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Preface

Dear Readers

This book was motivated by a desire of a team of well-known authors. We are grateful to the
publisher InTech for initiating and publishing this interesting piece of work. The challenge
of working as a team, co-operation to prepare and select material for this book was faced by
professionals with academic and practical experience from many countries. The book con‐
sists of 23 closely related thematic contributions, which fall into 4 separate sections: Interac‐
tions between Economy and Entrepreneurship; Innovation in Entrepreneurship and
Economic Growth; Current Trends in Family Business, Social Entrepreneurship and Respon‐
sibility; and The Role of Human Resource Management, Education and Gender in Entrepre‐
neurship. This book is a result of a demanding and challenging work of authors-
contributors. They have submitted the results of their recent research and presented
essential findings about the decision-making process of entrepreneurs in order to maintain
their businesses competitive. It is important to thank and express gratitude to the editor, for
providing support and feedback to find, develop and publish this material of such consis‐
tent high quality.

The reader can get an insight into the selection of the best scientific contributions that have
been reviewed and ready for debate. The success and benefits of companies are determined
by the quality of work of enthusiastic employees. Motivated employees can successfully
contribute to the development and benefits of the company. Our book, Entrepreneurship -
Development Tendencies and Empirical Approach, has interdisciplinary features. The authors’
focus is on the introduction of innovations in business; examining the relation between en‐
trepreneurship and economic growth; entrepreneurship in transit countries; entrepreneur‐
ship in creative economies; human resource management in small and medium-sized
enterprises; motivational factors in human resource management; leadership and charisma;
social enterprises; social entrepreneurship and inclusion; family business; gender issues in
business; business intelligence; introduction of business models; entrepreneurship and sus‐
tainability; entrepreneurship with responsibility; business consulting; and education and
business communication. This work by authors from different countries - Finland, Germany,
Czech Republic, Slovakia, Italy, Spain, Turkey and Malaysia - is dedicated to reader provid‐
ing up-to-date research data and background to further research as well as implementation
techniques in business practice.

Associate Professor Dr. Ing. Ladislav Mura, PhD.
Pan-European University in Bratislava,

Faculty of Economics and Business,
Head of Department of International Entrepreneurship,

Bratislava, Slovakia
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Provisional chapter

Entrepreneurs and Growth: An Option, Obligation
or Obsession

Juha Saukkonen

Additional information is available at the end of the chapter

Abstract

“Growth” as a word carries a positive tone in it; human beings grow and mature,
gaining new knowledge and resources, and so do companies. Growth, however, has
never been for all. In competitive markets, some grow and others do not—or grow at
slower pace than others. Furthermore, growth is a process that strains the capabilities
and resources of an individual, company, and its acting entrepreneurs to their extreme.
Growth means also learning and leaving behind something learned of possessed before.
Growth disrupts the history and path of a single company and its entrepreneur. The text
synthetizes the scattered literature in growth and entrepreneurship. A case study shows
how growth is viewed in an entrepreneurial company. The author shows how compa-
nies can be categorized to different sub-segments based on their growth opportunities,
urge to grow, and growth aspirations. The typical enablers and hindrances of growth
hindrances get introduced. The chapter underlines that for some companies, growth is
one of the strategic options, whereas to some, it is more of an internal and external
obligation. Despite the existence of multiple stage-based models, growth is an individ-
ual path and no model should be taken in a law-like manner.

Keywords: entrepreneurship, growth, opportunity, evolution, disruption

1. Introduction

Growth and growth entrepreneurship are current buzzwords of business development. They
have made their way recently also to political vocabulary. National, regional, and local author-
ities and organs create and maintain programs and policies that aim at fostering growth
among the enterprises they support and regulate. Also, the word “startup” is well known
and actively used by all type of actors in business and policy arena. The name of startup itself

© The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons

Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use,

distribution, and eproduction in any medium, provided the original work is properly cited.

DOI: 10.5772/intechopen.70527

© 2018 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons
Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use,
distribution, and reproduction in any medium, provided the original work is properly cited.
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implies that it is started from scratch, with the only option to grow (or die) soon. This topical
area deserves a treatment also when entrepreneurship get pictures and investigated.

In this chapter, the aims are:

• To understand what we mean with the concept of “growth” itself;

• How growth as a concept and process could be understood is a wide yet concise manner
inside the field of entrepreneurship;

• Introduce methodological and conceptual models that can be used as models when
researching growth in the field of entrepreneurship as well as practical tools to analyze
growth opportunities and obstacles within a firm and act on it.

We look at growth from processual, dynamic, and individual points of view. Elements of
growth get discussed, and also, some taxonomies of companies in relation to growth are
introduced. In the latter part of the chapter, recent studies of the growth companies across
continents, their growth enablers, and hindrances are presented. In order to mirror entrepre-
neurial reality against the models and theories of the literature, a portrait of a growth trajectory
of a fast-growing environmental technology individual firm gets presented. To conclude, the
future of growth as a phenomenon is discussed.

2. Methodology

This chapter combines the practices of conceptual research in the literature review and qualita-
tively oriented case study research in the empirical part. As Ravitch and Riggan [1] put it, the
conceptual framework includes not only the relevant theoretical literature but also aims at fitting
into it the findings of prior research as well as the researching authors own experience-based
knowledge and commitments. Furthermore, they define conceptual framework as “an argument
about why the topic one wishes to study matters, and why the means proposed to study it are
appropriate and rigorous” [1], also pointing out that they tend to and even should change along
the study process, as the knowledge of the researcher changes in volume, content, and direction.
From this methodological viewpoint, this chapter should be seen as a journey in the vast supply
of frameworks and research findings related to the chapter topic. The author aims at creating a
certain level of synthesis of the scattered literature. The wide treatment of different angles related
to the phenomena of growth and entrepreneurship serves as a basis for students and researchers
of the topic to choose the areas from within the big picture to drill into.

The exploratory approach to scan, compare, and synthetize (where possible) represents the
“reason” element of the framework building, following the ideas of Ravitch and Riggan [1].
The other element “rigor” means choosing a method and using it with rigor to create knowl-
edge out of data gathered. In this chapter, the rigor is represented by the use of case study
method to link the conceptual framework into the trajectory of growth of an individual firm.

The research approach used in the case study (Chapter 3) was inductive. The research project
proceeded from collecting the primary data of the object of study to recognize patterns that

Entrepreneurship - Development Tendencies and Empirical Approach4

would then serve as basis for model creation. The process also included critically reviewing the
identified issues against conceptual and process models of prior research and proposing
improvements or modifications. As it goes for inductive approach, models and concepts
presented in the literature review can affect but neither decide nor limit what the researchers
will find when collecting primary data [2]. Single case study was selected, since the case study
method is well suited to the aim of understanding new and evolving phenomenon [3, 4].

Qualitative research method was chosen due to the opportunities it gives to the researcher to
develop a complex, holistic picture of the target [5]. The data were collected using semi-structured
interviews. There were pre-planned themes to ensure the interviewers covered the essential
topics emerging from the framework creation and to guide the interviews so that they allow
summaries and comparisons between individual respondents. The informants were informed of
the key themes—but not exact questions—when agreeing the time and place for the interviews.

Choice of respondents plays a crucial role for data quality and affects the ability of the
researchers to come up with concise conclusions. Altogether four respondents from the target
company were interviewed. To balance and mirror the internal view and in order to have a
wider and more neutral view to the case company, three external experts of the industry in
question and growth company management were added to the respondent pool. The final
pool consisted of following types of respondents as listed below:

1. In-house resources in company X

• Founder-Owner-Manager—later in this paper referred as FOM—the person behind
the core innovations of X acts as CEO and is the biggest shareholder in X

• Owner-Manager—OM—works in business development, experience in environmen-
tal/energy business also from a large corporation, has an equity stake in X

• Sales & Marketing Personnel—two respondents; SMP1, SMP2—work in the commer-
cial activities of X in different markets areas, no equity stakes in X

2. External experts

• External Industry Expert (EIE): an expert in energy and environmental technology
business.

• Business Development Expert (BDE): an experienced start-up business coach and
board member in start-ups

• Venture Capital Expert (VCE): over 15 years of experience in VC and private equity
investments

The researcher team for the case study consisted of two researchers with different educational
and background and researcher experience. In order to avoid biases in conducting interviews,
a joint semi-structured frame was created in advance. In the interviews, the frameworks of
earlier research were shown to respondents on a schematic level in order to spark and steer the
discussion. All interviews were recorded and loosely transcribed after which the researchers
first analyzed the data independently. Next, the individual findings by the two researchers

Entrepreneurs and Growth: An Option, Obligation or Obsession
http://dx.doi.org/10.5772/intechopen.70527
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a joint semi-structured frame was created in advance. In the interviews, the frameworks of
earlier research were shown to respondents on a schematic level in order to spark and steer the
discussion. All interviews were recorded and loosely transcribed after which the researchers
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were compared and fused for a joint view. All interviews took place within 3 weeks timeframe,
so the contextual factors were the same for all interviews.

3. Literature review

3.1. Growth in business: definition and its relativity

Is 1.0% growth per annum really growth? In the economic downturn that started in the latter
half of 2000s, we have learned that even this type of growth on the society level is a good sign
for many economies. Doubling it to 2% will prove the economy is back on growth track.
Naturally, the same scales should not be applied to individual entrepreneurial firms. Com-
pared to societies that have a lot of inbuilt inertia, force of slowness, a firm, and entrepreneur
(s) in it can move in a much more agile way, grasp the opportunities, and find new markets.
Yet, growth in business is not nearly as common a phenomenon as the popularity of the term
and research on it would suggest.

An often and officially used definition for a growth company is the one by EU and OECD
that claim that: “A growth company is a firm that at the starting point of the follow-up
period employs at minimum 10 people, and for the next 3 years, the average growth in the
employment is at min. 20% annually” [6]. This may sound like a modest demand in the
world where there are companies that mushroom, go global, and get funded heftily in a
short few years’ time. Widely published stories of unicorns (whose market capitalization is 1
billion USD or more) are however just the top of the iceberg, growth is taking place in all
segments of business and most often outside the radar of the mass media and public recog-
nition. As an example, in the timespan of 2006–2009 in Finland (an advanced economy in
terms technological level, education and GDP), this country with 5.5 million population only
had 665 true growth companies, out of 280,000 total number of companies registered. This
means that a mere 0.2% of companies are growth companies. However, at the same interval,
the growth in these companies was a major vehicle of employment and net job creation in the
economy.

The abovementioned definition focusing on the company’s headcount as the measurement of
growth has been criticized. In the era of networking, outsourcing and digitalization sales
revenues can scale up fast with minor impact to the number of people in the payroll. Shifting
the measuring stick to average 20% sales revenue for 3 years in a row does not change the big
picture. In the Finnish context, the amount of “growth companies” doubles. However, growth
companies of this kind still represent 0.5% fraction of companies!

There are also whole industries and markets, where the 20% annual grow definitely is not
enough and not a satisfactory achievement. Entrepreneurs funded by professional Venture
Capital companies (VC) are posed to high expectations and demands for growth. The Venture
Capitalists´ agenda is straightforward: Invest ! help to grow (during Holding Period) !
Exit ! Invest to next target. Venture Capital firms differ in their IIR (Investment Rate of
Return) demands and do not share their targets on IRR publicly. Journal articles and start up
training programs have introduced some “typical demands” from the VC community [7, 8].
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These vary between “(invested) money back 10-fold in 5 years—via IPO or trade sale exit” to
“3-fold in 10 years—that most of other companies would see as a failure”. The National Bureau
of Economic Research has found out the average return in reality to be 25%, but occasionally
even up to 700% returns have materialized. It is not likely any VC firm would be satisfied
being average or would state publicly industry average is sufficient for them. Putting the
figures given above to the IRR conversion table (Table 1), we see what kind of multiples to
original investments and exit times are needed to high end (10-fold return in 5 years), average
(25% return), and low end (3-fold in 5 years).

Naturally, the IRR also is dependent on the ownership stake that the VC firm takes in the
company into which they invest. Using the high-end IRR demand (10-fold return in 5 years),
we see that if a VC company takes a 25% stake in the company—rather typical practice in VC
operations—the company value has to grow aggressively (Table 2). If the stake that the
entrepreneur sells out to investors is just 10%, the growth needs to be even more spectacular
to satisfy the return needs of the investor.

In today’s economy, the valuations of companies are rarely based on asset value. An often used
basis in the pricing of the company at exit is the multiple on the net sales. A multiple of 2

Table 1. Return on investment vs. exit time and multiple on original investment.

Table 2. Stake sold to investors and its impact of growth demand in value.
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means company sale value being net sales of the last fiscal year multiplied by 2. In the above
examples, the net sales have to reach either 20 or 50 million a year. The multiple of 2 is on the
mid-range of typical valuations for enterprise value [8]. If the year of investment the net sales
were 5 million, the official demand of 20% annual growth would lead them in 5 years to just
over 10 million, which would not satisfy the investors.

As a summary it can be stated that

• Growth is needed for advancements in economy and society, on an aggregate level;

• True growth in business is not as a common phenomenon as assumed and wished, huge
majority of the companies fail in fulfilling the official growth company criteria;

• Growth does not bear the same meaning and urge for all companies, industries, and
stakeholders.

Logically, the findings above propose that we should approach growth in the entrepreneurial
context from multiple angles. We want to shed knowledge on what growth is made of, how
and why does it happen, and what is the role of entrepreneur or entrepreneurial team in the
growth. We also need to see if there are foreseeable profound changes in economics, societies,
and technology affecting entrepreneurial growth both in its chances to flourish as well as in the
way, it is executed.

3.2. Growers, hypergrowers, and non-growers

The literature on SMEs and entrepreneurship does not fall short in presenting options for
taxonomies of companies in relation their growth. Based on the views of Birch and Hagerty
[9] and Storey [10], one can come up with the following hierarchy that divides companies into
five categories:

1. Shrinkers: Negative growth, the ones that are going down in size of business subcate-
gories: (1) passive shrinkers; (2) deliberate shrinkers (e.g., family firms not having succes-
sor to take over or a self-employed person gradually retiring)

2. Trundlers: No growth, e.g., mature firms with nongrowing market

3. Triers: Some growth and some aspiration to grow

4. Fliers: Rapid growth

5. Hypergrowers: Exponential (and today: viral) growth

The research intensity on company growth has been understandably placed to the high end
of the growth continuum. An appealing research objective has been the cohort of Gazelle
companies, a category with widely accepted definition. A Gazelle company has increased by
at least 20% annually for 4 years or more starting from a revenue base of at least $1 million.
This pace means that the company is able to double its revenues over a 4-year period. A
gazelle company acts like an animal chosen to its symbol—it runs fast and, when needed,
jumps.

