Xb) -0.79 -0.75 -0.79 -0.69 -0.76 -0.75 -0.76 -0.75

* ¥* ***indicate significance levels of 10%, 5%, and 1%, respectively.

At first glance, the results on the quantities of bank loans seem contradictory to previous
findings (e.g., Berger & Udell, 2006). Note that an important characteristic of Chinese banking is that
the majority of the loans were directed by the government toward large and state-owned enterprises,
which suffer from the soft-budget problem due to lack of efficient corporate governance. Our measure
of the size of banking institutions is essentially a measure based on loan size for which supplied credits
to both large enterprises and small businesses are included. Consistent with prior research on bank
loans in China (Aziz & Duenwald, 2002; Boyreau-Bebray, 2003; Hasan et al., 2009), our results support
the non-positive role of private debts on economic development. In addition, the findings reported in
this section are consistent with results reported by Koetter and Wedow (2006) using data in Germany,
who find similar results on the relation between the quantity and quality of financial intermediations
and economic growth.

Using information in columns 2 and 3, we estimate that an increase in profit efficiency by one
standard deviation results in an increase of 2 percent of the net birth rate of new ventures, holding
other factors constant, which is economically significant as well. We derive our measures of the quality
of intermediation at the bank-level to assess banks’ abilities to convert inputs into financial products and
services, and then aggregate the measures into regional levels. It appears that the regions associated
with higher overall banking efficiency are arguably the areas where banks are relatively more successful
in selecting the most promising corporate customers and monitoring their investments. Furthermore,
the "sound financial system" concept developed by Schumpeter (1934, 1939) focuses on the quality
rather than the quantity of financial intermediation that influences economic activities. Therefore, an
improved quality of intermediation in a bank-based economy helps to reduce transactional and
informational costs in lending to opaque corporate customers, and thus fosters new venture formation
in local areas.

Regarding other control variables, we find that real GDP per capita growth and proportion of
population with college degrees are significantly and positively associated with the new venture
formation. The link between economic growth and new business formation is well established (Callejon
& Segarra, 1999; Acs & Armington, 2004; Fritsch & Mueller, 2004; van Stel & Storey, 2004). Education,
on the other hand, reflects the accumulated level of human capital and our results imply that
entrepreneurial activities are more active and more successful in areas where the average citizen is
relatively more educated.

Two-step System GMM Panel Regressions

In the finance-growth literature, it is crucial to investigate whether the main explanatory
variables can be treated as exogenous or endogenous in order to make causal inference (Boyd and
Smith, 1996). For example, Robinson (1952) argues that financial services are provided as a reaction to
the demand by the corporate sector (i.e., reverse causality), and therefore, finance follows
entrepreneurial activity. In another instance, it is plausible for other unobservable variables to be
correlated with the error term, especially when the unobservables are not time invariant and cannot be
accounted for by adding province fixed effects. To address the endogeneity issue, we employ an
alternative econometric procedure to instrument the independent variables that are subject to the
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endogeneity problem. Specifically, we use the system Generalized Method of Moments (GMM)
approach developed by Arellano and Bover (1995) and Blundell and Bond (1998) which is a widely used
procedure to analyze dynamic panel data. By first-differencing both sides of the estimating equation,
we are able to remove the individual province fixed effects and reduce the potential source of omitted
variable problem. In addition, the system GMM enables us to instrument predetermined and
endogenous variables by their own lagged levels in order to obtain consistent estimators (Arellano &
Bond, 1991). The lagged dependent variable is entered into the right side to capture the dynamic
nature of entrepreneurial activities. This method can mitigate potential problems of serial correlation
and possible correlation between the lagged dependent variable and the error term.

In general, we find that the results based on system GMM estimators are consistent with our
findings reported in previous section. The overall fit of the model suggested by Wald test statistic
(p<0.05) indicates that our model is well specified. Moreover, the insignificant Sargan test further
validates that the choice of instrument is appropriate and can be treated as exogenous. However, it is
arguable that lagged levels can be poor instruments of endogenous variables. The lack of significance of
first order autocorrelation indicates some variables are following random walks, and consequently, our
approach will be inadequate for model identification. In addition, the presence of significant second
order autocorrelation suggests some instruments are in fact endogenous. We thereby report the
Arellano-Bond test for autocorrelation. As shown in Table 3, the significant first-order autocorrelation
and insignificant second order autocorrelation indicate that our models are well specified, and we are
able to justify the appropriateness of our approach.

With regard to other control variables, we generally find consistent results as detailed in
previous section. In summary, after controlling for other available resources and regional
environmental features impacting local entrepreneurial activities, we were able to identify a strong
positive relationship between the quality of bank financing and new venture formation. Moreover,
when the quality of bank financing is controlled, the quantity of financing services provided by banking
institutions is insignificant.

Table 3 GMM Panel Regressions of Growth In Number Of New Businesses

Ind.ependent Dependent variable
variable
Net birth rate of new ventures Growth in output of new ventures
(1) (2) (3) (4) (5) (6) (7) (8)
Constant -0.005 -0.477** 0.001 -1.279 -0.022 -0.211 0.112 1.293*
[0.06] [2.17] [0.01] [1.29] [0.16] [0.53] [0.89] [1.69]
Lag_gi‘lj dependent  (agyxxx  g3p7%xx  (0369%** 0.25 0.139 0.180%* 0.228%* 0.21
variable
[3.75] [2.93] [3.30] [1.51] [1.41] [2.09] [2.08] [1.06]
Total bank -0.014 -0.021 -0.046 -0.045
loans/GDP
[0.79] [0.48] [0.95] [0.76]
Profit efficiency of 0.552* 1.275%* 0.220%* 1.109%*
banks
[1.96] [2.33] [2.48] [2.37]
Cost efficiency of 0.034** 0.514** 0.372** 0.686**
banks
[2.33] [2.11] [2.52] [2.52]
Real GDP Growth 0.553%** 0.353* 0.556%* 0.286 1.397%%%  1286%**  1314%F*  1295%kx
per capita (lagged)
[2.65] [1.65] [2.52] [1.08] [4.34] [3.81] [3.98] [3.33]
FDI/GDP (lagged) 0.669 0.315 0.653 0.449 1.342 1.31 2.186 0.572
[0.43] [0.34] [0.49] [0.12] [0.56] [0.66] [0.86] [0.21]
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Proportion of

population with 0.165%* 0.505 0.103%* 0.576 1.613%* 0.825* 0.808* 1.488
college degrees [2.24] [1.59] [2.12] [1.57] [2.13] [1.69] [1.67] [1.03]
Observations 269 268 268 268 269 268 268 268
Cross-sectional unit 30 30 30 30 30 30 30 30
p value - Sargan 0.14 0.23 0.18 0.11 0.28 0.3 0.38 0.4
p value - AR(1) 0.00 0.00 0.00 0.02 0.00 0.00 0.00 0.00
p value - AR(2) 0.21 0.20 0.20 0.30 0.18 0.16 0.20 0.21
p value - Wald 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

* ¥* ***indicate significance levels of 10%, 5%, and 1%, respectively.
DISCUSSION AND CONCLUSIONS

Weitzman (1998) notes that the ability to process an abundance of potentially new seed ideas
into usable forms is crucial for entrepreneurship and economic growth. Entrepreneurs have innovative
ideas but lack capital, and tend to be commercially inexperienced. Banking institutions play an
important role in channeling resources to fund would-be entrepreneurs and building up lending
relationships with entrepreneurial firms. This is particularly true in emerging countries when
entrepreneurs are financially constrained and have limited access to various sources of financing,
especially when they lack track records and/or assets-in-place as collaterals. In this paper, we focus on a
single emerging country, China, to investigate the effects of banking system on regional entrepreneurial
activities. Moreover, we make a distinction between the quantity and quality of bank financing and
compare the effects of these distinct features on new business formation, intending to shed light on this
line of research.

Using a panel of provincial-level data from 1998 to 2008, we perform an empirical analysis
based on both a fixed effects estimator and a system GMM estimator. We are particularly cautious in
addressing the potential endogeneity problems commonly found in this type of research. Our results
reveal that it is the quality of bank financing that matters in entrepreneurial activities in local markets.
After the quality of bank financing is controlled for, the quantity of bank lending is insignificant in the
model specification. Our results indicate that in an underdeveloped economy, the efficiency of financial
intermediations can be extremely important in identifying the most promising projects and help
entrepreneurs to pursue their entrepreneurial visions.
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END NOTES
* Corresponding author

Y In recent years, the concept of frontier efficiency has been widely applied and documented in the banking
literature. For example, Berger and Humphrey (1997) provide a comprehensive survey of 130 studies that apply
frontier efficiency analysis to financial institutions in 21 countries, and conclude that the efficiency studies yield
important implications for financial institutions in areas of government policy, research, and managerial
performance.

2 We also control other variables such local population density, geographical locations (coastal vs. inland),
alternative financing resources such as bond financing and equity financing, etc. For the sake of brevity and to
avoid the potential multicollinearity problem, we intend to keep our model as parsimonious as possible. However,
our results are qualitatively unchanged with the omission of these variables.

® The “Big Four” are Bank of China (established in 1912), China Construction Bank (established in 19544),
Agricultural Bank of China (established in 1979), and Industrial and Commercial Bank of China (established in
1984).

* There are 31 provinces (including four municipalities) in China. We have to omit one province (Tibet) because of
missing data. In addition, our sample period starts from 1998 because it is since then that China began to report data
on small businesses based on consistent definitions, which is discussed in more detail in Section 3.1
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> For details of the profit and cost efficiency estimations, please see Berger et al. (2009). For details of aggregating
the firm-level efficiency scores to the province level, please see Hasan et al. (2009).
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ABSTRACT

The study sought to investigate a possible relationship between SMME owners’ financial literacy and
business growth. The growth of the business was viewed along the broad dimensions of financial,
strategic and structural growth. Data was collected from a sample of small business owners who were
members of a local chamber of commerce in South Africa. The study empirically demonstrated that
most small businesses showed signs of growth. The growth signs were predominantly along the
financial and strategic growth dimensions. Along the structural dimension, majority of SMMEs seemed
to have stagnated. Curiously, the study was unable to demonstrate that a significant relationship existed
between owners’ financial literacy and business growth.

Keywords: SMMEs, financial literacy, business growth, Owner

INTRODUCTION

In a business, rational decision-making is often premised on available information. This implies
that it is imperative that individuals should have a reasonable degree of knowledge related to the
available information so as to make good decisions. Unfortunately this decision-making that entails a
level of information processing and understanding, according to Gouws and Shuttleworth (2009:142), is
undertaken in many cases by individuals who cannot necessarily make an authentic connection between
the financial numbers and the real business world context. This finding is disturbing and may be why
concern about financial literacy seems to have increased in recent years, with programmes and other
research initiatives being introduced to introduce and enhance financial literacy. According to
Braunstein and Welch (2002: 445), financial literacy, or the lack thereof, has gained the attention of a
wide range of banking corporations, government agencies, educational institutions, consumer and
community interest groups, and other businesses.

While Gavigan (2010) views financial literacy as the ability to make informed judgments and
effective decisions regarding the use and management of money, Remund (2010:279) defines financial
literacy as the degree to which one understands key financial concepts and possesses the ability and
confidence to manage personal finances through appropriate, short-term decision-making and sound,
long-range financial planning. The view of the construct of financial literacy adopted by this study relies
upon the definitions proposed by Remund (2010) and Gavigan (2010). In this study, financial literacy is
regarded as the ability of an SMME owner to make appropriate financial decisions and plan for future
financial needs.
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The other important construct of business growth examined in the study is based upon
Wickham’s (1998) model of the dynamics of business growth. Wickham (1998:223) argues that due to
the multifaceted nature of business, it is important to constantly view the growth and development of a
business from four major perspectives: the financial, the strategic, the structural and the organisational.
It is along these dimensions that businesses, including SMMEs grow.

Problem Statement

Financial resources are key resources for the acquisition and configuration of other resources
(Brinckmann, Salomo & Gemuenden, 2011; Alsos, Isaksen, & Ljunggren, 2006). An important success
factor of a business is therefore the effective use of its financial resources (Wickham, 2006:196). In the
small business environment, Lindeloef and Loefsten (2005) argue that small business owners often have
limited competence in managing the financial aspects of their businesses. This could be why Cooley and
Pullen (1979) found that management of firm cash flows is generally not efficient in small businesses.
The finding is not surprising given that a study by Berman and Knight (2006:28) showed that many
people in management positions did not know the difference between an income statement and a
balance sheet. The dearth of business owners who are financially illiterate can bode dire consequences
for the continued existence and possible growth of the business. It is against this background that
financial literacy is growing in importance, (Tatom, 2006:2) in businesses.

In the specific South African case, a study conducted by the Small Business Advisory Bureau,
with over 500 respondents in business, found that two-thirds scored less than 60% on a basic financial
literacy test (Branam, 2008). Poor financial knowledge could possibly be a constraining factor to proper
financial management and consequently, business growth. In a survey of over 28,000 SMMEs in Africa
and Latin America, less than 3% of them showed growth after start-up (Liedholm, 2002; Mead &
Liedholm, 1998). These findings make the investigation of the issue of financial literacy among business
owners necessary.

The study therefore sets out to find answers to the questions:

Do SMME owners consider themselves as financially literate?
Do SMMEs show signs of financial, strategic or structural growth?
Is there a relationship between owner’s perceived financial literacy and business growth?

LITERATURE REVIEW

Financial literacy

A study by the OECD (2005) involving businesses in twelve countries including the USA, UK,
Australia and Japan, concluded that financial literacy is very low for most respondents. Evidence of this
in the specific South African context, may be seen in the mounting personal debt consequent upon
insufficient savings among South Africans (Grawitzky, 2003:57). This may be attributable to financial
illiteracy and presents a potentially problematic situation as it could affect the individual as well as
economic growth in the country (Kotze & Smit, 2008:156-157). Huston (2010:296) states that despite its
importance, academic literature has given little attention to financial literacy and how it is measured.
The terms financial literacy, financial knowledge and financial education appear to be used
interchangeably in literature and this does not help the emergence of a common understanding of the
construct. Nevertheless, McDaniel, Martin and Maines (2002:139) describe financial literacy as the
ability to read and understand basic financial statements. On the other hand, Nadler (2009:48) defines
business financial literacy as the ability to read and understand a balance sheet, income statement and
cash flow statement, seek feedback when financial statements are inaccurate or confusing, use financial
information to improve decision-making and understand the limits of financial information.
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Business Growth

Wickham’s (1998:223) model of the dynamics of business growth shows that growth can occur
in any of four interdependent dimensions: financial, strategic, structural and organisational. A business
owner therefore has to consider all dimensions when planning for growth. Nieman and Nieuwenhuizen
(2009:276) contend that the neglect of one element could cause business failure or lead to other
problems.

Financial growth: Wickham (2006:516) defines financial growth as the development of the
business as a commercial entity. It is concerned with increases in turnover, the costs and investment
needed to achieve that turnover, and the resulting profits. It is also concerned with increases in the
assets of the business. This study utilises measures of financial growth as proposed by Wickham (2006),
particularly changes in total assets, changes in capital, changes in turnover and changes in profit.

Strategic growth: Strategic growth relates to changes that take place in the way in which the
organisation interacts with its environment as a coherent strategic whole. According to Wickham
(2006:516) it is associated with the profile of opportunities which the business exploits and the assets,
both tangible and intangible, it acquires to create sustainable competitive advantages. The measures
used in this study for strategic growth are taken from those proposed by Wickham (2006), specifically
changes in sales and/or production volumes, changes in cost of sales/production, and changes in
customer base.

Structural growth: Structural growth relates to the changes in the way the business organises its
internal systems, in particular, managerial roles and responsibilities, reporting relationships,
communication links and resources control systems (Wickham, 2006:516). This study utilises measures
of structural growth as proposed by Wickham (2006), particularly changes in number of employees and
changes in the size and/or location of business premises.

Organisational growth: Organisational growth relates to the changes in the business’s
processes, culture and attitudes as it grows and develops. It is also concerned with the changes that
must take place in the owner’s role and leadership style as the business moves from being a ‘small’ to
‘large’ firm (Wickham, 2006:516). For the purpose of this study the organisational growth dimension is
excluded. This is because of the wide discrepancy in the interpretation and understanding of Wickham’s
(2006) proposed measures for organisational growth, by respondents in the pilot of this study.

Hypothesis

Lindeloef and Loefsten (2005) have argued that small business owners often have limited
competence in managing the financial aspects of their businesses. Cooley and Pullen (1979) also found
that management of firm cash flows is generally not efficient in small businesses. The absence of the
necessary financial acumen could be why small businesses remain unable to realise their full potential.
The dearth of business owners who are financially illiterate can bode dire consequences for the
continued existence and possible growth of small businesses especially as Gouws and Shuttleworth
(2009:141) posit that people’s decisions and subsequent actions flow from their understanding of the
surroundings in which they operate. In order to facilitate economic and financial sustainability,
individuals need the cognitive ability to understand financial information. It against this background that
the study hypothesises that:

Hypothesis1. There is a relationship between the SMME owners’ financial literacy and business
growth.
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RESEARCH DESIGN

The research is an ex-post-facto and cross-sectional empirical study. Establishing the universe
for the small business sector for statistically valid sampling purposes presents a unique challenge in
conducting small business studies (FinMark Trust, 2010:4). Therefore, for the purposes of this study,
non-probability sampling methods were used. A combination of judgement and snowball sampling was
used in the study. The local chamber of commerce was approached and they suggested SMME owners
that met the requirements of the study, who in turn also recommended other SMME owners.

Questionnaires were distributed to 105 respondents who had have been trading for at least
three years, had to have no more than 50 employees and a business turnover of less than R50 million
per annum. 75 of the distributed questionnaires were returned indicating a response rate of 71%. Of
the pool of returned questionnaires however, only 70 were complete and used for the study.

PRESENTATION OF FINDINGS
Financial literacy
SMME owners in the sample were asked whether they kept financial records. A total of 68
respondents indicated that they did. Fifty-two (52) respondents indicated that the records were up-to-
date and 16 respondents indicated that their records were not. Table 1 shows the kinds of financial
records that the various SMME owners kept.

TABLE 1
Financial Records Kept By SMME Owners

Financial record Number of respondents
Source documents 66
Journals 42
Ledgers 40
Financial statements 60
Payroll 38

The table shows that not all SMME owners kept the same kind of records. They seemed to have
different combinations of financial documentation that they claimed to have kept. An overwhelming
majority of respondents (94%) kept source documents that included purchase slips, invoices, credit
notes, bank statements etc. This percentage is higher than that of the FinScope survey (FinMark Trust,
2010:26) which found that 46% of small business owners kept financial records.

The study also sought to determine whether the SMME owners perceived themselves as
financial literate or otherwise. As shown in table 2, 50% of the respondents considered themselves to
be fairly financially literate. Only 4 respondents (5.71%) considered themselves, illiterate when it comes
to financial issues.

TABLE 2
SMME Owners’ Perceived Financial Literacy Levels

Perception of levels of financial literacy Frequency (n) Percent (%)
Iliterate 4 5.71
Fairly literate 35 50.00
Very literate 31 44.29
Total 70 100.00
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Business growth

Three elements in Wickham’s dynamics of business growth model (1998) were used in the
guestionnaire to determine whether the SMME owners’ businesses showed business growth. These are
the elements of Financial, Structural, and Strategic growth. SMME owners responded to questions
seeking to determine whether certain aspects (measurements of growth) in their business increased,
stayed the same or decreased.

TABLE 3
Aspects of Financial Growth

Aspects of financial Increased (n) Stayed the same (n) Decreased (n)
growth

Asset value 48 18 4
Capital 47 21 2
Turnover 54 13 3

Profit 52 14 4

The table shows that the majority of businesses’ claimed increases related to all the financial
growth variables of asset value, capital, turnover and profit, considered in the study. It is worrisome
though that 30% of the respondents conceded that the capital deployed in their business had witnessed
no increase. Collaterally, 25.7% of the SMMEs studied reported that their assets remained unchanged.
This indicates some form of stagnation. If it is assumed that such businesses are making profit, then it
can be argued that no portion of such profits are been ploughed back into the business. This does not
bode well for the growth of the business.

Aspects of the strategic growth of a business and how the businesses in the respondent
population of this study fared are shown in table 4. The strategic growth variables showed that the
majority of businesses in the sample claimed to experience increases in all aspects measured.

TABLE 4
Aspects of Strategic Growth

Aspects of strategic growth Increased (n) Stayed the same (n) | Decreased (n)
Sales and/or production volumes 56 11 3
Cost of sales and/or production 51 15 4
Customer/client base 54 10 6

While 80% of the respondents witnessed an increase in sales and/or production volumes, 73%
experienced sales and/or production costs increases while 77% indicated that their customer/client base
had increased. To measure the structural growth, two variables were utilised. These are the change in
the number of fulltime employees and changes to business premises. 57% of the SMME owners
indicated that the number of employees in their businesses stayed the same. 32.9% revealed that they
had increased their number of full time employees while 10% had experienced a decrease in their
fulltime employee numbers (see Table 5).
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TABLE 5
Aspects of Structural Growth

Aspects of structural growth Increased (n) Stayed the same (n) Decreased (n)
Number of fulltime employees 23 40 7
Change in business premises 23 46 1

In terms of changes to the business premises, 65.7% had witnessed no size changes in their
business premises. 32.9% had experienced an increase in the size of their business premises while only
1.4% of the respondents have had to move to smaller business premises. To summarise, Table 6 shows
information with regard to the business growth of SMMEs.

TABLE 6
Summary of Different Forms of Growth

Financial Growth Strategic Growth Structural Growth
48 respondents’ asset value 56 businesses’ sales and/or 23 businesses’ number of fulltime
increased; production volumes increased; employees increased.
47 respondents’ capital increased; 51 businesses’ cost of sales and/or | 23 businesses’ premises increased
54 SMMEs’ turnover increased; production increased; in size.
52 SMMEs’ profit increased. 54 SMMEs’ customer and/or client

base increased.

Hypothesis testing

The hypothesis suggested an association (or lack of it) between the SMME owners’ financial
literacy and business growth. The p-value for the test of the hypothesised relationship between the
SMME owner’s perceived financial literacy and business growth was 0.0582. This implies the non-
existence of a statistically significant relationship between the two variables at a 0.05 level of
significance. This provides the basis for rejecting the study’s hypothesis that there is a relationship
between the SMME owners’ financial literacy and business growth.

DISCUSSION OF FINDINGS

The purpose of the research was to determine whether SMME owners in South Africa
considered themselves as financially literate, whether the SMMEs showed signs of growth and if a
relationship existed between the SMME owner’s perception of their financial literacy and business
growth. To realise the purpose of the research, three questions were posed and the findings revealed by
the study concerning these questions are presented in this section.

Do SMIME owners consider themselves as financially literate?

Four (4) owners considered themselves illiterate, 35 owners considered themselves fairly
literate, 31 owners considered themselves very literate. Based on these findings, majority of the SMME
owners in the sample consider themselves as financially literate. This may be due to their membership
of the chamber of commerce. While membership may not be an indicator of financial literacy, it could
be a reflection of the education, exposure or enlightenment of the SMME owners. This could mean that
the SMME owner who is a member of a chamber of commerce is more aware of the issues, like financial
literacy, that are critical to the business and has therefore made an effort to develop this competency.
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Do SMMEs show signs of financial, strategic or structural growth?

The study revealed that a greater portion of the respondents suggested that their businesses
were growing, particularly along the financial and strategic dimensions. An average 71.4% of the
respondents claimed an increase along the financial dimension of growth and 77.1% suggested that
their businesses had witnessed strategic growth. Curiously, these percentages were not so high in
relation to the more tangible and visible dimension of structural growth. Only an average 32.9% of the
respondents claimed there was a structural growth in their businesses while there was no structural
growth for 61.4% of the businesses in the sample. The implication of this could be either that the
owners are not re-investing sufficiently in their businesses or that they lack the entrepreneurial
inclination for growth. Whatever the case may be, the finding does not exactly augur well for small
business growth.

Is there a relationship between owner’s perceived financial literacy and business growth?

Statistical analysis suggest that the answer to this question is no. According to the data from this
sample and the consequent hypothesis test, there is no relationship between owners’ perceived
financial literacy and business growth. The null hypothesis expressing the absence of a relationship
between the variables was accepted at a 0.05 level of significance given that the p-value was 0.0582.

Conclusion

The study revealed that the small businesses in the sample showed signs of growth; particularly
along financial and strategic dimensions even if the extent of the suggested growth was not measured.
The study however, failed to statistically link the business owner’s financial literacy to business growth.
It therefore, on face value, seems to contradict the logic that it would be implausible for a financially
illiterate business owner to grow a business. Furthermore, the finding of the study could be seen as
countering those of Kotzé and Smit (2008) who found that personal financial education is essential to
obtaining knowledge that could assist individuals in managing financial affairs effectively.

In essence though, the conclusion that the study seems to contradict the position of Kotze and
Smit (2008) is not necessarily the case. This is because the study did not make any differentiation
between small businesses whose owners, even if not financially literate, had employed financially
literate persons to assist in managing the affairs of the organisation. Indeed the results of the study, as
it pertains to the issue of financial management, given its importance in a business context, seems to be
that small businesses whose owners are not financially literate could possibly be leveraging on the
competence of others in this very important area.

The lesson therefore is that a small business owner is not necessarily at a disadvantageous
position even though he/she is financially illiterate in so far as another individual who is financially
literate aids the business’ decision-making in the specific area of finance because as Kotze and Smit
(2008) argue, individuals with a knowledge of financial management can reduce the effects and
consequences of the mismanagement of finances.
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ABSTRACT

Despite socio-political and economic pro-market institutional reforms that have been instituted in most
African countries, it is still very difficult for entrepreneurs to start businesses. This study uses
Institutional Theory to assess the relationship of economic and sociological institutional factors on the
difficulty of starting businesses in Africa. We test our model using a World Bank longitudinal database of
23 sub-Saharan countries from 2003 to 2006. We find that both economic and sociological institutional
factors are important in predicting the difficulty of starting a business. We explore the implications of
our findings for both Institutional Theory and practice.

Keywords: Sub-Saharan Africa, Institutional Theory, difficulty of starting businesses
INTRODUCTION

From the mid-1980s, pro-market reforms undertaken in many emerging economies (Hoskisson,
Eden, Lau & Wright, 2000; Peng 2003; Prahalad, 2004, Tan, 2009) have slowly but steadily been
instituted in several African countries, as well (Austin, Kresge & Cohn, 1996; Debrah, 2002; Quartey,
2003; World Bank, 2000; 2005). These institutional reforms were both of a socio- political nature (such
as democratization processes associated with elections and legal reforms) and an economic nature (such
as the privatization of their economies and improving the efficiency of their capital markets) (World
Bank, 2000; 2005). These reforms were expected to lead to economic development, particularly set off
by the creation of small and medium sized entrepreneurial firms (Bernstein, 2010; Bowen & De Clercq,
2008; Goedhuys & Sleuwaegen, 2000; Naude, 2010; Obben & Magagula, 2003). Despite some three
decades of these reforms, several authors have noted the continued difficulties that Africans face when
they try to set up businesses in Africa (Chu, Benzing & McGee, 2007; Kiss, Danis & Cavusgil, 2012).
Further, while knowledge of the market institutional-void context in which that African firms operate
has been well documented (Ofori-Dankwa & Julian, 2011; Visser, 2008), studies identifying specific
institutional factors relating to business start-up difficulties in Africa have been limited (Bowen & De
Clercq, 2008; Bruton, Ahlstrom & Li, 2010; Kiss, Danis & Cavusgil, 2012; Visser, 2008).This study,
therefore, seeks to examine key institutional factors that are associated with difficulties faced by new
businesses in Africa. In carrying out this inquiry, we use Institutional Theory (IT) as our theoretical lens
(e.g. DiMaggio & Powell, 1983; Granovetter, 1992; North, 1990), because it is the dominant theory for
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studies done in the context of emerging economies (Hoskisson, et al., 2000; Peng, 2003; Suchman, 1995;
Tan, 2009).

It has also been found to be a particularly useful theoretical approach when examining business
start-ups in such economies (Bruton & Ahlstrom, 2003; Bruton, Ahlstrom & Puky, 2009; Bruton,
Ahlstrom & Li, 2010; Kiss & Danis, 2008; Kiss et al., 2012). A seminal study in this stream is Bowen and
De Clerq (2008: 747) that was “the first to provide empirical evidence that institutional characteristics
significantly influence the allocation of entrepreneurial effort.” These scholars used a 40 nation sample
to test and confirm propositions that “relate different dimensions of a country’s institutional context to
the extent to which entrepreneurial activity is allocated towards high (job) growth activities” (p. 748).
However, only two African countries (South Africa and Uganda) were in the 40 nation sample. Recently,
Misra, Memili, Welsh & Sarkar (2012) reassessed and validated the findings of Bowen and De Clercq
(2008); however their study only examined data from European countries. Given the substantive
institutional differences between most African countries and almost all of the countries studied to date,
our study will first seek to examine the extent to which Bowen and De Clercq (2008) and Misra, et al.
(2012) findings are generalizable to the sub-Saharan context, an under-researched region (Kiss & Danis,
2008; Kiss, et al., 2012, Visser, 2008). Further, the substantial review by Bruton, et al. (2010) of the
extant literature points to research on entrepreneurship and business startups having two theory and
research design limitations that have applicability to the context of sub-Saharan context: the tendency
for researchers to primarily emphasize sociological institutional factors at the expense of economic
institutional factors (e.g. Shane, 1992; 1993) and the failure to fully integrate these different theoretical
perspectives. The distinction between the economic and sociological institutional factors is pertinent
and has important theory and policy implications. From a theory perspective, the economics pillar
relates more to ideas of rational actors responding to changing rules and regulations (North, 1990) while
the socio-cultural are based on sociology and emphasizes norms, values that are seen as relatively stable
and less susceptible to change (Scott, 1995). From a policy perspective, the economic institutional
factors are relatively easier to change while those associated with the sociological institutional factors
are related to national cultures and therefore are relatively more change resistant (Shane, 1992, 1993).

This study therefore develops a multi-national level model to examine the relationship between
the economic and sociological institutional factors and the difficulties of business start-ups in Africa
(Bowen & De Clercq, 2008; Misra, et al., 2012). Further, we assess to what extent the Bruton, et al.
(2010) call for integrating the economic with the sociological institutional factors is justified. We test our
model and associated hypotheses using 2003 to 2006 data from a World Bank longitudinal database of
23 sub-Saharan countries. In so doing, we closely approximate the 2002 and 2007 time frame of the
Bowen and De Clercq (2008) data base, the 2002 to 2004 time frame that they specifically used to assess
their propositions and also the 2003 to 2006 time frame that Misra, et al. (2012) used. We find that both
economic and sociological institutional factors are important predictors of two indicators of business
start-up difficulty in Africa: start up time and number of start-up procedures. With respect to economic
institutional factors, we find that interest rates are positively associated with difficulty of business
startup. The availability of foreign aid and rigidity of labor markets are negatively associated with the
difficulty of starting businesses. With respect to sociological institutional factors, we find that the level
of country corruption is positively associated with difficulty of business startup while the extent of
democracy and urbanization are negatively associated with it.

This article makes several contributions to the literature. First, given the substantial contrast in
levels of institutional munificence between developed countries and those in sub-Sahara and that the
findings of this study are consistent with Bowen and De Clercq (2010) and Misra, et al. (2012), our study
points to the relative robustness of institutional factors in explaining entrepreneurial activities. Second,
our analysis confirms the importance of the call made by Bruton, et al. (2010) for researchers to
integrate economic and sociological institutional factors when explaining entrepreneurship behavior.
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Third, while some studies on entrepreneurship in the African context have emphasized firm level factors
that either enable or inhibit the development of businesses (Austin, Kresge & Cohn, 1996; Bernstein,
2010; Debrah, 2002), these studies are limited by leaving aside inquiry directed at broader factors, such
as the institutions on which our national level-examination can more readily focus. Further, Bruton et al.
(2010) also note that a major limitation in the entrepreneurship literature is the primary use of single
country studies and that multiple country databases are the exception, not the rule, when using
institutional theory as a foundation for entrepreneurship studies. This study addresses this limitation by
using a 23 country database from Africa. Finally, while research in pro-market reform economies has
been burgeoning for some time, that on such African nations has been sparse by comparison (Margolis
& Walsh, 2003; Peng 2003; Prahalad, 2004: Tan, 2009; Visser, 2008). The unique institutional conditions
of sub-Sahara provide a unique laboratory to extend theory and we answer a call by scholars looking at
entrepreneurship in emerging economies to also focus attention on Africa, an under-researched region
(e.g. Bruton, et al, 2008; Bruton et al., 2010; Misra, et al., 2012; Naude, 2011).

BACKGROUND AND THEORY

Institutional Theory and Business Start-ups

To begin building a more robust theory on precursors to firm formation in pro-market African
economies, we turn to Institutional Theory (IT). Institutional theory describes how pressures for
congruence with preferred sets of conditions, norms and mores affect firm strategies, policies and
actions (Dimaggio & Powell, 1983; Meyer & Rowan, 1977), as well as how the legal and economic
frameworks of a society play a significant role (Granovetter, 1992; North, 1990). Furthermore,
Institutional Theory has been identified as a useful lens to more fully understand business activities in
general (Hoskisson, et al., 2000; Misra, et. al., 2012; Tan, 2009; Visser, 2008) and entrepreneurial ones,
in particular (Bruton, et al., 2010; Kiss, et al., 2012). In developing an IT-based approach, we note that
this theory has both economic and sociological perspectives that are likely to have different but
important implications for business startups (Dimaggio & Powell, 1983; Granovetter, 1992; Meyer &
Rowan, 1977; North, 1990). Bruton et al. (2010: 422) note that the economic perspective represents a
“rational actor model of behavior, based on sanctions and conformity.” The economic institutional
perspective (e.g. North, 1990) emphasize shorter term and relatively easier to implement governmental
policy rules and regulations (e.g. interest rates) that are likely to either inhibit or facilitate the
entrepreneurial behavior. On the other hand, the sociological perspective (e.g. Scott, 1995) emphasizes
“normative systems typically composed of values (what is preferred or considered proper) and norms
(how things are to be done, consistent with those values)” (Bruton, et al., 2010: 423). The sociological
institutional approach therefore focuses more on existing societal norms (e.g. corruption) that are
relatively more difficult to change but that can also encourage or discourage entrepreneurial behavior.
However, Bruton, et al. (2010) note that one of the major problems associated with research using
Institutional Theory to understand entrepreneurial activities is that the emphasis has been on cultural
institutional influences more associated with the sociology side. For example, several studies have used
Hofstede’s cultural dimensions to examine its impact on entrepreneurial activities at the national level
(e.g. Shane, 1992, 1993). In this light, this study emphasizes both economic and socio/cultural
institutional factors and focuses specifically on assessing the extent to which each of these two
institutional factors influence how difficult it is to start a business in the African context. Based on the
literature, we develop a model that we capture in Figure 1 that identifies major economic and
socio/cultural institutional factors that are a consequence of the pro-market reforms that countries in
Africa undertook in the mid-1980s. Our model suggests that these are likely to influence the extent to
which it will be easy or difficult to start a business in Africa. Please see Figure 1.
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Institutional Factors and Difficulties of Starting Businesses in Africa

Pro-market changes implemented throughout many African nations in the 1980s resulted in two
significant institutional changes in the African context (World Bank, 2000). These have been the
economic institutional changes characterized by financial market liberalization and privatization of major
national enterprises and socio-political institutional change that was characterized by national
movements towards democratization, free elections, a drive for open governance, reduction of
corruption and an emphasis on modernizing these economies (Van der Sluis, Van Praag & Vijverberg,
2003; Koveos, et al., 2011). While scholars have long recognized the central role that entrepreneurship
in Africa could play in the economic growth and development of the continent, these studies also
acknowledge the substantial difficulties that entrepreneurs face (Elkan, 1988; Goedhuys & Sleuwaegen,
2000; Koveos, et al.,, 2011). From the economic front, they face difficulties associated with getting
capital and the high cost of capital (Panin, Mahabile, Mphoh & Batlang, 2010; Goedhuys & Sleuwaegen,
2000; Koveos, et al., 2011). From the socio-political front, they face difficulties in starting their
businesses because of corruption and bureaucratic red tape (Elkan, 1988; Koveos, et al., 2011).

Economic Institutional Factors and African Business Start-ups

An important aspect of pro-market reform was change in economic institutional factors that
were to have taken place. Specifically, these institutional factors broadly relate to two key inputs: ease
of financial capital markets (e.g. interest rates and foreign aid) and the flexibility of labor markets (e.g.
employment rigidity) (Lim, Morse, Mitchell & Seawright, 2010; Misra, et al., 2012; Mmieh & Owusu-
Frimpong, 2004; Quartey, 2003; Quartey & Gaddah, 2007; World Bank, 2000). We develop hypothesis
on the effect of these three factors on difficulties in starting a business in Africa below.

National Lending Rates. In Africa, investments needed to build commercial activity for the
future, such as equipment and/or the development of new product/service concepts, require
substantial financial resources (Appiah-Adu, 1998; Austin, et al., 1996). Liberalization of capital funding
is often one of the primary goals of pro-market reform (Gray, Cooley & Lutabangwa, 1997; Mmieh &
Owusu-Frimpong, 2004; Quartey & Gaddah, 2007). However, firms in Africa face substantial financial
constraints (Quartey, 2003; World Bank, 2000). Further, business conditions for the accumulation of
financial capital are not at all favorable (Chu, Benzing & McGee, 2007). This is in part because relatively
few firms are publicly traded in sub-Saharan markets (Quartey & Gaddah, 2007) and thus domestic
equity funding is often inaccessible or unavailable. What cash does accumulate in these societies is often
spirited away into Swiss bank accounts or sunk into luxury real estate on the Riviera (Economist, 2004).
Years of financial mismanagement in sub-Saharan Africa has further resulted in governments that are
heavily indebted and thus not in a position to provide substantial equity funding, either. The nature of
the financial institutions are likely to influence the venture willingness script and thus time required to
assemble resources and get business started (Lim, et al., 2010). In particular, where limited alternative
funding sources exist, few angel investors are active and little venture capital is available (Quartey, 2003;
Quartey & Gaddah, 2007; Robson, Haugh & Obeng, 2009). Given such capital scarcity, generally interest
rates are much higher than in developed economies (Quartey & Gaddah, 2007). Decision making is likely
to be more daunting (given the risk associated with high interest rates) and the needed additional,
thoughtful business planning requires that more time be expended in business start-up. Consequently,
we hypothesize:

Hypothesis 1: National lending rates are positively associated with the difficulty of starting
businesses in Africa.