Entrepreneurship - Development Tendencies and Empirical Approach8

The questions that have interested numerous researchers of gazelles have been: Why and
how the entrepreneurial firms then end up into one category in the continuum—e.g., how
and why they become gazelles? Are there some practices that can be learned to foster growth
or practices to avoid that are hindering growth? Numerous researchers (e.g., Calvo [11] on
Spanish manufacturing SMEs; Parker et al. [12]) have been drawn to test the classical Law by
Gibrat [13] that says in its simplified format that firm growth is independent to its size. So
understanding growth is not a SME and entrepreneurial phenomenon, but growth can occur
in any size of a company. Gibrat’s inputs propose that if firm growth do is a random variable,
three outcomes would be excluded: (1) firms of a given size will grow faster (or slower) than
other sized firms; (2) firms that grow faster (or slower) in one time period will grow faster (or
slower) than in a later time period; (3) there will be factors that powerfully and consistently
explain firm growth performance.

Parker et al. [12] used British data set on more than 100 Gazelles. They state that the Gibrat’s
law does not generally hold. They also add that “best practice learning”, i.e., routine applica-
tion of strategies adopted by successful companies is unlikely to foster firm growth in a
changing economic environment. Calvo [11] analyzed whether small, young, and innovating
firms have experienced a greater employment growth than other Spanish firms over the
period. His results show that old firms grow less than young ones, and high level of process
and product innovating activity is a strong positive factor in the firm’s survival and its
employment growth. Conclusion is that small size of a company is a potential set up for
growth. The key variables for growth are still the deeds, strategies, and action suitable to the
dynamic environment. These deeds are to a certain extent individual to each company.

In addition to the academic research, the consulting company Deloitte has acted in adding
knowledge and understanding of high-growth companies. For more than a decade, Deloitte
has surveyed growth companies across markets. The reports published on growth companies
by identify them and present the enablers of the growth that has already taken place as well as
enablers and obstacles for future growth. Deloitte lists on a yearly basis top 500 growth
technology companies, separately for EMEA, Americas, and Asia regions [14]. Findings sup-
port the earlier studies in showing that the environmental factors affect firm growth.
According to Deloitte, the innovation and growth context also referred as entrepreneurial
“ecosystem” impact the growth. Large domestic market does not seem to that important a
variable for growth, at least not in the technology business that is the overarching theme for
the Deloitte study, as Table 3 shows. For example, countries of Northern Europe are overrep-
resented in the listing compared to population. Germany as the biggest single economy in
EMEA falls short in the presence of growth companies.

The other environmental factor affecting growth is the industry and the nongeographical
marketplace in which companies operate. Industries vary in opportunities of scalability and
resource demands (capital, capacity, and assets) for growth. Certain industries (see Table 4)
seem to offer a more fertile growth for hypergrowth than others. In software business, the
threshold or “barrier of entry” for high growth seems to be the lowest one (highest number of
companies listed), whereas the growth opportunities in hardware, media, and cleantech are
the highest for those who can surpass the threshold (highest average growth in the sector).
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Average growth rate of Deloitte EMEA 2016 awardees is 967%, ranging from 212% up to
28,000+ %. Despite the obvious support from the context surrounding the company, growing
companies of total 28 countries were awarded as top 500 growers. This underlines the fact that
growth is still to an extent of an independent entrepreneurial effort that can be born in
numerous contexts. This phenomenon has also been recognized by Mahroum [15]. The title of
his book reveals well a certain context independent of modern growth businesses: “Black Swan
startups: Understanding the Rise of Successful Technology Business in Unlikely Places”.

3.3. Elements of growth

Researchers, statisticians, investors and policy makers, and evaluators alike need and produce
numerical proofs and measurements of growth. However, these statistician views may be

Top 10 countries with the greatest number of winners

Country Number of ranked companies

France 94

United Kingdom 70

The Netherlands 54

Norway 50

Sweden 50

Israel 27

Finland 23

Germany 23

Belgium 22

Turkey 21

Table 3. Fast 500 growth companies according to country of origin: EMEA region.

Companies and growth by sector

Sector Number of ranked companies Average growth per sector (%)

Clean Technology 20 471

Communications 61 345

Hardware 49 962

Life Science 29 347

Media 70 644

Software 271 362

Table 4. Fats 500 growers by sector and growth rates per sector: EMEA region.
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misleading in the sense that (1) they see the growth as an end rather than means; (2) they fail in
understanding the multifaceted nature of growth; and (3) they assume all aspects of grow are
demonstrated in the numerical data with a relatively short lead time.

The analysis of the nature of growth and elements making the totality of it by Wickham [16]
shows what a wide look at the phenomenon called growth may be (Figure 1):

When analyzing and acting upon Wickham’s framework, it is worth noticing that

• There is not a sequential order of growth elements to occur

Example: Good performance accumulates resources that can be used to build/acquire
assets or alternatively: Organizational growth helps the company to define and find
direction that leads to better performance that strengthens financial position etc.

• There are iterations and loops

Example: Resources allow acquisitions of assets that, when properly used, allow the
organization to grow and perform, adding again the resources etc.

• Every elements acts in an interplay with others

Example: Growing an organization is not a value per se. Organizational growth only
makes strategic sense when connected to the assets and direction to move forward

• Some elements of growth do not get an immediate manifestation in numbers available
from official and public data like income statements and balance sheets

Example: Without proper strategic direction, the Wickham’s cycle of growth is “broken”:
Sometimes a direction means a temporary de-growth as some products/services or cus-
tomer segments are abandoned in order to make room for new ones. The impact on
numbers in employment and revenue can even take a backslash but impact positively on
long-term success

Figure 1. Nature of growth adapted from Wickham [16].
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• The model does not state that all elements need to be internal to the company

Example: Structural and Organizational Growth—elements can be also partnerships and
networks in which the company and entrepreneurs become part of.

Typical for a growth pattern of entrepreneurial companies is that the elements of growth at one
point of time do not take place at same pace and magnitude. There are developmental stages
where one element is weighted over the others. The key knowledge for a growth-aspiring
entrepreneur is to recognize what is the “bottleneck element” hindering the growth. Logically,
the next managerial step is to figure out how that element could be “fed” to reach a level that
allows growth cycle to spin.

Wickham’s model is not a sole one that describes the dimensions of growth. For example,
Hanks and Chandler [17] propose the dimensions of age, size, value, sophistication, and
complexity. As can be seen, some of the dimensions offer a clear-cut measurability, whereas
some are more open to relativity and subjective/qualitative judgment. Building on that, e.g.,
Laukkanen [18] and Muhos et al. [19] have utilized a dichotomy of qualitative and quantitative
dimensions for SME growth. Independent of the dimensional framework used, all authors
seem to agree on the complex and multifaceted nature of growth. This view requires both wide
and deep study into the actions as well as causes and consequences of that action.

3.4. Growth as a sequential process

Researchers have been fascinated in building process models of entrepreneurship and growth
of entrepreneurial companies. These stage-based models have varied in naming the stages, but
the overall philosophy has remained the same—growth starts at some point of the company
journey and stops or stagnates as some later point. These stages bear importantly different
issues, opportunities, and obstacles for growth between them. In their large study, Levie and
Liechtenstein [20] identified and analyzed 100+ stage-based models of growth. One of those
models often cited is the one by Scott and Bruce, where they presented a trajectory consisting
of stages of (1) Inception, (2) Survival, (3) Growth, (4) Expansion, and (5) Maturity [21].
Interestingly, growth is separated to be stage of its own right and separated from other three
early stages. Stage sequences between three to six stages can be commonly found across
scholarly literature, models going down to two stages and seven or up are more rare but
existing. The validity of staged-based models has been often defended by the observation that
entrepreneurs have been well able to place themselves into some of stages presented in the
models, e.g., Eggers et al. [22].

The stage-to-stage movement is not linear and not happening at a constant pace. Numerous
scholars have stressed the important role of discontinuities and crises in the development.
Some like Kazanjian [23] use terms like “developmental problems” or “developmental hur-
dles” [24], instead of “crises.” Dodge et al. state that there is a consensus of different problems
occurring at during different stages of growth, and they are of sequential nature [25].
According to Scott and Bruce [21], the “crisis” stages are more likely to cause the organization
to fail than other phases of development, if the company fails in solving the development
obstacles. The crises and hurdles are negative to the development of a start-up company and

Entrepreneurship - Development Tendencies and Empirical Approach12

entrepreneurs. When in crisis, the entrepreneurs can learn new ways of thinking and acting.
According to Greiner “…these periods of tension provide the pressure, ideas and awareness
that afford a platform for change and practices” [26]. Greiner’s model (Figure 2) shows the
sources of growth through the stages of growth and likely sources of crises.

A new stage-based model is the one introduced in the start-up genome report [27] by Marmer
et al. The researchers state that at start, they saw “describing the repeating patterns of startups
an impossible task or even a disgraceful reduction of the artistry of entrepreneurship to
numbers and graphs”. Marmer et al. claim to have gained understanding of success and failure
factors over growth stages. The project started with basic assumptions held by many earlier
researchers:

1. Startups evolve through stages of development. Stages can be measured with specific
milestones and thresholds.

2. There are different types of startups. Each type evolves through the stages differently.

3. Learning is a fundamental to progress for startups. More learning increases chances of
success.

With point 2 above, Marmer et al. mean different types of Internet start-ups. So it is industry
specific and based on their own sample. Points 1 and 3 provide wider applicability.

Figure 2. Sources of growth and crises in a growth trajectory of a firm (based on Greiner [26]).
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The four stages identified—“Marmer stages”—are Discovery, Validation, Efficiency, and Scal-
ing. As a conclusion, it is stated that:

1. The Marmer stages correlate with traditional indicators of progress.

2. The startups do not move through the stages (called non-consistent growth) in order show
less progress.

In their research, Marmer et al. observed a specific phenomenon of Premature Scaling [28]—a
development trajectory that jumps over a stage or overspeeds through it has a high correlation
with a later failure of a start-up. Opposite to “growth obstacle,” this phenomenon can be called
“wrongly directed growth” that consumes and misdirects the growth resources of the com-
pany. In their data originating of 600+ Internet-based businesses, Marmer et al. found that 70%
of startups which they studied scaled prematurely and thus were not able to exploit their
growth potential.

3.5. An alternative look: growth as a dynamic movement

The key theme of previous chapter: stage-based models of entrepreneurial growth have not
been popular only in doing. The models have been tested for validation and improvement in
numerous contexts and set-ups. A summary made by Muhos and Kess [29] proposes that “The
empirically based stage framework seems to be an effective tool for reflecting on and predicting
the challenges faced during the early development of a company”. Moreover, their study
revealed specific viewpoints contradictory to the framework: companies in different contexts
face culture-and context-specific issues in their early growth, allowing the following statement to
surge: “Growth is a multidimensional phenomenon, and each and every early technology-
intensive company is unique to an extent.”

Levie and Lichtenstein [30] state that the stage-based models fail as they suggest a certain level
of determinism. There too are cases where the entrepreneurial firms and entrepreneurs in them
can retrospectively see their development to have followed closely one growth model. This
does not yet give justification to call them models of growth. Since there is a supply of 100+
models, it is statistically speaking logical to make a good match with one or many of the
models. The suggestion of Levie and Lichtenstein is to see growth rather consisting of dynamic
states between which the firm moves. This approach gives space to discontinuities and itera-
tions. Various researchers like Cope and Watts [31] have shown interest to understand growth
paths as a series of critical incidents that trigger actions affecting growth and adaptability and
action learning [32]). According to Evers [33], even the entrepreneurial capabilities should be
considered dynamic. They vary in content and value, as the firm and entrepreneurs move
along their trajectory.

Figure 3 shows a schematic model of the dynamic state model, where the entrepreneurs action
and reasoning have an effect on and are effected by its resources and interactions with other
stakeholders, creating a cycle of continuous change.

As Levie and Lichtenstein (ibid.) summarize, “not only is the dynamic states approach more
accurate than stages theory, it is also more optimistic for entrepreneurs. With flexibility and

Entrepreneurship - Development Tendencies and Empirical Approach14

awareness, ventures can endure far longer and in much greater variety than has ever been
predicted by stages theory. Further, the dynamic states approach shows that it is normal for a
firm to survive and maintain fitness by continual change…” This idea of never-ending devel-
opment is studied more closely in the empirical case part (Growth trajectory of an environmen-
tal technology startup) of this chapter based on research by Saukkonen and Vänttinen [34].

3.6. Growth as a personal path of an entrepreneur

There is a consensus view that the development of an entrepreneurial company should not be
(fully) separated from the personality and development of people running it. These intervening
factors include the personality traits and life stage of the owner/manager (see Figures 4 and 5).

Figure 3. The elements of dynamic change [20].

Figure 4. Factors affecting growth: Compiled from multiple sources.
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More structured view of these individual factors has been presented, e.g., by Farrokh et al. [35]
with a trichotomy to Internal, External, and Societal factors. Internal factors refer to the
organization and resources inside the firm. External factors are societal and business network
based. Personal factors include owner-manager’s drive and capabilities. These are needed to be
present for growth to take place.

Just like personal life, goals and situations can affect either way (positively and negatively) to
growth aspirations and willingness, the dynamics can also act in a reversed direction. Growth
can lead an entrepreneur to situations and conditions that serve another purpose than the
growth itself. In this view, growth is a means of getting somewhere, not a value or target per se.
This view got support in the classical volume by Hampden-Turner and Trompenaars named
“Seven cultures of capitalism.” In their work [36], it gets shown how there were deep and
important underlying basic motivations of people working in these different capitalism-driven
systems.