Foreign Aid. The extent of financial market liberalization is likely to be tied to the extent of
foreign aid that countries in Africa receive (Mmieh & Owusu-Frimpong, 2004; Koveos, et al., 2011).
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Given the problems that entrepreneurs in Africa have in identifying sources of, and acquiring access to,
needed financial capital (Elkan, 1988; Quartey, 2003), the extent of foreign aid is likely to substantially
relax the extent of difficulty in starting businesses in Africa (Mmieh & Owusu-Frimpong, 2004). Higher
levels of foreign aid reduce the difficulty of setting up a business in Africa in several ways. The more
foreign aid a country receives, the more capital is generally available in that economy (World Bank,
2000, 2005). Further, foreign aid places an important role in the development of African nations by
freeing up constrained financial resources in these countries (Mmieh & Owusu-Frimpong, 2004). In
addition, foreign aid that is tied to progress of both economic and socio-political reforms opens up
nations more to foreign scrutiny, and if progress is made, to greater levels of aid (World Bank, 2005).
Further, foreign aid often comes with other kinds of assistance, such as training and targeted economic
assistance, that can facilitate business start-up. Finally, consistent with the principles typically associated
with the move towards financial liberalization, such aid can come with conditions imposed by donor
countries and international financial institutions (e.g. World Bank and IMF) as a requirement for its
disbursement and these may relate to reforms specifically designed to ease business startup difficulty.
Consequently, we hypothesize:

Hypothesis 2: Extent of national foreign aid is negatively associated with the difficulty of starting
businesses in Africa.

Extent of Employment Rigidity. The greater labor market liberalization should also affect the
extent of employment rigidity, another important reflection of the powerful implications of labor
market conditions (Cuervo-Cazurra & Dau, 2009; Misra, et al., 2012). For example, Misra et. al. (2012)
found that the extent of labor market rigidity was significantly associated with business creation in
emerging European countries. Pro-market reforms may be associated with changes in labor laws that
reduce the costs of hiring and firing workers. As the reforms get institutionalized, more sophisticated
and flexible labor markets, whereby employers and employees can more easily come into contact, will
begin to form (Cuervo-Cazurra & Dau, 2009). The move away from socialism to a more market economy
approach will move commercial decisions about staffing away from government bureaucrats responding
to political pressure and to business managers responding to more dynamic market ones (Debrah,
2002). In sub-Saharan economies, pro-market reforms result in employee positions that are less secure
than in pre-reform days, where previously the government was the major employer and complacent
employees were typically cosseted from competition (e.g. Peng, 2003; Mahajan, 2008). Potential
workers are more likely to stick with current employees because rigid labor markets make
reemployment problematic. Consequently, we hypothesize:

Hypothesis 3: Extent of employment rigidity is negatively associated with the difficulty of starting
businesses in Africa.

Socio/Cultural Institutional factors and African Business Start-ups

The pro-market reforms also triggered several socio-political and cultural institutional changes
in most African countries (Debrah, 2002). These socio-cultural changes have been associated with
conditions such as increasing democratization, increases in attempts to reduce the incidence of
corruption and a greater emphasis on the modernization of the African nations (Ahunwan, 2002; Lim, et
al., 2010; Mahajan, 2008). We identified three such major socio/cultural institutional factors that are
likely to influence the difficulties of starting a business in Africa. These are the extents of national levels
of corruption, democratization and urbanization.

Extent of Corruption. The issue of corruption is important for understanding entrepreneurship
behavior globally (Lim, et al., 2010) and is also particularly relevant in African economies (Ahunwan,
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2002; Economist, 2004; Werlin, 1973). It is important to recognize that despite government efforts to
change this corruption culture in African countries, it is still particularly pernicious (Rose-Ackerman
1999). Essentially problems are exacerbated by the context of a political culture of corruption and
bribery. In keeping with this context, “many managers and directors have been able to use corporate
opportunities and resources for their own personal benefit at the expense of the corporation and its
shareholders” (Ahunwan, 2002: 274).The extent of national corruption levels has a direct effect on
entrepreneurs because it makes starting business increasingly difficult. Corruption leads to increasing
costs of starting a business. In a society where capital funding of business is already difficult to access,
corruption adds an additional cost to starting a business in Africa (Elkan, 1988). In addition, the time
consuming and extensive bureaucratic procedures that potential entrepreneurs have to navigate in
Africa is made even more difficult by additional hoops and loops that the costly corruption practices add
(Ahunwan, 2002; Rose-Ackerman, 1999). Consequently, we hypothesize that:

Hypothesis 4: Extent of national level corruption is positively associated with the difficulty of
starting businesses in Africa.

Extent of Democratization. After independence, in the mid-1950s and early 1960s, after
independence, African countries flirted with different variants of socialism and military dictatorships.
However, pro-market changes in the mid 1980 have resulted in significant moves from African nations
towards increasing levels of democratization (Mmieh & Owusu-Frimpong, 2004; World Bank, 2000).
Indeed, today only one African state (Eritrea) does not hold elections. Democracy and democratic
institutions have been on the rise in Africa (World Bank, 2000; World Bank, 2005). Thus, one would
anticipate that increasing levels of democratization will be associated with a correspondent increase in
the ease of starting businesses (Debrah, 2002). In addition, increasing democratization also means
governments in sub-Saharan Africa sought to encourage the liberalizing of information markets. For
example, the government-sponsored GIPC set up the Ghana Club 100 to “develop an open information
culture within the corporate sector” (GIPC, 2000: 25). A generally free societal culture and its association
with a freer press have liberty to report on firm activities and provide information associated with
starting and improving businesses (Takyi-Asiedu, 1993).

Hypothesis 5: Extent of democratization is negatively associated with the difficulty of starting
businesses in Africa.

Extent of urbanization. At the societal level, pro-market reform results in a strong push for
greater urbanization (Hoskisson, et al., 2000; World Bank, 2005). The urbanization process in Africa
leads to important changes: increase in schooling, development of new norms and standards; loosening
of traditional vocational constraints; and the concentration of individuals/dispersion of ideas (World
Bank, 2000; World Bank, 2005). Ease of travel in such developing economies, facilitated by loosening of
political restrictions and greater infrastructure investment, primarily in the urban settings, meant an
increase in rural to urban migration (Mahajan, 2008). Urbanization that has been accelerated by the pro-
market reforms therefore results in changing socio-cultural institutions. For example, the increasing
level of urbanization is also likely to be associated with an increase in schooling. Nations with an
increasing number of students are likely to see a larger number of business set ups, as these relatively
educated individuals are more likely to be aware of and seek opportunities (Kamoche, Debrah, Horwitz
& Muuka, 2003). Often accompanying such education in an urban setting is the inculcation of norms and
knowledge standards more closely associated with the market place orientation (Van der Sluis et al.,
2005; Koveos et al., 2011). Urbanization also results in the loosing of traditional constraints associated
with careers. Urbanization is also associated with an increased dispersion of new ideas and
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opportunities (Takyi-Asiedu, 1993), what Harvard Economist Edward Glaeser calls “the urban ability to
create collaborative brilliance” (Lane, 2012:16). Consequently, we hypothesize that:

Hypothesis 6: Extent of urbanization is negatively associated with the difficulty of starting
businesses in Africa.

METHODS

We obtained our data from two sources. First, we used the database from the World Bank
Indicators CD 2008. Every year the World Bank collects data from more than 153 countries which
include low, middle and high income economies worldwide. The World Bank uses officially recognized
international sources to collect these indicators and therefore represent the best source of global
development data (World Bank, 2008). We analyzed data from 23 countries from Africa from 2003 to
2006. In so doing, we closely approximate the 2002 and 2007 time frame of Bowen and De Clercq
(2008), the 2002 to 2004 time frame that they specifically used to assess their propositions, and also the
2003 to 2006 time frame that Misra, et al. (2012) use. Second, we obtained data on extent of national
level corruption and extent of democracy from http://www.gapminder.org. While there are over 50
countries in African, we had complete data for the 23 African countries listed below and subsequently
utilized these. The countries are: Angola, Botswana, Burundi, Cameroon, Central African Republic, Chad,
Congo Republic, Ethiopia, Kenya, Lesotho, Madagascar, Malawi, Mauritania, Mozambique, Namibia,
Nigeria, Rwanda, Sierra Leone, South Africa, Tanzania, Uganda, Zambia and Zimbabwe. This sample is
representative of the population of African economies, ranging as it does from economies with a higher
level of industrial development (e.g. South Africa) to those with relatively impoverished economies (e.g.
Zimbabwe). Of the 23 countries in the dataset, 15 countries are low income countries and 8 countries
are middle income countries.

Variables

Table 1 presents the summary statistics and correlation data associated with the variables used
in this study.

Dependent variables. To reflect the difficulty in starting a business, we used two variables. First,
we used the time required to start a business in African countries from the World Bank database. This
generally applies to resource acquisition time, obtaining permits and required approvals, and lining up
the required financing, among other necessary activities, and is an important overall indicator of ease of
starting a business. This is similar to Misra, et al. (2012) who used the same variable to understand the
difficulties of starting business but for the European countries. We also used start-up procedures as an
independent variable. This refers more to government involvement and the variable is measured as the
total number of procedure necessary to start-up a business, thus reflecting the extent of government
bureaucracy and red tape that make business start-ups in Africa difficult.

Independent variables. Our independent variable reflects economic and socio/cultural
institutional factors that affect the difficulties associated with starting a business in Africa. In terms of
economic institutional factors, we identified three: national lending rates, availability of foreign aid and
extent of employment rigidity. In general, private or commercial banks provide loans to prime
customers and the interest rate they charge on loans is called lending interest rates. We also measure
the extent of foreign aid (percentage of GDP). World Bank developed an index to measure rigidity of
employment. This index measures the regulation of employment in terms of hiring and firing of workers
and the rigidity of working hours. It ranges from 0 to 100, with 0 being less rigid regulations and 100
being more rigid regulations.In terms of sociological institutional factors, we identified three variables:
extent of corruption, democracy, urbanization. The corruption perception index is used in this study to
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reflect the level of corruption at the national level. This variable is collected from
http://www.gapminder.org which is compiled by Transparency International Organization. The
corruption perception index focuses to measure corruption in the public sector, such as bribery of public
officials, kickbacks in public procurement, embezzlement of public funds, etc. The next socio-cultural
variable is extent of national level democracy. This variable is compiled by http://www.gapminder.org
and is collected from the Polity IV project. The democracy score is calculated by subtracting an
autocracy score from a democracy score. It is a summary measure of a country's democratic and free
nature. -10 is the lowest value, 10 the highest. This score is based on inflation adjusted GDP per capita.
For the extent of urbanization, we started with the World Bank’s Database “proportion of rural to urban
population” ratio. This is computed as the percent of total population living in urban areas. We invert
these figures as a measure of national urbanization.

Control variables. We controlled for gross domestic product (constant 2000 USD), which
indicates a country’s economic well-being. This variable is measured as gross domestic product which is
sum of gross value added by all resident producers in the economy plus any product taxes and minus
any subsidies not included in the value of the products and dollar figures for GDP are converted from
domestic currencies using 2000 official exchange rates. This variable provides the information about
economic performance over an amount of time. Controlling for GDP helps to better clarify the PMR-
related variance in our foreign aid (one of our independent variable measures) by removing the
influence of poverty itself on the amount of aid. We also controlled for net exports (percentage of GDP).
The World Bank defines this variable as the net value of imports and exports of goods and services of a
country from the rest of the world as a percentage of GDP. We measured population growth to control
for the effects of the population pressure on an economy. Our study’s time frame is 2003 to 2006 and
given that there may be substantial events occurring in particular years that may spuriously affect the
results of the study, we control for years using dummy variables.

Statistical Analysis

Our 4 year data set is from 23 African countries. We performed several tests to select the
appropriate econometric model. First, we undertook the Breusch-Pagan test, to decide between
ordinary least square (OLS) and panel method models. The Breusch-Pagan test confirmed that the panel
model was the appropriate estimation technique to use. We subsequently performed the Hausman test
to choose between random effects and fixed effects modeling technique. Taking the results of the
Hausman test, we decided that a fixed effects estimation procedure was the most appropriate modeling
approach to take in this study. We employed weighted least square fixed effects estimation technique
to correct the heteroskedasticity problem in this sample. We next calculated Variance Inflation factors
(VIF) and the results indicate no multicollinearity problem in the dataset since the VIFs did not exceed
10. Finally, the Durbin-Watson test was performed to check the serial autocorrelation and the results
did not indicate the presence of serial autocorrelation in the dataset, since the value of Durbin-Watson
test in all models stayed around 2.

RESULTS

Table 2 presents the regression results. Based on our conceptual framework and following
Bruton, et al., (2010) and Misra, et al. (2012), our independent variables were divided in two categories
of institutional factors: economic and sociological. With respect to economic institutional factors we
note the following. The first significant variable in this model (2) is the rigidity of employment index
which is negatively related to the dependent variable. We find that national lending interest rates is
positive and significantly related with business start-up time (p =0.01). This provides strong support for
hypothesis 1. So, higher lending interest rates slow the process of firm formation. We fail to find support
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for hypothesis 2, since the foreign aid variable becomes insignificant in this model. The adjusted r-
squared is 67 percent. Turning our attention to the socio-cultural factors, we also note the following. In
the column 3, we report the estimation results of socio-cultural institutional factors where each of these
factors is significantly related to the business start-up time. The corruption index variable is significant at
5 percent level and positively influence the business start-up time; that is, a country with higher
corruption will take more time to start a business. The next socio-cultural variables are democracy index
and urbanization, and both are positive and significantly (p = 0.01) associated with business start-up
time. Finally, in the full model (column 4) in Table 3 reports the full model where we include economic
and socio-cultural factors with the controlled variables. The two economic factors, foreign aid, and
lending interest rate, are significant with the expected sign. The results provide full support to
hypotheses 1 and 2. All socio-cultural variables are significant except democracy index variable,
becomes insignificant in this model. The corruption index variable is significant at 5 percent level and
positively related to required time to start a business which is similar to model 3 (column 3) and this
holds the support for hypothesis 4. The last significant variable is urbanization, which is significant at 1
percent level and negatively related to business formation time. That is, a country with higher
percentage of urbanized population is taking lesser time to form a business in sub-Saharan country. This
provides the strong support to the hypothesis 6 in this paper. The adjusted r-squared is 79 percent. In
summary, our results provide fairly consistent support for the hypotheses in this paper. For the
economic institutional factors, we find strong support for hypothesis 1 and partial support for
hypotheses 2 and 3. For the socio-cultural institutional factors, we find strong support for hypothesis 4
and hypothesis 6 and partial support for hypothesis 5.

We also examined Bruton, et al. (2010) suggestion that the predictive efficacy of our model will
be improved if we combined economic institutional factors to the sociological and we find that indeed
the results confirm this prediction. The full model (Column 4) gained 12 orl7 percent (Adj-R square 79
percent in model 4; Adj-R squares of 67 and 62 percent in Models 2 and 3 respectively) in predicting
power after combining economic factors with socio-cultural factors. We repeat the same estimation
procedures for another dependent variable, start-up procedures to start a business in sub-Saharan
countries. Again the control variables are significant in most of the models (model 5 through model 8).
The rigidity of employment index and foreign aid variables are significant with the expected sign, but the
lending interest rate variable becomes insignificant in the model 6. All socio-cultural factors are
significant at 1 percent level in model 7 with their expected sign. The model 8 reports the full model for
this dependent variable. In this model, two economic institutional factors, rigidity of employment index
and lending interest rate, become significant at 1 percent level. The lending interest rate variable is
positively related to the start-up procedures which provide strong support to the hypothesis 1. The
rigidity of employment index variable is negatively influencing the start-up procedures to start a
business in Sub-Saharan African countries, which brings the strong support to hypothesis 3. All socio-
cultural institutional variables are significant in this model. The corruption index variable is significant at
1 percent level and related positively with the dependent variable. Again, hypothesis 4 is highly
supported in this model. The democracy index and urbanization variables are related negatively with the
dependent variable and significant at 5 and 1 percent respectively. Both of these variables, urbanization
and the democracy index provide the strong support to the hypotheses 5 and 6. The predicting power
(adjusted r-square) again increased from 67 percent (model 6) or 65 percent (model 7) to 83 percent in
the full model (8). Thus, the full model gained about 6 to 8 percent when we include socio-cultural
factors with economic factors. Again, for the start-up procedures dependent variable, our results
provide fairly consistent support for the hypotheses in this paper. For the economic institutional factors,
we find strong support for hypothesis 1 and partial support for hypotheses 2 and 3. For the socio-
cultural institutional factors, we find the strong support for all hypotheses (4, 5 and 6) of this paper.
Therefore, after comparing the first set of results with the second set of results for the two dependent

53



Best Paper Proceedings 2" Biennial Conference — Africa Academy of Management

variables, time required to start a business and start-up procedures, it is fair to conclude that results
provide very strong support to the hypothesis 1, 4 and 6, and partially support hypothesis 2, 3 and 5.
Hence, economic and socio-cultural institutional factors are equally important for firm formation in any
Sub-Saharan country.

DISCUSSION

In the last several decades many nations in the sub-Saharan African region have adopted pro-
market reforms (Hoskisson, et al., 2000; Tan, 2009). Despite such reforms, the general lack of factors of
production, particularly financial, capital, and the resultant institutional upheaval (Austin, et al., 1996;
Quartey, 2003; World Bank, 2000), make the Sub-Saharan African region particularly difficult for
business start-ups (Bruton & Ahlstrom, 2003; Bruton, et al., 2010; Kiss & Danis, 2008; Kiss et al., 2012).
Our study uses Institutional Theory (IT) to examine both economic and institutional factors associated
with the difficulty of business formation (Obben & Magagula, 2003).

Implications

Our research has several important implications. First, our study followed the suggestion of
Bruton, et al. (2010) to move beyond concentration on culturally-generated factors alone. We found
that both economic and cultural institutional factors significantly explain the difficulties of
entrepreneurs in Africa starting up businesses, and therefore confirm the potential problem that those
scholars identified and also suggests that researchers in this area should take such an integrative
approach. Specifically, a primary focus on socio-cultural institutional factors may result in substantial
model misspecification. Our study therefore makes a contribution by focusing on both economic and
cultural institutional factors, thus providing a better representation of the two broad perspectives that
underlie Institutional Theory as a theoretical basis for explaining entrepreneurship behavior. And this
provides IT with a better potential to more fully describe entrepreneurship factors associated with doing
business in Africa.

Second, our study’s use on a large (23 nations) multi-national sample moves entrepreneurship
research beyond the focus on single nation studies that Bruton, et al. (2010) identified as one of the
three major limitations in the extant literature. Building on Bowen and De Clercq (2008), and the recent
work by Misra, et al. (2012), we develop a national-level model that addresses institutional
determinants of business start-up difficulties in 23 countries in Africa. We further improve on
methodology of Bowen and De Clercq (2008) in our use of panel data. Hence, the results from panel
data analysis should provide us a clearer picture than previous literature. Our study therefore enables us
to better assess the impact of institutions by moving beyond results enmeshed in the possible
idiosyncratic circumstances of a single country (e.g. Bruton, et al., 2010) and also are congruent with
Misra, et al. (2012) who focused on European nations. Third, research studies comprehensively
identifying important institutional factors that are associated with business formation in Africa have
been relatively few. By analyzing how institutional factors affect the relative difficulties in business
startup in a cross-national sub Saharan sample, this study makes an important contribution by
identifying institutional theory related factors likely to help in the formation of businesses in Africa.
Fourth, these findings have important policy implications. A common increasing perception is that
foreign aid to Africa is wasted. This study however suggests that there may be a more nuanced effect
and that is perhaps not so open and shut. Our study suggests that the availability of foreign aid can be a
helpful influence in encouraging the generation of new economic enterprise. Our study also suggests
that government policies that result in the loosening of rigid labor markets are associated with an easing
of conditions for entrepreneurs. We have looked generally at the 23 nations in Africa and drew
conclusions about the effects of both socio-cultural and economic factors. Scholars have cautioned that
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these countries are not all similar in all institutional respects, because they have different historic and
developmental trajectories, and different governmental policies and different levels of development
(Harvey, 2002). While this study mitigates these factors by controlling for GDP, subsequent research
should go further to investigate other differences in institutional background. Finally, more research is
needed in this important area of inquiry. Our preliminary findings suggest that there are systematic
institutional influences on the difficulty of starting new businesses in sub Saharan Africa. Additional
research can more fully establish such linkages, as well as explore other institutional areas, such as
mimetic and normative influences, as to their effects on commercial initiation (e.g. Visser, 2008;
Sawyerr, 1993). Also, with an increasing scholarly focus on international entrepreneurship (Kiss, et al.,
2012), further research is also needed in exploring both managerial and firm factors that distinguish
between the propensity for firms in Africa to export (Obben & Magagula, 2003). Given the potential
importance for business start-ups on economic dynamism and the improvement of material well-being
in high misery contexts, investigation of such topics holds the potential for generating useful and
actionable knowledge.
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The Effect of Economic and Socio-cultural Institutional Factors on the Difficulty of Starting Business in
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TABLE 1

Population Employment Corruption Democracy

Time Startup GDP NX Growth Rigidity AID LR Scores Index Rural
Summary Statistics
Mean 58 10.95 3239 -7.72 2.34 51 13.1  22.04 2.78 3.90 66.15
Std. Dev. 35.15 3 8989 19.93 0.92 16 11.63 15.83 0.92 3.02 15.43
Correlation
Time
Startup 0.28
GDP 0.41 0.27
Net exports 0.12 0.06 0.01
Population
Growth -0.19 0.36 0.10 0.05
Employment -0.36 0.12 0.09 -0.10 0.53
Aid -0.29 -0.05 0.17 -0.35 0.44 0.60
Lending Interest rate 0.30 0.05 -0.04 0.12 0.04 0.25 -0.05
Corruption
Scores 0.24 -0.18 -0.06 -0.12 -0.39 -0.58 -0.23  -0.21
Democracy
Index 0.12 -0.21 -0.06 -0.15 -0.14 -0.40 -0.00 -0.15 0.40
Urban 0.25 -0.20 0.02 0.63 -0.19 -0.45 -0.49 0.13 0.23 -0.06
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TABLE 2

Business Start-Up Difficulty in Sub-Saharan African Countries

Time Required

Start-Up Procedures

Dependent Controls  Economic (2)  Socio-cultural Full Model  Controls (5) Economic (6)  Socio-cultural Full Model
variable (1) (3) (4) (7) (8)
Constant 8.17%** 102.47%** 76.37*%* 1.04 85.69*** 7.30%** 4.87%** 46.70***
Controls

GDP 0.000*** 0.00*** 0.00%** 0.00*** 0.00%** 0.00%*** 0.00%** 0.00***
Net exports 0.01%** -0.11 -0.03 0.03** 0.03 -0.00 0.02%** 0.09
Pop. Growth 1.06*** -3.01 -11.50%** 1.46%**  -13.25%** 1.52%%* 0.78%** 0.71
Economic

Emp. Rigidity -1.02%** 0.00 0.02%** -1.19%**
Aid -0.21 -0.12%** -0.09*** -0.24
Interest rate 0.55*** 0.02* -0.00 0.71***
Socio-Cultural

Corruption 6.56%* 0.54** 0.43*** 6.95%**
Democracy 2.88%** -0.09 -0.15%** -1.39%*
Urbanization 0.38%* -0.09*** -0.05*** -0.57*%**
2004 -5.55 -3.15 -4.91 0.29 0.02 0.14 0.03 -1.67
2005 -6.39 -2.49 -5.98 0.20 -0.01 -0.08 -0.03 -2.24
2006 -8.36 -5.11 -9.15** 0.12 -0.16 -0.12 -0.36 -3.78
Adjusted R 0.81 0.67 0.62 0.79 0.80 0.67 0.65 0.83

N 92 92 92 92 92 92 92 92

59



Best Paper Proceedings 2" Biennial Conference — Africa Academy of Management

TABLE 3
Robustness check: OLS and Fixed effects estimates

Dependent variable Time required to starta  Start-up proceduresto  Time required to start a Start-up procedures to
business: Full model start a business: Full business: Full model start a business: Full
[Ordinary least square model [Fixed effects model model
model (1)] [Ordinary least square 3)" [Fixed effects modes (4)]"
model (2)]
Constant 20.89 1.82 432.83%** 23.90*
(22.44) (1.60) (154.07) (12.68)
Control variables
Gross domestic product 0.00*** 0.00*** 0.00*** -0.00
Net exports 0.14 0.03*** 0.02 0.00
Population growth 5.44 2.02%** 1.22 0.01
Economic factors
Rigidity of employment index -1.09%** -0.06*** 0.68 -0.02
Aid -0.60* -0.12%%** -0.57*** -0.00
Lending interest rate 0.96*** 0.02*** -0.02 -0.01
Socio-cultural factors
Corruption index 8.69%** 0.16 0.19 -0.08
Democracy index -1.63** -0.22%** -0.07 0.17
Urbanization -0.65%** 0.13*** 5.78** 0.17
Adjusted R-Squared: Adjusted R-Squared: Log-likelihood Ratio: - Log-likelihood Ratio: -
0.67 0.77 281.45 51.68
N 92 92 92 92

*** ** and * indicate statistical significance at 1 percent, 5 percent, and 10 percent respectively. Models 1 to 2 are heteroskedasticity tested
and corrected models. "Times dummies are controlled but not reported in the table 3.
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MANY OPPORTUNITIES, ONE BIG CHALLENGE: TWO ENTREPRENEURIAL TALES OF GROWING MICRO
AND GROWING BIG IN A TANZANIAN CONTEXT

KATHARINA POETZ
University of Copenhagen
kpo@ifro.ku.dk

ABSTRACT

To explore how microentrepreneurs evolve, this paper uses a case study approach to provide rich, in-
depth insights into entrepreneurial growth processes. It narrates two entrepreneurial tales, one of
growing micro, i.e. establishing microenterprises, and one of growing big, i.e. establishing a
conglomerate in Tanzania, an emerging African economy. The findings result from comparing and
contrasting the two cases, and are summarized under resources and implementation uncertainties,
entrepreneurial as opposed to enterprise growth strategies, and new roles and identities. The findings
indicate several future research options, and underline a need for focusing on the entrepreneur at large.
Especially in young emerging economies, this focus is necessary to address many growth opportunities
but one big challenge of productively harnessing that potential.

Keywords: entrepreneurial growth, narratives, Africa, entrepreneurial processes
INTRODUCTION

Enterprise growth has become a key issue for research and policy making in developed and
developing countries alike, yet “[t]he truth is, we know very little about micro and small enterprise
growth” (Nichter and Goldmark, p.1453). African entrepreneurship for example is traditionally
associated with constraints, but especially in the continent’s emerging economies there is a shift
towards innovative growth strategies that focus on opportunities, learning, and creativity to overcome
constraints (Bradley, McMullen, Artz, & Simiyu, 2012; Sarasvathy, 2004).Correspondingly,
entrepreneurship research recently emphasized that studying individual enterprise growth needs to be
complemented by an understanding of entrepreneurial growth processes (cf. Leitch, Hill, & Neergaard,
2010; McKelvie & Wiklund, 2010), i.e. what entrepreneurs actually do to grow their businesses.

Existing research started to explore entrepreneurial growth processes (Baker & Nelson, 2005;
Wright & Stigliani, 2013), and has recently emphasized that studying how these processes unfold is
particularly relevant in emerging economy contexts (Bruton, Ahlstrom, & Obloj, 2008; Bruton,
Filatotchev, Si, & Wright, 2013). However, while studies from Asia’s emerging economies have
increased, studies from Africa’s young emerging economies are rare (Economist, 2011; Mahajan, 2009).
To remedy this gap, this paper explores how microentrepreneurs evolve by providing rich, in-depth
insights from two cases of entrepreneurial growth in Tanzania, an emerging economy in East Africa. The
study findings result from comparing and contrasting the two cases, and shed light on resources and
implementation uncertainties, entrepreneurial as opposed to enterprise growth strategies, and new
roles and identities. Specifically, the findings point to severe implementation uncertainties with regard
to the challenge of productively harnessing changes in the institutional regime, the evolution of
microenterprise groups and regionally expanding family business groups, and finally, new roles and
identities as African entrepreneurs beyond family and community ties.
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The findings contribute to the general and the African management literature by providing
insights into alternative growth strategies, and by opening up a number of options for future research
that speaks to the African and the ‘Western’ discourse (Zoogah & Nkomo, 2013). For practitioners, the
findings show that support programs can facilitate entrepreneurial learning through experience, but
need to consider the formalization of business procedures on top of legal registration. Furthermore,
practitioners are well-advised to focus on the entrepreneurs at large, i.e. what and what else they are
actually doing in order to understand their growth strategies. Such an understanding is relevant because
the strategies have distinct implications for individual firm growth.

In this paper, | first present the case study approach and the two narratives, one tale of growing
micro, i.e. establishing microenterprises, and one tale of growing big, i.e. establishing a conglomerate in
Tanzania. Then | present and discuss the main findings. | conclude with implications for practitioners.

CASE STUDY APPROACH

This paper relies on an in-depth multiple-case study approach to investigate a complex process
in its real-life context (Yin, 2009). Entrepreneurial growth processes are complex as they involve a
temporal and spatial dimension that can hardly be isolated in an unambiguous way (Langley, 1999).
Specifically, | use a narrative strategy to provide realistic tales (Van Maanen, 1988) through thick
descriptions the reader can transfer to other situations (Langley, 1999; Lincoln & Guba, 1985).
Furthermore, | compare and contrast the narratives and discuss common themes of resources,
strategies, and identities (Pettigrew, 1990). Selecting this approach is based on the lack of process
insights on entrepreneurial growth, especially in Africa’s emerging economies (Bruton et al., 2008;
Bruton et al., 2013).

Case selection departed from an interest in agribusiness entrepreneurship, in particular food
processing. Tanzanian was selected because the country recently reached emerging economy status,
and offers growth opportunities for entrepreneurship in food and agriculture due to a peaceful
economic transition process, significant government and donor efforts to improve institutional support
for entrepreneurship, and abundant agricultural resources (Economist, 2011; Lituchy, Punnett, &
Puplampu, 2013). The two specific cases (C1 and C2) were purposively selected to represent one
typical/critical, and one extreme opposing end of entrepreneurial growth (Miles & Huberman, 1994, p.
28). The first case is a female entrepreneur in her 40s. She represents a typical/critical case of a primary
school leaver who managed to grow micro and provide for her family in the context of a semi-rural
university town. Her case provides insights into female microentrepreneurship associated with a lack of
education and growth constraints (Amine & Staub, 2009; Spring, 2009). Second, Bakhresa group, in
particular the AZAM food operations in Dar es Salaam, was selected because its founding director, Mr.
Bakhresa, is an extreme case of a primary school leaver who now ranges among Africa’s richest
entrepreneurs (Forbes, 2011).

Data was collected over a 2.5-year period from August 2010 to January 2013, facilitated through
an existing collaboration with local researchers who e.g. arranged the initial factory visit at AZAM. To
support the collection of primary data, two research assistants with a degree in business studies and
economics facilitated my visits, and for Cl the translation of interview questions and answers.
Interviews for C1 were recorded, fully translated, and transcribed, resulting in approx. 120 pages of
transcripts and field notes. For C2, the interviews with AZAM managers (M1 and M2) were not recorded
as recording permissions were not granted. However, | took detailed notes during the interviews and
the factory visits, resulting in approx. 50 pages of field notes. This data was supplemented by secondary
data, in particular an interview with AZAM'’s executive director and son of Mr. Bakhresa (EX) published
on the web, and data from the group’s website. Text in italics is subsequently directly taken from
transcripts and field notes. TABLE 1 provides an overview of the data sources for the two cases.
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CASE INSIGHTS: TWO TALES OF GROWING MICRO AND GROWING BIG

Growing Micro: Establishing Microenterprises

The first narrative is about Mary, an entrepreneur in her 40s. Her case is critical because she
grew her business against the odds, i.e. she operates a microenterprise with 5 casual workers, and a
self-reported monthly income comparable to that of a local first-level manager. She progressed through
taking part in a university-based cluster initiative for small-scale food processing, where she learned to
pack and improve her products. Even though the business did not grow into a small firm, it financed an
education for her children, the acquisition of a small farm, and the start-up of a second business in an
informal service sector.

TABLE 1
Case Data Sources and Overview

Case Data source Code Date Interview/data collection topics
. Personal characteristics
Semi- Business characteristics
structured Mary, 2011 Feb 21, 2011 .
. . Start-up history
interview
Future plans
Follow-u Business progress
. . P Mary, 2012 June 15, 2012 Organization of activities
Interview Future plans
C1: Mary*/food . P
and decoration  Participant Visit at home
R . P . - June 23, 2012 Product demonstration
microenterprise  observation . .
Informal discussion
Part|C|pa!1t i June 26, 2012 Visit of clu§ter p.rocesslng premises .
observation Informal discussion with cluster advisor
Business progress
Follow-up Diversification
. . Mary, 2013 Jan 17, 2013 . -
interview Roles and identities
Future plans
AZAM operations
Group M1, 2011 Raw material supply and farmers
interview M2, 2011 Aug 3, 2010 Human resources
Future plans
Observation i Aug 9, 2010 Factory v!s!t: juice packing
Factory visit: pulp plant
C2: MIr. Follow-up New product development
. . M1, 2012 Jun 12, 2012 Human resources
Bakhresa/ interview Fut |
Bakhresa group uture plans
Observation - Jun 12, 2012 Factory visit: carbonated drinks plant
Secondary EX, 2012 Oct 04, 2012 Group operations N
data* Challenges and opportunities
Group structure
Company Launched .
B 201
website** akhresa, 2013 early 2013 Product portfolios

Revenues and number of employees

* Name changed due to recording agreement and in line with religious belief

**Secondary data, at http://voicesoftanzania.com/articles/interviews/item/220-interview-with-mr-abubakar-bakhresa-
executive-director-of-bakhresa-group.html (accessed Feb 6, 2013)

** http://bakhresa.com (first accessed June 1, 2013)
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Mary completed primary school before she moved to town to work in a former state factory for
15 years. She was laid-off during the start of economic transition in the mid-1990s, and became a single
mom looking for alternative income. She started an informal street restaurant. By 2000, she added a
porridge mix and dried fruits and vegetables. She processed at home, and packed items in plain plastic
bags. Being in town was advantageous because raw materials and customers were available, and
transport was easy. Her personal advantage was being mtundu [curious] about what was going on in the
community. She went to seminars from the municipality, and over time she became known. In 2007, this
reputation helped her to become a candidate for a cluster initiative set-up in collaboration with donors
and local university partners. However, she needed confidence and persistence to see the end of this
and stay in the program in spite of her lack of education and English skills (Mary, 2013).

By 2011, she used the cluster processing facility to produce and receive technical knowledge and
training on business management. The cluster won prices and took her to exhibitions, where her new
reputation as a member helped her to get customers, even from other parts of the country. She hired
casual workers from a pool of 5 people she had started to train. For marketing, she printed her own
flyers, and asked acquaintances to introduce her products in their networks. Income generated had
been largely used for educating her children, but after they completed college/secondary education,
business and life improved. However, other problems started. The cluster exposed her to growth and
export opportunities, provided that products are processed and packaged well. She was thus looking for
support from sponsors or donors for investing into packaging materials and processing equipment. She
also realized the need for differentiating her products. Other entrepreneurs were exhibiting the same
products, using the same packaging material from the Small Industry Development Organisation (SIDO).
Worrying about how customer can distinguish products and damages to her reputation if somebody else
produced bad quality, she kept her own production secrets and was searching for alternative packaging
and labels (Mary, 2011).

By 2012, she found out that packaging manufacturers require large orders. Hence she sat in the
living room of the 4-room house she rented, and was gluing home-made labels on plain plastic jars and
bags she continued to buy from SIDO. The labels were designed, digitalized, and printed at a local
stationary. She continued to produce those products requiring machines at the cluster facility. Others,
including her best-selling porridge, were produced at home. She estimated to make a profit of up to
380.000 TZS (about 180 EUR) per month, based on a book in which she noted raw material purchases, a
list of clients, and sales. She focused on communicating with her customers, i.e. listening to any
complaints, replacing bad products, and giving free samples. To help with production and distribution,
she continued with the pool of 5 casual workers, but by now paid 2 people on a monthly basis.
Furthermore, she could receive phone calls from customers in other areas, and dispatched the order
through one of the many buses that frequent the country. The customer picked up the parcel from the
bus stop, and paid her via mobile money services such as M-Pesa. Thus her phone had become her most
important asset, but she noticed a lack of others. Local products were increasingly considered as more
natural and healthier than international brands, and demand was on the rise. Yet she did not have
enough financial capital to invest in production and distribution. To obtain funds, she was counting on
participation in a donor business competition. She was optimistic because she had started to keep
records, managed to register her business, and got a tax identification number (TIN) as part of the
participation requirements. Registering a business name cost her 6.000 TZS (about 3 EUR). She
registered a partnership, but decided to run it as a family business to increase control and decision-
power, emphasizing that although the different sub-groups in the cluster are working together, there is
no business that we do together. To get the TIN, municipal tax officers told her she would pay 95.000
TZS (about 45 EUR) every year. This allowed her to avoid any disturbances from the authorities, since
her days were already busy enough with production and the search for information about competitors,
technologies, and products that could move fast in the local market (Mary, 2012).
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By 2013, she won 3.3 million TZS (about 1.500 EUR) in the competition. This was used to get
product barcodes, new label designs, and promotion material. She paid for a promotion clip
broadcasted on local TV, in which she encouraged other women to start businesses, and appealed to
their husbands to let them. In the business, she started to focus on producing fast-moving products,
while maintaining others only for exhibitions. Packaging material continued to trouble her. Ordering it
on demand led to delays in sales, and made her think about optimizing all business processes to save
time and effort it takes to bring raw materials to the processing facility and distribute products, and
concluded that she would like to have money to invest in her own premises with a sales outlet. She
could save rent and speed up production, and would hire department managers and store keepers to
properly organize business according to the business law, instead of kiholela [arbitrarily]. This would also
give her confidence that she is a full entrepreneur. Yet for now she has to be realistic. At her level, she is
doing things in whatever way that makes money. Because of that, she also does not want to take a loan.
She lacks collateral and interest rates are high. Moreover, in the 1990s, she received one of the first
loans the government issued to small street vendors, but it did not help her grow. Hence she considered
loans as inappropriate for building a business:

I cannot agree to take a loan... a loan is good, but you should remember, we work for others...
a loan does not want you to build. A loan needs you to produce. | am building. Where will |
get the money to return the money? What little | get, | use it to solve my little problems. [Or] |
take the profit, instead of saving it, | repay the loan. So | will not have any savings. It is like |
will give my profit to a person who borrowed me the money, and yet there is an interest.
Would | have benefitted out of that, or made a loss? (Mary, 2013)

Alternatively, she thought about increasing profits to at least 500.000 TZS/month (about 240
EUR) by acquiring about 5 million of interest-free capital to buy her own car, and save on bus and taxi
fares. At the same time, she had already used some of the profits made to purchase a 15-acre maize
farm. Farmland was affordable, and she started to become her own supplier. Furthermore, she
diversified horizontally and started a lucrative wedding decoration business. Initially only a minor
activity, it became stable in the 2012 wedding season. Upon success, she decided to maintain both
businesses to stabilize her income through leveraging advantages of both businesses. Decoration
materials (e.g. cloths, candle holders) were a one-time investment. Only designs, fresh flowers, and
snacks had to be renewed, for which clients set a budget and paid for upfront, as she had already
developed a reputation for good design by showing pictures of successful weddings to potential
customers in her network. Overall, she remained with higher profits from decoration than from food
processing. Food processing was less profitable due to asset requirements as well as high inflation and
fluctuating raw material prices. Yet she could not specialize as unlike food consumption, weddings were
seasonal. Consequently, she moved between the businesses. She thought of this as a common strategy
under tough conditions and family responsibilities. Her own children were grown up, but she sent
money to relatives and took care of nephews and nieces. Hence she needed to think ahead. The number
of entrepreneurs was increasing, and with it chances of competing with someone more resourceful:

...entrepreneurs are so many nowadays, so competition also grows. So because of the way
you do business, you could fail to get into the competition. Another one has big capital, and
maybe people to support, to add capital. And you do not have enough capital. You will fall
down. But you see, you can have another business, like this for decoration, where the raw
materials are already in the store, and they don’t go bad, you can use them for even five
years. This is different. So you find yourself handling all the businesses. (Mary, 2013)
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Hence, it made sense to her to add a less capital-intensive business. However, handling both
businesses required organization. First, in order to be prepared for upcoming registration and taxation
issues, she was part of the emerging local wedding decorator association. Second, she needed to
coordinate her workers. To benefit from trust and experience with daily routines, she started to train
the same 5 workers for both businesses. Furthermore, they split up profits made but she made sure that
everyone invested a part into new decoration material. Third, she coordinated business activities
through timing and dividing tasks. Finally, the only rule she used to set is to come early and finished on
time. However, to build commitment and reputation she introduced a new rule of faithfulness and doing
a good job. Furthermore, she lectured her workers on long-term thinking and personal responsibilities.

For her own future, Mary defined herself as a general entrepreneur for all things which will help
to earn some money. Her goals were to improve and grow her existing businesses, and become a
national and international businesswoman. With multiple start-up experience, she may add further
businesses after research and an assessment of her capabilities. If she just keeps adding businesses, she
would confuse herself. Her children provided help and advice, but were at present following their own
entrepreneurial careers. She thus counted on the cluster and the planned expansion of its processing
facility to get a trade mark. In line, her next challenge was to understand how her products could reach
other markets, for example in Kenya, knowing now how products can be packed and labeled.

Growing Big: Establishing a Conglomerate

The second narrative is an extreme success case of an evolving family business group. It offers a
glimpse into the operations of AZAM, Tanzania’s leading consumer brand (EX, 2012). AZAM has
affordable product lines for ice-cream, water, juices, soft drinks, flour, and bakery goods. AZAM is part
of family-managed Bakhresa Group Ltd., one of Tanzania’s few big and regionally expanding
conglomerates, and the culminating point of the entrepreneurial activity of highly successful yet
reclusive Said Salim Bakhresa (Forbes, 2011).

Mr. Bakhresa’s entrepreneurial history started in the 1960s. He left primary education at the age
of 14 and started to sell potato mix to contribute to family income after the family lost their home due
to indebtedness. Over time, he started to buy and sell seashells to then already market-oriented Kenya,
used the profits made to bring back leather, and became a shoe maker in Tanzania (at that time still a
socialistic country). From shoe-making he went to owning a small bakery, and then bought a restaurant
in order to sell the bread, followed by further integration through the start of wheat milling. The name
AZAM was first given to the restaurant, and reflects his family’s Indian roots. It stands for greatness or
determination. In the 1980s, Mr. Bakhresa moved on to becoming the first small-scale producer of ice-
cream in Dar es Salaam. To sell the ice-cream, he introduced a distribution system of street hawkers on
bikes equipped with cooling tanks. In the 1990s, Tanzania departed from socialism, and Mr. Bakhresa
got industrial, especially focusing on the milling operations. By then, one of his sons, now the executive
director of the group, went to study finance in the US. Around 2000, market reforms started to take
effect, and Mr. Bakhresa asked his sons to join the family business. They started putting up more
structures and more growth into it (EX, 2012). By now his son attributes success to a democratic
environment created by team-based family management in which every player has a mandate and key
tasks or divisions to work on. Other success factors are heavy investments into infrastructure and the
latest technology. On the market side, he attributes success to his father’s entrepreneurial mentality
and his understanding of doing business in base of the pyramid markets (EX, 2012).

By 2010, AZAM had become the producer of wheat flour in East Africa (Forbes, 2011).
Furthermore, AZAM juice was packaged in a modern factory in Dar es Salaam, the commercial capital of
Tanzania. Two interviewed expat managers in the beverage operations were concerned about hiring
inexperienced local graduates, the capacity of local farmers, and piles of oranges rotting on the streets.
One of the managers was particularly excited about a future of AZAM Cola (M1, 2011) as the group
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made plans for Carbonated Soft Drinks (CSDs). The second manager focused on the oranges. He was
proudly introducing his baby (M2, 2011), a brand new fruit pulp factory that was just about to go into
operation, and supply the fruit juice packing plant. With a capacity of 14 tons of fruit per day, its fully-
automatic operation required a consistent stock of raw materials to avoid interruptions. To further
reduce costs and produce sustainable energy, engineers also experimented with making biogas.

By 2012, AZAM Cola was sold in local mom-and-pop stores in polyethylene terephthalate (PET)
bottles with a flashy label, and the AZAM logo embossed in the bottle. It came in two sizes (330 ml and
500 ml), and bottles were deposit-free, re-closable, and cheaper than soft drinks of international brands,
which were up to then only sold in glass bottles. AZAM had started to compete with the big boys (EX,
2012). The manager whose plan has come to fruition (M1, 2012) introduced another large new factory
with three fully-automatic bottling lines for producing about 18 million bottles of CSDs per month, to be
increased by 50% in a year. Situated right next to the pulp plant, the new plant was responsible for the
launch of AZAM Cola in May 2011. By July 2012, it had taken approximately 20% of Coca-Cola’s market
share in Tanzania. The PET bottles reduced collection problems, cleaning costs, and contamination risk,
and made the product deposit-free and more convenient for the customer (re-closable). Bottles were
made in-house, using plastic granulate to make caps and pre-forms that are then blown into bottles.
Although 80% of granulate is imported, they increasingly substituted it with recycled material. People
sold empty bottles directly to the factory, and supply was growing fast. They introduced other soft drink
flavors, and the new factory also took over part of the existing drinking water business.

The financial capital came from Mr. Bakhresa’s pocket (M1, 2012), i.e. from returns on existing
businesses. Other success factors reportedly included the team (M1), i.e. the people running the
business, and the right choice of equipment, methods, and materials, e.g. state-of-the-art machines, a
plant that is ISO 22000 certified, and linkages to international partners. These right choices were based
on support from the chairman, and the way he is doing things (M1, 2012). When internationally
experienced M1 joined Bakhresa, he had the idea for the CSD plant, and used his network to get other
international managers and experienced engineers on board. Furthermore, he contacted local
universities to send him their best students for industrial attachments and potential future employment,
thus creating motivation and learning opportunities through proper exposure to what is happening on
the ground. He was African, but had in-depth international experience and good exposure (M1, 2012) in
the industry which he thought benefitted the company and was necessary to initiate the innovation. He
hoped that local managers will eventually take over as he and other expats mentor and train them, but
also emphasized his own learning experience and sense of achievement. He felt he made a big impact in
the Tanzanian industry, and appreciated the open-mindedness of founder who allowed him to work on
his dream. M1’s own daughter had just started a small but successful business. He attributed her
success to starting with the customer in mind, which he thought many of her fellow Tanzanian
entrepreneurs are lacking in order to counteract capital and efficiency constraints.

AZAM itself had to deal with a number of implementation challenges. An emerging middle class
had started to change its consumption patterns, and e.g. wanted soft drinks. However, customers did
not get them when they wanted them due to weak distribution channels. To push the product into the
markets (M1, 2012), AZAM thus relied on its existing distribution channels for water and ice-cream, i.e.
small kiosks and independent agents, including mom-and-pop stores, and streets hawkers on AZAM ice-
cream bikes. Unlike alternative channels, those channels had to a certain degree already been
established. They hired a marketing manager, but he was more involved in sales and distribution than in
promotion. With demand on the rise, they needed to go quietly (M1, 2012) on their marketing efforts
until production and distribution capacity caught up. Likewise, exports of CSDs were to be increased
from a mere 5 % only after the local market was served. The adjacent pulp plant faced an analog
problem on the supply side. Farmer capacity and procurement channels had not yet caught up, and
additional imports were necessary to meet the plant’s capacity. Biogas production was not yet
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successful, but not off the table. Plans for new dream projects (M1, 2012) to locally meet the demand
were in the making. However, even though opportunities are abundant, there was a risk of having too
many things going on at the same time. This is in line with the executive director’s view on a
conservative and synergetic growth strategy building on affordable high quality products for the
emerging middle class, modern technologies, and efforts to hire, empower, and nurture the right
employees. Specifically, the group communicates that they have the financial foundations to grow
exponentially and make a massive impact across Africa, but manpower remains their biggest restriction.
Hence they prefer to act in a conservative way to grow naturally and with synergies (EX, 2012).

By 2013, international brands had reacted and introduced plastic bottles. Yet Bakhresa group
continued to spread its wings (Bakhresa, 2013) over East Africa. Annual turnovers had reached 600
million USD, and the conglomerate listed 5000 directly associated employees. The group strongly
focused on inter-group trading among sister companies in food and beverages, transport, packaging,
logistics, energy, and recycling, followed by outsourcing remaining production capacities. They had
operations in 9 East African countries (Bakhresa, 2013), hence the consumer vision was to innovate and
achieve brand recognition of AZAM as an African success story (EX, 2013). Furthermore, the executives
wanted to create role models for young Africans, showing them that there is a way out of poverty. Their
corporate social responsibility (CSR) efforts include a food fortification program, and training and
education facilities for a football club initiated by their employees. This lifted the club to the country’s
premier league.

FINDINGS: MANY OPPORTUNITIES, ONE BIG CHALLENGE

The two growth narratives provide insights into opposing ends of the entrepreneurial activity
spectrum in Tanzania. Mary is a microentrepreneur trying to make ends meet. Yet she is also an
emerging business woman that took her children to school, expanded her operations, and positioned
herself in her micro business environment. Mr. Bakhresa can rely on his well-educated sons and expat
managers, and is an internationally successful businessman. Yet he also started out micro, is
conservative in his growth strategies, needs to overcome procurement and distribution challenges, and
struggles with manpower. There are thus differences and similarities between them, in particular with
regard to resources and implementation uncertainties (what they have), new entrepreneurial growth
strategies (what they do), and new roles and identities (who they become).

Resources and Implementation Uncertainties

Both cases are influenced by resources and implementation uncertainties, i.e. uncertainties
about how resources can be organized to exploit opportunities (cf. Shane, 2003). In terms of human
resources, African micro-entrepreneurs tend to have low levels of education that constrain growth
(Mead & Liedholm, 1998; Nichter & Goldmark, 2009). Both our entrepreneurs have dropped out of
school at the age of 14, and relied heavily on learning by doing (Arrow, 1962; Cope & Watts, 2000), and
learning from others (Lévesque, Minniti, & Shepherd, 2009; Wang & Chugh, 2013). They needed to
justify their activities and gain support from customers and resource providers (Aldrich & Fiol, 1994;
Alvarez & Barney, 2007), which emphasizes social network resources (Khaire, 2010). Similarly, they
started with zero technological, and very limited financial resources. They relied on survival strategies
(Downing, 1991; Nichter & Goldmark, 2009), bootstrapping (Bhide, 1992; Ebben & Johnson, 2006), and
making do with what is at hand (Baker & Nelson, 2005) to generate cash and knowledge with what little
they had. This need to gain support and experience in light of persistent resource constraints is a well-
known problem related to entrepreneurial growth, and the liability of newness and smallness (e.g.
Aldrich, 1999; Ketchen, Ireland, & Snow, 2007; Stinchcombe, 1965). Thus, Mary and Mr. Bakhresa’s
start-up problems are conceptually very similar to those faced by entrepreneurs in general, yet their

68



Best Paper Proceedings 2" Biennial Conference — Africa Academy of Management

growth problems are exacerbated by contextual conditions that increase implementation uncertainties,
or what Mr. Bakhresa’s son named the big challenge of catching up with the developments taking place
around them.

First, the Tanzanian business environment is gradually becoming more conducive to growth
(Chironga, Leke, Lund, & van Wamelen, 2011; MIT, 2002), but how to harness that potential? Rising local
production and consumer demand seems to create more favorable value chains, and business support
programs are increasing. Mary could leverage on cluster participation to acquire skills, resources, and
technologies to build basic exploitation capabilities (Nichter & Goldmark, 2009; Schmitz, 1999). Yet she
now faces growth constraints that largely arise out of a lack of appropriate complementarities. She is
lacking affordable and continuously available packaging material, as well as knowledge about regional
distribution channels, issues little discussed in the extant global value chain literature (Gereffi,
Humphrey, & Sturgeon, 2005). Furthermore, internally she is only starting to learn how to keep records.
On top of a lack of accounting skills, she does not have access to information technology to help her
keep track of her accounts in a way that facilitates improved decision-making, and not only compliance
with external requirements (e.g. in Mary’s case from funding organizations). This seems to be a common
problem among Tanzanian SME owners (Mwakujonga & Bwana, 2013). Furthermore, she would like to
have her own facilities to save time and costs, and escape uncertain rents that have to be paid for a year
in advance, and may suddenly increase if the landlord sees business success. This aspect of uncertainty
in complementary contractual arrangements deserves more attention (Cadstedt, 2010). Finally, the
investments she wants to make require larger funds. Commercial loans are increasingly available, but
make little sense to her. There is thus a need to discuss how loans, even if increasingly available, are not
conducive, as well as not perceived as conducive, to growth (Bradley et al., 2012; Powell, 2008;
Rosenberg, Gonzales, & Narain, 2009). Mary believes that a loan is not good for building, and
entrepreneurs like Mr. Bakhresa may refrain from conventional loans (even though not even available
when he started) for religious reasons (Egbert, 1998). More conducive funds come from informal loans
(Spring, 2009; Webb, Tihanyi, Ireland, & Sirmon, 2009), microfinance (Webb, Kistruck, Ireland, &
Ketchen, 2010) or government and donors (Biggs, 2002), but on a scale unlikely to be large enough for
building complementary channels and efficient processing facilities that meet regulatory and trade
standards. After all, food processing is an industry in which small firms face particular growth
disadvantages in meeting economies of scale and complementary asset ownership, e.g. efficient
processing factories, quality management systems, and distribution capabilities (Acs & Audretsch, 1990;
Teece, 2007).

Furthermore, Mary currently thinks she will worry less once she has a car, facilities, equipment,
and managers, but might be in for an unpleasant surprise. At present she seems to be able to handle
management and organization of her micro businesses, but her large competitor faces challenges.
Bakhresa group is by now a conglomerate that can afford to hire experienced expat managers, invest in
accounting systems, research and development, and acquire latest technologies and standards with the
help of international expertise. Yet AZAM has to be conservative in its marketing efforts because
efficient procurement and distribution channels for new fast moving consumer goods are not yet
established. For example, even if Tanzanian customers want and can afford the product, actually getting
it, and getting it at the set retail price, can require quite an effort, which developed country
entrepreneurs in contexts of 24-hour stores and online orders may be less aware of. Furthermore,
intangibles are difficult to build, even if financial capital is available (lacobucci, 2012). Human resource
management challenges Bakhresa group, and is in general little understood in African contexts
(Kamoche, 2011; Zoogah & Beugré, 2013).
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Entrepreneurial Growth Strategies

Let us thus briefly discuss their growth strategies under resource constraints exacerbated by
implementation uncertainties, i.e. uncertainties about how resources can be organized. Although both
entrepreneurs describe viable business opportunities and underserved markets, the vehicles for
exploitation are difficult, albeit not impossible, to build.

Growth disadvantages in industries such as food processing do in general not keep
entrepreneurs from entering, and can be partly offset by innovative growth strategies (Acs & Audretsch,
1990). Albeit on different scales, both entrepreneurs have found ways to grow innovatively through
what Mary labels curiosity, and Mr. Bakhresa’s son an entrepreneurial mindset (Haynie, Shepherd,
Mosakowski, & Earley, 2010). Both entrepreneurs emphasize customer orientation, and benefitted from
starting their businesses in (semi-)urban environments that exposed them to customers with purchasing
power, more knowledgeable community members, donors, and business networks (Jack & Anderson,
2002). Their skills for identifying and rationalizing opportunities to acquire resources are thus also
similar to those deployed by entrepreneurs in developed countries (Cornelissen & Clarke, 2010).
However, in Tanzanian food processing, the growth challenge is to find an innovative way to build
complementarities and organize growth.

So far markets seem to tolerate inefficiencies and absorb many micro entrants. However, the
environment is changing. Mary has never heard of complementary assets, yet she is well aware that she
does not have the resources that would allow her to fully exploit market opportunities in food
processing and stand against upcoming competitors that can invest in complementary assets (Teece,
2007). It is striking to see how she, without looking at any management textbook, actually responds to
her situation. First, she tries to make her products unique (Porter, 1996). Next, she builds a workable
business model through vertically integrating her maize production to reduce transaction costs
(Williamson, 1979), and diversifying horizontally to counter steer cyclicality and cash flow problems
through the wedding decoration business. This business is more conducive to entrepreneurial creativity
and smallness, i.e. seasonality, low capital requirements, relative labor-intensiveness, non-repetitive
production processes, and small production volumes (Staley and Morse, 1965). She also draws from the
same pool of casual workers for both businesses, thus reducing uncertainties and improving
performance through established routines (Nelson & Winter, 1982). This helps her to stay away from
loans but still generate slack resources to develop her own opportunities (Bradley, Shepherd, &
Wiklund, 2011). She experiments but is careful in assessing her current capabilities against market
opportunities, i.e. she works with what she has and invests no more than she can afford to lose, before
she takes the plunge (Venkataraman, Sarasvathy, Dew, & Forster, 2012). If we look at Bakhresa group
and its entrepreneurial history, we see a similar portfolio strategy (lacobucci & Rosa, 2010; Rosa, 1998).
Early on Mr. Bakhresa was adding businesses in order to build internal resources and complementarities
step-by-step, and thus reduce implementation uncertainties. He was slowly expanding his portfolio of
businesses, e.g. buying the restaurant to sell the bread from the bakery, and starting milling operations
to make it. By now the sister companies continue to co-finance each other, and the group grows
conservatively and organically through synergies.

From an entrepreneurial growth perspective, both tales thus emphasize a need to focus on
growth paths and modes (Leitch et al., 2010; McKelvie & Wiklund, 2010). In particular, it shows that the
“big break” and rapid expansion are indeed a myth (Nichter and Goldmark, 2009). We are actually
looking at decades of gradual resource accumulation through diversification. Diversification implies
trade-offs and reduces operational efficiency gains (Rahmandad, 2011), but in particular in developing
countries diversification is recognized as a survival strategy to reduce risk and smoothen income,
especially among women, or a trial-and-error strategy of rapid entry and exit, especially among men
(Downing, 1991; Khavul, Bruton, & Wood, 2009). Diversification is thus potentially bad for enterprise
growth and competitiveness, as well as per se not an effective means of achieving income for the
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entrepreneur. In this regard, Mary’s story reveals a surprising level of intuitive strategic thinking and
organization behind these mini-conglomerates of businesses that complement and co-finance each
other, and are parented by the entrepreneur, comparable to periods of vertical and horizontal
diversification in Bakhresa’s early history. Further studies could investigate processes and success
factors of diversification as a growth strategy from the perspective of entrepreneurs or entrepreneurial
families, instead of the individual enterprise, and thus incorporate a more instrumental view of the firm
to see entrepreneurial success and firm success as two overlapping but different spaces (Sarasvathy,
2004; Sarasvathy, Menon, & Kuechle, 2013). In other words, if we measure Mr. Bakhresa’s success by
how much his seashell business grew, we might be putting the cart in front of the horse (Davidson,
2009). Combining both spaces can address growth barriers and investigate what makes some
entrepreneurial portfolios more successful than others, on which dimensions, and through which
internal development processes (Leitch et al., 2010; Penrose, 1959).

Such a joint approach to entrepreneurial growth also needs to consider intrafamily
entrepreneurship (Discua Cruz, Howorth, & Hamilton, 2013). Bakhresa group success is largely driven by
“the team” of well-educated sons who started to put structure and growth into the family business. This
aspect seems to be particularly interesting in African contexts of family management, problems with
trust, and strong extended family and social network ties with potential positive and negative effects on
the business (De Massis, Frattini, & Lichtenthaler, 2012; Khavul et al., 2009; Murphy, 2002; Smith, 2009).
In the absence of a state welfare system, strong extended family relationships provide a safety net but
also require successful entrepreneurs to provide for other family members (Smith, 2009). For Mary,
financing her children’s education was a major aim and simultaneously a burden on the business. Now
she continues to send money to her relatives and takes care of nephews and nieces that stay with her.
Assumingly business profits also paid for the education of Mr. Bakhresa’s sons, yet Bakhresa group is a
striking example for what can happen when educated children join the management team. Future
studies could explore this phenomenon in relation to uncertainties and knowledge transfer processes in
family management teams (Dahlander & McFarland, 2013; Reagans & McEvily, 2003).

New Roles and Identities

Finally, let us briefly discuss new roles and identities with regard to their legitimacy as
entrepreneurs, in order to get an idea of who they become (cf. Webb et al., 2009). With regard to
gender, female entrepreneurs can be expected to face additional growth constraints due to
asymmetrical rights and family responsibilities (Amine & Staub, 2009; Downing, 1991; Nichter &
Goldmark, 2009; Spring, 2009). Their enterprises tend to be located within the household and grow
more slowly than enterprises run by men (Mead & Liedholm, 1998), however, women tend to operate
more effectively and consistently (Downing, 1991, Nichter & Goldmark, 2009), and increasingly see
themselves as part of Africa’s new generation of opportunity-oriented entrepreneurs (McDade & Spring,
2005; Spring, 2009). Mary’s story supports these arguments. Interestingly, she cannot rely on a husband
for support, however, she also does not have to share rewards and find ways to limit the husband’s
influence (Khavul et al.,, 2009). Actually she is becoming a local role model for female
microentrepreneurship. On local TV, she emphasized their contribution to family income, and
particularly addressed their husbands, who often do not want their wives to become entrepreneurs.
These efforts can contribute to legitimizing female entrepreneurial activity in her community. Moreover,
she sees herself as a general ambassador of change to make people eat healthy, understand how
products are produced, and teach her young workers financial responsibility. This adds an important
institutional change dimension to her activities (Garud, Hardy, & Maguire, 2007), even if her individual
enterprises do not significantly contribute to economic growth (Liedholm, 2002).

With regard to legal and community legitimization, Mr. Bakhresa’s very early entrepreneurial
activities were assumingly informal. Now we are looking at a complex group structure, family
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shareholders, brands and trademarks, and potential lobbying power. Mary on the other hand finds
herself pushed and pulled into legal formality, but increasingly understands that on top of legal
compliance there is also a business law, i.e. a need to consider formality in operations on top of business
registration. Furthermore, when looking at ethnicity, Mary does not belong to the tribe traditionally
associated with doing business, the “Chagga” from the North of Tanzania (Arens, 1973; Molony, 2009).
Yet through her cluster and community engagement she is increasingly seen, by herself and by others,
as an entrepreneur. Furthermore, Mr. Bakhresa has Indian roots. Belonging to Asian subcultures is
associated with a better position for entrepreneurship due to network ties, group cohesion, mobility,
and education. However, it is also associated also with inter-ethnic and religious conflicts (e.g.
competition with the “Chagga”), and negative and restrictive effects of social networks (Egbert, 1998,
2009; Kristiansen, 2004). If the strategy is to develop AZAM as a Tanzanian and African consumer brand,
and Bakhresa as a role model for every young African, we may thus be looking at a similar change in
identities and legitimization efforts on the side of Bakhresa group, e.g. through their CSR efforts
(especially their football team, considering the role of football in Africa), to position themselves as an
African business beyond ethnic belonging.

CONCLUSIONS

For practitioners, case insights show that support programs need to facilitate learning through
experience (Cope & Watts, 2000), notably through exposure to gain a first-hand understanding of e.g.
how products are produced and packed. Building processing facilities is thus an important element of
facilitation under resource-constraints, provided that product differentiation, business models, and
ownership forms are considered. In this regard, registration of a business name and getting a tax card
has become easier, but does not automatically translate into business law, i.e. business processes and
procedures. Programs should go further beyond product differentiation and legal formalization, in order
to nurture skills for implementation. For example, similar to Bakhresa’s expat managers who train local
staff on the ground, entrepreneurs like Mary could benefit from e.g. volunteers with business
experience who work with her on-site to improve her business model and processes. Such practices
could be supported by the development of affordable information and income management tools.
However, they should not overlook that entrepreneurs have intuitive business knowledge, and do more
than they explicitly know (Polanyi, 1967). Moreover, there is a need to develop a joint understanding of
entrepreneurial and enterprise growth paths, especially in capital intensive industries. Integrating long-
term perspectives for program participants, including their options to diversify into other businesses,
employment, or social entrepreneurship, may help to focus on the entrepreneur at large, and contribute
to overcoming allocation problems associated with picking winners and making assumptions about
growth objectives (cf. Nichter & Goldmark, 2009).
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ABSTRACT

Market orientation has emerged as a significant antecedent of organizational performance and is
presumed to contribute to the long term success of a firm. Growing number of academic studies on
market orientation and mixed findings they have reported complicate the efforts among managers and
academics to identify the real antecedents of this construct. The results show that there is a positive
relationship between top management emphasis, interpersonal connectedness, market turbulence,
competition and market orientation behaviours of small service firms. Centralization component of
management behaviours among small service firms was however found to have positive relationship
with market orientation attitudes of small service firms. This contrast with extant findings in developed
economies. This study thus explicates some new insights and questions on this important strategic
direction.

Keywords: Management behaviours; Environmental dynamics; Market Orientation.
INTRODUCTION

Market orientation is a popular term used by marketing practitioners as an indicator of the
extent to which an organization implements the marketing concept Kholi and Jaworski (1990). Rojas-
Mendez, Kara, & Spillan (2006) thus concluded that the concept of market orientation has appealed to
generations of managers and has been one of the marketing’s most influential ideas.

Many small service organizations experience difficulties in becoming market oriented.Most
studies on small service organizations have been conducted in developed economies. Extant market
orientation research has mostly addressed the antecedents of market orientation in organizations in
developed countries (Avlonitis & Gounaris, 1999; Jaworski & Kholi, 1993; Kirca, Jayachandran, &
Bearden, 2005). It is imperative that we study structures, systems, and behaviours of small service firms,
most especially in developing economies, because they have the potential to redefine the interaction
between firms and society Zahra, Ireland, & Hitt, 2000). However, antecedents that affect market
orientation, especially in developing economies, most especially in Botswana, have seldom been
addressed.Thus,this research is consistent with calls by (Kholi, Jaworski, & Kumar,1993; Narver & Slater,
1990) that the robustness of any model of market orientation should be studied using other
organization types in order to gain valuable insights, most especially in small service organizations in
developing economies.This study is guided by these and other calls and critiques. The result of this study
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will thus contribute to our overall knowledge of factors facilitating and impeding market orientation in
the small service firms, most especially in Botswana.

While the body of research on consequences of Market orientation is large, relatively little
research has investigated its antecedents. Thus, the research is not only focusing on the consequences
of market orientation among Botswana’s small service firms, but more specifically tried to identify the
principal types of management behaviours which affect the extent to which a company can successfully
achieve market orientation. It does not also intend to develop an exhaustive list or typology of
management behaviours and environmental dynamics, but rather to review principal management
behaviours that inhibit or encourage market orientation in Botswana. The study therefore makes an
important contribution to achieving a better understanding of the real problems that managers of small
service firms face in achieving market orientation and customer focus behaviour in Botswana.

This research attempts to significantly contribute to the theory and practice of market
orientation by investigating the effect of management behaviours (Senior management characteristics,
organisational characteristics, and Interdepartmental Dynamics) on the level of market orientation of
SMMESs service firms in Botswana and also establish if environmental dynamics (Competition, Market
turbulence, Technology, and General Economy) have significant effect on the level of market orientation
of Botswana’s SMMEs service firms.

The study contributes to the service literature in three ways. Firstly, it enhances our knowledge
of the management behaviours and environmental dynamics of market orientation in service
organizations whereas extant research has mainly investigated the consequences of market orientation.
Secondly, it also increases our understanding of structures, systems, and behaviours of service
organizations in the small service sector in Botswana. Thirdly, this study points at the importance of
change capacity factors for market orientation in a service industry, most especially in the small firms
delivery services in Botswana. Essentially, it shows that the level of control over quality and
improvements in key processes-a factor largely overlooked in earlier empirical research in market
orientation is crucial for becoming market oriented.

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

Several propositions pertaining to antecedents have not only being proposed by Kholi and
Jaworski (1990), but they have being empirically validated by them. Top management reinforcement of
the importance of market orientation is likely to encourage employees to track changing markets, share
market intelligence, and be responsive to market needs. The top management factors include the top
managers’ emphasis on customer needs. MO is developed when a firm emphasizes the importance for
managers to track market changes, share market information with others, and be responsive to market
needs. In addition, top managements’ willingness to take risks drives the firm towards MO. Such
willingness is necessary because responding to changing markets often requires the introduction of new
products. Risk taking is intrinsic to innovation and is related to a firm’s knowledge creation capability
(Pulendran, Speed, & Widing Il, 2000). Jaworski and Kholi (1993) proposed that risk aversion depresses
market orientation by discouraging the development and the implementation of strategies and
acceptance of reasonable risks. Kuada & Buatsi (2005) thus postulate that risk is a multidimensional
construct that comprises perceptions of outcome uncertainty, outcome likelihood, and potential
outcome range.

Kholi and Jaworski (1990) also argued that if top management demonstrates willingness to take
risks and accept occasional failures; junior managers are more likely to propose and introduce new
offerings in response to changing customer needs. Likewise, Kholi and Jaworski (1990) concluded that, if
top management is risk averse and intolerant of failures, subordinates are less likely to focus on
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generating or disseminating market intelligence or responding to customer needs. So we hypothesize
thus:

Hypothesis1. For small service firms in Botswana, the management behaviours are significantly
and positively related to the level of market orientation.

Hypothesisla. The senior management characteristics are significantly and positively related to
the level of market orientation of small service firms in Botswana.

Another antecedent is the organisational systems: centralisation, formalization, and firm reward
systems. Jaworski and Kholi (1993) theorized that centralization aids implementation but hinders market
orientation by reducing intelligence generation, dissemination, and response design. Burgess and
Nyajeka (2007) analogously postulated that embeddedness within organisational structures,
preferences for hierarchy, and reward systems which are common characteristics in LICs, potentially
have positive effects on market orientation. Jaworski and Kholi (1993) theorized that formalization
would have two effects on market orientation. First, it would inhibit market orientation by enmeshing
people in rules and procedures that discourage acquiring and sharing information and participating in
developing market —oriented policies and procedures. Second, it would encourage implementing
market-oriented strategies. Burgess and Nyajeka (2007) concluded that previous research, though scant,
supports this contention. Centralization and formalization could thus, limit flexibility and the
communication and utilization of information across departments, thereby inhibiting the development
of MO. However, Jaworski and Kholi, (1993) were unable to confirm the hypothesized links and neither
could Kirca, Jayachandran, and Bearden (2005) in their meta-analysis. Kuada and Buatsi (2005) did not
find significant links between formalization and market orientation in Cote D’ivoire or Ghana. And
Burgess and Nyajeka (2007) concluded that formalization is not incompatible with LICs cultural
priorities. Thus, they concluded that the presumed rationale underlying the hypothesized negative
effects of formalization on market orientation does not obtain in LICs. Accordingly, people in LICs prefer
to rely on written rules in working relations (Licht, Goldschmidt, & Schwartz, 2005; Smith, Dugan,
Peterson, & Leung, 1998). We thus hypothesize that:

Hypothesis1lb. The organizational characteristics are significantly and positively related to the
level of market orientation of small service firms in Botswana.

The interdepartmental dynamics such as interdepartmental conflict and connectedness have
been found to be related to MO. Burgess and Nyajeka (2007) concluded that interdepartmental conflict
refers to disagreements and struggles for control between functional areas of the firm. Jaworski and
Kholi (1993) hypothesized that it reduces market orientation by hindering information flow and cross-
functional cooperation. Smith et al (1998) notably concluded that where hierarchy and embeddedness
are high, interdepartmental conflicts are discouraged and disputes typically are mediated by senior
managers. This is consistent with Cano, Carrillat, and Jaramillo (2004) who argued that cultural
embededness and hierarchy should have a beneficial effect on organisational structures, processes, and
information sharing, so that interdepartmental conflict would be minimized and not have a negative
effect on market orientation. The meta-analysis of Kirca et al (2005) confirmed the bivariate relations of
interdepartmental conflict and market orientations, but no effect was observed when multivariate
antecedent relations were assessed. However, constructive interdepartmental connectedness can
facilitate the dissemination of information. It is hypothesized that:

Hypothesislc. Interdepartmental dynamics (such as interdepartmental connectedness and
conflict) are significantly and positively related to the level of market orientation.
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External antecedents are environmental factors beyond the organisation. Examples of external
antecedents previously found to be significantly related to market orientation are market turbulence
(Jaworski & Kholi 1993) and competitive intensity (Avlonitis & Gounaris, 1999) as well as technology.
When market turbulence is low, organisations have reduced pressure to adopt a market orientation
stance, given the stability in the market and or the lack of effective competition for customers (Zebal &
Goodwin, 2011). Technology turbulence means changing degree of technology in products and service.
The studies of Kholi and Jaworski (1993) as well as Slater and Narver (1994) concluded that the industry
using stable technology depends on market orientation more because this industry has low probability
that it can gain competitive advantage through technological advancements. Kholi and Jaworski (1993)
found that the lesser the extent of technological turbulence, the greater the extent of market
orientation-performance relationship. Also, company under greater competitive environment could
become more market oriented than a lesser competitive one (Kholi & Jaworski, 1990; Slater & Narver,
1994).They thus concluded that the greater the extent of competitive intensity, the greater the extent of
market orientation-performance relationship. So we hypothesize that:

Hypothesis 2. For small service firms in Botswana environmental dynamics are significantly and
positively related to the level of market orientation.

Hypothesis 2a. The level of market turbulence of small service firms in Botswana is significantly
and positively related to the level of market orientation.

Hypothesis 2b. The level of technological turbulence of small service firms in Botswana is
significantly and positively related to the level of market orientation.

Hypothesis 2c. The level of competition is significantly and positively related to the overall
market orientation behaviour of small service firms in Botswana.

Hypothesis 2d. The strength of the economy is significantly and positively related to the level of
market orientation.

METHODS

The study employed a snowball sample of managers and business owners in the small service
firm domain within Gaborone and its environs. The reason for opting for non-probability rather than
probability sampling was that the sampling frame of the key informants was not available. In addition,
the study was confirmatory in nature in order to improve the understanding of organizational market
orientation behaviour in Botswana context. The final pool of small service firms to whom questionnaires
were sent totaled 400 and only 249 (constituting over 60% response rate) usable questionnaires were
returned by the respondents.The questionnaire was pretested prior to collecting data and respondents
were asked to identify items they found unclear, ambiguous or confusing. As a result of the pretest,
minor adjustments were made to the questionnaire. Data was collected between mid July 2012 and
mid-October 2012. The majority of the respondent personnel were managers; accounting for about 50%
of the total. This suggests that most respondents were sufficiently experienced to be able to provide
meaningful response to broader policy issues relating to market orientation. After comparing the
responses of the early and late respondents, on a number of characteristics, no significant difference
was found suggesting that the sample is free from response bias. The sample size and the response rate
are consistent with related studies.

The questionnaire and scale measures (MARKOR Scale) were adopted from Kholi and Jaworski
(1993) constructs. The items in the questionnaire were measured with the aid of a five point Likert type
scale. The management behaviours were measured by items adopted from Jaworski and Kholi (1993).
Environmental dynamics were adopted from Jaworski and Kholi (1993), and Gray, Matear, and
Matheson (1998). Reliability analysis was conducted on all the multi-items scales to check the internal
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consistency of the scales.This study adopted a cut off of 0.5 for Cronbach’s Coefficient following
Nunnally (1988). Using 0.5 as the cut off is not without precedent. It has been adopted in related studies
(Blankson & Stoke, 2002; Blankson & Cheng, 2005). Reliability results have been presented in Table
1.The coefficient alpha values for intelligence generation, intelligence dissemination or interfunctional
coordination, and intelligence responsiveness or taking action are 0.63, 0.60, and 0.55 respectively,
indicating that the MARKOR scale developed by Kholi and Jaworski (1993) was also a reliable instrument
for measuring market orientation in Botswana. The coefficient alpha values of 0.73 for top management
emphasis and 0.88 for centralization also confirmed the reliability of Kholi and Jaworski’s (1993) scale
items for data collection in Botswana. Similarly, other scales including market based reward system,
interpersonal conflict, interpersonal connectedness, market turbulence, technological turbulence
adapted from Kholi and Jaworski (1993) produced coefficient alpha values of 078, 0.62, 0.81, 0.53 and
0.63 respectively, thus indicating that these scales were also reliable for data collection in Botswana.