Capitalism is too a major extent based and dependent on free enterprise. The free enterprise is
made of individuals engaging into entrepreneurial activity to reach their goals. They are the
backbone of all capitalistic systems. That much so, that the US Small Business Act from 1953
boldly opens by stating (Paragraph 1): The essence of the American Economic System of
private enterprise is free competition and (Paragraph 3) Security and wellbeing of the society

Figure 5. Categorized model of factors affecting growth adapted from Farrokh et al. [35].
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cannot be realized unless the actual and potential capacity of small business are encouraged
and developed [37].

If and when we believe the statements of US Small Business Act and also Friedman, entrepre-
neurs grow because they want to earn more than their nongrowing business would yield.
Hampden-Turner and Trompenaars [36] interestingly prove that to be a false assessment. In his
study and book, the nation whose “culture of capitalism” was primarily based on “creating
personal wealth” was UK. The driving force in American capitalistic culture was “creating
something new.” And often the creation of new products, services, and markets requires
additional resources, and the way to attract resources is to grow. This view suggests the
process of growth is of a value per se, the growth is not solely driven by the target of increasing
size of the business and resulting wealth.

There has been a wide array of studies focusing on the entrepreneurial cohort of people as a
collection of different persons, personalities, and behaviors. This school of entrepreneurship
studied is called cognitive perspective to entrepreneurship. The basic thought of this view is
that individual characteristics, interpretations, and directions affect (1) the likelihood and action
in starting a new business and (2) the way, the path of entrepreneurship will continue. In a
study by Kelley et al. [38] based on large data derived from 2010 to 2011 US Survey for GEM
(Global EntrepreneurshipMonitor), researchers found support to their hypotheses that individ-
uals with (1) high income orientation, (2) high independence orientation, and (3) high self-
efficacy (self-assessed ability) are more likely to engage into high job growth intentions. Also,
the perceptions of opportunities (market newness, competitive uniqueness and international
intensity) that vary between individuals in same circumstances play a significant role [38].

Naturally, some of these variables may not be stable indicators. The independence variable and
self-efficacy had not significant correlation to growth intentions in a data collected 2 years
earlier. The prolonged economic downturn may have caused that despite entrepreneurs´
ability, the perspectives of growth were not in sight. So the motivation to give an extra effort
for growth was missing. Also in the economic doldrums, the risks in seeking growth may
overweight the desire for independency, as Kelley et al. speculate.

As an overarching summary of relation of entrepreneur as person and growth, it can be stated
that studying growth path of an entrepreneurial company without looking also at its owner/
managers is missing a critical element. But as shown, in addition to individual characteristics,
also cultural and situational contexts affect growth and aspirations for it. Churchill and Lewis
[39] claimed that evolution of an entrepreneurial company will lead to changes and revalua-
tions of the role and core capabilities of founders (see Figure 6).

Findings by Churchill and Lewis point out the necessity of the entrepreneur to renew and
redefine his/her role along the trajectory of the firm. Just like when raising a child, growth
means also letting go. This alone might be one hindering factor of growth: Do I want to
manage an organization or am I more on my own turf running a stable business that I can
steer independently.

A real-life question posed to Finnish SME companies (the survey panel for of the 2016 National
SME barometer of an OECD-wide study “Financing SMEs and entrepreneurs 2017,” and this
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question was proposed to be included to the survey by the Association of Finnish Entrepre-
neurs!) was: “If your company suddenly got a sum of money that corresponds your last years
sales revenue, what would you do?” [40] What was then the most popular answer?

Nr 1 (most popular) option: “We would keep most of it as a reserve for future needs.”

The cause-effect or reasoning for such an answer was not conducted, but one can speculate
with a few alternative reasons: (1) the 10-year economic downturn had consumed the earlier
reserves and new buffers for bad times were really needed; (2) the companies do not find
appealing opportunities to invest the money to and (3) the companies have no ideas that
would need developmental investment into?

Nr 2 (second most popular) option: “We would increase our investments.”

Nr 3 options (a draw between two options): “We would pay back some of the debt we have” and
“We would increase our innovation activity”.

But there are entrepreneurs: and then there are growth-oriented entrepreneurs. Whereas the
aforementioned choices of action were the ones surging among the whole sample of 500 SMEs
participating, the action plans of the subset of companies identified (by their answers to other

Figure 6. Change of managerial factors over time [39].
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questions) to be strongly growth aspiring. They would (1) Invest, (2) Innovate, and only (3)
keep in reserve.

The last conclusion of the study in question is that companies and entrepreneurs do differ in
their aspiration and willingness to grow. This may link to the markets they operate in and
opportunities in there, but it may also be a personal value statement by the entrepreneurs in
relation to growth. This view suggests that growth is not just a phenomenon; it is also a
mindset. How are those “entrepreneurial mindset” and “growth mindset” then born and
developed? In a study among the students (Business Administration, undergraduate level)
that have participated in a specialization program of technology business and entrepreneur-
ship and later engaged to a start-up activity as business owners of employees, Saukkonen [41]
observed a gradual conversion into entrepreneurial activity through identifiable stages instead
of a sudden decision to embark on an entrepreneurial journey. The key learnings and actions
on this path were all related in mingling with entrepreneurs or other entrepreneurs-to-be via
networking, trying, and learning. These findings hint that here might be more social elements in
entrepreneurship development than in the traditional view concentrating on individuals
alone.

3.7. Growth companies of today: Why and how do they grow?

Learning from the best seems at surface a natural and recommended way for an entrepreneur
to grow from growth aspiration to growth that really happens. In the opening words of
“Deloitte Fast 500 EMEA” report on high-growth tech companies. Bucaille points out that the
four elements of growth capital, labor, knowledge/creativity and energy/resources are not
enough to explain the difference between fast and slow growers [42]. High-growth companies
[42] have created out of these a unique combination of value, often referred as business model.
In addition, they have added a person-based flavor as a fifth element: leadership.

This opportunity of agile entrepreneurial firms of the new breed to take over the market from
traditional players with a superior new value offering is not new. Harvard professor Clayton
M Christensen made already at 1990s an interesting finding: When key technologies in an
industry change, the dominants’ firms in the “newworld” are not the ones they used to be [43].
The industry originally under Christensen’s study was external computer memories: disk and
diskettes from 5.25 inch floppy disks to 3.5 inches, and then to hard disks, etc. Why do the best
firms of their breed tend to miss the train of change, then? Christensen had altogether five
complementary explanations for this. One of them states that capabilities of an organization define
its incapabilities. Very few companies are brave enough to admit that a big part of their legacy in
knowledge, practices, facilities, machinery etc. are not asset in the new landscape, but rather a
burden that brings with them inertia—force of slowness. An entrepreneur starting from a clean
slate has then an upper hand to react, adapt, and proact.

The same plot can be found in the early writings of the forefather of innovation theorists and
researchers Joseph Schumpeter [44], who proposed at 1930s that at times every industry is
shaken by waves of creative disruption that rearrange competitive positions and rewrite
“the rules of the game” [39]. Mark Jenkins from the Cranfield University in England made a
corresponding observation when studying the different eras of technical regulation and
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competitive success between companies in Formula 1 car racing; technological evolution often
means competitive revolution [45].

In the era of ubiquitous technology, these rules of the game change more often than ever
before, so unforeseen entry and growth opportunities are available but so are the opportunities
for sharp decline and death. Following the ideas of Cinzia Parolini [46], entrepreneurial
opportunities can arise in various forms of value system re-engineering: Creating new activi-
ties into a value system or making some traditional activities is obsolete. In both cases,
business model works, if it helps the whole value systems to reduce cost and/or increase the
end customer value.

Deloitte [42] also makes a remark based on their reports and research that has spun over a
decade: The quality of the high growers is largely based on the quality of their environment.
Partners provide talent, expertise, revenue, research, and capital that are needed to fuel
growth. Understanding growth of an entrepreneurial company should not forget the entrepre-
neur as an individual or the individual company that has set a goal to grow, but it should not
stop there but look also around them.

To support their listings and aggregate figures of the selected growth awardees, Deloitte has at
constant intervals looked at the root causes and affecting factors to grow by surveying the
highest management (CEOs) of the high-growth companies.

The listings and company analyses are done by Deloitte in a yearly basis and available over the
Internet to all parties interested. CEO surveys do not happen on a yearly basis for all major
regions (Americas, Asia, EMEA), but in country level, there are unbroken time series in various
countries. To highlight some main contents, here are some excerpts for the 2016 results:
Growth continuum, sources, and hindrances of growth among the management of Turkey’s
Fast 50 technology business growers [43]:

• 85% of the CEOs believed they will maintain the high rate of growth (even though only
42% believed the economy in general will grow and only 9% that economy will grow
substantially)

• 70% believed the growth can be continued organically, not by structural arrangements
such as acquisitions

• the biggest single contributors to the past growth have been high-quality employees and
exceptional/unique products created by them

• 61% believed they will grow their personnel between 1 and 25% - obviously in the
digitalized world the growth and employment curves differ

• 64% list HR issues (finding, hiring, and retaining talent) as major challenge to growth

• 39% mention as the top personal challenge raising and delegating responsibility—moving
from entrepreneurial management more toward an organization; the second one being
reaching profitability—supporting the notion that growth is resource-demanding, and it
fires back on profits that will follow only later on, so it is risky.

Entrepreneurship - Development Tendencies and Empirical Approach20

The finding gives support to the statement that growth is still even in the technology business
sphere based on individuals. First, entrepreneurs are willing to explore, create, and take risk,
and subsequently, growth is continued in the talented individuals that the entrepreneur is able
to attract, motivate, and lead on the growth trajectory.

4. Case study: future growth of an entrepreneurial start-up and its impact
on entrepreneurs

In a single case study, Saukkonen and Vänttinen [34, 47] assessed the suitability of models of
growth dimensions, sources, and obstacles proposed by earlier research and literature to a case
company: an entrepreneurial start-up company providing environmental technology for
global business-to-business markets. Researchers used method of qualitative, interview-based
data collection among the company’s internal stakeholders and external business experts.
Through an analysis of the obtained data, researchers drew conclusions of the compatibility
of (some) earlier models to the unique case of new company growth.

4.1. How do prior-art models of growth suit true start-ups, specifically one operating in
environmental technology business?

As a reflection of results vs. earlier models of venture growth, it seems defendable to state that
the dimensions in Wickham model can be pictured from the research data, even in a certain
sequential order: First, a strategic choice of (first) solutions to be completed is done. Second,
the funding for the implementation needs to be secured, after which the (minimum) organiza-
tion to accomplish the task is put together. Structural and organizational dimensions of growth
combine the internal and external resources: The mission-critical parts are kept in the control of
the company and complementary, but less strategic or innovative capabilities are extracted
from the partner network.

The four first stages of the model by Marmer et al. were all referred to, but the events did not
follow the sequential order. The studied startup company had simultaneous and parallel
growth processes. The Greiner model-based discussion of crises stages and sources did not
bring up relevant information. The sources of growth from the model by Greiner were clearly
easier to discuss: “Customers are currently most important element for company growth”
(Owner-Manager OM).

Despite the avoidance of the usage of expressions like “environmental technology” or “cleantech”
in the spontaneous discussion, the special characteristics of the business segment were well
visible. The specific context contained issues such as:

1. The unavoidable role of regulatory framework, or frameworks, when the company acts in
multiple markets and many solution areas. The role of regulations and other interventions
by governments and other public authorities serves both as enablers as well as obstacles
for growth
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2. A company operating in this segment has long lasting and tight connections with their
stakeholder network. “You need have customer side for speakers for promoting your
technology” (External Industry Expert, EIE).

3. The clock speed in environmental technology business differs from many other fields. The
long development time of regulations (that affects the decision-making ability of the firms,
suppliers and customers alike) was mentioned earlier as a source of slow clock speed.
Other factors are related to the depth and volume of R&D before sales can be done. “Unit
cost is pretty high when you are environmental and energy business. You need a real life
demonstration, which is working… then pilot1, pilot2, ½ scaled unit and full scaled unit”
(EIE).

4. The specific nature of the financial dynamics in this industry. The capital injections are
needed early on, long before the sales revenue starts to act as a source of financial resource
but “If we go in as an investor early on, the risks are humongous but so are the potential
rewards. If later, the company value has gone up already, so the risk is lower but so is the
potential multiple to your investment” (Venture Capital Expert VCE).

4.2. How are dimensions, sources, and challenges of growth interpreted and prioritized?

Despite the findings presented in the Chapter 3.1, where a clear order of the growth dimen-
sions emerged from the data, separating the dimensions from each other seemed artificial to
the interviewees. The different fields of the growth are intertwined, and the order of priorities
was dependent on the financial status of the company. A single capital injection would have
changed both the order and speed in which different dimensions develop. The volatility of a
growth pattern is therefore clear.

Strategic decision-making was seen as the key foundation for all other areas of growth across
the respondent pool, but views on what makes “growth” in strategic terms differed a lot. For
some respondents, growth in strategic dimension was a synonym to having a wider offering,
whereas to some, it was more of narrowing and focusing. In enhancing the value of the
company to its owners and customers, the innovativeness acts in controversial manners. To
attract a portfolio of customers and fulfill multiple needs, strategic choice of having one main
solution to offer was regarded as a risky option. “To me having different solutions for different
end-users gives more options to customers to choose from” (Sales and Marketing Professional
SMP2). On the other hand, limited resources must be well addressed to limited number of
directions, as there is a need for efficiency from early on. Investor view preferred a clear focus:
“In early stage, the way you should have a fairly limited portfolio. You better be somewhat
single-minded. But all products and services have a life-cycle, so the portfolio needs to grow and
renew over time. However, the portfolio growth should not kick in before break-even” (VCE).

One way to impact the business portfolio and also the structure of the revenue streams would
be to move from mere product supplies to product-service system (PSS) bundling services to
the technology supply and thus allow the company to better fund its development organically:
“By adding services like operating the plants on behalf of the customers is a future way of
improving the constant cash flow. The margins are different to tech supplies but so is the
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predictability. And the purchase threshold for services is lower than that of buying hardware—
the latter one has a life cycle of 30 years” (Founder-Owner-Manager FOM). This means that
growth models should avoid labeling the firms studied to product or service companies but
rather see how those two basic business types can be combined.

One difficulty to adopting Wickham’s model was the networked in which today’s companies
operate. Talking of growth only within company boundaries felt falling short: “Ecosystem is
needed for real size unit: sustainable production, sustainable fuel supply security, logistics,
maintenance … you cannot do it yourself” (EIE). In manufacturing companies, the trend of
outsourcing the manufacturing and thus reducing capital needs has been a long prevailing
trend. Based on the case study, outsourcing without holding a control over operations grows
the risk. “Own manufacturing is not a red flag to an investor, if that is needed to control the
entire process in its critical parts” (VCE). The views of the internal and external interviewees
matched in this respect. “Own manufacturing is a strategic choice. I want to reduce the risk by
having a clear and firm view on what is happening, I know and can promise the delivery times
we can do. This may change over time, but at this point we do want to have a tight grip on the
process” (FOM). The usage of subcontractors and many of them may seem a good risk-
aversion policy, but it may contain a strain to company resources: “The wider the network,
the higher risk of quality issues and delays. And truly managing a supply chain of networked
companies is rare and demanding skill” (VCE).

4.3. Entrepreneur’s changing roles and capabilities

The external experts in the sample put more emphasis on the traditional management skills—
process and systems management—from early on than in-house respondents. That gives
support to Start-Up Genome Report [27] findings that if processes are not efficient and the
scaling up occurs, the phenomenon Premature Scaling is a potential misstep on the growth
path. A remark made underlined that the processes should not be seen from only engineering
angle but instead “There must be a sales process from early on, who sells and how. If I do not
get that I cannot invest” (VCE, Venture capital expert). The later decline of the importance of
mastering processes and systems (as seen by external experts) should be looked at in conjunc-
tion with their views of the changing role of the entrepreneur (Figure 7).

Figures 8 and 9 show how the interviewees—internal vs. external—saw the role of the entre-
preneurs to change over different development stages. There were some surprising findings
between the two groups (internal vs. external) as well as when compared to the original model
by Churchill and Lewis.

The external experts clearly expressed that the ability to delegate has to start early on and
owners’ own ability to do starts diminishing also at an early stage. The need to delegate is also
a concern of entrepreneurs in the case company: “It’s a dilemma that too much is in our hands
and we don’t have enough time to handle everything … we really in the process how to
delegate and to whom, it’s the huge challenge for us” (OM). Ability to delegate is also a part
of process management capability, and it also touches the network partners of the company:
“To delegate is to co-operate” (Business Development Expert).
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An important challenge for the entrepreneurs seems to arrive, when the company reaches
some level of maturity. Managing company at that stage differs from start-up management.
New skills are needed, and new angles to look at the company must be established. In addition
to funding rounds, there should be management upgrading rounds: “Management and
funding should update many times in growth company … management and funding are the
sources of crises. Aspiration to company growth is of high criticality to company growth”
(Business Development Expert, BDE). If the aspiration diminishes, the company can start to
stagnate. Both respondents that have an entrepreneur role in the case company wanted to keep
us a start-up mentality in the firm they manage: “I want to see this as an eternal start-up but
the term can perhaps not be used for a very long time” (Founder-Owner-Manager FOM). “I
don’t want to be in mature company, I want to develop” (Owner-Manager OM). Their views
were supported by the VCE “Thing to keep as long as possible from start-up is the entrepre-
neurship spirit, but it must be combined with growth in leadership skills” and BDE: “renewal
is needed in growth company … is it synonym for continuous start-up”.

4.4. Can the growth be maintained?

One of the iconic figures in 1990s–2010s corporate management and leadership Steve jobs has
been quoted to describe Apple Inc. as an “eternal start-up”. Being the member of the original
founding team, Jobs enjoyed and kept up an entrepreneurial relation to Apple despite its
growth into a global corporation.

Figure 7. The changing criticality of skills in process, people and systems management following the model by Churchill
and Lewis—averages of the graphs drawn by informants in the interview sessions.
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Figure 9. The changing role of the entrepreneur across the development stages (2) following model by Churchill and
Lewis—averages of the graphs drawn by informants in the interview sessions.

Figure 8. The changing role of the entrepreneur across the development stages (1) following model by Churchill and
Lewis—averages of the graphs drawn by informants in the interview sessions.
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Interestingly, the same echo of never ending growth was heard in the young and small aspiring
company studied in the case. Based on the case study findings, it can propose a replacement
of linear or at least sequential growth construct model with a more cyclical model (Figure 10).
The model highlights the finding that an innovation-based company needs to simultaneously
run processes leading to scalable and optimized processes (“growth loop”) and keep on a new
venture-type search of novel ideas (“start-up loop”).

5. Conclusions and discussion: future of growth

The conclusions of this full chapter are:

• Growth in an entrepreneurial company is a relative, context—and stakeholders´ expecta-
tion—based phenomenon.

• Factors in the resources, market opportunities, and personal aspirations affect the stance
taken toward growth as well as its directions and speed of growth. No single model to
describe growth in an entrepreneurial firm can be found, the growth has individuality in
it. Based on the case research findings, it can be also stated that search for one best model
of growth for a single start-up venture is not a viable effort. Instead, various models
should be studied and utilized. Researchers as well as business developers aiming at
growth should identify the most relevant elements of these models to the case in question

Figure 10. The cyclical two-loop model of growth and development Saukkonen & Vänttinen, [34].
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as well as the context in which the companies operate. Industries have their specific
features that should be woven into the models for company growth in that sector.

• The models of growth do have their role: the phenomenon is better understood and acted
upon by having a wide and versatile supply of models that contribute to the understand-
ing of the phenomenon and individual cases. The research findings and the proposed new
cyclical model of start-up growth in environmental technology business developed give
support to the view presented by Levie and Lichtenstein [20]. Stage-based models have
clarity and structure but reflect poorly growth business reality that is made of uncertainty,
loops, and flexibility. Newer models such as the one by Marmer et al. acknowledge the
importance to pivot when necessary and to find new directions by revisiting the work
done in earlier phases when the development stagnates. The growth stagnating can be a
result of both internal reasons as well as external feedback.

• Growth should be seen as a vehicle of reaching something by action rather than as an end
result of action.

• Companies in the growth mode identify the sources, enablers, and obstacles to growth
largely in a same manner, giving support to views that studying growth companies can
serve as an agent for future growth.

In addition, it is not enough for companies to recognize the developmental phase they are in
but also to develop and implement strategies to tackle the challenges viable to the industrial
context they live in and taking in account the resources of the company, its entrepreneurs, and
value network.

Various megatrends suggested to act as drivers of global change such as Globalization, Digi-
talization, Acceleration and Network organizing [47, 48] can be seen to offer wider and faster
opportunities for growth than the past periods of time. New industries and markets are
developed to a remarkable size at higher and higher speed. In the world of virtual goods
memes, network externalities, low (capital) barriers to entry and viral spreading all seem to
point out that growth is better available for all than we are used to.

An example of such a mushrooming market is mobile gaming, which in the first quarter of 2017
showed 53% growth to previous year [49, 50]. The global yearly revenue at the sector globallywas
predicted to reach 46 billion USD for 2017 and to grow to 64 billion by 2020 [51]. The other side of
the coin of hypergrowth is the hypercompetition. It can be estimated that the supply of the games
available at this moment (mid-2017) exceeds 1200 new games per day coming to themarket via the
two main platforms iStore and Google Play. This means a monthly growth in supply of approx.
40,000 new options for customer to choose from on top of the existing ones. Naturally new
products and companies can only succeed, if the customers abandon earlier games they played.
Major trends in the future of growth might be polarization and volatility of growth. The newworld
may give an unprecedented opportunity to grow for some, leaving a very minor role for the rest.
Ideas of reaching massive consumer bases with low-cost pricing strategy applied, e.g., by Spotify
for streamedmusic leaves very limited opportunities for profitability to nonhypergrowers.

Technological advancement is another Janus-faced force that affects firms aspiring to grow.
The global availability of digital technologies and the opportunities they give to spread the
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Interestingly, the same echo of never ending growth was heard in the young and small aspiring
company studied in the case. Based on the case study findings, it can propose a replacement
of linear or at least sequential growth construct model with a more cyclical model (Figure 10).
The model highlights the finding that an innovation-based company needs to simultaneously
run processes leading to scalable and optimized processes (“growth loop”) and keep on a new
venture-type search of novel ideas (“start-up loop”).

5. Conclusions and discussion: future of growth

The conclusions of this full chapter are:

• Growth in an entrepreneurial company is a relative, context—and stakeholders´ expecta-
tion—based phenomenon.

• Factors in the resources, market opportunities, and personal aspirations affect the stance
taken toward growth as well as its directions and speed of growth. No single model to
describe growth in an entrepreneurial firm can be found, the growth has individuality in
it. Based on the case research findings, it can be also stated that search for one best model
of growth for a single start-up venture is not a viable effort. Instead, various models
should be studied and utilized. Researchers as well as business developers aiming at
growth should identify the most relevant elements of these models to the case in question

Figure 10. The cyclical two-loop model of growth and development Saukkonen & Vänttinen, [34].
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new solutions seem to favor growth. Simultaneously, the abundance of technologies is making
the right choices regarding technologies both complicated, risky, and short lived. The
megatrend of acceleration means the birth and growth happen at faster pace but so do decline
and death. The accelerating pace of change referred as “increased clockspeed” by Fine from
[52], and the increase in the sheer amount of potentially transformative and often intertwined
technologies has made technology anticipation more complex. Global ICT consultancy firm
Gartner publishes their “Hype Cycle curves” of emerging technology areas and particular
technologies. As the representative of Gartner, J. Fenn coined the purpose of them: “Hype
Cycle for Emerging Technologies targets strategic planning, innovation and emerging technol-
ogy professionals by highlighting a set of technologies that will have broad-ranging impact
across the business” [48]. Gartner publishes both broad and more specific Hype Cycles. There
are close to 2000 individual technologies under Gartner’s radar [53].

Investing money and effort to technologies in their early stage sounds a risky choice. But it is
also risk baring for a company to wait until a technology reaches the more predictable devel-
opment stage. Acting first in a stage where more and more insights of how the technology can
benefit the company start to crystallize, and the whole value chain and customer-base means
the competitive advantage potential for a company has vastly diminished. One interesting line
of research could be studying the means entrepreneurs are trying to balance the growth of
business value and the risk that growth bears. One approach to this direction is the framework
by Skok [54] based on his view that increasing of the value and reduction of the risk are key
targets for any start-up management. He linked some key events or artifacts (Figure 11) that
lead to success in relation to these two targets. Empirical research on that framework would

Figure 11. Key artifacts and events in risk/value framework across development stages (Skok [54]).
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however require an opportunity for a longitudinal study with close involvement to the
decision-making process of the studied growth companies.

Perhaps, growth has never been democratic but in the future perhaps even less so. The
shortened life cycle of products may also lead to short-living companies. We all know “firefly
products” that shine bright and short. Will the business climate of future be apt for firefly
companies as well?
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Abstract

This study aims to analyze the common elements in the mental models of cultural entre-
preneurs in Belo Horizonte, Brazil, as well as to contribute to the expansion of public pol-
icies that enable the development of such enterprises. The theoretical framework of this 
study addresses entrepreneurship and the mental models of entrepreneurs in the creative 
economy sector. The Brazilian government has showed concern with the development of 
the creative economy sector, considering its importance in the national and international 
scenario. There is a lack of information and data that describes the specific characteristics 
and issues of the creative economy. Thus, it is important not only to present a statistical 
data on the sector, but also qualitative data that can broaden and deepen the knowledge 
of the sector and its professionals.

Keywords: entrepreneurship, mental models, cultural entrepreneurs, creative economy, 
qualitative research

1. Introduction

Entrepreneurship, over time, has emerged as a generator of income source, contributing to the 
economic and social development of Brazil; whether motivated by the need of an individual, 
or group, or business opportunities perceived in the market [1]. According to The Global 
Entrepreneurship Monitor report (GEM) published in 2015, 17.2% of the Brazilian adult pop-
ulation (between 18 and 64 years of age), were entrepreneurs [2].

The Brazilian government has showed concern with the development of some sectors of 
the economy, including efforts to expand the development of the creative economy sector. 
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In 2011, we saw intensification of this effort with the creation of the Secretariat of Creative 
Economy in, under the Ministry of Culture, aiming to lead the formulation, implementation, 
and monitoring of public policies based on social inclusion of the Brazilian cultural diversity, 
sustainability, and innovation [3].

This concern of the Government is also reflected in the National Plan of Culture, established 
by Law 12.343, on December 2, 2010, which has, among its objectives as defined in Article 2, § 
IX, XI and XII, “to develop the cultural economy, the internal market of cultural consumption, 
as well as exports of goods, services and cultural content;” “to improve and develop the cul-
tural industry both in the public and private sectors,” and “to professionalize and specialize 
agents and cultural managers [4].”

The Plan of the Secretariat of Creative Economy presents five key challenges for the develop-
ment of effective public policies for this sector. The first major challenge was the gathering of 
information and data related to companies in this sector. The Plan confirms the lack of sufficient 
existing data, which prevents a comprehensive understanding of features and capabilities of 
the sector, as well as the fact that the secondary data reported does not always reflect the reality.

The second challenge is related to the coordination, stimulation, and nurturing of creative 
endeavors. The third challenge is the lack of educational opportunities promoting the devel-
opment creative skills, which hinder the advancement of qualified professionals. The fourth 
challenge is the need of an infrastructure for distribution/circulation and consumption/enjoy-
ment of creative goods and services. The fifth challenge revolves around the creation/adapta-
tion of the tax legislation, social security, labor law, and intellectual property terms that meet 
the specific needs of enterprises and industry professionals.

The lack of information and data describing the characteristics and specific industry issues is 
noticeable. Thus, it is important not only to present, through further research, statistical data 
on the sector, but also qualitative data that can broaden and deepen the knowledge of the sec-
tor and its professionals.

Based on this scenario, this study aimed to analyze the common elements in the mental mod-
els of cultural entrepreneurs in Belo Horizonte, Brazil. The five companies of the cultural sec-
tor surveyed in this study were selected by criteria of accessibility: an art school, an open air 
cinema, a publisher, a conventional theater group, and a puppet theater group.