TABLE 1
Antecedents (internal and external) of Market Orientation

Dependent variable: Overall Market Orientation
Independent variables B S.E. EXP(B) Sig. (B)
Top Management 1.904 0.658 6.714* .004 5.71
Centralization 0.618 0.310 1.855%** .046 0.86
Interpersonal 0.610 0.364 1.840*** .094 0.84
Connectedness
Market turbulence 1.093 0.350 2.983* .002 1.98
Competition 0.874 0.306 2.398* .004 1.40
Constant -8.859 1.541 0.000* .000
0.234
Cox & SnellR
Square(Adjusted)
Nagelkerke R 0.312
Square

Significant at the 0.01, 0.05 level, and 0.1 level as *, **, and *** respectively.

RESULTS AND DISCUSSION

Top management emphasis, centralization, interpersonal connectedness, market turbulence,
and competition have been found to be significantly and positively related to the overall market
orientation and explain 23%(Table 1) in the level of market orientation behaviours of service small firms
in Botswana.However,formalization,political behaviours,interpersonal conflict,risk aversion of top
managers,as well as technological turbulence, level of general economy were found not to be
significantly and positively related to the market orientation principles of small service firms in
Botswana. Top management emphasis was found to be positively and significantly (B=5.71,p<0.01)
related to market orientation behaviour of small service firms in Botswana. This finding is consistent
with Kholi and Jaworski (1990), Jaworski and Kholi (1993), and Pulendran et al (2000). Top managers
shape the values and orientation of an organization (Webster 1988).Therefore, without the emphasis of
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owners/managers; it would be unlikely to commit necessary resources for small businesses to pursue
market oriented activities. Thus, owner—managers of Botswana’s service small firms must provide the
resources and strategic direction for small businesses to operate on market oriented principles. The
development of market orientation should start with leadership from the owner-managers of small
service business in Botswana. This study finding lend substantial support to Narver and Slater’s (1990)
results, confirming that top management emphasis have a significant relationship with market
orientation behaviour of small service firms in Botswana. This finding also lend credence to Dadzie and
Winston (2002) finding in Nigeria and Kenya, in which they found out that top management emphasis on
market orientation provides insight into how marginal conditions impact on the applicability of market
orientation philosophy in Sub Saharan African Countries. Thus, hypotheses 1 and 1a are partially
supported in this study.

The regression analysis results, contrary to dominant findings in extant market orientation
literature, indicate that centralization among sampled small service firms in Botswana is positively and
significantly related (B=0.86, p<0.05), to market orientation of small firms. Thus, this finding partially
supports Hypotheses 1 and 1b in this study. In other words, centralized organizational structure is
cherished among Batswana’s small service businesses studied. While scholars (Kholi & Jaworski, 1990;
Ruekert, 1992; Narver & Slater, 1990); Webster, 1988), advocate that organizations must be less
centralized to enhance market orientation cultures of firms. Small businesses viewed centralization as
crucial for the development and implementation of greater market orientation in their organizations.
These results may not be surprising in that, small business deliberation of the market place involves
informal, unplanned activity that relies on intuition and energy of the owner-manager to make things
happen (Stokes & Blackburn, 1999). This research finding thus contrast with Kholi & Jaworski (1993)
findings which suggested that organizational dimension such as centralization tends to hinder the
generation and dissemination of information and the design of organizational response. The Botswana
study’s findings amongst small service firms is consistent however with Burgess and Nyajeka’s (2007)
study in Zimbabwe, in which they found out that centralization has positive and significant association
with market oriented behaviours. Cano et al (2004) thus concluded that people in cultures that
emphasize embeddedness and hierarchy are more willing to surbodinate their own goals to those of
others to engage in market oriented behaviours. Burgess and Nyajeka (2007), concluded that
embeddedness within organizational structures, preferences for hierarchy, and reward systems,
common characteristics in developing economies, potentially counter its negative effects on market
orientation.

Interpersonal connectedness was found to be significantly and positively related (B=0.84,p<0.1)
to the market orientation effort of small service firms in Botswana. Interdepartmental connectedness is
the extent of formal and informal contact amongst employees across the departments of an
organization (Zebal et al.,, 2011).This research finding is consistent with streams of findings in
contemporary market orientation literature. Jaworski and Kholi (1993) concluded that interpersonal
connectedness fosters interdependency within the organization and encourages employees to act in a
concerted manner in the processes of knowledge generation and knowledge utilization. Hypotheses 1
and 1c are therefore partly supported in this study of service small firms in Botswana. Interpersonal
conflict was however found not to have significant and positive relationship with market orientation of
small service firms. These research findings corroborates Pulendran et al (2000) findings in which he
concluded that interdepartmental connectedness contributes significantly to higher levels of market
orientation and helps a firm to act in a more consistent manner across the organization towards their
customers.

Market turbulence was also found to be significantly and positively related ($=1.98, p<0.01)
with market orientation behaviours of small service firms in Botswana. This provides support for the
propositions of Jaworski and Kholi (1990), and Narver and Slater (1990) and is in agreement with their
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findings. Wood & Bhuian (1993), concluded that external environmental factors are perhaps more
influential in determining the level of market orientation. Jaworski and Kholi (1993) asserted that
organizations that operate in the more turbulent markets are likely to have to modify their products and
services continually in order to satisfactorily cater to customers’changing preferences.They then
suggested that the businesses operating in more turbulent markets are likely to have a greater need to
be market oriented. Pulendran et al (2000) argued that it is imperative that organizations are highly
market oriented in conditions of market turbulence.They thus suggested that a focus must be placed on
listening and responding to customer’s needs and a failure to adapt will render an organization
competitively unstable. Appiah-Adu (1997) augmented this by arguing that the influence of market
orientation on performance depends on the level of market turbulence. Hypotheses 2 and 2a are
therefore partly supported in this study of service small firms in Botswana. Pulendran et al (2000)
analogously postulated that once customers begin to have the opportunity to switch preferences,
market turbulence increases and organizations are forced to adopt a strategy of market orientation if
customers are to be retained.

The benefits afforded by a market orientation are greater for organizations in a competitive
industry compared with organizations operating in less competitive industries. The level of competitive
intensity of small service firms in Botswana was found to be positively and significantly related
(B=1.40,p<0.01) to the level of market orientation behaviour of small service firms. Kholi &
Jaworski,(1990), concluded that in the absence of competition, an organization may perform well even if
it is not very market oriented. This is because customers are stuck with the organization’s products and
services. In contrast, under conditions of intense competition, customers have many options, and
organizations that are not market oriented will probably lose out. This study is consistent with Avlonitis
and Gounaris (1999) findings in which they observed that organizations that considered competitive
intensity as market factor found a strong positive relationship between competition and market
orientation. Wood and Bhuian,(1993) concluded that the greater the perceived competition, the greater
the tendency to adopt a market orientation. These findings concurred with Han et al (1998), in which
they observed that organizations in highly competitive environments focus more on learning about
competitors, which is a key aspect of market orientation. Hypotheses 2 and 2c are partly supported in
this study. Thus, Botswana’s small service businesses need to elicit competitive actions in keeping
customers with the company.

CONCLUSION AND RECOMMENDATION

Extant market orientation literature point to the importance of management behaviour and
environmental dynamics in improving levels of market orientation. The limitation of current theory is
the acute paucity into relationship of management behaviours and environmental dynamics among
small service firms in developing economy, most especially in Botswana. This gap in the body of
knowledge is surprising given that broader body of literature attest to the important role internal and
external antecedents’ play in market orientation behaviour and organizational performance
improvement. The findings of this study lead to a number of interesting implications for theorists and
practitioners. As such, this study contributes to empirical verification by explicating management
behaviours and environmental dynamics as critical antecedents of market orientation. The research
findings thus suggest that the scale items captures the construct of market orientation among
Botswanas’ service oriented small business environment effectively.

The study findings generally resonate with the results of Jaworski and Kholi (1993), as well as
Narver and Slater (1990). It also offers one more support for the robustness of Jaworski and Kholi’s
(1993) model. However, a closer look into the results reveals some interesting insights. First, the
influence of top management traits on market orientation is fairly stable across diverse context. All
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replications have been consistent about these relationships (Bhuian, 1998; Kuada & Buatsi, 2005).That
is, top management is a crucial factor for an organization to be market oriented. Second, organizational
factors, both structural and interpersonal, as determinants of market orientation are not completely
decisive. This study found interpersonal conflict and formalization not having any roles in the market
orientation model. Third, environmental factors play a critical role in the market orientation behaviours
of small service firms in Botswana. The findings of this study indicate that higher levels of market
dynamism and competitive intensity tend to result in an increased emphasis on market oriented
behaviours or strategies among small service firms in Botswana.

The findings of this study support the call for more targeted training interventions where
operations are core to the survival of many small businesses. Skills transference by means of training
and outcome-based education, using interactive workshops, which are based on action learning and role
playing, are recommended. As part of government’s initiative to empower and enhance the skills of
small business owners, policies should encourage the development of specific functional skills of which
market orientation behaviour is central to sustainability.

Based on the findings of the study, leadership of Botswana small service firms should stress on
providing the required resources, encouraging the sharing of market based ideas through suggestion
schemes and uplifting employees’ motivation by formal and informal support in order to make their
organizations more market driven. Since interpersonal connectedness reduces employees ‘conflicts and
facilitates the development and sharing of market intelligence. It is therefore advisable for senior
management to promote the culture of open communication and boundarilessness which could foster
organizational effectiveness and sustained competitive edge.

LIMITATION AND FURTHER RESEARCH DIRECTION

From the methodological point of view, the non-probabilistic sample data collection procedure
may impose some limitations to the external validity of the findings. Moreover, since it is a cross-
sectional data, the results might not be interpreted as proof of a causal relationship but rather lending
support for the previous causal scheme. As this study was limited to Botswana, it would be interesting to
conduct cross-cultural studies in the future in different developing countries for comparison purposes.
For future market orientation studies in Botswana, it is suggested that alternative data from
documentary sources such as trade and other publications should be used in addition to subjective or
perceived data. Another research direction is to probe into the difference of research model in large
companies and small and medium sized firms.
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ABSTRACT

Every business model innovation has consequences for business ventures. Business model replication
informs service strategies for scaling-up infrastructure services. Our first-order and second-order themes
are a useful guideline for managers attempting to implement business strategies in low-income
countries. By implementing these themes, business ventures can solve some of the most pressing
problems in low-income countries. In our context, business model innovations create not only new
markets or compete with market conditions leading to poverty penalties and to deficiencies in
affordability, accessibility, acceptance and awareness for services but should be considered from a more
fine-grained and dynamic view. Our emphasis on business model innovation avoids a pure assistance
approach. Our findings are based on qualitative data.

Keywords: Business model; Innovation; East Africa; Services; Inclusive; low-income countries
INTRODUCTION

The discourse on Africa’s low-income segment has changed from talking in terms of “victims and
supplicants for aid” towards being “value conscious consumers and resilient entrepreneurs” (Karnani
2007; Hart & Christensen 2002). This shift has increased the consumption such as mobile phones,
televisions, washing powder, shampoos and so on in the low-income segment (Hammond, Kramer, Katz,
Tran & Walker 2007; London & Hart 2010). However, increasing consumption raises the question of
whether it can improve wellbeing if this segment does not have basic amenities of life such as energy,
sanitation, and water. Too often, such infrastructure services fail for the low-income segment in
quantity and quality (JMP 2012; Massa 2012). The low-income segment either lacks access to energy,
sanitation, and water services or suffers from a poverty penalty, where the low-income consumers pay
multiple times more than their richer counterparts (Acosta, Namsuk, Melzer, Mendoza & Thelen 2011;
Mendoza & Thelen 2011; Prahalad & Hammond 2002).

Recent literature on ‘inclusive’ business models has newly inspired the understanding of
organizations serving the low-income segment (Cooney & Shanks 2010). It is important to understand
how business ventures can succeed and create wellbeing in terms of making energy, sanitation, and
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water markets more inclusive and of helping the low-income segment to lift itself out of poverty. This
article continues with a conceptual foundation of inclusive business model innovations. The article
proceeds with an explanation of our research methodology followed by a presentation of the results.
Finally, we discuss the theoretical, managerial, and social implications, as well as the limitations of the
study.

CONCEPTUAL FOUNDATION OF ‘INCLUSIVE’ BUSINESS MODEL INNOVATION

‘Inclusive’ business models originate from the economic development literature. Business
models address the core logic of an organization and its strategic choices for creating and capturing
value (Demil & Lecocq 2010; Shafer, Smith & Linder 2005). A business model is a set of capabilities that
are configured and continuously developed to enable value creation consistent with ‘inclusive’ growth
criteria. Firms need to identify, locate, and create access to the low-income segment, reframe
constraints, develop necessary capabilities, and enact new business models, which would finally lead to
inclusive growth (George, McGahan & Prabhu 2012).

Business model innovations play a vital role for multinational enterprises (MNEs) which are
interested in tapping business opportunities and serving the previously marginalized low-income
segment (Hart & Christensen 2002; Prahalad 2004). Indigenous firms, or in other words, local service
entities such as micro, small, and medium-sized enterprises (MSMEs) must also be innovative in their
business models, in order to achieve sustainable business growth (Beck, Demirguc-Kunt & Levine 2005;
London & Hart 2004; Yunus, Moingeon & Lehmann-Ortega 2010).

The term ‘inclusive’ is a boundary condition for business model innovations (George et al. 2012).
There are three criteria for ‘inclusiveness’: (i) access to the service, (ii) human development impact, and
(iii) financial viability (Mendoza & Thelen 2008). Improved access means that markets become more
inclusive, if even the lowest-income levels can afford and access services. Income levels range from less
than $5 up to $10 per day income (Hammond et al. 2007; Halme, Lindeman and Linna 2012). Human
development impact means that businesses contribute to such development in terms of economic,
environmental, and social benefits (Norman & MacDonald 2004). For profit-oriented firms, financial
viability means breaking even and, for some firms, even attaining profitability with a competitive rate of
return (Mendoza & Thelen 2008; George, McGahan & Prabhu 2012). For non-profit organizations,
financial viability would mean passing on all savings and profits to expand services.

Business model thinking offers four advantages. Firstly, a business model is a holistic concept,
which integrates social- and profit-oriented motives into consistent, overarching strategic goals (Seelos
& Mair 2007; Thompson & MacMillan 2010; Yunus, Moingeon & Lehmann-Ortega 2010). Firms cannot
succeed in doing business with the low-income segment, if they only attempt to achieve profit-oriented
goals. Social-oriented goals such as creating jobs, improving living conditions or economic
empowerment are equally important. However, there are sometimes inconsistencies among social- and
profit-oriented goals. Non-profit organizations, social businesses, or profit-oriented firms actually
compete with each other in the low-income segment. Business model thinking can integrate social and
profit-oriented goals effectively (Seelos & Mair 2007).

Secondly, business model innovations can create revenue structures that match the volatile
cash-flows (Anderson & Markides 2007). Because customers receive their income on a daily rather than
a weekly or monthly basis, a business model based on a pay-per-use approach is a promising option.
Thirdly, business models can make markets more inclusive for the poor by depicting different value
creation options (Hart & Christensen 2002; London & Hart 2010). Such value creation options can shift
the role of the low-income segment from a passive consumer to being actively involved in value
creation. Typical illustrations would be consumers becoming service delivery partners, distribution
channels, or service promoters (Karnani 2009; London, Anupindi & Sheth 2010).
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Fourthly, business model innovations can overcome resource constraints (Chesbrough, Ahern,
Finn & Guerraz 2006; Yunus et al. 2010), because it considers organizations as integrated into business
ecosystems (Sachnez & Ricart 2010). Typical illustrations of business ecosystem actors refer to NGOs
(non-governmental organizations), local, regional and central governments, and academic partners, as
well as private actors in terms of business associations, donors or other firms (Gradl & Jenkins 2011;
Hammond 2011). Partnerships in the business ecosystem can create shared distribution channels and
novel marketing practices together with NGOs. Governments can be encouraged to invest in common
goods such as education, basic technologies, transportation and so on (Arnould & Mohr 2005; Dahan,
Doh, Oetzel & Yaziji 2010; Gradl & Jenkins 2011). Combing resources through partnerships contributes
to customer awareness and acceptance as well as making services more affordable and more widely
accessible (Vachani & Smith 2008).

Despite the vital role of business model innovations (Sanchez & Ricart 2010; Yunus et al. 2010),
the literature remains relatively silent about how to implement them (Seelos & Mair 2007). The main
focus is on resource scarcity and severe challenges (Halme et al. 2012). Firms face constraints such as an
inability to access raw material or the marketplace, market power imbalances, and problems conducting
secure and consistent transactions (London et al. 2010). Additional external challenges refer to
regulatory failures including with respect to taxes, corrupt practices or institutional failures in creating
sufficient demand or in offering business support services (Sleuwaegen & Goedhuys 2002).

Internal resource scarcity suggests that African MSMEs face deficits when it comes to
management and technical competences (Nichter & Goldmark 2009; Rivera-Santos & Rufin 2010;
Sonobe, Akoten & Otsuka 2012). Some of these firms remain deliberately small, because they belong to
the category of informal firms, which attempt to avoid official registration, tax payments and attempts
at legitimization.

The concept of “bricolage” is a response to resource scarcity and a promising way to innovate
business models (Halme et al. 2012). Bricolage is a bottom-up approach that respects the capabilities
already existing in the low-income segment. Firms improvise in business model innovations by using
capabilities with which they are intimately familiar and recombine them with resources they already
possess (Halme et al. 2012; Baker & Nelson 2005).

Business model innovation (Anderson & Markides 2007; Seelos & Mair 2007) can be synthesized
by three common assumptions. First, business model innovations aim at the creation of markets. It is
not only about new ways of pricing, promoting, partnering, delivering or distributing services. It is mainly
about creation of markets where needs already exist, rather than creating needs in existing markets
(Anderson & Markides 2007; London & Hart 2010). Such a market creation would entail considerable
risks. Thus, it is argued that it is best to start with small investments and, then, once the business model
innovations yield promising results, they should be replicated and scaled-up (Simanis & Hart 2006;
Thompson & MacMillan 2010). As a result, the second assumption is that, to make it less likely that
consumers will not accept the services, firms will attempt to achieve incremental improvement in
customer value. Incremental improvements may be more easily be accepted by consumers, conform to
existing consumer practices and would also need less investment in awareness building (Karnani 2009).
Third, business models are intended to scale-up. As a replication strategy, scaling-up starts with
refinements to business models, followed by stabilizing the model and leveraging through large-scale
replications. Throughout this process, business models and the underlying capabilities become more
and more specialized (Teece 2010). It is assumed that businesses in low-income countries should scale-
up single, highly specialized business models, rather than multiple models. Multiple business models
would divert rare capabilities to too many different strategic directions (Dunford, Plamer, & Benveniste
2010; Winter & Szulanski 2001).
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RESEARCH METHODOLOGY

Given the relatively unexplored nature of business model innovation, we adopt a qualitative
research strategy (Eisenhardt 1989). Our qualitative research attempts to apply constructs of business
model innovation to the context of infrastructure services. We use strategy canvases such as key
partners, key activities, key resources, value propositions, customer relationship management,
marketing and distribution, customer segments, cost and revenue structures for describing business
model elements (Osterwalder & Pigneur 2010).

The strategy canvases are based on capabilities for initiating and implementing innovations in
the business model. Capabilities include employee skills to deliver infrastructure services or
entrepreneurial capabilities for modifying business models (Teece 2010). Such capabilities refer to the
creativity, entrepreneurial alertness and problem-solving skills necessary to modify business models in
response to changes in the business environment. Capabilities are also linked to the various business
model elements. They can, for example, include competencies for service delivery as part of the key
activities, or can refer to the ability to manage distribution activities as part of distribution and
marketing (Teece 2010; Yunus et al. 2010). The barriers and facilitators portray the strategy canvas for
key partners in the business ecosystem. They determine whether or not business models will generate
scale impacts (Georg et al. 2012).

We applied a purposeful sampling approach (Yin 1989), beginning with a search for
organizations such as universities, developing agencies, and donors having access to providers of
infrastructure services. We identified a variety MSMEs. These MSMEs range from non-profit
organizations (e.g. cooperatives, NGOs and so on), social businesses (e.g., social entrepreneurs or joint
ventures between non-profit and for profit), and profit-oriented firms. We subsume all these
organizations under the term business venture, because they intend to accomplish financial viability.

Altogether, our search yielded 12 business ventures, which we investigated in detail. Case
descriptions are listed in Table 1. The primary data for these 12 case studies were collected through
ethnographic method. Such method mixes data collection procedures such as interviews, observations,
and participations in workshops and meetings (Arnould & Mohr 2005, Lindeman, Halme, Kallio, Kourula,
Lima-Toivanen, Korsunova & Peltonen 2010). We collaborated with local researchers, who are socially
embedded in the case study context and were able to accumulate local knowledge. In addition, the
authors also participated in interviews, workshops, and meetings and observed day-to-day business
practices. We also observed and interviewed customers.

All data are then compiled into case study narratives, which describe the business model
innovations (Creswell 2007). Four elements guide the case study development. First, we used a
templating process for compiling the case narratives (London et al. 2010). The template positions the
business model innovations into a chronological sequence. Second, we used transcription and coding
procedures, as outlined in the literature, in the templating process (Strauss & Corbin 1998). Third, two
researchers independently compiled the data into the template. Any discrepancies in the template are
solved through internal discussions. Fourth, to strengthen construct validity, our local partners reviewed
the narratives, and any inaccuracies were discussed with them and changes made accordingly
(Eisenhardt 1989; Yin 1994).

The data analysis commenced with the within-case analysis, so that the researchers could
familiarize themselves with each case (Eisenhardt 1989). We identified the first-order themes in the
narrative descriptions and induced them into second-order themes (Gioia, Price, Hamilton & Thomas
2010). After analyzing the first- and second-order themes for each case, a cross-case analysis
synthesized the findings through the pattern-matching logic (Yin 1994).
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RESULTS: BUSINESS MODEL INNOVATIONS

To avoid two common mistakes in writing-up qualitative data (e.g., “telling about data, but not
showing them” or “showing too much data, and not interpreting it” (Pratt 2009 p. 857), we provide data
descriptions underlying the first-order themes in Table 2. For each first-order theme, we have an
illustration from one or more case studies, but space consideration permits us to show them in detail.
Table 2 shows the structure of the data from detailed first-order themes to provide more general,
researcher-induced second-order themes (Gioia et al. 2010). Various interrelated first-order themes
form a single second-order theme. The second-order themes served as the basis for the subsequent
grounded theory of business model innovations. Various elements of the literature are integrated into
the argumentation line, but we discuss the main theoretical implications in Section 5.

Scale and Scope of Infrastructure Services

Our case analysis reveals that scale (A) and scope (B) are two secondary-order themes, which
describe the outcomes of services. Scope comprises first-order themes such as the heterogeneity (Al)
and complexity of customer benefits (A2). Heterogeneity suggests that improvements in human
development come from simultaneous advancements in the various components of economic,
environmental, and social needs. Low heterogeneity means that services solve single economic,
environmental, and social needs, whereas high heterogeneity is about solving interrelated and
multifaceted economic, environmental, and social needs.

The second first-order theme describes the complexity of components necessary to satisfy the
economic, environmental, and social needs. Low complexity would refer, for example, to in-house
pollution cased by kerosene lamps. Few services are necessary to reduce such in-house pollution.
Reducing pollution cased by insufficient waste disposal would constitute a considerably higher-level
complexity and require intertwined service bundles. Scale of wellbeing describes the number of
beneficiaries reached by the services.
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TABLE 1
Overview of the Business Ventures

92

No Business Organization  Country' Size Main services Main achievements
venture type
1 Association Umbrella Uganda Small Water system improvements Active water connections 34’631 in 2010/11 (+730%
of Private organization of Improvements in operating compared to 2002/03
Water private water efficiency and sustenance of the Total water supplied 3°805°269 m® (+768% compared to
Operators operators water service delivery 2002/03)
Water bill collection efficiency of 86% in 2010/11 (+6%
compared to 2002/03)
2 Barefoot For-profit Kenya / Medium Solar systems designed to meet 3007000 lanterns and lighting kits to the rural poor in across
Power (Smart  social Uganda the needs of households and Africa
Solar) enterprise business Leading distributors of solar power in Kenya
Portable lighting and phone
charging solutions
3 Eco-Fuel Profit-oriented  Uganda Small Recycling of agricultural residue 200 tons of briquettes per year sold for 0.17 $US/kg
Africa (EFA) and municipal waste for the
production of clean cooking fuel
briquettes and bio-char
4 Ecotact Social Kenya Large Ikotoilet - toilet mall concept to 48,000 people per day using Ikotoilets.
business optimize the value of sanitation 45 ikotoilet malls in 10 towns in Kenya
and provide a sound revenue
stream
5 Fuel-efficient  Profit-oriented  Ethiopia Micro Production of improved cooking Over 2 million disseminated stoves in all Ethiopia through
stove stove (less firewood and charcoal  different programs (e.g., AMAREW program in Sekota,
production consumption) Ethiopia, 10 women were trained as a team by the
6 Jellistone Profit-oriented  Uganda Small Agricultural farm residues Current production is just 140 tons per month, but there
Supplier business considerable scope to expand production to 1,060 tons per
Value-added products 1: month from a new briquetting factory and more intensive
Briquette supply to the existing client base
7 Osho Social Ethiopia Small Providing bone char filters to Installation of three community and about 200 household
business reduce fluoride contamination in filters

! Country refers to the country, in which the services are offered not the country where the business venture originates.
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the water filters
Chlorine-based water disinfection
products and services

Installation of toilets, pick-up
service and transporting the
content to a local composting
plant

Composting and producing
nutrient-rich soil

Promote solar energy lighting in
Africa with non-subsidized Solar
Home Systems (SHS).

Manufacturing, distribution, and
sales of solar cooking devices

Baker Stove replaces the
traditional three-stone fire.
Planning, financing, installing,
and maintaining water kiosks in
Kenya

Treated 16 billion liters of water.

Installed base of 175 toilets
Adding three to five toilets per day

1 million people benefit from the installed solar systems
21,580 solar systems

154 village schools received solar light for classes, which
improves the learning conditions for about 150,000 children.
35 health centers were equipped with reliable solar
refrigerators for the cooling of medicines as well as with light
for better physical examination possibilities.

100’000 solar cooking devices

Raising funding for first stove production of 1’000 stoves

Installation of four water systems in Kenya
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Corresponding first-order themes comprise the number of services provided (B1), number of
installations (B2), number of customers (B3), and income level reached (B4). While these themes
qguantify the number of the low-income beneficiaries reached, we could not identify common themes on
how continuously services are used. It remains unclear whether, for example, stoves are used
continuously. Stoves could be abandoned if the income segment can no longer afford the solar power or
pellets. Business ventures were very keen on reporting such information, but they lacked the ability to
obtain it. Such missing information represents a considerable drawback, which we discuss in Section 5.

Business Model Innovations

As depicted in Table 2, the data analysis reveals five second-order themes on business model
innovations: (C) incremental business model innovation, (D) radical business model innovation, (E)
business model customization, (F) business model diversification, and (G) business model replication.
These second-order themes reflect innovation activities in the business model, which were consistent
across a certain number of case studies.

Incremental business model innovation. Incremental business model innovation (C) is the first
second-order theme on business model innovations. It comprises the following first-order themes: (C1)
small and step-wise investments in business model pilots, (C2) co-designing services with the low-
income segment, and (C3) development of network partnerships. Incremental business model
innovations start by defining promising ideas and exploring them in pilot studies. Pilot studies are
conducted in close collaboration with selected communities. Within the co-design activities, the
business ventures uses observation and interview techniques to better understand consumer needs.

These techniques facilitate assimilative learning (Todorova & Durisin 2007), in which business
ventures acquire knowledge on consumer needs and then integrate this knowledge into the service
innovation process. Assimilation means that managers learn about the needs, but cognitive structures of
how the management perceives the low-income segment are not affected. Managers do not change
their general perception on needs among the low-income consumers. This leads mostly to ideas, which
improve customer value incrementally and fit into the managerial cognitive perception of low-income
consumers. lllustrations refer to substituting kerosene with biomass stoves or improving firewood
efficiency in cooking stoves. Incremental improvements are achieved by new services, which consist of
new or modified service attributes.

Such incremental improvements correspond to the argument that financial commitments to
innovation in low-income countries should start with small investments and be scaled-up once they
show promising results (Simanis & Hart 2006). Incrementally improved services require only small
changes in consumer behavior, which would avoid some of the barriers to consumer awareness and
acceptance.

Developing networks with educational partners and social networks within the pilot
communities address the remaining barriers. Educational partners support business ventures to develop
‘hard-fact-based’ networks, through which they leverage the educational efforts for creating awareness
at moderate cost. In addition, business ventures use ‘soft-fact-based’ partnerships leveraging social and
community networks by tapping into the promotional power which opinion leaders or community
members might have.

‘Soft-fact-based’ networks have a positive impact on co-design effort and support the
acceptance of the new services. They lay the foundation for a more participatory approach in which the
communities share insights into their social structures, needs, and preferences (London & Hart 2004).
This participatory approach goes beyond adapting pre-existing solutions to local requirements. The
participatory approach is more about adding local content to the service design, and proceeds through
the above-mentioned assimilative learning. Participants are open to letting new service ideas emerge.
Adding such content is very valuable for increasing the affordability and acceptance of the newly
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developed service and its attributes. However, as pointed out above, it normally leads to services which
create incremental improvements in the customer value.

The first-order theme on developing network partnerships (C3) is shared between incremental
and radical business model innovation. Thus, we do not discuss it in the next section.
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TABLE 2
Business Ventures and Business Model Innovations: X — Observed, (X) Partly Observed

Number of the business venture

Secondary-order First-order themes 1 2 3 4 5 6 7 8 9 10 11 12 13

themes

(C) Incremental (C1) small and step-wise investments in business model

business model pilots

innovation (C2) co-designing services with the low-income segment X X X X X X X X X X X
(C3) development of network partnerships

(D) Radical (D1) resource commitments to achieve radical leaps in

business model customer value, radical business model innovations are

innovation formed by following additional first-order themes

(D2) decomposing market structures

(D3) decomposing consumer needs, and

(D4) the creative configuration of these decomposed
structures and preferences

(E) Business model  (E1) appropriate position of transformative services in the
customization various income levels,
(E2) adapting the ‘core’ business model to customer
segments, and
(E3) local embeddedness

X X X (X)) X X X X X

(F) Business model  (F1) increasing the share of wallet with existing customers
diversification (F2) leveraging existing competencies into new customer
segments
(F3) leveraging existing competencies into new markets X X X) X
(F4) building new competencies for creating new markets
(F5) business models designed as modular subsystems

(G) Business model  (G1) access to additional financial resources, (G2) cost

replication reduction until operational costs are covered by daily
revenues X X xX)y X X X X)) X X X
(G3) securing financial transactions
(G4) continuing the business model innovations
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Radical business model innovation. Radical business model innovation (D) is the next second-
order theme. It is an alternative to the incremental business model innovation and departs from the
assumption to start with small investments and then potentially scale-up promising investments
(Simanis and Hart 2006). It also reconsiders the common assumption to avoid excessive and
fundamental changes in consumer behaviors. Radical business model innovations require higher initial
resource commitments. They aim at achieving a radical leap in customer value, which involves major
changes in consumer practices.

Besides the resource commitments to achieve radical leaps in customer value (D1), radical
business model innovations are formed by following additional first-order themes: (D2) decomposing
market structures, (D3) decomposing consumer needs, and (D4) the creative configuration of these
decomposed structures and preferences. Business ventures achieving more radical business innovations
tend to commit more resources to the exploration of different strategic directions for business model
innovation (D1). The investments do not necessarily entail only more financial resources, but are also
about more human resources, a greater commitment to work with local partners, or the establishment
of longer payback periods. Decomposing market structures depends on management motivation to
consider this market structure as endogenous, which can be shaped actively through more radical
innovation activities (Jaworski, Kohli & Sahay 2000).

Given the difficult conditions in the low-income segment, sustaining such motivation is far from
easy. Because informality, a lack of institutional support, or corruption are all part of the market
realities, managers often assume these conditions as exogenous constraints.

Decomposing consumer needs depends on managers’ cognitive ability to explore hidden, less
obvious and latent consumer needs and preferences. It is less about formalizing needs and service
attributes. It is more about learning from consumer narratives on their experiences in the evaluation,
purchase, and use of services. Narratives on consumer experiences are not restricted to individuals, but
are rather integrated into family, group, and community experiences. Gaining a deep understanding of
latent customer needs and preferences is largely about exploring social networks and discovering
interactions between experiences of individuals, families, social groups, and communities.
Transformational learning decomposes not only customer needs, but also changes the existing cognitive
structures of managers (Todorova & Durisin 2007).

Transformational learning enhances the configuration of market structures and consumer
preferences into radically new services. The configuration may be achieved by adding or eliminating
knowledge on market structures and customer needs, or by interpreting and combining this knowledge
in innovative ways (Camison & Fores 2010). The cognitive abilities of teams decomposing the market
structures and consumer preferences benefit from different gender, types of experience, knowledge
backgrounds, job roles, and so on. The actual role of consumers is somehow limited in such a new
configuration of market structures and consumer needs. It is, of course, very important to let them
participate in the innovation process. Business ventures have to observe and interview these
consumers, and discuss their new ideas with them. However, these consumers will not be the ones
expressing the radically new ideas, which create a leap in customer value. Radical innovations come
from experienced teams in the business venture, which transform their insights into market structures
and needs into innovative solutions.

Both the incremental and radical business model innovations create a ‘core’ business model,
which is preceded by business model customization (4.2.3) and/or business model diversification (4.2.4).
Business model customization. The third second-order theme is about business model customization
(E). The basic idea is that the ‘core’ business model is customized according to the specific customer
segments. Business model customization covers three first-order themes: (E1) appropriate position of
infrastructure services in the various income levels, (E2) adapting the ‘core’ business model to customer
segments, and (E3) local embeddedness.
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Local embeddedness is a result of the ‘soft-fact-based’ networks (London & Hart 2004: 164)
described local embeddedness as “social embeddedness” or “native capability” and define it as “... the
ability to create a web of trusted connections with a diversity of organizations and institutions, generate
bottom up development, and understand, leverage, and build on the existing social infrastructure.” It is
about creating trust and reputation at the individual and community levels. Local embeddedness is a
pre-condition for (E1), the appropriate position of services in the various income levels and (E2) adapting
business models to customer segments.

Repositioning services according to income levels means that business model innovations need
to reconsider the actual target customers. Income and education levels are often assumed to be low and
very similar. However, there is in fact a broad variety within the low-income segment (Karnani 2009;
Rangan, Chu & Petkoski 2011). There are sub-segments with higher, less volatile income and advanced
competence levels, as well as sub-segments with very low, highly volatile income and limited skills
(Dawar & Chattopadhyay 2002; Mendoza & Thelen 2008).

Energy, sanitation, or water services should be promoted initially to a skilled income sub-
segment with a moderate and, most importantly, relatively stable income. This avoids the services
becoming a symbol for poverty. Because people derive preferences not just from their own
consumption, but also from comparison with others in the community. If transformative services are
accepted by more sophisticated consumers, more vulnerable ones also adapt their preference
structures (Karnani 2009).

Business ventures adapt their business models to different customer segments (E2). Again,
intimate knowledge on individual consumer habits, needs, and preferences are an important pre-
condition for adaptation. A completely successful customization requires not change to one single
strategy canvases such as payment mechanisms, but rather to all of them (e.g., key partners, key
activities, key resources, value proposition, customer relationship management, marketing &
distribution, customers, cost and revenue structures). Business ventures must ensure that these strategy
canvases are not only customized to each segment, but remain manageable across different segments.
Business ventures have, for example, to think about whether a dedicated sales and delivery process for
each segment or a more general sales and delivery process, is most suitable.

Business model diversification. Business model diversification (F) represents the fourth second-
order theme. Business model diversification comprises five first-order themes: (F1) increasing the share
of wallet with existing customers, (F2) leveraging existing competencies into new customer segments,
(F3) leveraging existing competencies into new markets, (F4) building new competencies for creating
new markets, and (F5) business models designed as modular subsystems. The first four themes are close
to traditional market development and diversification strategies (e.g., Ansoff 1965). They describe the
creation of and/or diversification into new ‘core’ business models. Increasing the share of wallet (F1),
leveraging existing competencies into new types of customers (F2), and leveraging existing
competencies into new markets (F3), exploits the resources the business ventures have ‘on hand’.
Building new competencies for the creation of new markets (F4) is about a purposeful development of
resources and capabilities for entering a new market. The fifth theme on modular business model design
(F5) describes the principle for integrating these ‘core’ business models into an overarching and more
complex business model.

Increasing the share of wallet deals with extending the service offering for existing customers.
Trust, reputation, and image are not restricted to the individual consumer, but can be also exploited at a
community level. Additional revenue streams are the main reasons for these four themes, but the
business models differ in the way they can be integrated into the initial ‘core’ business model and with
regard to current risks. Business models for increasing the share of wallet with existing customers (F1)
and leveraging existing competencies into new types of customers (F2) supplement the ‘core’ business
logic and entail relatively low risks. Leveraging existing competencies into new markets (F3) or even
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building new competencies for new markets (F4) represent very different ‘core’ business logics and are
very risky investments.

For example, operating sanitation services entails a continuous demand, a large number of
customers, and should create stable revenues. Selling fertilizers or organic compost means that demand
is very seasonal, prices fluctuate, high upfront investments are necessary, and there are direct
competitors and complex distribution channels. Such markets present various barriers, making market
entry particularly risky. Tapping into these markets (F3 and F4) would require new business models and
new business logics.