Following this introduction, this chapter is divided into five parts: the theoretical framework, 
which is a review of the key concepts related to the topic of this study; the context of the 
studied sector, the methodology, in which is explained how this study was conducted; the 
presentation and discussion of results; and final considerations, followed by references.

2. Theoretical framework

This study is anchored on two theoretical pillars: entrepreneurship and mental models. To 
understand the phenomenon of entrepreneurship, theoretical considerations about its concep-
tual dimensions and development were drawn. In the area of mental models, theories related 
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to the topic were exposed, as well as a reflection on its relationship with entrepreneurship. In 
addition, this theoretical framework addresses the sector of the creative economy in Brazil.

2.1. Entrepreneurship

Behind every invention or innovation, there are people or teams with visionary, argumen-
tative characteristics, seeking differentiation: entrepreneurs are those persons who “have a 
singular motivation (…), a desire to be recognized and admired, imitated and referenced, and 
wish to leave a legacy [5].” Dornelas [5] tracks the position of Schumpeter [6] in finding that 
“The entrepreneur has always had a fundamental role in society and argues that the emphasis 
on studies in the area emerged as a result of rapid technological change and the rapid increase 
in market competition.”

Filion [7], reports that Schumpeter “was the one who really launched the field of entrepre-
neurship” by associating economic growth to the behavior of the entrepreneur, especially 
with regards to innovative entrepreneurship, which, according to Schumpeter himself [6], is 
a propellant of economic and social development of a nation.

Schumpeter [8] states the importance of entrepreneurship to the capitalist system, by con-
sidering such a system as “a form or method of economic change,” an evolutionary process 
that takes place through changes in the economic life, which in turn produces industrial and 
consumer transformations.

The innovation is “a specific tool for entrepreneurs” by which they identify the change as an 
opportunity for new businesses, products, or services. The executives must find the sources of 
innovation, the changes and symptoms “that indicate opportunities for an innovation to suc-
ceed [9].” The term entrepreneurial ship derives from the French word entrepreneur, which 
literally translated, means “one who is among” or “intermediate,” or “being on the market 
between supplier and the consumer [10].”

McClelland [11] points out characteristics of entrepreneurial behavior: the pursuit of oppor-
tunity and initiative, persistence, commitment, demand for quality and efficiency, calculated 
risk taking, goal setting, information gathering, planning and monitoring systematic, persua-
sion and networking, independence and self-confidence.

Sometimes—and mistakenly—the term entrepreneur is regarded as synonymous with busi-
ness owner. A business owner is not always an entrepreneur, because the entrepreneur dem-
onstrates an innovative behavior by creating a new situation for their company or business, 
while the business owner is more directed to the operational aspects of the business. Despite 
the differences between these individuals, they share some characteristics; it would be rare 
to find a business owner that did not have at least some characteristics of the entrepreneur 
[5, 12].

The GEM report [1] defines entrepreneurialship as “any attempt to create a new business or 
new venture such as a stand-alone activity, a new company, or an expansion of the existing 
enterprise. In either situation the initiative can be from an individual, group of individuals 
or companies already established.” That is, in conceptual terms, the literature points to the 
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individual entrepreneur and the settings that characterize such behavior. On the other hand, 
an individual with such characteristics cannot be considered entrepreneur, which would be 
equally mistaken to consider an individual lacking these characteristics unable to undertake 
an entrepreneurial endeavor.

For this study we adopted the Hisrich and Peters [13] entrepreneurship concept, defined 
as “the process of creating something new with value by devoting the necessary time and 
effort, assuming the financial, psychological and social risks, as well as receiving the resulting 
rewards of satisfaction, and personal and economic independence.”

The literature indicates the action of the entrepreneur is strongly influenced by their mental 
models [14]. Therefore, it is necessary to review the subject of mental models or cognitive 
styles, in order to understand their influential relationship.

2.2. Mental models of entrepreneurs

To better understand entrepreneurial action, a deep understanding of cognition is required. 
Cognitive skills, concurrently with motivation, represent the basic determinants of learning 
and performance at work. Besides the entrepreneurial behavior and entrepreneurial skills, 
the mental model of entrepreneurs seems to be the path to understanding and developing 
this topic.

The term mental models emerged in 1943 from the launch of the book “The Nature of 
Explanation,” written by Scottish psychologist Kenneth Craig who defined it as a representa-
tion of elements and environmental situations. His theory has been used in psychology and 
cognitive sciences, and in the business field, albeit slowly, through the research of mental 
models concepts [15].

Mioranza [16] attributes the spread of the mental models concepts by the publication of two 
books, both titled as “Mental Models,” in 1983. The first publication by Gentner and Stevens 
consists of a collection of contributions made to a seminar on the topic. The second publica-
tion by Johnson-Laird seeks to explain the theory of mental models through deductive rea-
soning and reading comprehension.

Johnson-Laird [17] made explicit the need to create new cognitive science study methods that 
would change how researchers in the field would perceive how the human mind operates. 
Later, Johnson-Laird [18] stated that reasoning depends on the individual collection of knowl-
edge that leads to the formulation of a conclusion and validation; as well as the pursuit of 
other opportunities in alternative mental models to reach a decision. According to the author, 
reasoning is a simulation of outcomes in the outside world based on the knowledge of the 
individual through their mental models, and not just a rearrangement of formal logic [19].

The mental models are incomplete and reflect only the portion of the object understood, and may 
therefore be flawed or reflect limited knowledge that no longer applies to a given situation, thus 
requiring the improvement of its theoretical analysis and practice in daily life [20]. The cognition 
is not limited only to the human brain, but it is also directly related to the physical and social 
environment of the individual [21].
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Several factors may influence the construction of mental models: the observation of the occur-
rence being modeled, experimentation and understanding of the trends of the occurrence, as 
well as all types of search and selection of information on the subject that are fundamental 
for the construction of a mental model. In this construction, individuals make use of pro-
cesses of representation, communication, and interaction with the environment, forming a 
loop between the experience, evaluation and application of certain concepts. The environ-
ment sends messages of all kinds and the individual, based on their ability and cognitive 
capacity, processes these messages to build a representation of the world and the elements 
associated with it [14].

The mental models strongly affect the attitudes of individuals, because they influence how 
people interpret what they see and what they experience [14]. Senge [22] collaborates with 
Johnson-Laird [17] in stating that two people with different mental models, also reflecting 
its subjectivity, can observe the same object in different ways and thus describe it in different 
ways, each under their own perspectives. For him, mental models can be “simple generaliza-
tions” and even “more complex theories” that shape the way of individuals act [22].

In the field of organizations, Hill and Levenhager [23] speculated that to be successful, entre-
preneurs must be able to handle significant ambiguity, which requires them to develop a 
“vision” or mental model of how to act in their environments, as well how to communicate 
their interests and goals to stakeholders to gain their support. The responsibility committed 
to the position of the entrepreneur is very large, because as decision makers, or sometimes 
the only decision maker, they take upon themselves to define the company’s strategy [24]. 
These decisions may be heavily influenced by the professional and personal life of the entre-
preneur, the meaning they attach to reality and how they live it—in other words, by their 
mental models [24].

The mental models are a set of four elements from systemic construction: cognitive, func-
tional, symbolic, and emotional. The functional elements are not only made from a number of 
physical characteristics of the organization, such as size, product line, and market infrastruc-
ture, but also translated into aspects of the utility of the company [25].

The symbolic elements are related to what the organization represents or symbolizes for 
the subject, in other words, the meaning he/she attaches to it. Cognitive elements are their 
mental constructions—or perceptions—about a particular phenomenon or object, including 
the perception that the individual has of the organization. In other words, cognitive elements 
create knowledge networks that organize and connect the various types of information, gen-
erating meanings to objects. Emotional elements show a series of “states of mind (pleasure, 
pain, joy, fear, etc.) that the individual carries on the organization.” These elements generally 
refer to the emotional state, either positive or negative, that the individual develops for the 
organization [25].

The entrepreneur registers objects and events from these elements. Based on external stimuli, 
the collective representations of the object and their own mental representations, form the 
subject of its business representation. So “the more important the organization is for the entre-
preneur, the greater will be the network of meanings associated with it [25].”
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environment of the individual [21].
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Several factors may influence the construction of mental models: the observation of the occur-
rence being modeled, experimentation and understanding of the trends of the occurrence, as 
well as all types of search and selection of information on the subject that are fundamental 
for the construction of a mental model. In this construction, individuals make use of pro-
cesses of representation, communication, and interaction with the environment, forming a 
loop between the experience, evaluation and application of certain concepts. The environ-
ment sends messages of all kinds and the individual, based on their ability and cognitive 
capacity, processes these messages to build a representation of the world and the elements 
associated with it [14].

The mental models strongly affect the attitudes of individuals, because they influence how 
people interpret what they see and what they experience [14]. Senge [22] collaborates with 
Johnson-Laird [17] in stating that two people with different mental models, also reflecting 
its subjectivity, can observe the same object in different ways and thus describe it in different 
ways, each under their own perspectives. For him, mental models can be “simple generaliza-
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preneurs must be able to handle significant ambiguity, which requires them to develop a 
“vision” or mental model of how to act in their environments, as well how to communicate 
their interests and goals to stakeholders to gain their support. The responsibility committed 
to the position of the entrepreneur is very large, because as decision makers, or sometimes 
the only decision maker, they take upon themselves to define the company’s strategy [24]. 
These decisions may be heavily influenced by the professional and personal life of the entre-
preneur, the meaning they attach to reality and how they live it—in other words, by their 
mental models [24].

The mental models are a set of four elements from systemic construction: cognitive, func-
tional, symbolic, and emotional. The functional elements are not only made from a number of 
physical characteristics of the organization, such as size, product line, and market infrastruc-
ture, but also translated into aspects of the utility of the company [25].

The symbolic elements are related to what the organization represents or symbolizes for 
the subject, in other words, the meaning he/she attaches to it. Cognitive elements are their 
mental constructions—or perceptions—about a particular phenomenon or object, including 
the perception that the individual has of the organization. In other words, cognitive elements 
create knowledge networks that organize and connect the various types of information, gen-
erating meanings to objects. Emotional elements show a series of “states of mind (pleasure, 
pain, joy, fear, etc.) that the individual carries on the organization.” These elements generally 
refer to the emotional state, either positive or negative, that the individual develops for the 
organization [25].

The entrepreneur registers objects and events from these elements. Based on external stimuli, 
the collective representations of the object and their own mental representations, form the 
subject of its business representation. So “the more important the organization is for the entre-
preneur, the greater will be the network of meanings associated with it [25].”
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Past experiences, social interactions, symbols and their meanings, and moments of diffi-
culty, all contribute to the changes and consolidations of mental models. Thus, mental mod-
els do not depend on “just the heads of individuals,” but also on their life stories and their 
interpersonal relationships with employees, customers, suppliers, competitors, family, and 
friends [26].

The mental models, along with other external aspects, can contribute positively or negatively 
to the development of the skills of individuals, and therefore influence on the organizational 
performance. The responsibility of entrepreneurs about their organizations is in their actions, 
thoughts, and representations of the world—in other words, in their mental models [26].

In this viewpoint, Estrada et al. [15] argue that, given the context of evolution and constant 
changes in the markets, there is a growing trend of people incorporating more mature and 
evolved models in the values and objectives of the organization, with thoughts and attitudes 
continually seeking training, development, and true values. According to these authors, there 
is no point for an organization to have tools, instruments, techniques, organizational struc-
ture, resources, and information, if the mental models of individuals of the organization are 
unable to process then and make decisions to position the organization strategically. These 
considerations are consistent with those of Mioranza et al. [26], by claiming that the way indi-
viduals act and relate is also essential influencers to the organizational processes.

The competitiveness of companies depends on the ability of the organization—or entrepre-
neur—to identify opportunities, trends, and new realities in the market in which the organi-
zation operates; as well as the ability to see what occurs within the organization, to question 
existing practices and procedures, and have the ability to adapt them as needed. It is clear, 
therefore, that the way entrepreneurs think about their organization, the image they have of 
its development, and the way they pursue their objectives can either broaden or narrow the 
possibilities of the organization [15]. De Toni et al. [27] collaborate with this reasoning by 
stating that the construction of mental models of the entrepreneurs can strongly influence the 
performance of organizations, contributing to the differences in performance between same-
sized organizations and in the same market segment.

The mental models are an important factor in the entrepreneurial process emphasizing the 
social nature of it and the need for the development of studies on the subject [28].

2.3. The creative economy in Brazil

The creative economy sector began to gain prominence in the worldwide in 1986, when the 
United Nations (NU) published the Declaration of the Right to Development, which states 
that it is an indisputable human right and also a duty of the state. The creative economy has 
to be understood as a “strategic axis of development for different countries and continents in 
the new century [3].”

The sector of the creative and cultural economy includes the activities performed from intel-
lectual capital that generates new jobs and enables economic growth and the development 
of the country. According to the 2008 Report of the United Nations Conference on Trade and 
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Development (UNCTAD), the creative economy is comprised of “the cycles of creation, pro-
duction and distribution of goods and services that use creativity and intellectual capital as 
primary inputs [29].”

The creative factor is of great importance for the country’s economy. Creativity is a “relevant 
factor for the establishment of trade relations, competitiveness, and global economic integra-
tion to the extent that the ability to create becomes more important than the production of 
commodities and industrial products with low added value [30].”

In this economy, the main raw material is creativity itself, and its activities can be grouped as 
core, related activities, and support activities, in accordance with the UNCTAD’s proposed 
classification. Core activities include segments such as Cultural Expressions, Performing Arts, 
Visual Arts, Music, Film, Video, TV, Radio, Printing and Publishing, Software, Technology, 
Architecture, Design, Fashion, and Advertising. The related activities are composed of seg-
ments for secondary companies providing services and materials essential to the core activi-
ties. Support activities relates to the indirect deliveries of goods and services that support 
both the core and related activities.

It is important to realize that the creative economy is a productive sector and provides poten-
tial for development, including the creation of public policies that encourage its growth. The 
Office of Creative Economy (SEC) was created in 2011, under the Ministry of Culture, which 
developed the Plan of the Secretariat of Creative Economy, containing actions to regulate and 
stimulate the activities of this sector.

The SEC, through the Plan of the Secretariat of the Creative Economy, defines creative indus-
tries as “all productive activities that have as their main function the generation of a creative 
output of symbolic value, which becomes the central element for price formation and produc-
tion of cultural and economic wealth [3].”

The 2012 SEBRAE report shows that the annual growth of the creative sector in the last 
5 years, as compared to the country’s Gross Domestic Product (GDP), is of 6.13%. The sur-
vey data indicates the volume of people exercising formal occupations related to creative 
industries—3,763,271 people, or 8.54% of the country’s formal employees. There are 865,881 
persons exercising formal occupations in activities related to the core, representing 1.96% of 
total formal employees in the country. The average monthly income of formal workers in the 
core activities of the creative industry is R$ 2293.64, 44% higher than the average income of 
formal workers in the country, which averages at R$ 1588.42. The research also shows that 
63,373 companies are acting in the core of the creative industries, which corresponds to 1.86% 
of the total of 3,403,448 enterprises in the country [31].

Thus, one can observe the importance of the sector to the economy, especially if you take 
into account the fact that the country has a huge number of informal enterprises in this sec-
tor—as in other sectors of the economy—which makes it difficult to fully analyze it in terms 
of the number of acting enterprises and number of persons employed therein, as well as the 
financial transactions that it produces, and the extent of their contributions to their growth 
and development of the sector.
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3. Methodology

The methodology of this research is characterized as qualitative, constituting of a descriptive 
and explanatory case study. The qualitative research is essentially interpretative, which includes 
a description and analysis of data about people, organizations, or even scenarios, with the aim 
interpret and generate bases for some considerations and conclusions from the data [32].

The case study method appears to be the most suitable for the proposed goals of this work, 
the method “is characterized by deep and exhaustive study of one or a few objects, so as to 
allow their broad and detailed understanding [33].” The case study is the process that “inves-
tigates a contemporary phenomenon within its real life context, especially when the bound-
aries between phenomenon and context are not clearly defined [34].” Thus, this research 
consists of a case study of multiple subjects.

This study can be characterized as descriptive and explanatory. The descriptive study aims to 
“accurately describe the facts and scenarios of a certain reality [35].” The explanatory research 
deepens the knowledge of a particular subject, and that it can be performed as a continuation 
of descriptive research [33].

Five companies in the cultural sector in Belo Horizonte, one of the segments that make up the 
sector of the creative economy, were selected based on the criteria of accessibility. As the focus 
of the research is the analysis of the mental models of the entrepreneur, which are related to 
individual behaviors and perceptions, there was no concern in distinguishing very successful 
companies to other that are less successful, but to select companies that were consolidated in 
market, having the entrepreneurs as the main subject of the research.

The fieldwork consisted of semi-structured interviews with an entrepreneur of each of the 
companies surveyed, based on the script used by Mioranza [16], adapted for the objectives 
of this research. For the analysis and interpretation of data, we used the technique of content 
analysis that should produce results that reflect the objectives proposed in the research based 
on the extracted content of communication [36]. The content analysis can be understood as a 
set of techniques for communication analysis, through an objective and systematic descrip-
tion of the reveled content, for the purpose of interpreting the message. This technique “seeks 
to know what is behind between the lines [37].”

The interviews were recorded and transcribed so that the speech content could be analyzed 
according to the thematic category method, with the aid of Windows Excel spreadsheets to 
interpret the data obtained. Data was analyzed according to Bardin [37] and is presented and 
analyzed in the next section.

4. Presentation and analysis of data

To better understand the organizations surveyed, a brief description of each is necessary. 
The first organization, the School of Visual Arts, was founded in 1999 in Belo Horizonte, 
and offers courses in cartoon illustration, drawing from observation, composition, anatomy 
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and perspective, animation, visual storytelling, painting, advertising art and illustration, 
sculpture and modeling, digital and 3D illustration, and technical course in visual arts. The 
school is a small business, founded by two partners with 16 employees, and a teaching staff 
consisting of 15 experienced and qualified teachers to provide quality education to their 
students.

The second company operates in the field of motion picture, founded in 1992 as an open air 
cinema in order to display French films only. Two years later, in 1994, the current owner took 
over the company with the vision to display a repertoire, not only French, but independent 
movies originating from all European, North American, Latin American countries, and more. 
Subsequently, the organization acquired sponsorships of large corporation, such as Unibanco 
and Usiminas, which provided greater livelihood to the exhibits. The organization currently 
has three projection rooms with a capacity for up to 138 people, and it promotes various film 
festivals, including free daily shows at public schools in the suburban areas with the goal 
of enabling low-income children to gain cultural access to through the exhibits. This project 
takes place throughout the year without the help of the government or any funding for its 
implementation. This is a small business and currently employs about 30 employees. Besides 
the exhibition of films, the open-air cinema houses in its space have a restaurant and cafe, a 
bookstore, and a small shop selling customized products.

The third subject is a publishing company founded in 1981 with the intention of bringing 
African-Brazilian and Brazilian cultures back into schools through the publication of books. 
According to the entrepreneur, the idea was to mildly debate the theme of racial prejudice by 
enhancing self-esteem and the sense of equality among children. This small business employs 
seven full time employees and relies on the cooperation of other freelance professionals for 
illustration and layout work. The publisher currently offers in its catalog books in the field 
of Anthropology, Sociology, History, Education, Brazilian Literature, Children, and Youth 
Literature. In textbooks, other topics were added to promote cultural development of children 
and adolescents, such as the children with special needs, native Brazilians in the current soci-
ety, gender and homosexuality, among other topics.

The fourth company is a theater group founded in 1982 by 12 artists aiming to create pieces that 
reflect and represent their generation. The interviewee is one of the founders of the group that 
brought her education and professional business experience as an accountant and administrator 
to the enterprise. The theater group is a small business currently employing 50 people at its head-
quarters—the cultural center, created from the perceived need for greater social engagement 
with performance arts in the city, with focus on research, training, and encouragement of theatri-
cal creation. The organization offers courses and workshops for artistic training for various proj-
ects in the area, while maintaining a research center, as well as preservation of the art through an 
in-house book and video library. The group has performed repeatedly in all regions of Brazil, as 
well as in the United States, Canada, and several countries in Europe and Latin America.

The fifth company is a puppet theater group founded in 1970 by three professors of the School 
of Fine Arts at the Federal University of Minas Gerais (UFMG). The group manages every 
project from script creation and adaptation, to scene props, to de conceptualization, and cre-
ation of the puppets. In 2000, the group decided to part ways the University, looking for 
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and perspective, animation, visual storytelling, painting, advertising art and illustration, 
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The third subject is a publishing company founded in 1981 with the intention of bringing 
African-Brazilian and Brazilian cultures back into schools through the publication of books. 
According to the entrepreneur, the idea was to mildly debate the theme of racial prejudice by 
enhancing self-esteem and the sense of equality among children. This small business employs 
seven full time employees and relies on the cooperation of other freelance professionals for 
illustration and layout work. The publisher currently offers in its catalog books in the field 
of Anthropology, Sociology, History, Education, Brazilian Literature, Children, and Youth 
Literature. In textbooks, other topics were added to promote cultural development of children 
and adolescents, such as the children with special needs, native Brazilians in the current soci-
ety, gender and homosexuality, among other topics.

The fourth company is a theater group founded in 1982 by 12 artists aiming to create pieces that 
reflect and represent their generation. The interviewee is one of the founders of the group that 
brought her education and professional business experience as an accountant and administrator 
to the enterprise. The theater group is a small business currently employing 50 people at its head-
quarters—the cultural center, created from the perceived need for greater social engagement 
with performance arts in the city, with focus on research, training, and encouragement of theatri-
cal creation. The organization offers courses and workshops for artistic training for various proj-
ects in the area, while maintaining a research center, as well as preservation of the art through an 
in-house book and video library. The group has performed repeatedly in all regions of Brazil, as 
well as in the United States, Canada, and several countries in Europe and Latin America.

The fifth company is a puppet theater group founded in 1970 by three professors of the School 
of Fine Arts at the Federal University of Minas Gerais (UFMG). The group manages every 
project from script creation and adaptation, to scene props, to de conceptualization, and cre-
ation of the puppets. In 2000, the group decided to part ways the University, looking for 
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greater administrative autonomy as well as greater possibilities for gaining sponsorship to 
finance their projects. In 2003, with the death of two of the original founders, the direction of 
the group was passed to one of the original partner’s daughter and two other professionals. 
Since then, the group has developed several projects, creating new shows, and a museum 
where the puppets and props of shows since its foundation and the school are exposed, and a 
school which offers introductory courses to puppetry.

With regards to demographics of the respondents, among the five subjects researched, three are 
men and two women. The entrepreneurs surveyed are between 40 and 71 years of age, two are 
married, two are single, and one is divorced. About their academic backgrounds, all respondents 
have training in the area in which they operated and exhibited quite diverse professional experi-
ences prior to opening their current companies, which might have been beneficial in the devel-
opment and growth of their current businesses—confirming the above cited theory by [24, 26].

The respondents reported that they always had an interest in getting involved in the arts 
industry. According to the theory, the motivations of the entrepreneur can originate from 
their creativity, need to contribute to society through their work, and the need for recognition 
[38]. Their motivations for the creation of their enterprises can be seen in the extracts below:

And I always thought to myself, what would I be willing to do until I die? I’ll be working, because I do 
not believe in retirement. So what type of work would satisfy me? You often hear of artists of visual arts 
who die in the middle of a project, this is very common in this field and I admire that. (I1)

[…] What I feel for motion pictures is not passion, it is love. Love is very distinct from passion. Love 
requires dedication, resignation, sacrifice, patience, tolerance, cadence, faith, believe. Love is a different 
feeling by choice. I chose motion pictures because I love it. (I2)

[…] This space stimulates greatly. It’s a space where playfulness extraordinary are possible, where 
people can express their emotions, show their other side. This interested me more than being a farmer, 
which was my destiny because my father was a farmer. (I4)

One interviewee showed her desire to give continuity to the work of her parents, a responsi-
bility to carry on a social activity that brings cultural projects to less fortunate social classes.

Years ago, my dad gave an interview at the group, and the end of it he laughed and he said “look, I think 
we’ve been condemned to make the world go round” and I agree! I agree because he left me here with the 
hot potato, and I’m thinking that’s it, I’m doomed, I don’t have too many options! (laughs) (I5)

Such feelings are related to the life history of the individual, and even their family ties as 
described by [26]. Another observation from the interviews is the view that the company 
could contribute in some way to the social question, as in art school, which detected the lack 
of trained visual arts professionals in the city, fulfilling no only the commercial purpose of 
any institution, but also the social objective of training professionals. As the publisher, which 
seeks to bring schools the discussion of prejudice and racial inequality, it also has the function 
of changing the cultural viewpoint of the society:

[…] God knows how I’ve been supporting my community library here. It’s what I like do—put a book 
into the hands of a kid, although kids today do not like to read much, but we have to insist! We can’t be 
discouraged! It’s a question value, I believe in the cause, I believe that this work is important and there’s 
a lot much more to be done. (I3)

Entrepreneurship - Development Tendencies and Empirical Approach44

According to [25], mental models are characterized by cognitive, symbolic, emotional, and 
functional elements. The authors define the cognitive elements as the mental constructs of 
the individual on a particular experience or object, allowing the evaluation of the image the 
individual has of the organization. The extracts from the interviews that reflect these elements 
are presented in Table 1.

The data presented reflects cognitive elements of images that respondents constructed in rela-
tion to their organizations. Their speeches are marked by descriptor such as constant move-
ment, community project, and what the company offers to its target audience. An element 
that displays disparity to the others is the symbolism of struggle and survival, as it relates 
to the difficulty of survival in a competitive environment. In this sense, the capacity and the 
behavior of the entrepreneur are fundamental bases for the continuity of the company [39].

The symbolic elements are related to what the organization represents or symbolizes for the 
subject, the meanings they assigns to it [25]. The data obtained from the interviews were pre-
sented in Table 2.

Entrepreneurs had common symbolic elements related to joy, memory and stability. 
Noteworthy are the symbolic elements, translated as “my life,” “big career goal,” which are 
greatly related to the identification with the organization. Other evidence presented in the 
interviews demonstrates certain symbiosis between the entrepreneur and their organizations: 
at times, entrepreneurs confuse the characteristics of the organization with their own and 
describe both. This can be clearly seen in the following extract: “The open air cinema is syn-
onymous with strength, and I am his guardian (I2).” This can be explained by the fact that the 
entrepreneur is looking to print their values and characteristics in the companies they created. 
It is an interesting result, however, to find that level of identification with the established 
organization. Such data collaborates with the study of [15].

In the case of cinema, we are faced with the question of preserving the city’s cultural heritage. 
According to the theory, this fact can produce the strengthening of the creative potential and 
the development of the organization [40, 41].

The emotional elements refer to the affective state, albeit positive or negative, that the indi-
vidual has towards the organization [25]. The emotional elements cited by the entrepreneurs 
surveyed were very diverse, most mentioned were feelings of satisfaction, joy, commitment, 
achievement, responsibility, anxiety, and frustration. Table 3 presents the elements mentioned.

Cognitive Element—How do you describe… (company name)?

This is the space where 
experienced artists 
show aspiring artists 
the possibilities that 
they may have.

It’s a house of public 
interest in the city, plus 
the responsibility of being 
the last open air cinema of 
the city.

It’s a small company 
in Brazilian context, 
which makes it an 
endless struggle, 
hard, difficult in 
every end.

It’s a collective 
project and lots 
of work.

It is an eternal 
motion, is an 
unrelenting thing, 
pulsating non-stop.

Source: Survey data.

Table 1. Cognitive elements.
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greater administrative autonomy as well as greater possibilities for gaining sponsorship to 
finance their projects. In 2003, with the death of two of the original founders, the direction of 
the group was passed to one of the original partner’s daughter and two other professionals. 
Since then, the group has developed several projects, creating new shows, and a museum 
where the puppets and props of shows since its foundation and the school are exposed, and a 
school which offers introductory courses to puppetry.