Business ventures face the challenge of integrating such diverse business models into each other
(F5). Our results suggest that the designing business models should lead to modular subsystems. If
business ventures succeed in designing modular business models and business model elements, they
can create complex business models, which cover a high scope of wellbeing considerations. A complex
and overarching business model is less likely to be achieved if individual business models are
interrelated and have to be combined simultaneously. Business ventures should, for example, clearly
separate the costs of executing their ‘core’ business model and investments with respect to exploration
of new business opportunities. It is much more favorable if the business models are considered as
modular subsystems. In this case, the success of the diversified and complex business models does not
hinge upon the chance event that all necessary modules emerge simultaneously in the right
combination. There is an opportunity for business ventures to assemble emerging business model
modules into a new overarching model that comprehensively serves the low-income segment and
achieves a high scope in terms of wellbeing.

Business model replication. Business model customization and/or business model diversification
are preceded by business model replication, which drives business growth in services. The second-order
theme on business model replication is about sustaining initial successes and scaling-up services.
Business model replication (G) consists of four first-order themes: (G1) access to additional financial
resources, (G2) cost reduction until operational costs are covered by daily revenues, (G3) securing
financial transactions, and (G4) continuing the business model innovations.

To finance business growth, business ventures have to gain access to additional financial
resources (G1). These resources entail support from donors and developing agencies as in the case of
OSHO, support through government subsidies, or investors providing patient capital or capital
investments. Securing access to such financial resources helps to push an early initiation of the business
ventures, but cannot necessarily create economically viable business growth. Self-financed growth is
argued to be a critical aspect of business model replication and of economic and societal performance.

To achieve self-financed business growth, business ventures have to significantly reduce their
operational costs (G2). If the reduction reaches daily revenue levels, business ventures can create an
important tipping point in business growth. As suggested by TRUNZ WATER, increasing the installed base
of water kiosks reduced the operational costs. Revenues can be secured (G3) by establishing small, but
very frequent transactions. Pay-per-use systems, as in the case of pre-payments for water or energy
service. Mobile phone and payment systems play a key role in managing small transactions and
monitoring payments.

Mobile payment offers an important additional advantage, because it significantly reduces
indirect costs. In our business ventures, cost ratios between direct and indirect costs are initially about 1
to 1. Direct costs for developing, selling, and delivering services can only be reduced through substantial
productivity gains. Achieving this is reportedly very difficult, and most productivity enhancements are
absorbed by increases in labor costs. Significant cost reductions could only be achieved for indirect
costs. Mobile payments can easily be used for electronic accounting systems, which substitute paper-
based and work-intensive accounting activities, thus reducing indirect costs significantly.

99



Best Paper Proceedings 2" Biennial Conference — Africa Academy of Management

Business model replication does not suggest that the model is completely ‘frozen’ and then
leveraged through large-scale replication (Winter and Szulanski 2001). The business ventures replicate
only the business model elements that are truly replicable and add value. These replicable and value-
added business model elements are continuously modified in the replication process. Unfortunately,
business model elements such as local embeddedness add value, but are very difficult to replicate. For
example, ECOTACT’s business model element on Built-Operate of public toilet facilities was modified
into a Built-Operate-Transfer (BOT) model. Transfer was a new additional element, which creates not
only additional value, but also made it easier to achieve the local embeddedness. The BOT model was
later designed as a micro-franchising model, in which communities were asked to contribute to setting-
up the public toilet facility and encouraged to benefit from transferring it into the community
ownership.

Such continuous business model modifications aim to improve replicable elements, but also to
find solutions for less replicable elements such as local embeddedness. ECOTACT’s micro-franchising
approach led to self-selection among the targeted local communities. Because local communities have
to invest in terms of land and labor resources for building the facilities, only interested communities
wish to partner with ECOTACT. The need to achieve local embeddedness becomes easier in such a
setting and replication process can be accelerated.

Relationship Between Outcomes and Business Model Innovations

Figure 1 depicts the scale and scope of wellbeing for each business venture. Table 2 shows the
business model innovations observed by each business venture. The combination of scale and scope and
business model innovations suggests the existence of different groups. Some business ventures achieve
a high scale and narrow scope by applying a sequence of incremental business model innovation,
business model customization, and replication.

FIGURE 1
Business Ventures and Scale and Scope as Performance Outcome
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Other business ventures achieve the opposite, with a low scale and high scope. Business
ventures followed the sequence of radical business model innovations, business model customization
and diversification. Business model replication is still in its early stages. Few business ventures are
positioned somewhere in moderate scale and scope and a mix of all five business model innovations.
Eco-Fuel and Jellistones differ and yield a narrow scope and low scale, as well as incremental business
model innovation and very early stages of business model customization.

DISCUSSION

Theoretical Contribution

Business model innovations are currently being discussed either as business-model-innovation
under competition, or as business model innovations for creating new markets (Kim & Mauborgne 2004;
Teece 2010). In our context, business model innovations create not only new markets or compete with
market conditions leading to poverty penalties and to deficiencies in affordability, accessibility,
acceptance and awareness for services (Anderson & Markides 2007; Mendoza & Thelen 2008), but
should be considered from a more fine-grained and dynamic view.

More fine-grained view means, on the one hand, that our first-order themes reproduce key
business strategy success factors for the low-income segment (e.g., overcoming financial and production
constraints, collaborating with non-traditional partners, co-inventing customer solutions, and building
local capacity) (e.g., London & Hart 2004; London et al. 2010; Mendoza & Thelen 2011; Schuster &
Holtbriigge 2012). On the other hand, we confirm some of the assumptions of business model
innovations. All five business model innovations are intertwined with a fundamental re-
conceptualization of business model elements and with the creation of markets. Market creation is
specifically important for radical business model innovation and business model diversification. While
these two innovations are in line with the first assumption, they depart from the others. Radical
business model innovations aim at quantum leaps in customer value rather than incremental value
improvements. Business model diversification aims at building up complex business models addressing a
comprehensive scope of wellbeing. This is not about scaling-up a single more and more specialized
business model in order to avoid the diversion of rare capabilities. On the contrary, business model
diversification involved going in different strategic directions and developing multiple and modular
business models, which can be integrated into each other (Dunford et al. 2010; Winter & Szulanski
2001). These business model diversifications and replications take place successfully even in the context
of scarce resources and capabilities. The benefits from securing additional revenues outweigh the
potential risk of diverting rare capabilities into too many strategic directions.

The groups and the dynamic of business model innovations can be interpreted in a way that
incremental business model innovations are mostly preceded by business model customization and
replications. Such a sequence is most suitable for achieving substantial wellbeing. Radical business
model innovations are highly intertwined with business model diversification. Radical innovations not
only become customized, but business ventures seem to diversify simultaneously from a single ‘core’
into multiple business models. Customization and diversification are followed by business model
replication. Such a sequence of business model innovation allows business ventures to depart from
focusing purely on the scale of wellbeing. This sequence is a promising direction for increasing the scope
of wellbeing. Succeeding in the replication process of these radical, diversified, and customized business
model of course also offer the potential to enhance scale. Because replication processes might be more
multifaceted, growth trajectories from a comprehensive scope towards high scale might be less steep
than from a narrow scope to high scale.

Every business model innovation has consequences for business ventures. For example,
business model diversification leads to a bundle of services. It is a promising way of building more
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complex business models, service bundles, and comprehensive solutions, which address higher scope of
wellbeing. Business model replication informs service strategies for scaling-up infrastructure services. It
is important to understand how a ‘core’ business model can then be transferred into a template, which
can be replicated into different regions (Winter & Szulanski 2001). Comparing incremental and radical
business model innovations suggests that the latter are more likely to be used continuously. Incremental
business model innovations can reach many consumers, but entail the risk that few use the service
continuously. Most customers might abandon the service rather quickly. Radical business model
innovations creating a leap in customer value are more likely to be sustainable.

Scale and scope, as two separate outcomes, might indicate alternative ways to classify
performance measures for business ventures serving the low-income segment. Empirically, we expand
‘inclusive’ business model innovation in the direction of infrastructure services provided to the huge and
often disenfranchised low-income segment.

Managerial and Social Implications

Our first-order and second-order themes are a useful guideline for managers attempting to
implement business strategies in low-income countries. By implementing these themes, business
ventures can solve some of the most pressing problems in low-income countries. These problems are
associated with the millennium development goals (e.g., poverty alleviation, access to improved
sanitation and so on) (UNDP 2010). For example, there are still about two and a half billion people who
do not have access to improved sanitation. More radical sanitation business models, which create leaps
in customer value, a better understanding of how such business models have to be customized and
diversified, and, finally, can be replicated, could inspire new and promising ways of sanitizing the low-
income segment. Similar positive social implications can be derived for the energy and water sectors.

Our emphasis on business model innovation avoids a pure assistance approach. Instead, the
low-income segment plays an active role in the businesses as consumers, producers, distributors,
promoters, entrepreneurs, or innovators. We hope that our findings will stimulate more formalized
management education on business model innovations in MSMEs serving the low-income segment.
Such education is not only necessary for managers, but also in academia, in which disciplines such as
business innovation and economic development should collaborate more closely with each other.

Limitations and Future Research Opportunities

Our findings are based on qualitative data with limited transferability and verifiability. The first-
order order themes are not intended to be exhaustive. There may also be additional business model
innovations such as strategic renewals, which might occur once business ventures have reached a
certain level of maturity (Barr, Stimpert & Huff 1992).

Future research could deepen the perspective on the first-order themes and explore additional
business model innovations. Another promising research direction is the concentration on one business
model innovation. For example, understanding the detailed cognitive abilities for radical business model
innovation or the criteria for integrating modular business models into complex business models would
constitute interesting research areas. Overall, the direction, in which business ventures and business
model innovations are reshaping the landscape in the low-income segment, is a fertile area for future
research.
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ABSTRACT

This paper examines the relationship between strategic capabilities and firm performance in women
owned enterprises. The study was motivated by the need to gain an understanding on the determinants
of performance in women owned enterprises. The study revealed that strategic capabilities have a
significant effect on the overall performance. Further IT capabilities and Technological capabilities had a
positive and the most significant effect on performance. The study recommends that the capacity of
women entrepreneurs be enhanced to ensure that they are able to build on their capabilities
particularly technological capabilities. Policy makers should initiate programmes for entrepreneurship
developments that are more focused on building strategic capabilities of women entrepreneurs.

Keywords: strategic, capabilities, entrepreneurship, firm, performance.

INTRODUCTION

A lot of research on women entrepreneurship has mainly focused on individual characteristics
and gender-specific barriers to entrepreneurship as predictors of firm performance (Catley & Hamilton,
1997). These studies have focused on the characteristics, motivations for starting business, and
challenges for women entrepreneurs. Relatively few studies have focused on the strategy and structure
of women owned enterprises (Brush, 1992). Mukhtar (2002) notes that gender related research on the
whole has not been able to keep pace with changes in the small firms sector especially in terms of
studying management characteristics, structures and strategies employed by women business owners.
Additionally, Carter and Allen (1997), in their study, on size determinants of women-owned businesses,
note that women should not be considered as a homogenous group. Stevenson (1990) supports this
view and notes that as women entrepreneurs are not a homogenous group; efforts should be made to
develop typologies that take into consideration their diversity. Women entrepreneurs may have
different access to resources and capabilities that influences their firm performance.

This paper therefore attempts to fill this gap by extending the research on women
entrepreneurs beyond the examination of the link between gender and entrepreneurial characteristics.
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Gundry and Welsh (2007) note that there is need to focus not only on gender based differences relating
to the entrepreneurial experience but also focus on understanding the women entrepreneurs whose
businesses may be differentiated by size, industry, strategic intent and firm performance. Furthermore,
most of the research has focused on women entrepreneurs in developed countries (Lerner, Brush, &
Hisrich, 1997). Limited knowledge exists on women entrepreneurs in developing countries (Komunte,
Rwashana & Nabukenya, 2012; Idris, 2009). There are a few studies done outside Europe, North America
and Asia with most being in Europe and North America. The emergence of South America and Africa
means there is need for strategic actions of women entrepreneurs in these emerging economies.

Firm Performance

The performance of women owned businesses has become an important area of concern for
policy makers and a subject for much academic debate. The concern has been the underperformance of
women owned businesses. Studies have revealed that women owned firms are more likely to close and
have lower levels of sales, profits and employment (Kallenburg & Leicht, 1991; Rosa, Carter & Hamilton,
1996). Relatively very little is known about why the women owned firms underperform (Fairlie & Robb,
2009). Previous studies on differences in firm performance by gender found that financial capital,
education and work experience may be important factors. Another view from research is that women
access different business and investment social networks from men, which could affect their outcomes
(Brush et al., 2004).

To identify the underlying causes of this phenomenon, this study explored the determinants of
firm performance in women owned entrepreneurial ventures from a strategic management perspective.
In the recent years the Resource Based View has emerged as a popular perspective for explaining
performance (Newbert, 2007). Relying on the traditional strategic management construct of distinctive
competence the RBV suggests that the relative performance of a firm is rooted in the firms’ strategic
resources (Barney, 1991). Dynamic capabilities framework has been proposed as an extension of the
resource based view (RBV) of the firm (Barney, 1991; Barreto, 2010). This was proposed by Teece and
Pisano (1994) to address the shortcoming of the RBV. Teece et al., (1997:516) defined dynamic
capabilities as “...the firms’ ability to integrate, build and reconfigure internal and external competencies
to address rapidly changing environments.” This means they considered resources as capabilities that
are built in firms from internal and external competencies. In essence they refer capabilities to a firm’s
skill at effectively coordinating its resources for the purpose of achieving a particular end result (Helfat &
Peteraf, 2003). In other words, resources are the source of firms’ capabilities and capabilities refer to a
firm’s ability to bring these resources together and deploy them advantageously (Collins & Montgomery,
1995). Capabilities also differ from resources as they cannot be given a monetary value as can tangible
resources as equipment. The firms are operating within a dynamic context and these capabilities are
embedded in organization (Dierickx & Cool, 1989).

Every organization possesses its own capabilities that enable it to perform the activities
necessary to produce its products and services. More successful firms conceivably have capabilities that
help them perform their activities better. These capabilities have been termed distinctive competencies
or strategic capabilities and generally refer to the unique skills and activities that a firm can do better
than rival firms (Selznick, 1957; Lado, Boyd & Weright, 1992). In this study therefore, Strategic
capabilities are defined as “complex bundles of skills and accumulated knowledge that enables firms to
coordinate activities and make use of their resources” (Day, 1990: 38) to create economic value and
achieve and maintain better performance. (Desarbo, et al., 2005:49). Research has shown that strategic
capabilities are critical to the success of a business. It is posited in this study that the strategic
capabilities of women owned entrepreneurial ventures could explain firm performance.
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Strategic Capabilities and Firm Performance

Desarbo et al. (2005) have identified the dimensions of strategic capabilities in firms as;
marketing capabilities, market-sensing capabilities, technology capabilities, information technology
capabilities and management capabilities. Based on earlier works by Selznick (1957), Miles and Snow
(1978), Snow and Hrebriank (1980) and recently Desarbo et al. (2005) and Song et al. (2008), it is noted
that strategic capabilities are formed within functional areas such as marketing, technology,
management among others. Their results showed significant relationships among business level
strategies, functional activities and performance (Hitt & Ireland, 1985, p.273). Desarbo et al. (2005, p.49)
suggest that technological capabilities; are capabilities concerned with the production of goods, logistics
that allow the firm to either differentiate its product or keep costs down. Market sensing capabilities are
concerned with customers and channels, and connecting to the changing customer needs that is;
sensing market trends. Marketing capabilities include skills in segmentation, target-pricing advertising,
that enable the firm to implement effective marketing programmes. Information technology capabilities
are those that help the firm diffuse market information effectively across all relevant functional areas.
Management capabilities are those that support all the other capabilities including human resource
management, financial management and others. These are the categories of capabilities that are
common to many organizations and that have been identified and used in prior research (Day, 1994;
Desarbo et al., 2005; Song et al., 2008). All organizations may not have these capabilities (Day &
Nedungandi, 1994; Day & Wensley, 1988; Song et al., 2008) but how organizations develop these
capabilities within their businesses would explain the differentials in performance.

Strategic Capabilities in Women Owned Entrepreneurial Ventures and Firm Performance

Loscocco and Robbinson (1991), found in their analyses that women owned businesses are
concentrated in traditional female-typed fields; retail trade and service sector with men concentrating in
the manufacturing, construction and high technology fields. Cjeka and Eagly (1999), attribute these to
gender stereotyping. In their study, they examined the role of gender stereotypes and found that to the
extent that occupations were female dominated, feminine personality or physical attributes were
thought more essential for success and women would be expected to do well; to the extent that
occupations were male dominated, masculine personality or physical attributes were thought more
essential and it was expected that men would do well in these fields.

In the context of this study therefore, where a particular sector of industry required feminine
personality, feminine physical and cognitive attributes such as affectionate, nurturing, cooperative,
imaginative artistic among others then it was expected that a woman entrepreneur would perform
better because of the gender industry fit. This is because it is posited that the gender—industry fit would
enable the inherent capabilities in the owner of the venture to be used effectively to accomplish the
tasks at hand. For example a male mechanic is perceived to have the physical strength needed to haul
machines and technical ability to operate the engines. A woman in the same capacity is perceived as not
physically strong to haul machines and so may struggle to accomplish the same task. However with the
changes in the society it has been seen that the clear dichotomy is blurred (Eagly & Wood, 2002).
Women for example are venturing into the manufacturing sector (Bates, 2002; Cliff, 1998). However to
an extent, the dichotomy still exists with more men being in the manufacturing sector and women in the
service sector. In Kenya for example, the 1999 central bureau of statistics survey of entrepreneurs,
found that women outnumbered men in service (55.7%) while men outnumbered women in
manufacturing, (65.7%) and construction (91.2%) (Central Bureau of Statistics, 1999). This choice also, as
expected, influenced profitability of the enterprises. Women-owned enterprises generated less revenue
than those owned by men, which earned 74% more (Munyua & Mureithi, 2008). From this Social theory
perspective, the dimensions of strategic capabilities of women owned entrepreneurial ventures are
outlined and discussed hereunder;
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Market- Linking Capabilities and Firm Performance

Market linking capabilities refer to focused market sensing and linking outside the organization
(Desarbo et al., 2005). Many scholars have noted that, the ability of a firm to sense and seize market
opportunities and to readjust their resources accordingly have significant effects on performance (Day,
2000; Eisenhardt & Martin 2000; Teece, Pisano & Shuen, 1997; Zahra, Sapienza & Davidsson, 2006; Zott,
2003). The main idea of this capability is to develop market intelligence pertaining to what the needs of
customers currently are, what they may need in the future, dissemination of this information within the
organization and being responsive to it (Kohli, Jaworski & Kumar, 1993). All organizations need well-
developed market-linking capabilities. This will help them to quickly anticipate changes in the market
and their customers’ needs, track changes in customer needs and competitive behaviour. Enterprises
that are able to do this will perform better (Jaworski & Kohli, 1993; Slater & Narve, 2000). Reijonen and
Kompula (2010) in their study of SMEs in Finland found that customer orientation and market
intelligence were important success factors in the performance of SMEs. The capability to link with
customers has been associated with the female gender. Women are nurturers and good communicators
and therefore are expected to have strong market linking capabilities.

Technological Capabilities and Firm Performance

Technology refers to physical resources including plant, machinery, equipment and tools that
are possessed by the firm (Grant, 1995). Porter (1985) notes that technology can impact firm
performance. It has an important role in determining a firm’s relative cost position or success in
differentiation. Technology can affect several value-creating activities in the firm. Technological
capability is the ability to use the technological resources to create value. A technological capability has
been defined as “the ability to perform any relevant technical function or volume activity within the firm
including the ability to develop new products and processes and to operate facilities effectively” (Teece
et al.,, 1997:521). A firm’s technological capability is considered a strategic resource enabling the firms
to achieve competitive advantage. Technological capabilities involve manufacturing processes,
technology, new product development, production facilities, and forecasting of technological change in
the industry. The aim is to improve production process efficiency, reduce costs of production, have
greater consistency in delivery and in essence have greater competitiveness (Day, 1994; Desarbo et al.,
2005). This capability is important for firms that are in unstable and dynamic environments, especially
those marked by rapid technological changes such as biotechnology, medical care and others (Song et
al., 2008). Teece et al. (1997) notes that firms with superior technological capability can secure greater
efficiency gains by pioneering process innovations achieve differentiation by innovating products in
response to the changing market and hence improve competitiveness. Ortega (2009) found that
technological capabilities had a positive influence on performance in that it enhances the relationships
between quality orientation and performance and cost orientation and performance. Technological
capability in as much as it is important in all types of businesses, has greater relevance in the
manufacturing sector, as this sector is more involved in the production of goods. Women traditionally
are not found in the manufacturing sector nor are they perceived to be good in technology. It is
perceived that the manufacturing sector and the related needed capability to manage such a venture is
more suited to the male gender role than female. Most of women are associated with the service
industry.

Marketing Capabilities and Firm Performance

Marketing capabilities include skills in segmenting and targeting markets, in advertising and
pricing and in integrating marketing activities (Desarbo et al., 2005: Song et al.,, 2008). Marketing
activities would include market planning, revenue forecasting, and allocation of resources and control of
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marketing activities. The idea is to enable the organization to communicate its products’ unique
advantages so as to attain customer satisfaction and loyalty, which will ultimately improve
competitiveness. Studies on the marketing practices of small businesses especially women owned
enterprises have been few. One study by Blankson and Omar (2002) found that in most firms exists a
patchy market orientation framework characterized by informal marketing deliberations (Mankelow &
Merrilees, 2001). They note that in small businesses, marketing activities are informal and unplanned
and rely on intuition and energy of the entrepreneur. Another study by Van Auken et al., (1994) did an
empirical analysis of advertising by 121 women owned enterprises and found that women
entrepreneurs tended to greatly use referrals, community events, telephone directory and fliers than a
general sample of small business owners. They attributed this to differences in women’s communication
style and the value women place on personal forms of communication. Van Auken et al. (1994) also note
that women entrepreneurs tend to use the same advertising methods they used as they started their
businesses through the continuing years. This is attributed to probably limited advertising budgets that
constraints them from trying other advertising methods. Another reason could be that personality traits
of many women entrepreneurs such as low propensity for risk taking would make them not try out new
ways hence hampering their ability to reach out far to their customers. The researchers also note that
the preoccupations with day-to-day operations may prevent others from using formalized marketing
planning procedures to guide their business operations. It is thus expected that since marketing
capability is more associated with the male gender role it would not have a significant effect on firm
performance in women owned enterprises.

Information Technology Capabilities and Firm Performance

Information technology (IT) is a term that encompasses all forms of technology used to create,
store, exchange and utilize information in its various forms including business data. IT capabilities
facilitate internal communication and cross-functional integration in firms (Song et al., 2008). A firm
with better IT capabilities will perform better and have greater organizational success (Nevo & Wade,
2010). This is so especially if IT is used creatively to deliver superior value to the customer (Peltier,
Schibrowsky & Zhao, 2009). Studies have shown that using IT creatively enhances performance and also
ensures better cross functional transmission leading to more successful new products and generally
improved competitiveness (Song et al., 2008; Bharadwaj, 2000; Bharadwaj & Konsynski, 1999; Dehning
& Stratopoulos, 2003). This is much more important for small businesses that must be efficient with
their limited resources. Celuch and Murphy (2010) in their study found that small businesses could
improve their strategic flexibility through the use of Internet that facilitates communication and also
through aligning IT to the firms’ market orientation. The Internet has the market-sensing capability that
can help a firm manage customer and competitor’s information and also manage internal activities thus
enabling better performance. Since this capability has both the communication aspect that is perceived
to fit the female gender role and the technical bit that fits with the male gender role, it is expected that
the effect of IT capabilities on firm performance in women owned business would not be great.

Management Capabilities and Firm Performance

Management in all business areas and human organization activity is the act of getting people
together to accomplish desired goals and objectives. Management involves planning, organizing,
staffing, leading or directing, and controlling an organization for the purpose of accomplishing a goal. It
requires the ability to develop programs, prepare budgets, evaluate performance and perform the tasks
necessary to implement the firms’ strategy (Chandler & Jensen 1992). Management capability involves
competence in three areas; ability to coordinate all the firms’ activities, ability to work, understand and
motivate people, and the ability to build a power base and establish the right connections (Chandler &
Jensen, 1992). Managerial capabilities as outlined by Desarbo et al., (2005) include the ability to
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integrate logistic systems, control costs, manage financial and human resources, forecast revenues and
manage market planning. Women use relational management styles whereas men use transactional
management styles (Buttner, 2001; Idris, 2009). The relational dimension of their style of management
is associated with the transformational leadership style that includes collaboration, mutual
empowerment, sharing of information, nurturing and empowerment in the management of the business
(Eagly, 2007; Podsakoff et al., 1990). These characteristics are different from men and has been
demonstrated that they significantly are more beneficial to long-term business success (Hefferman,
2003). The women’s social ability and empathy imply a better performance of business created by and
run by women because of their ability to communicate better with employees, suppliers and customers
(Teoh & Chong, 2007). Transformational leadership style has been associated with effectiveness.
Women entrepreneurs generally have been found to make decisions not based on planning. Mukhtar
(2002) notes that, women entrepreneurs rely on intuition not only when making key decisions within
their businesses but also in the manner in which they structure and run their businesses. This can be a
hindrance to their management success. Powell and Ansic (1997) also found that women adopt different
strategies in financial decision environment and that they have a lower preference for risk. This low risk
propensity affects their decision-making process for example accessing financial resources through
taking loans. It has been found that women who have access to financial resources and have good
relationship with their banks tend to perform better. Most women would be afraid, because of their low
risk propensity, to take up loans. It can be said therefore, that women entrepreneurs who are able to
develop strong managerial capabilities that takes advantage of their characteristics associated with their
gender while minimizing the negative effects will tend to perform better than those without.

From the above discussions it was postulated in this study that there would be significant
differences in the extent to which the specific strategic capabilities influence firm performance in
women-owned entrepreneurial ventures. And these differences, as explained by the social role theory,
are perceived to be influenced by gender stereotyping such that the capabilities that are associated with
the female gender role would have greater effect on performance than those associated with the male
gender role.

METHODS

Study area

The study targeted Kenyan women entrepreneurs in Nairobi, Kenya. The study focused on the
formal segment of women entrepreneurs, that is, women who owned formally registered businesses
within Nairobi. This is not to say that women in rural areas or in the informal economy do not have
substantive businesses, but the lack of basic data in such areas would have made it difficult to identify
and/or locate women entrepreneurs. Women-owned enterprises were defined as businesses owned
solely by women or where the woman held at least over 50% of the ownership (Carter & Shaw, 2006).
Data was collected from women owned enterprises within Nairobi. Nairobi is the capital city of Kenya,
with a representative sample of Kenyan citizens. This city is chosen as it has the most representations of
urban entrepreneurs who are the target population.

Data Collection

This study used probability sampling techniques to select a representative sample from the
target population. To get a representative sample, multi-stage cluster sampling was used. The target
sample was the women owned entrepreneurial ventures in Nairobi. In the first stage, the existing
administrative divisions of Nairobi city formed the sampling frame. After numbering the divisions, five
divisions were selected using simple random sampling. Since each woman owned entrepreneurial
venture is located in a division, each had an equal chance of being selected for the final sample. The
divisions selected from this exercise included Embakasi, Central, Dagoretti, Kibera, and Makadara. In
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the second stage, the locations within these divisions were considered as the next sampling frame. All
the locations within these divisions were considered. From these locations another sampling frame was
generated based on the formally registered businesses operating in these locations. The actual women
owned entrepreneurial ventures were then selected using systematic sampling method. Being an
explanatory study by design and exploratory study by nature in so far as finding out strategic capabilities
of women entrepreneurs in Kenya, the aim was to get a representation of women entrepreneurs in
Nairobi. Hence, 100 women from each of the divisions selected were targeted, to achieve a sample size
of 500 respondents. The study utilized both primary and secondary data. Primary data was collected
from the women entrepreneurs through the structured questionnaire. Secondary data was obtained
through review of published and unpublished materials such as journals, theses and government
documents in libraries and Internet. Data sought from the secondary materials included existing
information on strategic capabilities and performance of women owned entrepreneurial ventures.

Data Analysis

Data was analyzed using descriptive and inferential statistics. Descriptive statistics for all study
variables through univariate and frequency procedures was conducted. Simple bivariate correlation was
computed to ensure that all study relationships were in the expected direction. Scatter plots were
examined to determine if there were any linear relationships between the independent variable and the
dependent variable. Ideally, there should be no pattern in the plotted data in order to assume
homogeneity of variance. Also, the Pearson product-moment correlations was examined to determine
the extent of correlation between the independent and dependent variables, and to assess the potential
of multicolinearity. Correlation analysis is also a pre requisite for multiple regression analysis. Multiple
regression analysis was used to test hypotheses. Specifically, the market-linking capabilities,
technological capabilities, marketing capabilities, information technological capabilities and managerial
capabilities were tested independently to determine if they were unique predictors of strategic
capabilities.

This study also sought to establish which of the dimensions had the greatest influence on
performance in women owned entrepreneurial ventures. To test the relative importance of the strategic
capabilities in predicting performance epsilon, analysis, which is a more recent method, was suggested
(Johnson & LeBretton, 2004; LeBretton & Tonidandel, 2008). This method uses the relative weights of
the specific predictors to measure relative importance. Johnson and LeBretton (2004) define relative
importance as ‘the proportionate contribution each predictor makes to the R? considering both the
direct effects (that is its correlation with the criterion) and its effect when combined with other variables
in the regression equation’. They note that researchers in drawing conclusion about the relative
importance of predictors examine the regression coefficients or the zero-order correlations within the
criterion. They add that when predictors are uncorrelated, the zero order correlations and standardized
regressions coefficients are equivalent and the squares of the indices add up to total R’>. However when
the predictors are correlated the indices are considered inadequate for determining the relative
importance of the specific predictor variables because they are no longer equivalent, do not sum to the
R® and take on different meanings and so the epsilon analysis presents a sufficient way of determining
the relative importance of predictors (Derue et al., 2011).

RESULTS
Performance of Women Owned Entrepreneurial Ventures
The study sought information on firm performance over the last 12 months using return on

investments, sales growth, market share, and profit to sales ratio and over all firm performance.
Descriptive measure of central tendency and dispersion were used to summarize the responses as
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tabulated in Table 1. The findings indicate that on average (mean= 6), the respondents said that their
enterprises had 41-50% growth on sales, market share, profit to sales ratio and overall performance in
the last 12 months. In addition, a significant number of respondents said that their firms had 51-60%
growth on return on investments in the last 12 months.

TABLE 1
Performance of Women Owned Entrepreneurial Ventures

Firm Performance Mean Std. Deviation
Return on investments 6.35 1.775
Sales growth 5.84 1.895
Market share 5.65 1.943
Profit to sales ratio 5.86 2.047
Overall financial performance 6.33 1.873

Source: Survey Data, 2010

Multiple Regression Analysis

To ascertain whether or not capabilities have a significant effect on firm performance in women
owned entrepreneurial ventures, multiple regression analysis was carried out and the results are as
summarized in Table 2. From the results shown in Table 2, Model 1 shows that control variables firm size
and firm age have an R? of .037 and an adjusted R? of .03 which implies that the control variables explain
3.3 % variations in overall performance. Model 2, the full model, shows a goodness of fit as indicated by
the coefficient of determination (R?) with a value of .39 and adjusted R? of .38. This implies that the
independent variables marketing capabilities, market linking capabilities, management capabilities,
technological capabilities and IT capabilities explains 38% of the variations of overall performance. The
F-value of 40.35 indicates that the overall regression model is significant and has some explanatory
value.

This indicates that there is a significant relationship between the predictor variables marketing
capabilities, market linking capabilities, management capabilities, technological capabilities and IT
capabilities and overall performance. At 95% confidence interval that p value (p=. 00<. 05), it implies
that all the independent variables combined do influence the overall performance in women enterprises
although, management capabilities and market linking capabilities do not significantly affect firms
overall performance. As for the control variables firm age and firm size, firm size was found to have an
effect on overall performance while firm age though positively correlated had no effect on firms overall
performance. From the two models 1 and 2 multicollinearity was not a problem because the findings
indicate VIF of less than 10. This therefore implies that all the predictor variables combined do positively
influence the overall performance in women enterprises.
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TABLE 2
Regression Models

Variables Model 1 Model 2
Constant 55.584 (2.011) 27.69 (3.862)
Control Variables

Firm Age 024  (.118) .025(.425)
Firm Size 186  (.523)** .065 (.098)**
Independent Variables

IT Capabilities .308 (.396)*
Technological Capabilities .25(.349)*
Management Capabilities .056 (.596)
Marketing Capabilities .145 (435)*
Market-linking Capabilities .017 (.371)

F statistics 8.664 40.35

R2 .037 .39

Adjusted R? .033 .38

*P<, 05 **P<. 1 (2 tailed test)
Values of beta regression coefficients, with standard errors in parentheses
Source: Survey Data, 2010

Epsilon Analysis

To test the relative importance of the strategic capabilities the study carried out an epsilon
analysis. As mentioned earlier, this is a preferred statistic for computing relative importance (Johnson &
LeBretton, 2004). In this analysis, the estimates derived from the epsilon, often labelled relative weights,
sum to the model R Thus the relative weights represent the proportionate contribution each predictor
makes to the R?, considering the predictor’s direct effects and its effect when combined with other
predictors. Researchers can also calculate the percentage of R” explained each predictor by dividing the
relative weight of each predictor by dividing the relative weight by the total R%. The results from this
analysis as indicated in Table 3 show that the most important strategic capabilities are the information
technology capabilities and technological capabilities that account for approximately 36% and 31% of
the total explained R’ respectively. This is followed by Marketing Capabilities explaining 17% and
Management Capabilities explaining 14% of the total explained R’. It is noted that market-linking
capabilities explains only 2% of the total explained R’

This is an interesting finding because the first three capabilities that have the greatest influence
are the ones according to the social role theory more associated with the male gender. In the sense that
information technology capabilities, technological capabilities and marketing capabilities are more
associated with the male gender stereotype. The market linking capabilities that are associated with the
female gender role as implied by the social role theory is the least important in explaining the total R.
This could possibly explain why women owned enterprises do not perform well. The capabilities
associated with the female sex as postulated by the social role theory do not have a great influence on
firm performance.
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TABLE 3
Relative Importance of Strategic Capabilities in Predicting Performance

Strategic capabilities Raw Relative weights Relative Weight
as % of R?

Marketing Capabilities .066 17.2%

Market Linking Capabilities .006 1.6%

Management Capabilities .055 14.4%

Technological Capabilities 120 31.1%

Information Technology 137 35.7%

Capabilities

Total R2 .358 100.0%

Source: Survey Data (2010)

DISCUSSION

Strategic Capabilities as Determinants of Firm Performance

The study sought to establish the relationship between strategic capabilities and firm
performance in women owned enterprises. In support of the expectations of the study, findings
indicated that strategic capabilities of women owned entrepreneurial ventures had a significant
influence on firm performance. The findings of this study provide support for the RBV and the dynamic
capability theory, which, postulates that capabilities do have an effect on performance. Newbert (2007)
mentions the significance of the RBV of the firm in understanding firm performance. In the context of
the study, therefore, the differentials in performance of women owned entrepreneurial ventures could
be explained by the strategic capabilities that they have. It would also mean that women entrepreneurs
who want to improve performance in their business would need to build on their strategic capabilities.
Johnson, Scholes & Whittington (2006), note that organizations that want to achieve competitive
advantage over others will do so because they have capabilities that others don’t have. These
capabilities could be resources the organization has or the way they are used or deployed.

Specific Strategic Capabilities and Firm Performance

The study also sought to determine the specific capabilities that have the greatest influence on
firm performance in women owned entrepreneurial ventures. The study found that there were
significant differences in the extent to which the specific strategic capabilities influence performance.
From the results of the epsilon analysis, it was found that information technology capabilities and
technological capabilities had the greatest influence on performance followed by marketing and
management capabilities. It was found that market-linking capabilities though having positive effect on
firm performance, was not significant. The possible reason that market-linking capability had no effect
on firm performance capability in women owned entrepreneurial ventures point to the kind of networks
that women have. It has been noted that women have very weak networks and the networks they have
do not translate to business. In fact one of the most common recommendations given to improve
performance of women owned businesses is to ask them to join business associations where they can
network and be exposed to what is happening in the market and also interact with other entrepreneurs
and thus build and enhance their businesses.

Technological capabilities were found to have a significant effect on firm performance. This
finding is similar to a study on internal capabilities and performance by Lee, Lee & Pennings (2001) that
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found that technological capabilities are important predictors of firm performance. It can be proposed
then that women entrepreneurs need to build their technological capabilities, as they are strong
predictors of performance. One of the main challenges for women has been the access to credit to
purchase the relevant technologies (Odero-Wanga, Mulu-mutuku & Olubandwa 2009). Those who can
access credit facilities lack the necessary training to translate the resources into core competence that
can give them added advantage. For example, using computers not only to manage documents and keep
records but also as a tool to enhance their business. Through the computer they could set up websites
to not only advertise their businesses but also source for customers.

It was further found that marketing capabilities do have a significant effect on firm
performance. Women have been known to have poor marketing skills. A study by Odero-Wanga et al.
(2009) found that one of the main constraints facing women in the dairy sector in Kenya was lack of
marketing skills, which greatly hampered their performance. Other studies have found that in most
firms exists a patchy market orientation framework characterized by informal marketing deliberations
(Blankson & Omar, 2002; Van Auken et al., 1994). Van Auken et al. (1994) also note that women
entrepreneurs tended to use the same advertising methods they used as they started their businesses
through the continuing years. This is attributed to limited advertising budgets that constrain them from
trying other advertising methods. Another reason could be that personality traits of many women
entrepreneurs, such as low propensity for risk taking, would make them not try out new ways hence
hampering their ability to reach out to their customers. Moreover, the preoccupations with day-to-day
operations may prevent others from using formalized marketing planning procedures to guide their
business operations. This could therefore explain why women owned entrepreneurial ventures may not
perform well. They have limited marketing capabilities yet such capabilities are a significant predictor of
firm performance.