With regards to demographics of the respondents, among the five subjects researched, three are 
men and two women. The entrepreneurs surveyed are between 40 and 71 years of age, two are 
married, two are single, and one is divorced. About their academic backgrounds, all respondents 
have training in the area in which they operated and exhibited quite diverse professional experi-
ences prior to opening their current companies, which might have been beneficial in the devel-
opment and growth of their current businesses—confirming the above cited theory by [24, 26].

The respondents reported that they always had an interest in getting involved in the arts 
industry. According to the theory, the motivations of the entrepreneur can originate from 
their creativity, need to contribute to society through their work, and the need for recognition 
[38]. Their motivations for the creation of their enterprises can be seen in the extracts below:

And I always thought to myself, what would I be willing to do until I die? I’ll be working, because I do 
not believe in retirement. So what type of work would satisfy me? You often hear of artists of visual arts 
who die in the middle of a project, this is very common in this field and I admire that. (I1)

[…] What I feel for motion pictures is not passion, it is love. Love is very distinct from passion. Love 
requires dedication, resignation, sacrifice, patience, tolerance, cadence, faith, believe. Love is a different 
feeling by choice. I chose motion pictures because I love it. (I2)

[…] This space stimulates greatly. It’s a space where playfulness extraordinary are possible, where 
people can express their emotions, show their other side. This interested me more than being a farmer, 
which was my destiny because my father was a farmer. (I4)

One interviewee showed her desire to give continuity to the work of her parents, a responsi-
bility to carry on a social activity that brings cultural projects to less fortunate social classes.

Years ago, my dad gave an interview at the group, and the end of it he laughed and he said “look, I think 
we’ve been condemned to make the world go round” and I agree! I agree because he left me here with the 
hot potato, and I’m thinking that’s it, I’m doomed, I don’t have too many options! (laughs) (I5)

Such feelings are related to the life history of the individual, and even their family ties as 
described by [26]. Another observation from the interviews is the view that the company 
could contribute in some way to the social question, as in art school, which detected the lack 
of trained visual arts professionals in the city, fulfilling no only the commercial purpose of 
any institution, but also the social objective of training professionals. As the publisher, which 
seeks to bring schools the discussion of prejudice and racial inequality, it also has the function 
of changing the cultural viewpoint of the society:

[…] God knows how I’ve been supporting my community library here. It’s what I like do—put a book 
into the hands of a kid, although kids today do not like to read much, but we have to insist! We can’t be 
discouraged! It’s a question value, I believe in the cause, I believe that this work is important and there’s 
a lot much more to be done. (I3)
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According to [25], mental models are characterized by cognitive, symbolic, emotional, and 
functional elements. The authors define the cognitive elements as the mental constructs of 
the individual on a particular experience or object, allowing the evaluation of the image the 
individual has of the organization. The extracts from the interviews that reflect these elements 
are presented in Table 1.

The data presented reflects cognitive elements of images that respondents constructed in rela-
tion to their organizations. Their speeches are marked by descriptor such as constant move-
ment, community project, and what the company offers to its target audience. An element 
that displays disparity to the others is the symbolism of struggle and survival, as it relates 
to the difficulty of survival in a competitive environment. In this sense, the capacity and the 
behavior of the entrepreneur are fundamental bases for the continuity of the company [39].

The symbolic elements are related to what the organization represents or symbolizes for the 
subject, the meanings they assigns to it [25]. The data obtained from the interviews were pre-
sented in Table 2.

Entrepreneurs had common symbolic elements related to joy, memory and stability. 
Noteworthy are the symbolic elements, translated as “my life,” “big career goal,” which are 
greatly related to the identification with the organization. Other evidence presented in the 
interviews demonstrates certain symbiosis between the entrepreneur and their organizations: 
at times, entrepreneurs confuse the characteristics of the organization with their own and 
describe both. This can be clearly seen in the following extract: “The open air cinema is syn-
onymous with strength, and I am his guardian (I2).” This can be explained by the fact that the 
entrepreneur is looking to print their values and characteristics in the companies they created. 
It is an interesting result, however, to find that level of identification with the established 
organization. Such data collaborates with the study of [15].

In the case of cinema, we are faced with the question of preserving the city’s cultural heritage. 
According to the theory, this fact can produce the strengthening of the creative potential and 
the development of the organization [40, 41].

The emotional elements refer to the affective state, albeit positive or negative, that the indi-
vidual has towards the organization [25]. The emotional elements cited by the entrepreneurs 
surveyed were very diverse, most mentioned were feelings of satisfaction, joy, commitment, 
achievement, responsibility, anxiety, and frustration. Table 3 presents the elements mentioned.

Cognitive Element—How do you describe… (company name)?

This is the space where 
experienced artists 
show aspiring artists 
the possibilities that 
they may have.

It’s a house of public 
interest in the city, plus 
the responsibility of being 
the last open air cinema of 
the city.

It’s a small company 
in Brazilian context, 
which makes it an 
endless struggle, 
hard, difficult in 
every end.

It’s a collective 
project and lots 
of work.

It is an eternal 
motion, is an 
unrelenting thing, 
pulsating non-stop.

Source: Survey data.

Table 1. Cognitive elements.
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It is noticed that the emotional elements described by the interviewees are a mixture of 
positive and negative feelings, but most predominantly are feelings related to pleasure. It is 
noteworthy that the elements of anxiety and frustration are related to problematic situations 
which entrepreneurs surveyed are currently facing in their own businesses. In the first case, 
the entrepreneur expressed his concern to “refresh the group,” since, according to him, the 
actors are aging the group needs to continue without their physical presence.

So we have been thinking about it, how refresh the group, how to give continuity to the group without the 
physical presence of the founders. Because today, our major limitation is also our greatest advantage - our 
product is that we do, and our shows take off mostly because of actors in them. This is a physical limitation 
of both time and space, which is disturbing. (…) And besides, we’re old, we’re getting old, and can’t really 
take the race (…) How about ten years from now? We’re already tired of traveling, how are we going to 
do? This is how generate revenue so we need to reinvent our model (I4).

Another fact that stood out was the question of succession. The interviewee, aged 71, is seek-
ing a person who can continue his business with the cultural identity that he gave the com-
pany. Single and childless, this entrepreneur does not have a natural successor to take control 
of the company. She shares how she thinks about it daily and believes that the only solution 
would be to sell the company when she is no longer able to run the business.

The functional elements are comprised of a number of physical characteristics of the organiza-
tion, such as size, product line, markets and infrastructure, and translated into aspects of com-
pany utility [25]. The interviewed entrepreneurs were asked about the benefits they get from the 
company. It can be seen through Table 4, that despite treating the physical aspects of the envi-
ronment, most of the elements cited by entrepreneurs qualify as emotional. I was cautious to not 
fix the entrepreneurs in their speech to fully convey their own perceptions. The mental models 
are a partial reflection of object, which can be understood by the means of perception [20, 42].

The elements reported show the emotional bond that entrepreneurs have with relation to their 
companies. For the respondents, their companies symbolize their achievements, a place of per-
sonal and professional fulfillment. Aiming to expand the vision of the mental representations 

Emotional Element—What are the feelings that… (name of company) brings you?

Tranquility and 
anxiety at the same 
time.

Responsibility, 
commitment and joy.

Fulfillment and 
frustration.

All feelings that 
a person can 
experience.

Joy, tears, anger, 
satisfaction, fulfillment, 
anxiety.

Source: Survey data.

Table 3. Emotional element.

Symbolic Element—What the… (name of company) mean to you?

Stability. It is a safe 
haven.

It’s synonym of 
resistance.

My 
life.

It’s a big career goal 
of work and life.

It’s my memory, my joy, my life, my 
history, my future: it’s all of that.

Source: Survey data.

Table 2. Symbolic element.
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of the interviewed entrepreneurs about their organizations, they were asked about what comes 
to mind when they hear the name of their company. The elements represented were the most 
diverse, but also related to the feelings they have for their companies. Some elements, such as 
love, commitment, sense of belonging to a collective project, joy, only underscore the level of 
personal connection entrepreneurs have with their own ventures. Thus, it is perceived that the 
mental models of the surveyed entrepreneurs of this cultural segment are loaded with symbolic 
representations related to the emotional aspects of the relationship between entrepreneurs and 
their own businesses. The results point to a strong relationship of identification and realization 
by the interviewees.

The surveyed cultural entrepreneurs had an inclination to identify market opportunities as 
[26, 39]. Two of the respondents reported having identified themselves to a market opportu-
nity when opening their businesses, both aimed to fulfill unexplored markets in the city. As 
for new market opportunities, all cultural entrepreneurs surveyed reported to know opportu-
nities in underexplored niches or of great potential in their own markets, both for the devel-
opment of new products and services for these niches, confirming the approach [15]. Two of 
the entrepreneurs surveyed reported that one of the issues that ultimately hinder progress in 
this segment is the lack public policies for investments in the cultural area:

Because the government, I’ll give you an example, there is a line of credit from government for recovery 
open air cinemas and creating new theaters with Brazilian capital. Look how wonderful! A 4% interest 
per year, that looks wonderful!? And you can pay in 12 years, look how wonderful? Just you need to 
guarantee the same money you borrow! If I have the value I’m asking, it’s easy, no need to take loan! So 
that’s the difficulty here in Brazil. They need to understand that it’s not a ‘favor’ the state is creating, 
it’s a way to strengthen the cultural level of the people and this kind of cinema is strictly cultural. But 
the Brazilian government doesn’t understand it yet. (I2)

I think the biggest challenge is that we’re still an underdeveloped country. A country where you still 
have a narrow political class, managers who lack knowledge, lack of culture, lack citizenship, lack eth-
ics, lack full observance of the constitution, and because of the lack of collective interests they always 
turn their back to the cultural industry. Fail to see that education and culture are essential for a human 
being to be happy. (I4)

Such difficulties are not unknown to the government; proof is in the second key challenge the 
Plan of the Secretariat of the Creative Economy, which calls for the development of public 
policies for the sector, as well as the coordination, encouragement, and promotion of creative 
endeavors. The document stresses that public notices of promotion are currently the only 
means of investment in culture in the country, and that it is necessary to find other ways to 
finance projects in this sector [3].

Functional Element—What benefits will the… (name of company) gives you?

Constant 
learning.

Professional achievement. 
And what I need, materially 
speaking.

A reasonably good 
life, spiritually and 
mentally.

A very interesting 
experience as an actor, as 
well as my subsistence.

I love my 
work and 
have fun 
doing it.

Source: Survey data.

Table 4. Functional element.
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It is noticed that the emotional elements described by the interviewees are a mixture of 
positive and negative feelings, but most predominantly are feelings related to pleasure. It is 
noteworthy that the elements of anxiety and frustration are related to problematic situations 
which entrepreneurs surveyed are currently facing in their own businesses. In the first case, 
the entrepreneur expressed his concern to “refresh the group,” since, according to him, the 
actors are aging the group needs to continue without their physical presence.

So we have been thinking about it, how refresh the group, how to give continuity to the group without the 
physical presence of the founders. Because today, our major limitation is also our greatest advantage - our 
product is that we do, and our shows take off mostly because of actors in them. This is a physical limitation 
of both time and space, which is disturbing. (…) And besides, we’re old, we’re getting old, and can’t really 
take the race (…) How about ten years from now? We’re already tired of traveling, how are we going to 
do? This is how generate revenue so we need to reinvent our model (I4).

Another fact that stood out was the question of succession. The interviewee, aged 71, is seek-
ing a person who can continue his business with the cultural identity that he gave the com-
pany. Single and childless, this entrepreneur does not have a natural successor to take control 
of the company. She shares how she thinks about it daily and believes that the only solution 
would be to sell the company when she is no longer able to run the business.

The functional elements are comprised of a number of physical characteristics of the organiza-
tion, such as size, product line, markets and infrastructure, and translated into aspects of com-
pany utility [25]. The interviewed entrepreneurs were asked about the benefits they get from the 
company. It can be seen through Table 4, that despite treating the physical aspects of the envi-
ronment, most of the elements cited by entrepreneurs qualify as emotional. I was cautious to not 
fix the entrepreneurs in their speech to fully convey their own perceptions. The mental models 
are a partial reflection of object, which can be understood by the means of perception [20, 42].

The elements reported show the emotional bond that entrepreneurs have with relation to their 
companies. For the respondents, their companies symbolize their achievements, a place of per-
sonal and professional fulfillment. Aiming to expand the vision of the mental representations 

Emotional Element—What are the feelings that… (name of company) brings you?

Tranquility and 
anxiety at the same 
time.

Responsibility, 
commitment and joy.

Fulfillment and 
frustration.

All feelings that 
a person can 
experience.

Joy, tears, anger, 
satisfaction, fulfillment, 
anxiety.

Source: Survey data.

Table 3. Emotional element.

Symbolic Element—What the… (name of company) mean to you?

Stability. It is a safe 
haven.

It’s synonym of 
resistance.

My 
life.

It’s a big career goal 
of work and life.

It’s my memory, my joy, my life, my 
history, my future: it’s all of that.

Source: Survey data.

Table 2. Symbolic element.
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of the interviewed entrepreneurs about their organizations, they were asked about what comes 
to mind when they hear the name of their company. The elements represented were the most 
diverse, but also related to the feelings they have for their companies. Some elements, such as 
love, commitment, sense of belonging to a collective project, joy, only underscore the level of 
personal connection entrepreneurs have with their own ventures. Thus, it is perceived that the 
mental models of the surveyed entrepreneurs of this cultural segment are loaded with symbolic 
representations related to the emotional aspects of the relationship between entrepreneurs and 
their own businesses. The results point to a strong relationship of identification and realization 
by the interviewees.