In addition, it was found that information technological capabilities have significant effect on
firm performance. In support of this finding are studies that have shown that using IT creatively
enhances performance and also ensures better cross functional transmission leading to more successful
new products and generally improved competitiveness (Song et al., 2008; Bharadwaj, 2000; Bharadwaj
& Konsynski, 1999; Dehning & Stratopoulos, 2003). This is much more important for small businesses
that must be efficient with their limited resources. In developing economies, Kenya especially, the
increase use of mobile telephony in small business has been noted. Mbogo (2010), in a study of the
impact of mobile phone payment on the success and growth of micro business, has found that micro
businesses enterprises in Kenya are increasingly using the mobile technology to facilitate
communication and support transactions in their businesses. The entrepreneurs are able to transact
payments directly with their customers and suppliers through a mobile phone in the palm of their hands
without necessarily leaving their business premises or going through a bank. This saves them a lot of
time and money in terms of transportation costs. For women entrepreneurs this provides convenience
and flexibility as they manage multiple roles in the family set up and as they run their businesses. This
finding is also in line with Komunte et al. (2012) on the use of mobile technology for business
transactions by women entrepreneurs in Kenya. It was observed that women enterprises that invested
in and used mobile services generated high revenues. This increase in revenues was as a result of
reduced transaction costs, reduced transportation cost, and increased communication with customers
that assisted women entrepreneurs to bring in customers or suppliers into the transaction chain among
others. The study further established that management capabilities had no significant effect on firm
performance.

In the study, it had been expected, as postulated by the social role theory, that market linking
capabilities, management capabilities and partly informational technology capabilities would be the
most important in predicting performance in women owned entrepreneurial ventures, as these
capabilities are associated with the female gender role and hence would be expected to contribute
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more to performance in women owned entrepreneurial ventures. This expectation of the order of
relative importance of the specific capabilities was not supported. Information Technology capabilities,
Technological capabilities and Marketing capabilities were found to be strong predictors of
performance. This finding is supported by other studies such as by Gundry and Welch (2001). Gundry
and Welch (2001) identify the strategic paths chosen by women entrepreneurs and the relation of these
paths to the growth orientation of the firm and found that high growth oriented ventures and low
growth oriented ventures owned by women differed along several dimensions. They found that high
growth oriented ventures were more likely to select strategies that emphasized market growth and
technological change than the low growth oriented ones. In essence, they suggest that women owned
enterprises that were performing better had built on their marketing and technological capabilities. The
challenge for women is how to build on these capabilities. Studies have shown that women
entrepreneurs face challenges and constraints in building capabilities in technology, IT and in Marketing
(Gundry & Welsch, 2001). From the study, therefore, it is recommended that specific interventions
should be geared to help women entrepreneurs, build on these capabilities especially the three
important ones. These three would be key to improving the performance of their businesses.

CONCLUSION AND RECOMMENDATIONS

The relationship between strategic capabilities and firm performance in women owned
entrepreneurial ventures in Kenya have been empirically examined in this study. The study sheds light
on the explanatory power of the RBV and dynamic capability framework in explaining performance in
women owned businesses particularly in a developing economy such as Kenya. Results indicate that
strategic capabilities do influence performance. It is therefore recommended that the capacity of
women entrepreneurs be enhanced to ensure that they are able to build on their capabilities
particularly information technology and technological capabilities. This calls for targeted training and
development. Often organizations that carry out capacity building intervention programs for women
entrepreneurs design training and development programs that are too general in scope. It may be
important to target much more specifically on the development of competencies that can build on
capabilities that could provide competitive advantage (Schoels & Whittington, 2006). In addition, efforts
should be made to increase the level of awareness among women entrepreneurs of existing training
opportunities and efforts made to ensure that they are able to attend. Cost of training for example may
be prohibitive for many women entrepreneurs. The government or other willing donors could step in to
subsidize the training.
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ABSTRACT

This study examined the relationship between emotional intelligence (El), self-efficacy, and two
outcome variables: in-role performance and organizational citizenship behavior (OCB). The study also
examined whether burnout mediates this relationship. The target population was Arab teachers in
Israel. Usable questionnaires were returned by 221 teachers. HLM and mediation analyses showed that
El and self-efficacy are related to OCB and in-role performance and burnout has a strong and negative
relationship with the outcome variables. Mediation analysis showed that burnout mediates the
relationship of El and self-efficacy with the three outcome variables. The findings emphasize the role of
the two personal variables examined here as important determinants of job performance and OCB, and
demonstrate the importance of burnout in understanding OCB.

Keywords: Emotional intelligence; OCB; In-role performance; Burnout; Self-efficacy.
INTRODUCTION

Organizational citizenship behavior (OCB) has become one of the more researched outcomes in
the field of organizational behavior and industrial psychology, as shown in several comprehensive
literature reviews (LePine, Erez, & Johnson, 2002; Organ & Ryan, 1995; Podsakoff, Mackenzie, Paine, &
Bacharach, 2000; Sesen, Cetin & Basim, 2011). The concept had its roots in the work of Katz and Kahn
(1978), who identified three types of behavior required of employees for the effective functioning of an
organization: the decision to join and remain in the organization; the performance of prescribed roles in a
dependable manner; and the undertaking of innovative and spontaneous activities beyond prescribed role
requirements. The last of these was termed extra-role behavior by Katz (1964) and organizational
citizenship behavior by Bateman and Organ (1983). The term OCB was meant to denote organizationally
beneficial actions and behaviors that can neither be enforced on the basis of formal role obligations nor
elicited by a contractual guarantee of compensation; it includes both organizational OCB (impersonal OCB
directed towards the organization in general) and altruistic OCB (helping a specific person within the
organization). According to Organ's definition, "...OCB represents individual behavior that is discretionary,
not directly or explicitly recognized by the formal reward system, and in the aggregate promotes the
efficient and effective functioning of the organization" (Organ, 1988, p. 4). Thus, OCB consists of informal
contributions that participants can choose to make or withhold, without regard to considerations of
sanctions or formal incentives. OCB derives its practical importance from the premise that it represents
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contributions that do not inhere in formal role obligations, and that these contributions, aggregated over
time and persons, enhance organizational effectiveness (Organ & Konovsky, 1989).

Over the past decade, researchers interested in OCB have increasingly turned their attention to
the role of personality traits in work-related behaviors and attitudes (Furnham, Petrides, Tsaosis,
Pappas, & Garrod, 2005). As part of this new focus, recent years have seen a growing body of research
regarding the importance of emotional intelligence (El) in the workplace (Carmeli, 2003; Carmeli &
Josman, 2006). The assumption behind this interest is that people with high El are more likely to
succeed in the workplace that those with low El. Yet very few studies have considered El as a correlate
of OCB. As a result, despite growing evidence that El has the potential to improve performance in the
workplace, we are still in the initial stages of understanding the extent to which El makes organization
members more valued assets than less emotionally intelligent people (Carmeli, 2003).

Another personal variable not frequently examined in its relationship to OCB is self-efficacy.
Self-efficacy is a personal judgment of "how well one can execute courses of action to deal with
prospective situations" (Bandura, 1982, p. 122). Self-efficacy reflects both an ability component (i.e., an
estimate of one’s ability to deal with a situation) and a motivational component, or willingness to
expend effort consistent with ability (Jawahar, Meurs, Ferris & Hochwarter, 2008). The rationale for
expecting self-efficacy to be related to performance is that individuals who perceive themselves as
efficacious activate sufficient effort on a task to produce successful outcomes, assuming that this effort
is well-executed. Conversely, those who perceive low self-efficacy are likely to cease their efforts
prematurely, leading to failure (Bandura, 1986).

This study will contribute to the literature on OCB and work performance by examining the
rarely researched relationships between El and self-efficacy, on the one hand, and OCB and in-role
performance, on the other. Further, this study will argue that burnout mediates the relationship
between these personal and outcome variables. Burnout is a prolonged response to chronic emotional
and interpersonal stressors on the job, and is defined by the three dimensions of emotional exhaustion,
depersonalization, and reduced personal accomplishment (van Emmerik, Jawahar, & Stone, 2005). One
of the most commonly cited negative consequences of burnout is a reduction in job performance
(Halbesleben & Bowler, 2005). Indeed, there is quite strong evidence for a negative relationship
between the various dimensions of burnout and performance outcomes, including OCB (Chiu & Tsai,
2006; Gilbert, Laschinger, & Leiter, 2010; Halbesleben & Bowler, 2005; Taris, 2006; van Emmerik et al.,
2005). These relationships have been explained in terms of the conservation of resources model of
stress (Halbesleben & Bowler, 2005) and social exchange theory (Cropanzano, Rupp, & Byrne, 2003),
which will be described further below.

Several studies have suggested that not only is burnout related to work outcomes directly; it
also mediates the relationship between other work-related antecedents and outcomes. Parker and Kulik
(1995) found that burnout mediates the relationship between job stress and social support, on the one
hand, and performance indicators on the other. Moliner, Martinez-Tur, Ramos, Peiré, and Cropanzano
(2007) argued that burnout is one of two mediators between dimensions of organizational justice and
extra-role behavior. Gilbert et al. (2010) found that burnout, defined as emotional exhaustion, was a
significant mediator of the relationship between empowerment and organizational OCB. Few studies,
however, have examined whether and how burnout mediates the relationship between the personal
antecedents studied here and performance.

This study argues that El and self-efficacy enhance in-role performance and OCB. It also
contends that burnout mediates this relationship. This is because burned out (i.e., emotionally and
physically exhausted) employees lack the capacity to invest time and effort in their work, or to engage in
work activities beyond the minimum required by their job description (van Emmerik et al., 2005).
Therefore, burnout will precede withdrawal of OCB.
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CONCEPTUAL FRAMEWORK AND RESEARCH HYPOTHESES

The following sections will present the concepts of this study and the hypotheses that result
from the model.

Emotional Intelligence and In-role Performance

One of the most provocative ideas in the management literature over recent years concerns the
possibility that a form of intelligence pertaining to the emotions is related to the performance of
organization members (Cote & Miners, 2006). Indeed, the concept of El has had an unusually important
impact on managerial practice (Ashkanasy & Daus, 2002), based on the assumption that El has the
potential to contribute to more positive attitudes, behaviors, and outcomes among organizational
members (Carmeli, 2003). In this paper, we define El with Salovey and Mayer (1990, p. 5) as "the ability
to perceive emotions, to access and generate emotions so as to assist thoughts, to understand emotions
and emotional knowledge, and to reflectively regulate emotions so as to promote intellectual growth."
Salovey and Mayer (1990) argued that El has three dimensions: an ability to appraise and express
emotions in oneself and others; an ability to regulate emotions in oneself and others; and an ability to
use emotions in adaptive ways (a full description of these three dimensions can be found in Carmeli
[2003] and Carmeli and Josman [2006]).

El is expected to be related to in-role performance because organizations are social systems
wherein members interact with other members of the organization, clients, suppliers, and customers.
These interactions involve emotions. To facilitate effective interactions, which are essential to job
performance, particularly among teachers, it is essential that individuals have high ability to understand
and manage both their own emotions and those of others (Carmeli & Josman, 2006). Indeed, two meta-
analyses (Joseph & Newman, 2010; O’Boyle, Humphrey, Pollack, Hawver, & Story, 2011) supported that
relationship between El and job performance.

Hypothesis 1: El will be positively related to in-role performance.

Emotional Intelligence and OCB

Why should El be related to OCB? As described above, individuals who are high in El are adept at
identifying, and responding appropriately to, the emotions of coworkers, customers, and superiors (Day
& Carroll, 2004). Because they are emotionally perceptive, these individuals are likely to handle
emotionally laden situations in ways that go beyond the letter of their job description or organizational
rules. For example, employees who are high in El may refrain from complaining about undesirable
conditions at work if they perceive that a superior is feeling tense, or they may offer help or
encouragement if they sense that a coworker is frustrated. Being alert to others’ feelings, they may step
forward to help smooth and manage interactions within their work groups. High-El employees are also
likely to be empathetic toward the organization as a whole, enabling them to adopt the organization’s
perspective and act in a manner that will benefit the organization.

Carmeli (2003) and Carmeli and Josman (2006) argued that EI may enhance altruistic behavior,
following the reasoning that high El enables employees to shift easily from negative to positive moods,
and employees with positive emotions are more likely to engage in helpful behaviors. In addition, these
authors argue, because high-El employees are more socially interactive, involvement in altruistic
behavior is rewarding for them because it maintains their positive state of mind. The findings presented
in Carmeli (2003) and Carmeli and Josman (2006) provide general support for these contentions.

Hypothesis 2: Emotional intelligence will be positively related to OCB.
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Emotional Intelligence and Burnout

Another area of study where the effect of El might be influential is burnout. Because El is a
dispositional variable which implies a range of abilities in how people understand and manage positive
and negative emotions, we can expect a link between El and emotional and behavioral responses to
work-context stressors, such that El will be negatively associated with burnout and positively associated
with engagement (Duran, Extremera, & Rey, 2004). Much of the early burnout research focused nearly
exclusively on the role of environmental factors in the prediction of burnout (Halbesleben & Buckley,
2004), but over the years researchers have come to recognize the importance of individual variables.
Many studies that used personality variables to predict burnout applied the person-organization fit
model, arguing that the greater the mismatch between an employee and his or her job, the greater the
likelihood of burnout. Maslach and Leiter (1997) argued that people react differently to burnout
because of personal attributes (such as personality and attribution style) that facilitate or impair their fit
with the environment. Lack of resources to manage job requirements and highly demanding situations
were found to be early predictors of job-person incongruence (Petitta & Vecchione, 2011).

Chan (2006), in a study of Chinese teachers in Hong Kong, argued that individuals with enhanced
El might be less vulnerable to burnout, on the grounds that people high in emotional intelligence have
better access to the information transmitted by emotions, and, therefore, to the appropriate action
tendency for a given emotion. That is, according to Chan (2006), people high in El use the information
conveyed by emotions to make sense of their reactions to stressors, as well as to guide adaptive actions.
Chan (2006) found that different components of El had direct effects on the three components of
burnout (emotional exhaustion, depersonalization, and reduced personal accomplishment). Mikolajczak,
Menil, and Luminet (2007) also documented an empirical link between El and burnout, finding that
when confronted with emotional labor, participants who perceived themselves to be high in emotional
intelligence experienced lower levels of burnout and somatic complaints.

Hypothesis 3: Emotional intelligence will be related to burnout.

Self-efficacy and Burnout

The interactionist approach to the study of individual and contextual factors that conjointly
explain employees' organizational behavior suggests that self-efficacy beliefs are an important personal
resource in circumstances of stress and burnout (Petitta & Vecchione, 2011). Bandura (1986) argued
that individuals' sense of mastery over their environment is crucial in shaping the person-environment
relationship, and thus the likelihood of burnout resulting from a mismatch between employees and their
job. Evers, Brouwers and Tomic (2002) argued that teachers holding weak self-efficacy beliefs vis-a-vis
certain tasks appear to experience tension, stress, and aversion sooner than those holding strong self-
efficacy beliefs. As burnout can be viewed as a response to prolonged tension and stress, they suggested
that the degree to which teachers judge themselves capable would be related to how burned out they
felt. Indeed, the authors found that weaker self-efficacy beliefs were related to higher scores on
emotional exhaustion and depersonalization, and to lower scores on personal accomplishment.
Chwalisz, Altmaier and Russell (1992) similarly found that teachers who scored low in self-efficacy
reported a higher degree of burnout than their counterparts who scored high in self-efficacy.

Hypothesis 4: Self-efficacy will be related to burnout.
Self-efficacy and In-role Performance and OCB

Self-efficacy beliefs, grounded in an individual’s actual abilities (Bandura, 1986), provide
employees with a working model which enables them to engage in situations that lead to desired

outcomes, such as intense work for professional success and high achievement. This working model, or
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belief system, drives the agentic activity that allows employees to explore and select experiences that
will enable them to meet work demands or challenges. This process, in turn, enables employees to
actively regulate their energy expenditure, thereby avoiding feelings of depletion and exhaustion. In
short, a sense of mastery helps keep employees from feeling drained and exhausted in the face of
intense and prolonged work hours and high workload. In keeping with this reasoning, Petitta and
Vecchione (2011) found that self-efficacy was negatively related to exhaustion and positively related to
professional efficacy — that is, a feeling of competence and ability to make a valuable contribution to the
organization.

Empirical evidence bears out the expectation that self-efficacy will be positively related to both
in-role performance and OCB. Jawahar et al. (2008) found such relationships in two samples. D’Amato
and Zijlstra (2008) found a modestly significant relationship between self-efficacy and OCB in a sample
of hospital employees, and Bolger and Somech (2004) found the same in an educational setting. Indeed,
Bolger and Somech (2004) found that teachers who have high expectations of themselves and believe
they will perform effectively and successfully in school carry out extra functions beyond those formally
assigned to them. Likewise, a meta-analysis of 33 studies found a strong path between self-efficacy and
job performance (Chen, Casper, & Cortina, 2001).

Hypothesis 5: Self-efficacy will be positively related to in-role performance and OCB.

Burnout and In-role Performance

One of the most widely accepted (and intuitively appealing) negative consequences of burnout
is impaired job performance (Halbesleben & Buckley, 2004). The relationship between burnout and job
performance may be best explained in terms of the conservation of resources model of stress (COR)
(Hobfoll & Freedy, 1993). The COR model suggests that burnout occurs in response to the loss or
threatened loss of resources. As a result of that loss or threat of loss, employees tend to take steps to
protect their resources. One way in which employees might seek to protect resources is to put less
effort into their work, resulting in lower job performance (Halbesleben & Bowler, 2005). Taris (2006),
also following the COR model, argues that high levels of burnout signify that workers possess insufficient
resources to deal effectively with the demands of their jobs. Burnout reduces employees’ capacity to
exert control over the work environment, leading to impaired job performance.

As an alternative to the COR framework, Cropanzano et al. (2003) advance social exchange
theory as explaining the relationship between burnout and job performance. Under this model, burnout
should impede the development of high-quality social exchange relationships, for two reasons. First,
burnout can be seen as a cost that qualifies the value of any benefits received through employment.
Second, employees are apt to resent an organization that overworks them to the point of emotional
exhaustion, causing them to perceive the organization's actions as unfair.

Besides the mechanisms described above, burnout is often accompanied by feelings of
depression and loss of self-esteem, and it may also have physical components, such as hypertension,
and behavioral aspects, like alcoholism and drug use (D’Amato & Zijlstra, 2008). All these factors have a
detrimental effect on work outcomes. Empirical studies have, in general, found a negative relationship
between burnout and in-role performance (Cropanzano et al., 2003; Halbesleben & Bowler, 2005;
Parker and Kulik, 1995).

Hypothesis 6: Burnout will be negatively related to in-role performance.
Burnout and OCB
Emotional exhaustion refers to feelings of being drained by other people (Sesen et al., 2011). To

the extent that burnout, as reflective of chronic long-term stress, can negatively affect variables associated
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with intrinsic motivation (e.g., engagement with work and sense of achievement; Maslach, 1986), it is
appropriate to assume that such feelings of exhaustion — along with depersonalization (i.e., a callous and
detached response to job duties) and a diminished sense of professional achievement — exert a negative
effect on employees’ willingness to put extra effort into their work or to volunteer beyond the call of duty
(Cropanzano et al.,, 2003; van Emmerick et al.,, 2005). It can be assumed that emotionally exhausted
employees will feel more tired, expend less effort at work, and be less willing to help others. Therefore,
we can expect less OCB from emotionally exhausted employees.

The COR model discussed above in terms of the relationship between burnout and in-role
performance can also explain the relationship between burnout and OCB. That is, employees who feel
exhausted by job demands and role overload will presumably seek to protect their remaining
psychological and physical resources. As such, these employees are unlikely to engage in resource-
depleting extra-role behaviors (Halbesleben & Bowler, 2005). The social exchange theory suggested by
Cropanzano et al. (2003) and described above can also explain the relationship between burnout and OCB,
again using the same reasoning as for in-role performance.

Fewer studies have examined the relationship of burnout with OCB than with in-role performance
(Chiu & Tsai, 2006). However, those findings that do exist support the arguments suggested here. Tarsi
(2006), in a meta-analysis of 16 studies, found negative and modest relationships between burnout and
OCB (-.19) as well as in-role performance (-.22). Sesen et al. (2011) found significant negative
relationships between the three dimensions of burnout and altruistic or individual OCB (helping a
specific person), and a significant negative relationship between one dimension of burnout (reduced
personal accomplishment) and organizational OCB (impersonal OCB directed towards the organization in
general). Cropanzano et al. (2003) found a negative relationship between burnout and two dimensions
of OCB.

Hypothesis 7: Burnout will be negatively related to OCB.

Burnout as a Mediator

Few studies have advanced burnout as a mediator. Cote and Miners (2006) suggested that
compensatory effects may explain why El was found to predict performance in some studies but not in
others. They advanced cognitive intelligence as a moderator in the relationship between El and job
performance. Their findings supported their suggestion. Gilbert et al. (2010) found that burnout partially
mediated the relationship between structural empowerment and OCB among healthcare professionals
in Canadian hospitals.

Siegall and McDonald (2004) offer an explanation that can be used here as explaining the
mediating role of burnout. According to their reasoning, people have limited resources (e.g. time and
energy) with which to run their lives. Burnout results when a person lacks a sufficient and appropriate
set of resources to meet his or her job demands. In response to stress, people attempt to cope by
rebalancing their resources and demands. In short, when resources are not up to demands, a form of
stress-based withdrawal known as burnout occurs. Since people have limited psychological and physical
resources, a reasonable response to experiencing burnout is to shift resources from where they are not
productive into areas that promise a better payoff. The withdrawal effect of burnout can be
conceptualized in part as moving resources from the stressful element(s) of work into other job areas, or
from work into non-work. Alternatively, one might simply choose to invest less in the stressful course of
action, thereby using fewer total resources, rather than shifting resources from one area to another.

We argue here that El and self-efficacy are associated with greater individual resources, making
it easier for those endowed with high self-efficacy and high El to cope with stressful situations.
Therefore, high levels of El and self-efficacy will reduce levels of burnout, and enable the individual to
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invest more time not only in their formal obligations (i.e., in-role performance), but also in extra-role
behaviors such as OCB.

Hypothesis 8: Burnout will mediate the relationship between El and self-efficacy and in-role
performance and OCB.

METHODS

Subjects and Procedure

The target population of this study was Arab teachers working in elementary schools in Arab
communities in the North of Israel. It should be noted that 44% of the Arab population of Israel live in
the North. We focused on this particular group in order to minimize variations that might be caused by
including members of other, less homogeneous groups, such as Jewish teachers. The teachers filled out
guestionnaires on El, self-efficacy, burnout, and demographics. Their principals filled out questionnaires
on the teachers’ in-role performance and OCB behaviors.

Two-hundred and fifty questionnaires were distributed in nine Arab elementary schools to
teachers who were willing to participate in the study. As with all surveys in the Israeli educational
system, formal permission for the survey was requested and obtained from the Israeli Ministry of
Education. Usable questionnaires were returned by 221 teachers, a response rate of 88%. The number
of questionnaires collected in each school ranged from 16 to 31 (response rates in the schools ranged
from 80%-99%).

The principals of the nine schools (5 females, 4 males) provided data on OCB and in-role
performance for those 221 teachers who returned usable questionnaires, in most cases a month or two
after the questionnaires were collected. The teachers indicated their national identity numbers on the
guestionnaires to allow us to match their responses with the principals’ evaluations. The questionnaires,
which were in Arabic, were administered on-site and took about 20 minutes to complete. No
compensation was provided. The questionnaires were translated from English using the common
process of translation and back-translation by speakers of Arabic and English. Women made up 83.7% of
the respondents, and 80% were younger than 40 years old. As for education, 65.2% had a BA degree and
14.9% had an MA degree.

Predictor Measures

Control Variables. We controlled for three demographic variables: age (1=up to 20; 2=21-25;
3=26-30; 4=31-35; 5=36-40-; 6=41-45; 7-46-50; 8=51-55; 9=56-60; 10=older than 60), gender (1=male,
2=female), and education (1=university education, 0=non-academic education.

Emotional intelligence. Emotional intelligence was measured using the 33-item self-report
measure developed by Schutte and her colleagues (1998). While Schutte et al. (1998) suggested a one-
dimensional measure of El, studies that examined this scale found strong evidence that the scale is
multi-dimensional (Austin, Saklofske, Huang, & McKenney, 2004; Petrides & Furnham, 2000; Saklofske,
Austin, & Minski, 2003). Therefore we divided the EI measure into three submeasures: appraisal and
expression of emotion, regulation of emotion, and utilization of emotion. Responses ranged from 1
(strongly disagree) to 5 (strongly agree). Cronbach’s alphas for these scales were 0.86, 0.80, and 0.77 for
appraisal and expression, regulation, and utilization respectively.

Self-efficacy. The scale used here is based on Schwarzer, Schmitz and Daytner (1999) (see also
Schwarzer, Mueller, & Greenglass, 1999). The 10-item scale measures self-efficacy expectations with
regard to different job skills within the teaching profession, including job accomplishments; skill
development on the job; social interaction with students, parents, and colleagues; and coping with job
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stress. Responses ranged from 1 (strongly disagree) to 5 (strongly agree). Cronbach’s alpha for the scale
was 0.89.

Burnout. The 9-item scale used in this study was derived from Chan (2006), who developed it
based on the Education Form of the 22-item Maslach Burnout Inventory (MBI) (Maslach & Jackson,
1986). Three items reflect each of the three components of burnout: emotional exhaustion,
depersonalization, and personal accomplishment. Participants were requested to evaluate each item in
terms of the frequency of their feelings, ranging from 0 (never) to 6 (every day). High scores on the first
two scales and low scores on the last scale are indicative of burnout. Previous studies (Chan, 2006;
2007) supported the three-dimensional nature of the scale. Cronbach’s alphas for these scales were
0.82,0.71, and 0.76 for emotional exhaustion, depersonalization, and reduced personal accomplishment
respectively.

Outcome Variables: OCB and in-role performance

The Williams and Anderson (1991) scale, a 21-item list, was applied in this study. The principals of
the schools were asked to evaluate each of the teachers in the final sample on these items. The 21 items
represent three dimensions, where seven items measure in-role performance, seven measure
organizational OCB (impersonal OCB directed towards the organization in general), and seven measure
altruistic OCB (helping a specific person). Each item is measured on a scale ranging from 1 (never) to 7
(always).

Data Analysis

To establish the discriminant validity of the study scales, confirmatory factor analysis (CFA) was
performed using the SAS structural equation-modeling program. As the sample included teachers from
nine different schools, we then analyzed the data using hierarchical linear modelling (Bryk & Raudenbush,
1992, pp. 84-86). As for mediation analysis, we used the multiple mediator approach proposed by
Preacher and Hayes (2004, 2008) and Hayes (2009, 2012), including a bootstrapping procedure for testing
the indirect effects.

RESULTS

Means, standard deviations and correlations among the variables are displayed in Table 1. The
findings showed acceptable reliabilities of the research variables, with high correlations among the
dimensions of El and between self-efficacy and El (above .70 but below .80).

To preclude the possibility of multicollinearity and to test the scales’ discriminant validity,
particularly for the El scales, we performed several confirmatory factor analyses. First, we compared the
fit of a three-factor model for the three El dimensions (appraisal and expression, regulation, and
utilization of emotion) to the alternative fit of a single, one-factor model. We then performed the same
analysis for the three dimensions of burnout (emotional exhaustion, depersonalization, and reduced
personal accomplishment), and then again for the three dimensions of performance (in-role
performance, organizational OCB, and altruistic OCB). As can be seen in Table 2, in all three cases the
results for the three-factor model revealed a much better fit than the one-factor model, and thus
support the superiority of the three-factor model in each case. To further examine the possibility of
multicollinearity, we performed three hierarchical regressions, entering the variables in the same order
as in the HLM. In no case did the variance inflation factor (VIF) exceed .5. Considering the common rule
of thumb that if VIF is higher than 5 then multicollinearity is high (Kutner, Nachtsheim, Neter, and Li,
2005), we can conclude that in our data, multicollinearity is low.
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Table 1
Descriptive statistics, reliabilities (in parentheses), and inter-correlations among research variables
Variables Mean SD 1 2 3 4 5 6 7 8 9 10 11 12 13
Demographic variables
1. Age 4.85 1.58
2 Gender (1=male; 2=female) 1.84 037 -257
3. Education (1=academic; 0=none) 0.80 040 -13 A2
Emotional intelligence
4. Perception and appraisal of emotions 3.74 055 -11 28" 43 (.86)
5. Regulation of emotions 3.88 050 -15 197 38" 797 (.80)
6. Utilization of emotions 4.12 038 -21" 217 37 74 797 (77)
7. Self-efficacy 3.16 049 -237" 227 427 78" arT 4™ (.89)
BurnOUt *kk *kk *kk Fkk Hkk Hkk
8. Emotional exhaustion 3.88 151 .12 23 -30 -49 -37 -38 -44 (:82)
9. Depersonalization 1.71 098 -01 -.19 -.32 -.62 -51 -50 -55 .56 (.71)
10. Reduced personal accomplishment 2.95 111 11 -2677 -29™ BT -4 _48™ 54T 147 367" (.76)
Performance
11. In-role performance 4.03 040 -13 A7 317 46" 49" 37 53" -S40 44T a4 (87)
12. OCB altruism 3.40 052 -327" 24™ 317 617" 607 55" 66" -557 BT L4627 (.87)
13. OCB organization 3.60 042 -287 147 347 457 517 447 58" -367 -387" .38 787 67 (T3)
Table 2:
Fit indices for the study scales and models
Model Df 12 x2/df GFI CFI NFI NNFI IFI MC RMSEA
Emotional intelligence
One-factor solution 27 1363.25  2.75 .68 .70 .61 .68 71 13 .09
Three-factor solution 24 73.51 3.06 .92 .96 .95 .94 .96 .89 A0
Burnout
One-factor solution 27 296.49 10.98 .73 .64 .62 .52 .64 .54 22
Three-factor solution 24 93.76 3.91 91 91 .88 .86 91 .85 A2
Performance
One-factor solution 27 213.37 7.90 .78 .84 .82 .79 .84 .66 .18
Three-factor solution 24 93.38 3.89 91 .94 .92 91 .94 .85 A1
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Table 3 presents the results of the HLM analysis. Hypothesis 1, which postulated that El would
be positively related to in-role performance, was partly supported. As can be seen in Table 3 step 2, two
dimensions of El were related to in-role performance. However, the effect of El disappeared when self-
efficacy and, later, burnout were entered into the equation. Hypothesis 2, which postulated that El
would be positively related to OCB, was supported in general by the data. Two dimensions of emotional
intelligence were related to altruistic OCB (Table 3, step 2), and one dimension was related to
organizational OCB. It should be noted that this dimension (regulation of emotion) was related to the
two forms of OCB, and its effects held when self-efficacy and burnout were included in the equations.

Hypothesis 3, which argued that El would be related to burnout, was strongly supported by the
data. The findings of the mediation analysis (which will be discussed below), showed strong mediation
meaning that the independent variable, El, was related to the mediator, burnout. Also, the
bootstrapping analysis regression coefficients were all in the expected direction. Hypothesis 4,
postulating that self-efficacy would be related to burnout, was also supported by the data. Here also the
findings of the mediation analyses (which will also be discussed below), showed strong mediation,
meaning that the independent variable, self-efficacy in this case, was related to the mediator, namely
burnout. Here also, the bootstrapping regression coefficients were all in the expected direction.

Hypothesis 5, which postulated that self-efficacy would be positively related to in-role
performance and OCB, was also supported by the data. The HLM analyses showed positive and
significant relationships between self-efficacy and in-role performance and the two forms of OCB (see
Table 3, step 3). These relationships held when burnout was entered into the equations (Table 3, step 4).
Hypotheses 6 and 7, which postulated that burnout would be negatively related to in-role performance
(H6) and OCB (H7), were supported by the data. The HLM analyses (see Table 3) showed that the three
dimensions of burnout were related to altruistic OCB and in-role performance. One dimension of
burnout was related to organizational OCB.

Hypothesis 8 argued that burnout would mediate the relationship between El and self-efficacy,
on the one hand, and in-role performance and OCB, on the other. The findings of the mediation analyses
based on Preacher and Hayes (2004, 2008) approach showed a strong mediation effect of burnout for
in-role performance and for altruistic OCB (tables can be achieved from the authors). This is strongly
demonstrated in the confidence intervals that do not include zero in any of the cases. That is Burnout
mediates the relationship between each of the three dimensions of El as well as self-efficacy with in-role
performance and OCB altruism. This is true for each of the dimensions of burnout separately and for
burnout as an aggregated concept that includes the three dimensions.

As for OCB organization, in some of the relationships between El and this dimension of OCB the
confidence intervals include zero (except for utilization of emotions). The same was found for the
relationship of self-efficacy and OCB organization. However, it should be noted that the confidence
interval for the total scale of burnout does not include zero. This shows that burnout does mediate the
relationship between El and OCB organization, but not as strongly as it does for in-role performance and
OCB altruism.

DISCUSSION

Researchers have only recently begun to examine personal attributes such as emotional intelligence and
self-efficacy in their relationship to OCB and in-role performance — a fact that is perhaps not surprising,
as early research suggested that the relationship of these variables to performance and, particularly,
OCB may be modest (Organ & Ryan, 1995). Yet there is strong theoretical justification for a link between
El and self-efficacy, on the one hand, and performance outcomes on the other. This study thus offers an
important reexamination of these potential relationships. Moreover, unlike most work on the subject,
the current study examines these concepts in a traditional culture, as opposed to a more usual Western
setting.
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HLM analyses (estimates) of demographic variables, emotional intelligence, self-efficacy, and burnout, on OCB and in-role performance®.

Altruistic OCB

Organizational OCB

In-role performance

Performance Step 1 Step 2 Step3  Step4 Step 1 Step 2 Step 3 Step 4 Step 1 Step 2 Step 3 Step 4
N 221 221 221 221 221 221 221 221 221 221 221 221
Intercept 3.12***  1.06**  1.08** 3.08*** 355*** 220*** 224*** 3 ]G5¥**  Zp4Frr P LJxFAx 9 HoRxER 3 Q3
Demographic variables
1. Age -08*** - Q7*** - 06*** -06*** -06*** - 05*** - 04**F* - 04***  -02 -.02 -.01 -01
2 Gender (1=male; 2=female)  .21* .05 .05 .02 .06 -.04 -.03 -.04 13 .03 .03 .01
3. Education (1=academic; 34Fx* .03 01 -.05 26%** 07 .05 .02 29%** 07 .05 .02
0=none)
Emotional intelligence
4. Perception and appraisal of 27FF* 16 -.02 .10 -.02 -.10 15% .06 -.06
emotions
5. Regulation of emotions 32xFk 0k 21* 27F**x 1T7* A7* 22%**% 15 13
6. Utilization of emotions .07 -.00 -.02 .05 -.03 -.05 .00 -.06 -.07
7. Self-efficacy 32x** - P3F* BCV. St 0 i 27%%*  20**
Burnout
8. Emotional exhaustion -.09*** -.03 -.05**
9. Depersonalization -.09** -07** -.06*
10. Reduced personal -07** -.02 -.06**
accomplishment
Random variance of school .01 .02 01 .01 .03* .04* .04* .04* .04* .04* .04* .04*
-2loglikelihood 302.9 214.3 205.4  179.2 181.7 125.8 107.1 108.8 216.7 125.9 116.4 105.8
A-2loglikelihood 88.6*** 8.9*¥* 26 2*** 55.9*** 18 7*** .17 90.8*** 95** 10.6**
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Of the two personal variables, El is a relatively new concept in scientific management and
industrial psychology research. El is the common element that influences the different ways, in which
people handle frustration, control their emotions, and interact with others — in short, develop in their
lives, jobs, and social skills. High El is considered to be a crucial attribute for business leaders, whose
goal is to get the best out of their staff or team (Modassir & Singh, 2008). Indeed, Modassir and Singh
(2008) suggest that EI may make the difference between being simply a brilliant person and being a
brilliant manager.

The findings presented here show the usefulness of El and self-efficacy for a better
understanding of both OCB and in-role performance. First, it documents El as a concept that warrants
further examination in its relationship to performance outcomes. Looking more specifically at the
findings, the results of the HLM showed that one dimension of El was significantly related to
organizational OCB, while two dimensions of El were significantly related to altruistic OCB and in-role
performance (Table 2, step 2). These findings provide support for Winkel, Wyland, Shaffer and Clason
(2011), who argued that high-El individuals possess the ability to “read” social situations in the
workplace and identify opportunities to lend a helping hand. Thus, El is a key resource individuals can
use to identify situations in which they can engage in behaviors to benefit their organization or
coworkers.

The findings of this study showed a strong and consistent positive relationship between self-
efficacy and OCB and in-role performance. This was demonstrated in the HLM findings. Self-efficacy has
been described as a person’s appraisal of his or her capacity to master specific domains of action — for
example, the capacity to deal successfully with opportunities and challenges associated with the work
role. Self-efficacy influences an employee’s appraisal of a given situation and any applicable rules or
procedures, and, therefore, will affect his or her decisions and behavior at work (D’Amato & Zijlstra,
2008).The findings here strongly support the notion that individuals who perceive themselves as
efficacious activate sufficient effort that, if well-executed, produces successful outcomes (Bandura,
1986). Future research should further examine self-efficacy in its relationship to OCB and in-role
performance. An interesting research question is whether self-efficacy is a more important determinant
in a traditional culture, such as the one examined here. That question is beyond the scope of the current
work and must await future studies.

One of the most important results of this study is the relationship of burnout to OCB and in-role
performance. All three dimensions of burnout were negatively related to altruistic OCB and in-role
performance in the HLM findings. The finding of the mediating analyses using Preacher and Hayes (2004,
2008) approach supported the relationship between burnout and OCB and in-role performance. The
strong relationship between burnout and in-role performance provides strong support for the
conservation of resources (COR) model of stress (Hobfoll & Freedy, 1993). According to this model,
burnout occurs in response to either the loss or threatened loss of resources. One way in which
employees might seek to protect resources is to put less effort into their work, resulting in lower job
performance (Halbesleben & Bowler, 2005) and OCB. Social exchange theory (Cropanzano et al., 2003)
can also be considered as supported by the findings here. According to that theory, burnout, because it
is personally costly and often resented by the individual, should impede the development of high-quality
social exchange relationships.

The findings here suggest that organizations should pay more attention to the role of burnout in
its relationship to in-role performance and, particularly, OCB. Commonly, the approach taken by
organizations to increase OCB is to invest in human resource management tools and strategies.
Managers should be aware of the possibility that some such strategies may increase employees’
workload, and thereby increase the likelihood of burnout, which in turn may reduce OCB and perhaps
even job performance. Organizations that want their employees to engage more in OCB should ensure
that employees’ work demands do not overload them and deplete their resources. The findings showing
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a strong mediating effect of burnout support our argument that El and self-efficacy increase individual
resources and make it easier for employees to cope with stressful situations. Therefore, high levels of El
and self-efficacy will reduce burnout and enable the individual to invest more time and effort not only in
their formal obligations, such as in-role performance, but also in extra-role behaviors such as OCB
(Siegall & McDonald, 2004).
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ABSTRACT

This paper explores the relationship between a Sense of Coherence (SOC) and Mindfulness amongst
women in leadership positions in higher education (HE). Data was collected and analysed from an
exploratory sample of 53 women, with the majority of them being based in South Africa. Antonovksy’s
Life Orientation Questionnaire and the Freiburger Mindfulness Inventory was administered. Findings
indicate that manageability was the most important SOC dimension. Significant correlations were found
between comprehensibility and position and South African cultural background. No significant
correlations were found between mindfulness and the biographical variables. The correlations between
the SOC scales indicate linear relationships between comprehensibility, meaningfulness and
manageability. A significant correlation was found between manageability and mindfulness. The paper
offers recommendations for gender-specific leadership development in HE.

Keywords: Women, leadership, sense of coherence, mindfulness, higher education, female leadership,
gender, South Africa

INTRODUCTION

At the beginning of the 21st century, challenges in African HE institutions are based on complex
interaction patterns of cultural, sociological, economical, psychological, historical and political factors
which foster these inequalities (Teferra & Altback, 2004). However, women in leadership positions in
South Africa are increasing (Eagly & Carli, 2003) as HE institutions aim at rectifying gender imbalances
and increasing the number of females. (e.g. Chimombo, 2003; Wondimu, 2003). Women in HE still
experience exclusion and marginalization in both administrative and academic tracks in senior academic
and research positions (Mama, 2003). SOC (Mayer, 2011) and mindfulness can help women to deal with
these challenges and stay healthy (Nelson & Burke, 2000).

Health is a key research topic in gender research in Africa (Boadu, 2000; Lewis, 2002; Pereira,
2002), however, research on women in work contexts within African organisations has been expanded
only recently (Darkwah, 2002, 2007; Rutenge Bagile, 2002-2003), focusing on the health of women in
leadership positions. (Mayer & Van Zyl, 2013 in process (Amanatullah & Morris, 2010; Baxter, 2012).
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In this paper, SOC and mindfulness is introduced, the research purpose, methodology and research
findings is also analysed and discussed, followed by a conclusion and set of recommendations .

SENSE OF COHERENCE (SOC)

“Well-being at work can bring several benefits to organisations and employees” (Donaldson &
Ko, 2010:183). Thereby, health is defined as ““a state of complete physical, mental, and social well-being
and not merely the absence of disease or infirmity” (WHO, 2002), including physical, social, and
psychological (mental) dimensions (Mayer & Boness, 2011a).

Previous studies have compared gender-specific behaviour (e.g. Eagly, Johannesen-Schmit, &
Van Engen, 2003), differences in the (mental) health of men and women (Sachs-Ericson & Ciarlo, 2010)
and focused on gender differences and health (Carless, 1998). Research on SOC in female academics in
HE in South Africa has shown that SOC scores are below average (Bezuidenhout & Cilliers, 2010).

Salutogenesis deals with the question "What keeps people healthy?" (Antonovsky, 1979) and is
based on the concept of SOC which is defined as a major life orientation (Mayer & Boness, 2011b;
Rothmann, Steyn, & Mostert, 2005). SOC includes three major components (Antonovsky, 1979):

e A sense of comprehensibility describes the ability to process familiar and unfamiliar stimuli as
ordered, consistent, structured information, and not as chaotic, random, accidental and
inexplicable.

e A sense of manageability indicates confidence in the perception that resources are at one’s
disposal, are “adequate to meet the demands posed by the stimuli” (Antonovsky, 1987:17).

e Asense of meaningfulness is responsible for how life is experienced namely, either as meaningful
or as a burden (Bengel, Strittmatter & Willmann, 2001: 26).

MINDFULNESS

Mindfulness (Baer, 2003) having derived from a Buddhist tradition and being associated with
almost all spiritual traditions (Cashwell, Paige Bentley & Bigbee, 2007) has recently gained
interdisciplinary interest (Hunter & McCormick, 2008; Kabat-Zinn, 2006; Segal, Williams & Teasdale,
2002).

Mindfulness has been defined in various ways, with foci including cognition, awareness
(metacognition), and emotion (Kohls, Sauer & Walach, 2009, Irving, Dobkin & Part, 2009, Sauer, Walach
& Kohls, 2011). In cases of mindfulness one is aware of one's own actions and can focus on the present
moment (Brown & Ryan, 2003). Mindfulness qualities include, nonjudging, acceptance, non-attachment,
beginner’s mind, non-striving, gentleness and kindness” (Schmidt, 2004:9). Mindfulness is hence a
pathway for cultivating a non-reactive self that is able to intelligently register multiple perspectives in
oneself and in others (Atkins, 2008).

THE RELATIONSHIP BETWEEN A SENSE OF COHERENCE AND MINDFULNESS

Health is influenced by mindfulness (Grossman, Niemann, Schmidt & Walach, 2004; Kohls,
Walach & Lewith, 2009) and viewed as ,the hallmark of a spiritual path“ (Cashwell, Paige Bentley &
Bigbee, 2007: 71). It is connected to SOC, self and identity (Christopher, Chrisman, Trotter-Mathison,
Schure, Dahlen and Christopher, 2011). Mindfulness in women has mainly been studied in clinical
settings (Dobkin, 2008; Dobkin & Zhaong, 2011; Henderson, Clemow, Massion, Hurley, Druker and
Hébert, 2012) and has been reported to increase through training interventions (Ando, Natsume,
Kukihara, Shibata and Ito, 2011).
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PURPOSE AND OBIJECTIVES

The literature review reveals that there appears to be a void in research on SOC, mindfulness
and gender in HE institutions in South Africa. Therefore, this paper aims at contributing to a better
understanding of the relationship between SOC and mindfulness of women in middle and senior
leadership positions in HE institutions.

The primary objective is to understand the profile and nature of the relationship between SOC,
mindfulness and biographical variables. The secondary objectives are to: a) determine the profiles of
SOC and mindfulness amongst women who participated in this study; b) ascertain the effect of the
selected biographical variables; c) establish the nature of the relationship between the SOC scales; and
d) establish the nature of the relationship between the SOC scales and mindfulness. To achieve the
secondary objectives of this study, the following hypotheses have been stated:

Hypothesis 1: There are no statistically significant differences in the mean scores of the SOC
scales and selected biographical variables, such as (a) position, (b) education, (c) marital status,
(d) cultural background, (e) South African background, and (f) religion.

Hypothesis 2: There are no statistically significant differences in the mean scores of the
mindfulness scale and selected biographical variables, such as (a) position, (b) education, (c)
marital status, (d) cultural background, (e) South African background, and (f) religion.

Hypothesis 3: There are no statistically significant correlation betweeen the scales in the sense of
coherence instrument.

Hypothesis 4: There are no statistically significant correlation betweeen the scales in the sense of
coherence instrument and the mindfulness instrument.

The findings can be used to develop appropriate context specific intervention strategies for increasing
SOC and mindfulness in women in HE.

RESEARCH METHODOLOGY

A positivistic research paradigm is most appropriate for this research, given the quantitatiave
nature of this exploratory study and the stated hypotheses. In this paradigm, explanation “consists of
establishing casual relationships between the variables by establishing causal laws and linking them to
deductive or integrated theory” (Collis & Hussey, 2003: 53).

To give effect to the research objectives and to test the stated hypotheses, an empirical survey,
was distributed to women working in HE in South Africa and internationally. The research population
included all women on the HERS-SA database and its wider network. HERS-SA is an organisation that
supports the leadership development of women in higher education in South Africa and abroad.
Questionnaires were also distributed using snowball sampling. The questionnaires were voluntarily and
anonymously completed. A total of 53 respondents completed the self-administered questionnaire and
as such this study will be regarded as exploratory in nature and the findings as preliminary. Not all the
respondents responded to all the questions in the questionnaire. The number of respondents for each
guestion will be reflected in the findings section.

The data collection, research instruments and data analysis

The data was collected by administering the the Antonovsky (1979; 1997) Life Orientation
Questionnaire (SOC) and the Freibuerger Mindfulness Inventory. The SOC questionnaire assessed the
three components by a 29-item scale with seven-point semantic differential questions. The SOC scales
yield internal reliability indices of between 0.78 and 0.93, and test-retest reliability indices of between
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0.56 and 0.96 (Antonovsky, 1997). Antonovsky (1993) reported a consistently high correlation
coefficient ranging between 0.83 and 0.93, indicating the internal consistency and reliability of the SOC
scales. Others confirmed the internal consistency at 0.80 (Jackson & Rothmann, 2001), and 0.91 (Lustig
& Strauser, 2002) and a high test-retest reliability of 0.90 (Cilliers & Kossuth, 2004) and 0.93 at a 30-day
interval (Frenz, Carey & Jorgensen, 1990). Antonovsky (1993) reported construct validity varying
between 0.38 and 0.72. Construct, content, face, consensual, predictive and criterion validity was
confirmed (Antonovsky, 1993; Kivimaki, Feldt, Vahtera & Nurmi 2000). For the South African context
validity of the instrument was confirmed (Randall, 2007). Previous South African studies have focused
on SOC in other work contexts (Mayer & Boness, 2009; Mayer et al., 2010; Strimpfer & Wissing, 1998).

The Freiburger Mindfulness Inventory (Walach, Buchheld, Buttenmdiller, Kleinknecht & Schmidt,
2006) assessed mindfulness by using the short version (FMI-14), including 14 items (FMI-14, 14 items, 1
factor, a = .79, .86). The FMI has been replicated previously in confirmatory analysis and has seen
external validation in various types of populations. A one dimensional shortform (Walach et al., 2006)
and a two factorial solution of the short form of the FMI-14 exist (Strohle, 2006), being an alternative to
the long form (FMI-30) (Buchheld & Walach, 2002). The FMI-14 shows acceptable internal consistency (a
= .86), is widely used, has been validated in a number of studies and was employed in this study. It
assesses mindfulness in clinical and non-clinical populations (Sauer, Walach, Offenbacher, Lynch &
Kohls, 2011), is empirically validated English speaking populations and assesses awareness and non-
judgment of present moment experiences (Walach, et. al, 2006; Heidenreich, Stréhle, & Michalak, 2006;
Kohls, Sauer & Walach, 2009).

The data was analysed using the IBM SPSS statistics V21 software package (IBM SPSS Statistics,
2012). Each of the research instruments considered were used to calculate descriptive statistics, such as
the mean and standard deviation, relating to sense of coherence and mindfulness scales. As a result of
the small size of this data set, and the exploratory nature of this study, univariate statistical
methodologies were used to test the various hypotheses. Care should be taken when interpreting the
results reported in this study owing to the small sample size.

One-way ANOVAs were used to determine whether there were significant differences in the
mean scores, for the SOC and mindfulness scales, and the effect of selected biographical variables on
these mean scores. Where appropriate, the Cohen’s d estimates provide an indication of whether the
statistically significant differences (p<0.05) are also practically significant (Terre Blanche et al., 1999:
341-342). In this study the Cohen’s d estimate is a measure of the effect size for the mean group
difference. The practical significance of the Cohen’s d estimate has a small effect when 0.2 < d < 0.5;
medium effect when 0.5 < d £0.8; and large effect when d > 0.8. Pearson’s correlation coefficient and
the associated t-test were used to assess the correlation between the scales of the SOC research
instrument, and between the scales of the SOC and mindfulness instruments.

The research participants agreed to participate voluntarily and completed the questionnaire
electronically and anonymously. The names and positions of the women were not linked with the
content of the data, to ensure confidentiality. Confidentiality was maintained throughout the research
process and upon the publication of research findings.

The limitation of this research is that it is based on one selected gender sample with a limited
number of respondents, working in middle and senior level leadership positions in HE. Considering the
limited sample size, this research should be viewed as exploratory in nature. Despite this, other women
leaders and leadership development specialists in HE can benefit by drawing on the findings of this
research.
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RESEARCH FINDINGS

The biographical data is integrated into the findings section and will thus not be explicitly stated.
In this section the findings pertaining to the reliability, of SOC and mindfulness, and the relationship
between SOC and mindfulness will be discussed.

Reliability of findings

According to Sekaran (1992), as a rule of thumb, Cronbach’s alpha coefficients of less than 0.60
are considered as being poor, between 0.60 and 0.70 as acceptable, and over 0.8 as good. However,
even though the generally accepted threshold for Cronbach’s alpha is 0.70, this limit may be lowered to
0.60 in exploratory research (Nunnally, 1978; Robinson, Shaver & Wrightsman, 1991).

In this research overall Cronbach’s alpha coefficient for SOC was good at 0.914. The Cronbach’s
alpha coefficients were good for Comprehensibility (0.830), acceptable for Manageability (0.791) and
poor for Meaningfulness (0.582). Caution thus has to be exercised in interpreting the results with regard
to Meaningfulness since the Cronbach’s alpha coefficient score was slightly lower than the lowered
threshold of 0.60. Given the exploratory nature of this study and the explanation provided, it was
decided to include the SOC dimension of Meaningfulness in the findings. The overall Cronbach’s alpha
coefficient for Mindfulness is 0.809.

Sense of Coherence

In response to the research objective on “determining the profile of the SOC of women in
leadership in HEI” the following findings are pertinent based on 53 respondents. Manageability (mean
score 5.18, standard deviation 0.70) was the most important SOC dimension to the women in
leadership. Second it was meaningfulness (mean score 4.83, standard deviation 0.46) followed lastly by
comprehensibility (mean score 4.57, standard deviation 0.87).

In response to the the following research objectives on “ascertaining the extent to which the
selected biographical variables effect the dimensions of SOC” by determining whether there is a
difference between the selected biographical variables and the mean scores of SOC in women in
leadership in HEIs, the findings provided in this section are pertinent.

The relevant first null hypothesis is stated as Ho': There are no statistically significant differences

in the mean scores of the SOC scales and selected biographical variables, such as position H**®, education

H** marital status H**, cultural background H*? South African background H**¢ and religion HY,

In the next sections the descriptive statistics as well as the ANOVA’s will be presented to give
effect to the stated objectives and null hypothesis relevant to SOC and selected biographical variables.
For the sake of brevity, only the significant ANOVA findings pertaining to the SOC dimensions will be

presented (Table 1).

Sense of coherence and position
The positions occupied by women in leadership in the HEIs are classified as follows:

Academic level includes academic staff from lecturer to Professorship levels;

Executive level includes associate deans, deans, vice rectors and executive management;
Administrative management level includes client services, all managers; and

Consultant level.

The data on the position occupied by women in leadership in HEls provided evidence that
manageability was the most important SOC dimension across all the position levels, namely academic
(respondent = 33, mean score 5.16, standard deviation 0.73), executive (respondents = 6, mean score
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5.57, standard deviation 0.67), managerial (respondents = 9, mean score 4.94, standard deviation 0.64)
and consultant (respondents = 5, mean score 5.30, standard deviation 0.68). For all the position levels,
except for the executive level, meaningfulness (overall mean score 4.83, standard deviation 0.46) was
more important than comprehensibility (overall mean score 4.57, standard deviation 0.87).

A one-way ANOVA indicated that there was a significant difference between the mean scores of
the comprehensibility orientation scale and position, at the 5% significance level: Comprehensibility (F =
4.464, df = 52, p-value = 0.008), as shown in Table 1. There were no significant differences between the
mean scores of the manageability and meaningfulness orientation scales and position, at the 5%
significance level: meaningfulness (F = 2.625, df = 52, p-value = 0.61), manageability (F = 0.993, df = 52,
p-value = 0.404). H* " is thus not rejected except in terms of position and comprehensibility. Since the
sample sizes vary according to the number of respondents in each position level, it is appropriate to
ascertain the effect of the sample size on the statistically significant results by usng the Cohen’s d
estimate, as previously described. In this case the Cohen’s d estimate is 1.0467, representing a large
sample size effect. Consequently this result cannot be inferred to the whole population and would be
limited to the respondents who participated in this research.

Sense of coherence and education

Most of the respondents, namely 31, have a doctorate degree, four have a bachelor degree, two
a honours degree, and 16 a master’s degree. Irrespective of the level of education, overall
manageablility had the highest mean score of 5.18 (standard deviation 0.70), followed by
meaningfulness (mean score 4.83, standard deviation 0.46) and comprehensibility (mean score 4.57,
standard deviation 0.87). The respondents who have masters and doctorate degrees scored
manageability higher on mean values 5.18 and greater, than those who have honours and Bachelor
degrees. Meaningfulness was scored the lowest (mean score 4.19, standard deviation 0.79,
respondents = 2) by respondents with honours degrees and regarded as being equally important by
respondents from all the other levels of education. Comprehensibility was scored the highest by the
respondents with masters (mean score 4.54, standard deviation 1.04, respondents = 16) and doctorate
(mean score 4.71, standard deviation 0.70, respondents = 31) degrees.

A one-way ANOVA indicated that there were no significant difference between the mean scores
of the SOC scale and the level of education, at the 5% significance level: Comprehensibility (F = 1.723, df
=52, p-value = 0.174), meaningfulness (F = 1.469, df = 52, p-value =.234), manageability (F = 0.618, df =
52, p-value = 0.607 ). H™is thus not rejected.

Sense of coherence and marital status

Most of the respondents are married (33), twelve are single and six are either divorced or
widowed. Irrespective of the marital status, overall manageablility had the highest mean score of 5.19
(standard deviation 0.71, respondents = 51), followed by meaningfulness (mean score 4.84, standard
deviation 0.46) and comprehensibility (mean score 4.55, standard deviation 0.88, respondents = 51).
The respondents who are married or divorced scored higher on manageability (mean values greater
than 5.22) than respondents who are single. Meaningfulness was scored slightly higher (mean score
above 4.88) by respondents who are married or divorced while comprehensibility was scored slightly
higher (mean score 4.69, standard deviation 1.11, respondents = 6) by respondents who are divorced.

A one-way ANOVA indicated that there were no significant difference between the mean scores
of the SOC scale and the marital status, at the 5% significance level: Comprehensibility (F = 0.085, df =
50, p-value = 0.918), meaningfulness (F = 0.820, df = 50, p-value = 0.446), manageability (F = 0.765, df =
50, p-value = 0.471). H* *“is thus not rejected.
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Sense of coherence and cultural background

Twenty seven of the respondents who responded to this question, are South African and eleven
non-South African. Irrespective of the cultural background, overall manageablility had the highest mean
score of 5.26 (standard deviation 0.69), followed by meaningfulness (mean score 4.85, standard
deviation 0.45) and comprehensibility (mean score 4.64, standard deviation 0.90).

A one-way ANOVA indicated that there were no significant differences between the mean
scores of the SOC scale and the social background of the respondents, at the 5% significance level:
Comprehensibility (F = 0.010, df = 37, p-value = 0.922), meaningfulness (F = 0.308, df = 37, p-value =
0.582), manageability (F = 0.579, df = 37, p-value = 0.452 ). H*"*is thus not rejected.

Sense of coherence and South African cultural background

Eighteen of the respondents are white women, three black/African, four Indian, one coloured
and five represented an “other” category. Irrespective of the South African cultural background, overall
manageablility had the highest mean score of 5.29 (standard deviation 0.69) followed by
meaningfulness (mean score 4.83, standard deviation 0.49) and comprehensibility (mean score 4.62,
standard deviation 0.99). Only the white women respondents differed to all the other respondents by
allocating the highest score to manageability (means score 5.39, standard deviation 0.67), followed by
comprehensibility (mean score 5.04, standard deviation 0.82) and lastly meaningfulness (mean score
4.98, standard deviation 0.40). The category “other” has been excluded from this analysis.

A one-way ANOVA indicated that there were no significant differences between the mean
scores of the following SOC scales and the South African cultural background, at the 5% significance
level: Meaningfulness (F = 1.688, df = 30, p-value = 1.183), manageability (F = 0.329, df = 30, p-value =
0.856). There was, however a statistically significant difference between the means score of
comprehensibility (F = 3.501, df = 30, p-value = 0.020) and the South African cultural background, as
shown in Table 1. H" *is thus not rejected, except in the instance of comprehensibility. The associated
Cohen’s d estimate is 1.4676, indicating that the small sample size has significant practical implications
in interpreting this result.

Sense of coherence and religion

Most, namely 32, of the respondents indicated that they are Christians. Three respondents
regarded themselves as being Atheist, two Budhist, three Hindu and two as being “Spiritual”.
Irrespective of the religious orientation, overall manageablity had the highest mean score of 5.27
(standard deviation 0.63), followed by meaningfulness (mean score 4.84, standard deviation 0.45) and
comprehensibility (mean score 4.61, standard deviation 0.84). The only exception to this rating order
were the respondents who considered themselves as being “Spiritual” who regarded manageability
(mean socre 5.70, standard deviation 0.42) as being the most important, followed by comprehensibility
(mean score 5.00, standard deviation 0.38) and lastly meaningfulness (mean score 4.69, standard
deviation 1.15). Respondents who regarded themselves as being “Spiritual” scored the highest on
manageability (mean score 5.70, standard deviation 0.42) and comprehensibility (mean score 5.00,
standard deviation 0.38). Meaningfulness (mean score 5.21, standard deviation 0.19) was scored the
highest by the “Atheist” group. Respondents who belong to the “Hindu” religion scored the lowest on all
the SOC dimensions, with mean score for manageability of 4.90 (standard deviation 0.70),
meaningfulness (mean score 4.80, standard deviation 0.59) and comprehensibility (mean score 3.75,
standard deviation 1.04).

A one-way ANOVA indicated that there were no significant differences between the mean scores
of the SOC scales and religion, at the 5% significance level: Comprehensibility (F = 0.919, df = 41, p-value
= 0.463), meaningfulness (F = 0.613, df = 41, p-value = 0.656), manageability (F = 0.564, df = 41, p-value
=0.690 ). H* *is thus not rejected.
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Table 1 : ANOVAs for SOC dimensions (Comprehensibility) and biographical variables: Significant
differences

Comprehensibility and biographical variables Sumof | df Mean F | Sig.
Squares Square
Between Groups (Combined) 8.39 3 2.8 447 | .00
Position Within Groups 30.69 49 .62
. Between Groups Combined 10.47 4 261 | 3.50 | .02
South Adrican Within GroupsID ( ) 1943 | 26 | .74
ICuIturaI Backround Total 29 90 30

The findings pertaining to mindfulness will be given in the next section.

Mindfulness

In response to the research objective on “determining the profile of the mindfulness of women in
leadership in HEI” the following findings are pertinent. It was evident that the mean score for
mindfulness is slightly above average, 2.99 (standard deviation 0.42, minimum 2.07 and maximum 3.79,
n=>53).

In response to the the following research objectives on “ascertaining the extent to which the
selected biographical variables effect mindfulness” by determining whether there is a difference between
the selected biographical variables (such as position, education, marital status, cultural background,
South African background, and religion) and the mean score of mindfulness of women in leadership in
HEls, the findings given in this section are pertinent.

The relevant second null hypothesis is stated as Ho’: There are no statistically significant
differences in the mean score of the mindfulness scale and all the selected biographical variables,

such as position H**®, education H**°, marital status H*, cultural background H*', South

1.1e 1.1f

African background H*%, and religion H

Mindfulness and position
The respondents in executive (mean score 3.15, standard deviation 0.27) and consultant (mean
score 3.16, standard deviation 0.44) positions scored the highest on mindfulness while those in
academic positions scored the lowest (mean score 2.91, standard deviation 0.42).
A one-way ANOVA indicated that there were no significant differences between the mean score
of mindfulness and the position of the respondents (F = 1.181, df = 52, p-value = 0.326) at the 5%
significance level. H**?is thus not rejected.

Mindfulness and education

The respondents with an honours degree (mean score 3.43, standard deviation 0.50) and
masters degree (mean score 3.06, standard deviation 0.43), bachelor degree (mean score 2.98, standard
deviation 0.58) scored the highest in mindfulness while those with a doctorate degree scored the lowest
(mean score 2.93, standard deviation 0.38).
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A one-way ANOVA indicated that there were no significant differences between the mean score
of mindfulness and the level of education of the respondents (F = 1.073, df = 52, p-value = 0.369) at the
5% significance level. H*'*is thus not rejected.

Mindfulness and marital status

Mindfulness was scored the highest by the respondents who are married (mean score 3.05,
standard deviation 0.38) and lowest by thoses who are divorced or widowed (mean score 2.70, standard
deviation 0.55).

A one-way ANOVA indicated that there were no significant differences between the mean score
of mindfulness and the marital status of the respondents (F = 1.712, df = 50, p-value = 0.191) at the 5%
significance level. H*'“is thus not rejected.

Mindfulness and cultural background
Mindfulness was scored the highest by the respondents who are South African (mean score

3.08, tnadard deviation 0.31) and a mean score of 2.93 (standard deviation 0.39) by non-South African
respondents. It should be noted that the difference in mean scores between the respondent groups is
slight.

A one-way ANOVA indicated that there were no significant differences between the mean score
of mindfulness and the cultural background of respondents (F = 1.454, df = 38, p-value = 0.236) at the
5% significance level. H***is thus not rejected.

Mindfulness and South African cultural background
Respondents who are Coloured (mean score 3.29, standard deviation 0.00) scored mindfulness
the highest, second highest by the White respondents (mean score 3.15, standard deviation 0.24) and
lowest by the African/Black respondents (mean score 3.09, standard deviation 0.55). It should, however,
be noted that even though there are small differences in the scoring of the different groups of
respondents, all the responses are above a mean score of 3.00 which is high overall, given the 4-point
Likert type scale.
A one-way ANOVA indicated that there were no significant differences between the mean score
of mindfulness and the cultural background of respondents (F = 1.616, df = 37, p-value = 0.200) at the

5% significance level. H**®is thus not rejected.

Mindfulness and religion

Mindfulness was scored slightly higher by the respondents who are Spiritual (mean score 3.18,
standard deviation 0.04) and Buddhist (mean score 3.10, standard deviation 0.45). It should, however,
be noted that even though there are small differences in the scoring of the different religious
orientations of respondents, all the responses are above a mean score of 3.00 which is high overall,
given the 4-point Likert type scale.

A one-way ANOVA indicated that there were no significant differences between the mean score
of mindfulness and the religious orientation of respondents (F = 0.090, df = 41, p-value = 0.985) at the

5% significance level. H**'is thus not rejected.

Relationship between sense of coherence and mindfulness

In response to the research objectives on “establishing the nature of the relationship between
the scales in the sense of coherence research instrument” and “the relationship between the scales of
sense of coherence research instrument and the mindfulness research instrument” the following findings
are pertinent. The associated third and fourth null hypotheses are stated as:
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Ho®: There are no statistically significant correlations between the scales of the sense of coherence
instrument
Ho®: There are no statistically significant correlations between the scales of the sense of coherence
instrument and the mindfulness instrument

The Pearson’s correlation coefficient was used to assess correlations between the various scales
of the SOC and between the scales of SOC and the mindfulness scale. Complete observations were used
in calculating the Pearson’s correlation coefficients and associated p-values shown in Table 2. With
regard to SOC, significant correlations (as shown in Table 2) were found between the scales o
n the SOC instrument. Significant relationships were found between comprehensibility and
manageability (r = 0.63, p-value = 0.00), comprehensibility and meaningfulness (r = 0.61, p-value = 0.00),
manageability and meaningfulness (r = 0.56, p-value = 0.00), at the 1% level of significance.

Hypothesis Ho®, that there are no statistically significant correlations between the scales of the
SOC instrument, is thus rejected at the 1% level of significance. The correlations between the scales of
the SOC research instrument indicate that there are linear relationships between comprehensibility,
meaningfulness and manageability.

Table 2: Correlation — scales of sense of coherence scales and meaningfulness scale

FFA Comprehen Manageability | Meaningfulness
Pearson Correlation 1 17 30 .09
Mindfulness (FFA) Sig. (2-tailed) 21 .03 49
N 53 53 53 53
Pearson Correlation 17 1 63" 61"
Comprehensibility  Sig. (2-tailed) 21 .00 .00
N 53 53 53 53
Pearson Correlation 307 637 1 56"
Manageability Sig. (2-tailed) .03 .00 .00
N 53 53 53 53
Pearson Correlation .09 617 56 1
Meaningfulness Sig. (2-tailed) 49 .00 .00
N 53 53 53 53

*Correlation is significant at the 0.05 level (2-tailed).
**Correlation is significant at the 0.01 level (2-tailed).

With regard to mindfulness, a significant correlation, as shown in Table 2, was found between
mindfulness and manageability (r = 0.30, p-value = 0.03), at the 5% level of significance. Hypothesis Ho®,
that there are statistically significant correlations between the scales of the SOC instrument and the
mindfulness instrument and is thus not rejected, except between mindfulness and manageability, at the
5% level of significance. There is thus a linear relationship between mindfulness and manageability and
not between mindfulness and comprehensibility and meaningfulness.

DISCUSSION AND CONCLUSION
The purpose of this study was to address the dearth in research regarding SOC and mindfulness

in women working in HE. In terms of the SOC of women in leadership in HE, the general finding is that
the women did not score below average, as indicated previously by Bezuidenhout and Cilliers (2010).
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Manageability was scored the highest in all instances, followed by Meaningfulness and lastly
Comprehensibility. In determining whether selected biographical variables influenced SOC, the following
findings are pertinent:

e Unlike the general finding stated above, women at executive level regard Manageability as being
most important followed by Comprehensibility and lastly Meaningfulness. There are statistically
significant differences in the mean scores of Comprehensibility and position, implying that there is a
relationship between Comprehensibility and position. However, due to the sample size effect this
finding cannot be inferred to the whole population and would be limited to the respondents who
participated in this research.

e The women who have masters and doctorate degrees scored higher in Manageability than those who
have honours and Bachelor degrees. Meaningfulness was scored the lowest by the women with
honours degrees while Comprehensibility was scored the highest by women with masters and
doctorate degrees.

e The women who are married or divorced scored higher on Manageability and Meaningfulness than
those who are single. Comprehensibility was scored highest by women who are divorced.

e |Irrespective of cultural background the women regarded each of the SOC dimensions as being of
equal importance. A statistically significant difference between the means score of Comprehensibility
and the South African cultural background was found. This implies that there is a relationship
between Comprehensibility and the South African cultural background. However, due to the sample
size effect this finding cannot be inferred to the whole population and would be limited to the
respondents who participated in this research.

e Unlike the general finding, stated previously, white women regarded Manageability to be the most
important SOC dimension, followed by Comprehensibility and lastly Meaningfulness.

e Women who regarded themselves as being “Spiritual” scored the highest on Manageability and
Comprehensibility. Women who belong to the “Hindu” religion scored the lowest on all the SOC
dimensions.

1.1a 1.1e

Based on the aforementioned, Hypothesess Ho" " and Ho ™" are not rejected except in terms of
comprehensibility and position (H* **) and comprehensibility and South African cultural background (H*
') while Hypotheses Ho**“* are not rejected. Consequently, there were no significant relationships
between SOC and: education; marital status; cultural background; and religion. The only significant
relationships were between comprehensibility and position and South African cultural background.

The women who participated in this study had a slightly above average score for
Meaningfulness. In determining whether selected biographical variables influenced the level of
Mindfulness, the following findings are pertinent:

e Women in executive and consultant positions scored the highest on Mindfulness while those in
academic positions scored the lowest.

e Women with an honours and master’s degree scored the highest in Mindfulness while those with a
doctorate degree scored the lowest.

e Mindfulness was scored the highest by women who are married and lowest by those who are
divorced.

e Mindfulness was scored the highest by women who are South African. It should be noted that the
difference in mean scores between the respondent groups is slight.
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e Mindfulness was scored the slightly higher by the women who are coloured, second highest by white
women and lowest by African women. It should, however, be noted that all the responses are above
average.

e Mindfulness was scored the slightly higher by women who regard themselves as being Spiritual and
by Buddhists.

Based on the aforementioned, Hypotheses Ho?**" are not rejected. No significant relationships
were found between mindfulness and: position; education; marital status; cultural background; South
African background; and religion.

With regard to the SOC dimensions, significant correlations were found between all the
dimensions, indicating that there is a linear relationship between manageability, meaningfulness and
comprehensibility. Hypothesis Ho®is thus rejected.

With regard to the relationship between SOC and mindfulness, a significant correlation was
found between manageability and mindfulness. Hypothesis Ho” is thus not rejected, except between
manageability and mindfulness. There are thus no linear relationships between comprehensibility and
mindfulness; and meaningfulness and mindfulness.

RECOMMENDATIONS

Based on the literature review and on the findings, the following recommendations can be made
for females working in leading positions in HE institutions:

e HE institutions should create leadership programmes for academics and specifically encourage
women in leadership to develop their SOC as well as their mindfulness.

e With regard to the development of SOC through the implementation of leadership development
initiatives, comprehensibility as well as meaningfulness should be strengthened in female leadership
capacities, supporting them in experiencing their HEl as more structured, ordered and meaningful.
Meaningfulness, as the motivational component of SOC should be increased in female leaders to
increase their motivational levels.

o  Whilst executives and consultants seem to score relatively high in mindfulness, HEI's should also
increase mindfulness in women leaders in academic positions and academics with doctorate degrees
through training and development programmes.

e Training should refer to the fact that manageability and mindfulness are related. Mindfulness
development programmes are therefore likely to increase the manageability of female leaders and
vice versa.

e Training to increase SOC and mindfulness should include respondents from all cultural backgrounds.

e This study should be replicated across a larger number of respondents.
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ABSTRACT

This research focuses on culture, leadership and motivation in the Caribbean among people in the
African diaspora. Across groups, responses to qualitative research were relatively consistent: ethnicity
and culture are described as influenced by religion, particularly Christianity; African heritage and country
of origin are important. Effective leaders are charismatic, visionary, and results oriented. They motivate
others, lead by example, and develop visions and goals. Leaders believe motivation comes from making
a difference for others, non-leaders believe leaders are influenced by financial rewards and self-
fulfilment. Non-leaders are motivated primarily by financial rewards; great leaders are visionary, self-
sacrificing, idealistic, and work for the good of others. The results are generally similar to Western
beliefs, but some interesting differences are identified.

Keywords: African Diaspora, Caribbean Management, Leadership and Motivation
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INTRODUCTION

Many scholars have called for more management research in non-Western countries (Lituchy,
Ford, & Punnett, 2013). Management issues such as leadership and motivation have been studied only
to a very limited degree in developing countries generally, and, in particular, the Caribbean is noticeably
absent from this research (Simon & Preziosi, 2009). This study is exploratory, because little is known
about leadership, motivation and culture in the Caribbean. This paper reports the results of a Delphi
process and focus groups, which included leaders and non-leaders.

Three exploratory questions are proposed:

1) How is culture described by people in the Caribbean?
2) What is considered effective leadership by people in the Caribbean?
3) How is motivation defined by people of African descent in the Caribbean?

THE CARIBBEAN
History

The Caribbean, where people of Sub-Saharan African descent represent around 73% of the total
population (Central Intelligence Agency, 2010), presents an interesting case of examining leadership and
motivation of the African diaspora. These descendants of African slaves, brought to the Caribbean
during the slave trade, have lived in the Caribbean for generations, and their culture is seen as a blend of
African influences with European colonial practices (Punnett, Singh, & Williams, 1994).

In most of these countries, African descendants are in the majority, however, some countries
also have a large Indian descended population, notably Guyana and Trinidad and Tobago (Central
Intelligence Agency 2013). The English-speaking Caribbean has been linked through a common African
ancestry and a British colonial, plantation economy and heritage. A large percentage of the population
in the Caribbean is of African origin, descendants of slaves brought to the West Indies to work on
plantations (Punnett, Dick-Forde, & Robinson, 2006; Carney, 2003). After the abolition of slavery in
1834, the Caribbean was used as a base for the transportation of people from different parts of the
globe to satisfy the labour demands of the plantation economy (Marrs, 1998). Labour was imported
primarily from India and China to support the demands of the plantation system and this led to several
Caribbean countries having mixed race populations.

Culture

In terms of culture, the Caribbean people appear to be low on hierarchy/power distance,
moderate on individualism, and high on uncertainty avoidance—preferring certainty and avoiding risk
(Punnett et al., 2006; Punnett & Greenidge, 2009). Zala (2010: 3) contended that, “Caribbean states
have a dualised class structure where 30-40% of the population are participating in ‘normal’ state-
society relations whereas the rest exist as poor and disengaged citizens often concentrated in urban
centres”.

People in the Caribbean have also been found to be high on cooperation, accommodation and
social cohesion, and their leadership style has been classified as transformational (Cole & Berengut,
2009) although a study by Simon & Preziosi (2009) in Trinidad found no relationship with
transformational leadership and organizational outcomes, and suggested that more transformational
leadership should be used. Nurse and Punnett (2002) also noted the importance of religion and
spirituality in the Caribbean context. Punnett, Singh &Williams (1994) argued that the Caribbean cultural
profile reflected both the African roots and the European ones.
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CONCEPTS

Leadership

Defining leadership, Paglis & Green (2002) said that leadership involves implementing change
through developing a base of influence with followers, motivating them to commit to and work hard in
pursuit of change goals, and working with them to overcome obstacles to change. This definition
illustrates what is seen in the West as important in effective leadership—a strategic approach, valuing
change, influencing, commitment and hard work towards goals. One can argue that cultural
characteristics influence what is seen as effective leadership. Support for this is provided by Hall (2011).
He conducted a study involving Jamaican managers and found a link between manager sense-making of
the cultural context in which they manage and culture, leadership, and communication.

In the Caribbean, for example, high uncertainty avoidance might influence the type of leader
that is preferred—i.e., a leader who makes decisions rather than one who is participative. The historical
colonial legacy in the Caribbean has also resulted in organizations with top down structures (Punnett &
Greenidge, 2009), which may be accepted because it is the norm, even if it is not the preferred style,
given a low score on power distance. These patterns are expected to continue to erode as persons are
impacted by undulating globalization fads; the returning of young and youthful migrants with their own
mores and ideas for change and nation building that are challenging the status quo (Conway & Potter,
2007); and increased identity confusion, especially among the youth (Arnett, 2002).

Motivation

Punnett (2009) argued that motivation is closely linked to leadership. Motivation refers to an
internal drive that leads to behaviours to satisfy the drive. It is generally defined as an inner force that
impels a person to act in a particular way based on individual needs, a sense of fairness, and
expectancies about ability to perform and the outcomes/rewards associated with performance, that can
be rationally evaluated (Punnett, 2009).

The West’s approach to leadership and motivation tends to be individual focused, action and
goal oriented, incorporates a sense of justice, and a rational ability to evaluate actions and their results.
Cultural characteristics affect how people will be motivated and what actions and rewards will motivate
them. In the Caribbean, for example, a focus on cooperation and accommodation might influence how
one motivates people—i.e., a group approach might be more effective than an individual one.

METHODOLOGY

This qualitative research consisted of both the Delphi technique and focus groups.

Delphi Technique

Research design and sample. The Delphi technique asked 12 respondents (7 males and 5
females) experts about culture, effective leadership and motivation. Four were born in Barbados, three
in Trinidad and Tobago, two in St. Vincent and the Grenadines and the remaining three were born in
Britain and St. Lucia but had been living in Barbados for 32, 44 and 46 years respectively. Ages ranged
from 28-56 years, with an average of 47.3 years. Of the 12 respondents, eight had post-graduate
degrees, three had undergraduate degrees and one had a college diploma.

Data Collection. Respondents were emailed and asked to define culture, leadership and
motivation, using open-ended questions. The open-ended questionnaire serves as the cornerstone for
soliciting specific information about a content area from the Delphi subjects (Custer, Scarcella &
Stewart, 1999). The seven questions that were included on the questionnaire were: (1) What three to
five words best describe your ethnic or cultural background? (2) What words/terms would you use to
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describe an effective leader? (3) What does an effective leader do? (4) What motivates leaders to
succeed? (5) What motivates people (other than leaders) to work hard? (6) Name three to five people,
men or women, whom you consider to be, or to have been, effective leaders (they can be local, national
or international), and why each is effective? And, (7) How would you describe your culture?

The answers to these questions from the first round were collected, compiled, summarized and
fed back to participants. Two rounds of the Delphi process were conducted. In the second round,
participants were asked to rate the summary responses from round one, in terms of their importance.
Responses were on a five point scale, with five as the most important response. A third round was not
deemed necessary, because participants had reached a consensus, with substantial agreement apparent
in round two.

Focus Groups

Research design and sample. The focus groups were conducted in Barbados and Trinidad and
Tobago. They were asked to discuss the same questions posed in the Delphi process, in a group setting.
The purpose of the focus groups was to ascertain if responses to the same questions from non-leaders
would support the Delphi findings. Recently focus groups have gained scientific respectability (Kahan,
2001) and have also been used both in qualitative and quantitative research (Morgan, 1988). According
to Morgan (1988), they are useful for generating hypotheses based on informants’ insights, developing
interview schedules and questionnaires, and getting participants interpretations of results from earlier
studies. The focus group in Barbados consisted of 15 participants (5 male and 10 female) between the
ages of 23 and 53 years. Thirteen participants were from Barbados, one from Jamaica and one from St.
Vincent and the Grenadines. The focus group in Trinidad and Tobago consisted of 15 participants (all
female) between the ages of 24 and 52. All participants were from Trinidad and Tobago.

Data Collection. Four focus groups were conducted. Two focus groups were conducted in
Barbados. One with a group of post-graduate students of African descent who were also working
persons and the second group consisted of working persons of African descent whose employment
history varied. Two focus groups were conducted in Trinidad and Tobago, one in Trinidad and one in
Tobago. Both groups consisted of working persons of African descent whose employment history varied.
Each focus group lasted for approximately two hours and participants received refreshments after the
focus group exercise was completed

Data analysis

The replies from the respondents were content analyzed using NVivo 8 software. Frequently
repeated words and phrases were identified and coded for the Delphi technique as well as the focus
groups. Common themes and triangulated items were identified.

RESULTS

Delphi Technique

What three to five words best describe your ethnic or cultural background? The most common
response was Caribbean/West Indian, followed by Christian, Afro-Caribbean, African, Black Barbadian,
and finally community minded. Respondents see themselves as from the region (Caribbean) but also as
part of the African diaspora. The response of being Christian (or more generally religious) is also clearly
an important component of the cultural background of people in the Caribbean.

What words/terms would you use to describe an effective leader? The most recurring themes
were charismatic, an ability to inspire or motivate others, visionary, and committed. These were
followed by themes such as being wise and knowledgeable, results/goal oriented, honest, and leads by
example. It seems very clear to respondents that charisma, inspiration and vision are important in a

157



Best Paper Proceedings 2" Biennial Conference — Africa Academy of Management

good leader, along with good management abilities such as goal orientation, ability to create a team,
competence, and communication. The other words or phrases that stood out were wisdom, morality,
serving others, mentorship, and compassion.

What does an effective leader do? The most highly rated responses were a leader develops
goals and objectives, motivates others to perform, and to accept goals and visions. These responses are
in line with responses to the previous question, and reflect a definition of leadership that we might find
in a traditional Western text.

What motivates leaders to succeed? The most important responses were a desire to help others
and make a difference in their lives, the ability to influence others, self-fulfiiment, a desire for success, a
sense of accomplishment, and confidence.

What motivates people (other than leaders) to work hard? In contrast to what motivates
leaders, the most common response here included self-fulfilment, personal growth, thrill of success,
money/financial rewards, recognition, clear understanding of vision and goals, confidence in the leader
and respect for authority. Overall, this suggests that the individual is seen as the key to motivation,
through both extrinsic factors such as financial rewards as well as intrinsic factors such as self-fulfilment,
personal growth and experiencing success.

How would you describe “your culture”? The most common theme was traditionalist, followed
by Christian and religious, then mixed, fun loving, hypocritical and selfish, and individualistic. The
religious theme is consistent with responses to the first question. The “hypocritical and selfish” response
is somewhat unusual as it is a negative description of the culture and does not seem to be in accord with
traditional, religious, or fun loving.

Focus Groups

What three to five words best describe your ethnic or cultural background? For Barbados, the
most important response was African Descent/Heritage, followed by Black and Country of Origin. For
Trinidad and Tobago, the most important was country of origin.

What words/terms would you use to describe an effective leader? The most important
response for both countries was visionary. Being a good communicator, charismatic and knowledgeable
were also common themes for both groups.

What three to five words/phrases describes what an effective leader does? For Barbados, the
most important response was leads by example; motivates was the most important for Trinidad and
Tobago.

What three to five words/ phrases describes what motivates leaders to succeed? For Barbados,
the most important response was self-actualisation or self-fulfilment, while for Trinidad and Tobago
financial gain or monetary rewards was the most important.

What three to five words/ phrases describes what motivates people (other than leaders) to
work hard? The most important response for both countries was financial gain or money, in Barbados
and in Trinidad and Tobago. Having a good leader was next in importance for both countries.

What three to five words/phrases best describe why these leaders are effective? For Barbados,
the most important response was charismatic; while for Trinidad and Tobago inspirational was the most
important. Both countries also mentioned visionary.

What three to five words/phrases would you use to describe “your culture”? For Barbados, the
most important response was religious or spiritual, followed by Christian society (the participants
considered the two items to be separate). For Trinidad and Tobago religious or religion, and Christian or
spiritual were grouped into one category.
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DISCUSSION

Across the groups, including both the Delphi technique and the focus groups, the responses are
relatively consistent, providing a profile of people in the Caribbean that can be summarized as follows:

e Ethnicity and culture are both described as influenced by religion, particularly Christianity.
African roots are seen as generally important, but so is country of origin, particularly where the
population is mixed rather than predominantly Black.

e Effective leaders are seen as charismatic, visionary, and results oriented. They motivate others,
lead by example, and develop vision and goals.

e Leaders believe they are motivated by making a difference for others, while non-leaders believe
leaders are influenced by financial rewards and self-fulfiiment.

o Non-leaders are perceived as being motivated primarily by financial and other external rewards.

e Great leaders identified are both international and national figures; they are seen as visionary,
self-sacrificing for the sake of their ideals, and working for the good of others.

This research provides a basis for developing a larger scale, quantitative survey that allows for
comparisons across cultures. The nature of the current research ensures that uniquely Caribbean ideas
will be included in the research on leadership and motivation. The Caribbean responses, for the most
part, are not dramatically different from those that might be found elsewhere, but they do add a
Caribbean flavor to the overall outcomes.

Limitations and Future Research

The qualitative nature of this research means that there are limitations that must be kept in
mind when interpreting the results. In particular, the results have restricted generalizability. We can
only say that these particular respondents said these particular things, we do not know that a wider,
more representative sample would say the same or similar things. The sample sizes are small and they
were not randomly selected, rather they were selected because of known characteristics, and often
because the respondents were known to the researchers. This means that there are likely biases in the
responses reported. Nevertheless, the samples did include an array of respondents, from varied
backgrounds, of differing ages and educational levels, and both men and women were included. Given
this variety, the Delphi process participants reached consensus in just two rounds, suggesting substantial
similarity in their views. Similarly, in the focus groups, agreement on responses was relatively easy to
attain. In addition, there is notable agreement across the methods and groups on responses to most
questions. This gives us encouragement to go forward with the research. This paper reports on results
from a limited number of Caribbean countries, and we would like to expand this sample to get a more
truly Caribbean picture. We also want to use the current results in the construction of a quantitative
survey measure, which will allow an etic research project, which incorporates the emic results. A
guantitative survey will enable research across organizations and countries, with large sample sizes.
Comparisons will then be possible within and across organizations and countries. We believe that the
current project and results provide the basis for substantial future research, in the Caribbean as well as
throughout the African diaspora.

The limitations of this type of research were well understood, prior to undertaking the project.
The researchers, however, believe that the benefits of starting with a “blank page” approach are also
substantial. Once the limitations are understood, this type of research can provide information that
cannot be obtained through standardized surveys. This type of research is, in effect, essential if
researchers are to move away from viewing the entire world through Western-developed lenses. The
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developing world is playing an ever more important role in international business and it is becoming
increasingly important that academics and practitioners understand management in these varying
contexts. Emic, qualitative research seems the best way to begin to move meaningfully in this direction.
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ABSTRACT

What is the relationship between tribal diversity and firm performance? Using the dominant
perspectives of diversity | propose and test a dual process model of tribal diversity based on multilevel
analysis of data from 493 firms in 27 African countries. The results support the dual process model: on
the one hand, tribal diversity relates positively to human capital which in turn relates positively to firm
performance. On the other hand, tribal diversity relates negatively to institutional climate which in turn
relates positively to firm performance. Theoretical and practical implications are discussed to enhance
tribal diversity management in Africa.

Keywords: Tribal diversity, firm performance, dual process
INTRODUCTION

A recent World Bank publication posed the question: Can Africa claim the 21°* Century (World
Bank, 2000)? After decades of viewing Africa in the words of the Economist magazine as ‘hopeless” the
continent is showing prospects for a renaissance (Moss, 2007). Factors that account for this optimism
and potential growth include political stability, increased trade and aid, technological boom, and positive
market outcomes in the form of commodity prices (Chironga, Leke, Lund, and van Wamelen, 2010).
Excluded from the list of factors, however, are the human resources of African economies which can be
leveraged to enhance development and sustained growth. African countries collectively have about one
fifth of the world population which suggests that they represent a large market. In addition, African
economies have diverse ethnic groups or tribes. In fact, it is the most diverse continent in the world. The
Organizational Behavior and Human Resources Management literatures show that diversity has positive
outcomes for individuals, groups, organizations, and societies (Pelled, 1996; Pelz 1956, Bantel & Jackson
1989). Diversity contributes to innovation and increased productivity of organizations (Van der Vegt &
Janssen, 2003). It therefore seems that African organizations can achieve positive outcomes from tribal
diversity. Unfortunately, studies of tribal diversity in Africa are limited. In particular, the level of tribal
diversity in a country which can affect national economic performance (Alesina & La Ferrara, 2005) and
industrial productivity has not been examined. One may therefore ask, how does tribal diversity affect
firm performance?

In this study, | attempt to shed light on the question, and to provide insight for managers of
African organizations. As discussed below, the dual process model of tribal diversity — firm performance
provides insight for managers to establish mechanisms that heighten the human capital effects and
mitigate institutional climate constraints. The model suggests that tribal diversity relates to firm
performance through two paths: human capital and institutional climate. Tribal diversity relates
positively to human capital, the stock of competencies, knowledge, social and personality attributes,
including creativity, embodied in the ability to perform labor so as to produce economic value, which in
turn relates positively to firm performance. On the other hand, tribal diversity relates negatively to
institutional climate which in turn relates positively to firm performance. Tribal diversity induces conflict
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which negatively affects institutional climate even though the latter facilitates interactions and
productivity of firms (James and James, 1989; James et al, 2008).

The study is significant in shedding light on a possible reason for mixed findings in the diversity
literature. As multinationals surge into Africa (The Economist, 2011) in search of higher returns, the
human resources and heterogeneity of tribal groups is critical to those objectives. In addition, author
examines the nature of the effects — main, mediating, and moderating.

THEORY AND HYPOTHESES

The author integrates three major theories — diversity, human capital, and institutions — to
examine the effect of tribal diversity on firm performance. Diversity, the degree of heterogeneity in a
group, has been examined extensively in the social sciences. As a result, research has identified content
and perspectives of diversity. With regard to content, heterogeneous characteristics such as race,
gender, function, attitudes, etc. range from individual through group, organizational, and societal
attributes. The most consistently used typology categorizes diversity into (1) observable, visible, readily
detectable attributes such as age, gender, and race, and (2) nonobservable, less visible, underlying
attributes such as personality and values (Milliken and Martins 1996; Pelled 1996; Jackson et al. 2003).

Studies of both observable and non-observable diversity characteristics are sparse (Cunningham
and Sagas 2004; Phillips and Loyd 2006). However, there are a few exceptions. Harrison, Price and Bell
(1998), find that over time, non-observable diversity in terms of satisfaction and commitment had more
impact on cohesion than observable diversity attributes of age, sex, and race. Furthermore, Harrison,
Price, Gavin and Florey (2002) find support for their model in which perceived observable and non-
observable diversity characteristics negatively relate to social integration, which positively relates to task
performance. They also report that collaboration moderates the negative relationship between
perceived diversity and team social integration such that observable diversity reduces the strength of
this relationship, while non-observable diversity increases the strength of this negative relationship.
Jehn, Northcraft and Neale (1999) report that observable diversity positively relates to perceived
performance, satisfaction, intention to remain in the group, and commitment, while non-observable
diversity negatively relates to perceived and actual group performance, group efficiency, satisfaction,
intent to remain in the group, and commitment. Cunningham and Sagas (2004) also find that non-
observable diversity (i.e. values) is associated with lower job satisfaction and higher turnover intentions,
but that the relationship is not significant for observable diversity. In contrast, Mohammed and Angell
(2004) find that neither observable nor non-observable diversity impact relationship conflict. Phillips and
Loyd (2006) examine the interaction effect of observable and non-observable diversity on dissenting
group members. They suggest that observable diversity (vs. homogeneity) may be beneficial to
incongruent groups. Phillips, Northcraft and Neale (2006) also demonstrate that observable diverse
groups outperform observable homogeneous groups regardless of non-observable similarities.

All of the above studies suggest that different types of diversity influence individual and group
outcomes differently, lending support to the notion that observable and non-observable diversity are
two separate elements. The observable characteristic of interest in this study is tribe: African countries
are dominated by tribal groups. Even though there are multiple racial categories (e. g., whites in
Southern Africa, Arabs in Northern Africa, and traditionalist in Subsaharan Africa, the majority identify
with tribes rather than races (Deng, 1973). Tribal diversity manifests through language, corporal insignia,
and behavior. The heterogeneity of languages in each African country, the distribution of corporal
insignia, commonly termed tribal marks, and the heterogeneous patterns of behavior, enables us to
observe tribal differences and to gauge the performance or members of a particular tribe. In Nigeria, the
Ibos, distinguished by their linguistic attribute, Ibo, have to been observed to be very industrious and
entrepreneurial (Green, 1947; Olutayo, 1999).
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| propose that tribal diversity relates to firm performance through two routes. One route is
capability. Studies show that diversity yields positive outcomes because of the potential to harness
multiple ideas, experiences, and capabilities of members. Diversity thus relates to human capital, the
stock of competencies, knowledge, social and personality attributes, including creativity (Becker, 1964)
which is a source of ideas, experience, and capabilities, which in turn relates positively to group, firm,
and national performance (Becker, 1962). The greater the tribal diversity, the greater the human capital,
and the more likely firm performance will be higher. Because tribal diversity involves mutual
understanding it is likely to foster social integration which contributes to social and economic stability
(Harrison et al., 2002). The certainty embedded in that stability contributes to increased business activity
and performance (Collier, 2008). In addition, tribal diversity is likely to increase social control, the extent
to which group members control the behaviors of each other. For example, Greif (1993) argues that
traders in Medieval times formed coalitions along tribal lines in order to monitor agents by exchanging
information on their opportunistic behavior. Tribal affiliation helped sustain a reputation mechanism in
the presence of asymmetric information. Further, in the absence of legally enforceable contracts,
membership in tribal groups controls what individuals can do. Punishment and reciprocity are directed
not only toward the individual but toward other members of the group, a form of self-enforcing
mechanism (La Ferrara, 2003a). A similar reasoning is proposed by Fearon and Laitin (1996) to explain
inter-tribal cooperation.

Finally, empirical studies suggest that tribal diversity may enter the production function as
“intermediate inputs,” (i.e., more variety of individual skills) which increases total output (Alesina,
Spolaore, & Wacziarg, 2000). Lazear (1999a, b) also discusses how different skills in a production unit
may increase overall productivity. O’Reilly, Williams and Barsade (1997) analyze 32 project teams and
find that more diversity leads to more conflict and less communication, but controlling for the latter it
also leads to higher productivity. Ottaviano and Peri (2003) also investigated the pros and cons of
diversity in production. Diversity and related amenities affect the value of land (rents) which enters the
production function.

At the national level, tribal diversity influences not only economic performance but also firm
performance through the human capital function: leveraging of capabilities and behaviors of tribal
members (Alesina, et al., 2000). It therefore seems that the more diverse a country, the greater the
repository of skills and competencies. Among the Ibos of Nigeria, members are socialized with trading
skills. Business savvy therefore tends to be high among Ibos. The Yorubas also socialize individuals to be
intellectually curious. Other tribes have different socialization outcomes. Collectively therefore, the
capabilities of these tribal groups can be harnessed to maximize productivity. Lazear’s (1999a, b) study
shows the effect of human capital at the national level. From a resource perspective (Wernerfelt, 1984)
diversity influences group and organizational outcomes by harnessing the capabilities of members to
create value (Richards, 2000).

Another route is interactions or climate. The interaction perspective argues that the more
heterogeneous a country, the greater the likelihood of conflict and lower outcomes. Conflicting views,
opinions, and interests are likely to impede effective interactions that contribute to group and firm
performance. This view is consistent with group development models that show conflict (Tuckman,
1965) and mistrust (Wheelan, 1994) which hinder productivity. At the national level, tribal groups may
not develop shared understanding which is critical to productive interactions. As a result, the national
environment is going to be rife with conflict because of the multiplicity of ideas, personality, interests,
mental program, and behaviors. In other words, diversity involves conflicting interactions that constrain
performance of individuals and groups. The lack of regulative norms undermines behaviors that
contribute to positive firm outcomes. High tribal diversity is therefore likely to be associated with high
conflict which limits firm performance. Institutions, “the humanly devised constraints that structure
human interaction” (North, 1990: 3), can lead to positive outcomes as suggested by social control theory
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(Hirschi, 1969; Agnew, 1985) in diversity contexts. Group members’ observation of the rules of the game
within a single institution is defined as climate. The more heterogeneous a country, the greater the
likelihood of conflict and the lower the economic and firm performance; negative institutional climate is
therefore likely to constrain interactions and productivity resulting in lower firm performance. Tribal
diversity can lead to negative outcomes because of the emergence of conflict. | examine the latter in this
study by arguing that tribal diversity induces conflict (institutional climate) which can limit firm
performance.

Tribal groups may not develop shared understanding which is critical to productive interactions.
Along these lines, Easterly and Levine (1997) argued that, ceteris paribus, more racially fragmented
countries grow less and that this factor is a major determinant of Africa’s poor economic performance. In
their excellent overview of Africa’s problem Collier and Gunning (1999) also place much emphasis on
ethno linguistic fractionalization (coupled with low political rights) as a major explanation for the lack of
social capital, productive public goods and other growth enhancing policies. Easterly and Levine conclude
that a large portion of “Africa’s growth tragedy” can indeed be attributed to the effect of racial
fragmentation. This conclusion has spurred a vivid debate and has generated a significant amount of
research on the relationship between ethnic diversity and economic growth.

Alesina & Ferara (2003) test whether the negative correlation between ethnic fragmentation and
growth holds irrespective of the level of economic development or, is mitigated when the benefits of
heterogeneity for productivity are taken into account. They find that “fractionalization may have positive
(or less negative) effects on output at higher level of development” and “GDP per capita and
fractionalization has the expected (positive) sign, suggesting that indeed fractionalization has more
negative effects at lower levels of income” (p. 9 -10). O’Reilly et al., (1997) also found that diversity leads
to more conflict and less communication. Indeed, Collier (2000) argued that fractionalization has
negative effects on growth and productivity only in non-democratic regimes, while democracies manage
to cope better with ethnic diversity. Based on the above reasoning, | test the dual process model by
examining the following hypotheses

Hypothesis 1: Tribal diversity relates positively to firm performance through institutional climate.
Hypothesis 2: Tribal diversity relates positively firm performance through human capital.

METHOD

Data and Procedures

Data for this study is from three major sources: the World Bank’s Enterprises Survey
(www.worldbank.org), the CIA Fact Book (www.cia.gov), and the Africa Report
(www.theafricareport.com). The World Bank has been surveying employees and firms from several
African countries since 2005. The CIA has also been gathering data on demographics of countries all over
the world. Finally, the Africa Report publishes data on firm performance for the period 2009 to the
present.

Measures

Tribal diversity is computed from the CIA Fact book using Blau’s (1977) diversity index which is an
adaptation of Shannon’s diversity index. It is frequently used to compute diversity (1-P7) where P is the
proportion of members in a tribal group and i is the number of different categories represented in a
tribe. For example, Country A composed of 15% Ewe, 56% Akan, 10% Ga, 9% Dagomba, 5% Fante, would
have a diversity index of .68 which differs from Country B with 32% Yoruba, 38% Ibo, 10% Ogoni, and
20% Fulani tribes and a diversity index of .74."

Human capital, the level of skills, knowledge, and abilities in a country, is often indexed by the
level of education. While some use tertiary education because it represents higher knowledge others
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combine tertiary and secondary education in context where tertiary is lacking. In this study, | used the
three typical indexes of human capital — education, literacy, and human development - in the literature
(Sweetland, 1996) to compare which index fits in the context of Africa. The indexes are taken from the
Africa Development indicators published by the World Bank.

Institutional climate, the perception of the facilitative or inhibitive effects of institutional
mechanisms in the nation, was adopted from the Enterprises surveys of the World Bank
(www.worldbank.org). Firm managers are asked to rate the extent to which the institutions within a
country in which the enterprise is located facilitates or hinders the operations of the firm. An aggregate
index is thus constructed to measure institutional climate. In this study, | used standardized (country
level) measure.

Finally, firm performance was taken from the Africa Report. It focused on sales and net profit
measured in US dollars. According to the Africa Report, a large number of African companies (n = 5,913)
are surveyed. After crosschecks and verification, they establish a ranking of Africa's top 1,550 companies.
| used data for the 500 companies that are published. All financial data has a clearly-defined source,
generally communicated to the magazine by the companies themselves, and must refer to the financial
year (e.g., 2009 or 2010). If the financial data is presented in local currency, it was converted into US
dollar amounts according to the rate prevailing on the last day of the particular year (e.g., 31 December
2009). All companies that fall under the legal jurisdiction of at least one of the 53 countries in Africa
(except Zimbabwe) are included. As a result, there are holding and subsidiary companies in the list. In
the case of both holding and subsidiary companies, a pooled estimate was used.

In addition, the following control variables — population, gross domestic product (GDP), GDP per
capita, region (dummy coded as south, west, east, central, and northern*), income group (low, middle,
and high®), and economy (agriculture, industry, and service* ?), and industry — were included because
they have potential to influence the effects of tribal diversity on firm performance. They were adopted
from the World Bank Enterprises survey.

Data Analysis

Multilevel techniques were used to test the relationships because the hypotheses involve
country and firm levels. Multilevel techniques distinguish the proportion of variances at the country and
firm levels. They also show the cross-level effects suggested by hypothesis 3. Specifically | tested the
hypotheses with hierarchical linear modeling using the generalized linear latent and mixed models
(gllamm) program of STATA (www.gllamm.org) to examine the effect of tribal diversity on firm
performance. Two-level models were specified to test the hypotheses where level 1 reflects 478 firms
and level 2 reflects 27 countries. A two-level hierarchical linear model involves the simultaneous
estimation of two separate models. These two models include a level-1 submodel specifying the effects
of the firm-level variables, and a level-2 submodel specifying the effects of country-level variables as
shown in the following equations.

Level 1: Firm performance;; = by +b;iControl Variables; + e;...(1)
where i stands for firms; j indicates countries; control variables population, gross domestic product
(GDP), GDP per capita, region (dummy coded as south, west, east, central, and northern*), income group
(low, middle, and high*), and economy (agriculture, industry, and service®?), and e = error term.

Level 2:
Boj = Yoo + Yo1(diversityMEANS) + yo,(diversity;) +
yll(diversityMEANS] x diversityij) + Uoj + ,ulj(diversityij) + 1o
where i stands for firms; j indicates countries; diversity refers to tribal diversity; diversitymeans
refers to the average diversity. Cross-level interactions are shown by the product terms. Firm
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performance was the criterion at this level. Similar equations were specified for human capital and
institutional climate.

In addition, | used multilevel mediation analysis to examine if mediation of (1) institutional
climate and human capital in the tribal diversity - firm performance relationship. The mediations
represent a 2-2-1 model (level-2 variable influencing a level-1 criterion through a level-2 mediator) (see
Krull & Mackinnon, 2001; Bauer, Preacher, & Gil, 2006; Preacher, Zhang, & Zyphur, 2011; Preacher,
Zyphur, Zhang, 2010; and Zhang, Zyphur & Preacher, 2009).

RESULTS
Descriptive Statistics and Correlations
Descriptive results (mean and standard deviation) were normal. The correlations also show that
the control variables related to each other, net profit, sales, and diversity at a low to moderate level
(Cohen, Cohen, Aiken & West, 2003). Diversity, human capital, and institutional climate variables also
correlated at a moderate level.

Hypothesis Testing

The null models (Model 1) suggest that most of the variance in firm performance is at the firm
level. The control variable models (Model 2) also suggest that a high proportion of variance in sales and
net profit is at the firm level. Some control variables were significant suggesting that they also influence
sales and net profit. For example, gross domestic product related to sales (z = 2.79, p < .01) and net
profit (z = 2.52, p < .05). It was therefore important to control for them. Consequently, they were
included in the model along with the variable of focal interest — tribal diversity.

In tests of the tribal diversity-firm performance relationships, the null models for sales (z =
132.98, p < .001) and net profit (23.35, p < .001) were significant. The intra-class correlation (ICC) which
measures the proportion of variance shows a high proportion of variance at the firm level. Model 2
suggests that tribal diversity did not relate to sales (z = .30, n.s). Diversitymeans (country level) was
significant (z = 3.70, p < .01). The cross level interactions were not significant, however. In Model 3,
however, institutional climate (z = 2.22, p < .05) and human capital, (z = 2.59, p <.05) relate positively to
sales. For the three models, most of the variance (87% to 89%) was at the firm level. The ICC was 13%,
11%, and 12% for institutional climate, human capital, and tribal diversity respectively. Models 6 to 8
show the effects of institutional climate, human capital, and diversity on net profit. Tribal diversity did
not relate significantly to net profit (z = .65, n.s) in Model 6. Diversitymeans related to net profit (z =
3.36, p <.01). Cross level interactions were also not significant. However, institutional climate (z=2.47, p
<.05) and human capital (z = 2.56, p < .05) related positively to net profit.

Results of multilevel mediation show that tribal diversity did not relate to net profit (z = .65, n.s.)
even though it related positively to human capital (2.57, p < .01) as represented by the c_path and
a_path respectively. Human capital related to net profit (z = 2.56, p <.05) but tribal diversity did not (see
b_path and c_prime). The mediation was therefore not significant. This is reflected by the proportion of
the indirect effect which is very low (14%) and the random effects parameters (R’seween = 7%). A similar
pattern is observed with regard to sales: tribal diversity did not relate to sales (z = .299, n.s) even though
human capital related to significantly to sales (z = 2.589, p < .05) (b_path and c_prime). The random
effects parameters (R’setween = 6%) Was also low.

In the mediation test of institutional climate, tribal diversity did not relate to sales (z = .298, n.s)
but related negatively to institutional climate (-2.32, p < .05) as represented by the c_path and a_path.
Institutional climate also related positively to sales (z = 2.15, p < .05) (see b_path and c_prime). The
mediation, however, was not significant. This is reflected by the proportion of the indirect effect which is
very low (11%) and the random effects parameters (R’getween = 16%). A similar pattern is observed with
regard to net profit: institutional climate related to net profit (z = 2.15, p < .05) when it was combined
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with tribal diversity (b_path and c_prime). The random effects parameters (R%setween = 18%) is also low.

To explore further the paths by which tribal diversity relates to firm performance | conducted
supplementary analyses. First, | tested the effect of tribal diversity on firm performance in conflict trap
versus non-conflict trap economies. Entrapment generally depicts uncontrollable, unremitting, and
inescapable circumstances and refers to prolonged exposure to conditions that are known to result in
unfavorable outcomes. Conflict traps refer to conflict situations that are experienced frequently by a
country. Consistent with previous studies (see Collier, 2007, Collier, 1999), two forms of conflict — civil
war and coup d’etats — index conflict traps. Generally war impedes growth of countries (Collier, 2007).
The impediment is exacerbated when war is protracted or repeated. For organizations war represents an
increased or heightened risks associated with property destruction, physical harm to employees, loss of
confidence, inability to distribute goods and services resulting in limited markets; insecurity, and
psychological distress. In short wars represent economic, political, social, and psychological costs to
nations which indirectly affect industrial activity and firm performance (Collier, 2007). It is estimated
that industrial productivity in warring economies reduces by about one third for the first three years and
about one-tenth during a ten year period. Collier (2007), for example, observed that “civil war tends to
reduce growth by around 2.3 percent per year, so the typical seven-year was leaves a country around 15
percent poorer than it would have been” (p. 27). Because industrial productivity is an aggregate of the
productivity of industries and organizations in an economy, it can be inferred that the same pattern may
apply to organizations in conflict economies. They also represent negative institutional climate. Coding
economies with conflict traps as 1 and those without conflict traps as 0, | found that the effect of tribal
diversity on firm performance was negative in entrapped countries and positive in unentrapped
countries (results not shown). Interactional analysis did not also yield significant effects: tribal diversity
did not interact with conflict trap in relating to firm performance (B =-1.21,se=1.67; z=-.72; 95% Cl = -
4.49 —2.07).

In sum, there was no support for the mediational hypotheses since the indirect effects were not
significant. However, diversity related directly to institutional climate and human capital at a significant
level. Further, institutional climate and human capital in turn related to firm performance at a significant
level. The results are summarized in Figure 1b.

Post hoc Analysis

To explore the effect of tribal diversity across industries, | tested the effect of diversity on
performance for only firms in the specific industry (n = 37). There were thirty-seven industries of which
ten industries showed significant effects. Tribal diversity related significantly to net profit in construction
(z=-2.5, p < .05), metal/steel (z =-3.6, p <.001), and tobacco (z = -54.0, p < .001) industrial sectors. The
effects were negative suggesting that the greater the level of diversity, the lower net profit for firms in
those industries. Tribal diversity related significantly to sales in automobile (z = 3.38, p < .01), civil
engineering (1.97, p < .05), dairy (z = 4.25, p < .001), insurance (z = 2.20, p < .05), mining (z = -2.17, p <
.05), postal services (z = 4.39, p < .001), and telecommunication (z = -2.45, p < .05) industrial sectors.
Except for postal services and telecommunication industries, all other effects were positive. Even
though the negative effects seem counterintuitive, the results seem to support hypothesis 1 that tribal
diversity relates positively to firm performance. This effect was positive in five industrial sectors and
negative in another five. For the other twenty seven industries, tribal diversity did not relate to firm
performance.
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DISCUSSION

The increasing munificence of emerging economies in Africa (McKinsey Global Institute, 2010)
suggests that most foreign companies including multinationals view Africa as an avenue for increased
profitability and growth. The diversity of African tribal groups is a resource that can be leveraged to
maximize economic and industrial performance. Even though economic studies have examined the
effect of tribal diversity on economic performance (Alberto & La Ferrara, 2005), | did not find studies on
the effect of tribal diversity on firm performance. | attempted to fill the gap in this study.

Using the positive and negative perspectives of diversity, | examined a dual process model of the
underlying mechanisms — capability and conflict - by which tribal diversity relates to firm performance. |
did not find direct effect of tribal diversity on firm performance. However, | found that first, tribal
diversity relates positively to human capital which in turn relates to firm performance. Second, | found
that tribal diversity relates negatively to institutional capital which in turn relates positively to firm
performance. Supplementary analysis showed that the negative effects arise from conflicting countries.
Together they show that tribal diversity has two paths — capability and conflict — which support the two
perspectives of tribal diversity.

These findings are significant for a number of reasons. First, this seems to be the first multilevel
study to show that tribal diversity relates to firm performance. It provides preliminary evidence for
diversity scholars to build upon in future studies as they examine other factors influencing the tribal
diversity-firm performance relationship. Second, the finding on human capital shows that tribal diversity
influences firm performance through underlying capabilities consistent with the positive perspective of
diversity effects. This finding replicates similar studies in other contexts (Richards, 2000). Third, the
finding on institutional climate shows how institutional mechanisms within African economies constrain
not only economic but also firm performance.

| did not find evidence of mediation. However, the industry analyses suggest that tribal diversity
has a significant effect on firm performance in some industries. Further, | found that tribal diversity
influences profitability negatively in construction, metal/steel, tobacco, mining, and telecommunication
industries. Even though these industries are labor intensive they require singularity or homogeneity of
thought. To the extent that diversity thought processes are prevalent is often the case in heterogeneous
contexts, they undermine interactions that are essential for performance. In the majority of industries,
the effects were not significant though positive.

Overall the study contributes to the diversity, human resources management, and African
management literatures. By examining multilevel effects of tribal diversity on firm performance | have
provided preliminary evidence that future research can expand upon. Unlike other geographic contexts,
Africa has multiple tribal groups. The benefits of those heterogeneous groups can be exploited for
growth and development (Hobday, 1995). | suggest that the benefits extend to firms. Another
contribution relates to human capital. | show the effect of human capital. It provides evidence to
foreigners that wonder what resources are available to influence industrial activity in Africa. Even though
other studies recognize the population of Africa as a resource (Collier, 2007), the capabilities of the
populations are assets that can be leveraged. The third contribution centers on the effect of institutional
climate. Previous research has shown that institutions are critical to national development (Rodrik,
Subramanian, and Trebbi, 2004). In this study, | found that tribal diversity negatively relates to
institutional climate which in turn relates positively to firm performance. A similar model was examined
in the case of team diversity where Harrison et al., (2002)) found that perceived observable and non-
observable diversity characteristics negatively relate to social integration, which positively relates to task
performance.
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Implications

In sum the contributions have theoretical and practical implications. Theoretically, they provide
a foundation for future research. | have integrated diversity with institutional and human capital
theories. In one sense it is a partial validation of the RAIT (resource, agency, institutional, and transaction
cost) model that was proposed as applicable to Africa (Zoogah, 2008). In addition, the study has
practical implications. First, foreign organizations particularly multinational corporations can use the
findings as a basis to establish mechanisms that enhance the effects of diversity, human capital, and
institutional climate. With regard to institutional climate, firms can also establish mechanisms that
facilitate positive climates and enhance firm performance. There is evidence that empowerment climate
for example, has positive effects on organizational and employee outcomes (Liden, Wayne, & Sparrowe,
2000).

Limitations and Future Research

Despite the above contributions, the study has limitations. First, tribal diversity is computed at
the societal level. | believe it is important as a preliminary endeavor given the paucity of multilevel
studies and the challenge of organizational data (Ugwegbu, 1999; Zoogah, 2008). Nevertheless, tribal
diversity at the firm level will also be important in showing how societal level diversity relates to firm
level diversity in influencing firm performance. It is likely tribal diversity at the firm level will have more
positive effects on firm performance instead of the negative effects observed in this study. Another
limitation is that | included very few firm level variables. | was limited by the data source; The Africa
Report provides only country, industry, net profit, and sales data. | encourage future studies to include
more firm level variables.

Future research may examine how other theories combine with diversity in explaining
organizational outcomes. For example, relative deprivation theory can be combined with diversity to
explain firm performance to answer the question: is the effect of tribal diversity on firm performance
greater in more relatively deprived economies than less relatively deprived ones? Future research may
also examine the relationship between tribal diversity and innovation. Diversity has been found to relate
to firm innovation in other contexts (Sampson, 2007). The extent to which tribal diversity in Africa
influences innovation of African organizations will also be a significant question to answer. | encourage
additional studies with more firm level variables. As | mentioned above, the source of the data limited
my ability to test more firm level effects.

CONCLUSION

In this study, | tested the dual process model of tribal diversity and firm performance using
multilevel techniques. | found support for the model. | also found that in some industries, tribal diversity
relates positively to firm performance and in other industries, it relates negatively. Overall the findings
suggest that tribal diversity relates to firm performance (net profit and sales) in two ways. In one sense
they confirm previous findings, particularly economic studies, on positive and negative effects of ethnic
diversity at the national level. Thus, the study contributes to the HRM and diversity literatures
particularly in Africa where there is a paucity of such studies.
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