The surveyed cultural entrepreneurs had an inclination to identify market opportunities as 
[26, 39]. Two of the respondents reported having identified themselves to a market opportu-
nity when opening their businesses, both aimed to fulfill unexplored markets in the city. As 
for new market opportunities, all cultural entrepreneurs surveyed reported to know opportu-
nities in underexplored niches or of great potential in their own markets, both for the devel-
opment of new products and services for these niches, confirming the approach [15]. Two of 
the entrepreneurs surveyed reported that one of the issues that ultimately hinder progress in 
this segment is the lack public policies for investments in the cultural area:

Because the government, I’ll give you an example, there is a line of credit from government for recovery 
open air cinemas and creating new theaters with Brazilian capital. Look how wonderful! A 4% interest 
per year, that looks wonderful!? And you can pay in 12 years, look how wonderful? Just you need to 
guarantee the same money you borrow! If I have the value I’m asking, it’s easy, no need to take loan! So 
that’s the difficulty here in Brazil. They need to understand that it’s not a ‘favor’ the state is creating, 
it’s a way to strengthen the cultural level of the people and this kind of cinema is strictly cultural. But 
the Brazilian government doesn’t understand it yet. (I2)

I think the biggest challenge is that we’re still an underdeveloped country. A country where you still 
have a narrow political class, managers who lack knowledge, lack of culture, lack citizenship, lack eth-
ics, lack full observance of the constitution, and because of the lack of collective interests they always 
turn their back to the cultural industry. Fail to see that education and culture are essential for a human 
being to be happy. (I4)

Such difficulties are not unknown to the government; proof is in the second key challenge the 
Plan of the Secretariat of the Creative Economy, which calls for the development of public 
policies for the sector, as well as the coordination, encouragement, and promotion of creative 
endeavors. The document stresses that public notices of promotion are currently the only 
means of investment in culture in the country, and that it is necessary to find other ways to 
finance projects in this sector [3].

Functional Element—What benefits will the… (name of company) gives you?

Constant 
learning.

Professional achievement. 
And what I need, materially 
speaking.

A reasonably good 
life, spiritually and 
mentally.

A very interesting 
experience as an actor, as 
well as my subsistence.

I love my 
work and 
have fun 
doing it.
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Thus, new forms of financing through the development agencies, public, and private banks 
need to be created. Lenders need to adapt their offers to the actual needs of the industry, 
while taking into consideration their inability to provide full security for such loans, and meet 
deadlines and other requirements imposed by the lending institutions. If the nature of these 
entrepreneurial endeavors differs from traditional enterprises, it is necessary to create policies 
and regulations that promote their development.

Regarding the process undertaken, respondents cited some factors that provide pleasure in the 
process. Among the most frequently cited factors are; the pleasure to see the outcome of their 
efforts, the possibility to create something new, the satisfaction of getting a positive result, to 
overcome challenges and see the company grow; as reflected in the statements below:

[…] It’s like having a dream and not know if it will ever work. (I1)

I think it is a chance, that’s all. (I2)

You see the book in the kid’s hand, whether at school or at any other place. That’s when I begin to drool! 
The kid doesn’t know who I am, never mind who the publisher is, he’s just there enjoying the book, the 
new world that he’s walking into. (I3)

You happen to see an invention come to fruition, a new idea to be performed -that gives me more plea-
sure than anything. To see it happen and transform it into reality. That’s what gives me pleasure. (I4)

I think it’s to create. To draw the puppet, see it being built, and finally ready. I think that is what gives 
me the most pleasure. (I5)

Some of the motivations refer to the need for achievement, which is a second entrepreneurial 
characteristic, according to [11]. This characteristic is the individual need of entrepreneurs 
to test their limits and capabilities to performing what they have proposed. The need for 
achievement drives individuals to start and build their businesses [11].

Regarding the involvement of the respondents with their ventures, they reported working 
about 10–12 h a day. In some accounts, it was observed that respondents often take work 
home and even work on weekends and during the holidays.

Regarding the degree of importance given to their businesses, three of the respondents 
reported that cultural entrepreneurs put their companies before their personal lives. The 
other two have given the company the second place in their lives, being second only to their 
children. About the motivations that lead them to continue with the organizations, the reports 
show the involvement and commitment of entrepreneurs with their organizations:

I think it’s the idea that we’re just beginning (I1).

Man, I never want to stop! To stop for me would be the end of my life (I2).

If I did not have to work, I don’t know what I would do. My sister says “Are going to work until you 
die?” I say: “If I could die working, I will find it to be a very good end.”(I3).

I think it’s because of all the possibilities that are still on the table, that I still can take a risk and see 
what could happen (I4).

I think that’s my story, challenge, each year has a new challenge, a history, my days are never the same. 
So I think that’s what motivates me (I5).

Entrepreneurship - Development Tendencies and Empirical Approach48

The reports feature elements such as: satisfaction, challenges, opportunities for personal and 
professional growth, possibilities for what the business can become, as well as the emotional 
bond created with the company. The existence of such elements strengthens the bond and 
commitment of the entrepreneurs interviewed with their businesses. This data confirm what 
[25] argues as the greater the importance entrepreneurs give to their organization, the larger 
meaning of commitment is associated with it.

The data also indicates common elements of mental models among entrepreneurs surveyed 
in this segment, especially with regards to the elements cited [25, 26]. Among them, the sym-
bolic and emotional elements that led respondents to explore their mental representations in 
relation to their endeavors are highlighted. With this regard, it was apparent in their speech, 
evidence showing a strong connection, identification, and a symbiotic relationship with their 
companies, what seems to be one of the main sources of great motivation and commitment to 
the same. Such involvement can also come from the pleasure afforded by the fact that they do 
what they love, which in turn provides an opportunity to satisfy their need for achievement.

5. Final considerations

This study aimed to analyze the common elements in the mental models of cultural entrepre-
neurs in Belo Horizonte, Brazil. The field research was conducted through semi-structured 
interviews with an entrepreneur of each company studied.

The interview results indicated that cultural entrepreneurs are often required to deal with 
financial difficulties to sustain their ventures, whether through the Law for Promotion of 
Culture or sponsorship development. These difficulties require the entrepreneur to obtain 
necessary resources to execute their projects, as well as to have the ability to manage resources, 
deal with the allocated budget, all while striving to achieve the projected results.

For this to occur, it is necessary to develop the entrepreneurial skills that enable dealing with 
these activities efficiently. It is not enough for entrepreneur this segment, have only the artis-
tic and cultural skills for the development of the organization. It is essential to create public 
policies and programs that make possible the formation and development of management 
skills in these entrepreneurs with the aim of strengthening the projects already established 
and also provide the basis for the creation of new ventures. Thus, it is necessary to consider 
that the nature and dynamics of these activities and projects differ from traditional enter-
prises, becoming essential and urgent to create policies that promote their development. It is 
necessary to establish new forms of financing that encourages the development of enterprises, 
calling for public and private banks to adapt their offerings by taking into account the chal-
lenge thee entrepreneurs face that to offer collateral and abide by deadlines required by the 
lending institutions.

Investments in this sector is necessary as it has a have specific role in society. The cultural 
sector has great social impact in the country [43, 44]. Mainly because Brazil is a developing 
country, which should strive to invest in education and culture, thus promoting more than 
the development of its population, but the fulfillment of a constitutional right guaranteed to 
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Thus, new forms of financing through the development agencies, public, and private banks 
need to be created. Lenders need to adapt their offers to the actual needs of the industry, 
while taking into consideration their inability to provide full security for such loans, and meet 
deadlines and other requirements imposed by the lending institutions. If the nature of these 
entrepreneurial endeavors differs from traditional enterprises, it is necessary to create policies 
and regulations that promote their development.

Regarding the process undertaken, respondents cited some factors that provide pleasure in the 
process. Among the most frequently cited factors are; the pleasure to see the outcome of their 
efforts, the possibility to create something new, the satisfaction of getting a positive result, to 
overcome challenges and see the company grow; as reflected in the statements below:

[…] It’s like having a dream and not know if it will ever work. (I1)

I think it is a chance, that’s all. (I2)

You see the book in the kid’s hand, whether at school or at any other place. That’s when I begin to drool! 
The kid doesn’t know who I am, never mind who the publisher is, he’s just there enjoying the book, the 
new world that he’s walking into. (I3)

You happen to see an invention come to fruition, a new idea to be performed -that gives me more plea-
sure than anything. To see it happen and transform it into reality. That’s what gives me pleasure. (I4)

I think it’s to create. To draw the puppet, see it being built, and finally ready. I think that is what gives 
me the most pleasure. (I5)

Some of the motivations refer to the need for achievement, which is a second entrepreneurial 
characteristic, according to [11]. This characteristic is the individual need of entrepreneurs 
to test their limits and capabilities to performing what they have proposed. The need for 
achievement drives individuals to start and build their businesses [11].

Regarding the involvement of the respondents with their ventures, they reported working 
about 10–12 h a day. In some accounts, it was observed that respondents often take work 
home and even work on weekends and during the holidays.

Regarding the degree of importance given to their businesses, three of the respondents 
reported that cultural entrepreneurs put their companies before their personal lives. The 
other two have given the company the second place in their lives, being second only to their 
children. About the motivations that lead them to continue with the organizations, the reports 
show the involvement and commitment of entrepreneurs with their organizations:

I think it’s the idea that we’re just beginning (I1).

Man, I never want to stop! To stop for me would be the end of my life (I2).

If I did not have to work, I don’t know what I would do. My sister says “Are going to work until you 
die?” I say: “If I could die working, I will find it to be a very good end.”(I3).

I think it’s because of all the possibilities that are still on the table, that I still can take a risk and see 
what could happen (I4).

I think that’s my story, challenge, each year has a new challenge, a history, my days are never the same. 
So I think that’s what motivates me (I5).

Entrepreneurship - Development Tendencies and Empirical Approach48

The reports feature elements such as: satisfaction, challenges, opportunities for personal and 
professional growth, possibilities for what the business can become, as well as the emotional 
bond created with the company. The existence of such elements strengthens the bond and 
commitment of the entrepreneurs interviewed with their businesses. This data confirm what 
[25] argues as the greater the importance entrepreneurs give to their organization, the larger 
meaning of commitment is associated with it.

The data also indicates common elements of mental models among entrepreneurs surveyed 
in this segment, especially with regards to the elements cited [25, 26]. Among them, the sym-
bolic and emotional elements that led respondents to explore their mental representations in 
relation to their endeavors are highlighted. With this regard, it was apparent in their speech, 
evidence showing a strong connection, identification, and a symbiotic relationship with their 
companies, what seems to be one of the main sources of great motivation and commitment to 
the same. Such involvement can also come from the pleasure afforded by the fact that they do 
what they love, which in turn provides an opportunity to satisfy their need for achievement.

5. Final considerations

This study aimed to analyze the common elements in the mental models of cultural entrepre-
neurs in Belo Horizonte, Brazil. The field research was conducted through semi-structured 
interviews with an entrepreneur of each company studied.

The interview results indicated that cultural entrepreneurs are often required to deal with 
financial difficulties to sustain their ventures, whether through the Law for Promotion of 
Culture or sponsorship development. These difficulties require the entrepreneur to obtain 
necessary resources to execute their projects, as well as to have the ability to manage resources, 
deal with the allocated budget, all while striving to achieve the projected results.

For this to occur, it is necessary to develop the entrepreneurial skills that enable dealing with 
these activities efficiently. It is not enough for entrepreneur this segment, have only the artis-
tic and cultural skills for the development of the organization. It is essential to create public 
policies and programs that make possible the formation and development of management 
skills in these entrepreneurs with the aim of strengthening the projects already established 
and also provide the basis for the creation of new ventures. Thus, it is necessary to consider 
that the nature and dynamics of these activities and projects differ from traditional enter-
prises, becoming essential and urgent to create policies that promote their development. It is 
necessary to establish new forms of financing that encourages the development of enterprises, 
calling for public and private banks to adapt their offerings by taking into account the chal-
lenge thee entrepreneurs face that to offer collateral and abide by deadlines required by the 
lending institutions.

Investments in this sector is necessary as it has a have specific role in society. The cultural 
sector has great social impact in the country [43, 44]. Mainly because Brazil is a developing 
country, which should strive to invest in education and culture, thus promoting more than 
the development of its population, but the fulfillment of a constitutional right guaranteed to 
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the people. It is also considered that such actions justified the formalization of enterprises that 
operate informally, show that the industry has potential for economic growth and generation 
of tax revenue for the country. Small enterprises and valorization of the culture can provide a 
fertile environment for the strengthening of the local economy [45].

It is hoped that this study can contribute to the social context, providing information regarding 
the specifics of these organization, to help establish public policies that enable the development 
of businesses in the creative economy sector as the first challenge in the proposed Plan of the 
Secretariat of Creative Economy (2011), with regards to survey information and industry data.

The collected data indicate common elements of mental models between the entrepreneurs 
surveyed. The most evident were the emotional and symbolic elements that led respondents 
to explore their mental representations in relation to their endeavors. Were evident, in their 
responses the strong connections with their respective companies (almost symbiotic), fueled 
their motivation and commitment to the success of their enterprises.

Among the common elements we highlight a few like emotional satisfaction, joy, commit-
ment, achievement, responsibility, anxiety and frustration, and “all the emotions inherent 
to any other area of life,” mentioned during the interviews. The reports are marked by posi-
tive elements, such as satisfaction and achievement. Only two of the respondents also cited 
the frustration and anxiety due to adverse situations they face in their businesses. Such net-
works of meanings formed in their mental models around their developments point to some 
elements common to entrepreneurs surveyed: their high degree of involvement and com-
mitment to their organizations, and also their emotional ties with their businesses. Distinct 
elements of mental models of entrepreneurs within the same segment are fully explainable 
since, despite of being companies in the same industry, they perform different activities.

The research results point to the importance of the theme of this study. The development of 
mental models of entrepreneurs can narrow or broaden the possibilities for growth of orga-
nizations, by building the skills of entrepreneurs and their decision-making in the conduct of 
their respective companies. As these are dynamic structures that can change over time, it is 
believed that mental models can be created to encourage the development and organizational 
performance. The development of mental models of entrepreneurs can narrow or broaden 
the possibilities for growth of organizations, by building the skills of entrepreneurs in the 
conduct of their companies.

A challenge found in this research is anchored by the fact that the subject of mental models 
still offers sparse literature, particularly in the area of administration, since this topic has been 
extensively explored in the areas of education and psychology. The studies related to the 
mental models of entrepreneurs conducted so far are few and recent. One limitation of the 
research is the fact that a small number of entrepreneurs have been interviewed.

It is suggested for future studies, the continuity of research conducted in non-traditional sec-
tors of the economy, such as the creative economy, with the goal of building a more adequate 
research model for these segments, to better analyze the mental models of these entrepreneurs. 
Thus, this paper is expected to contribute to the expertise, education, and training of entre-
preneurship, providing administrator with realistic training with a vision of new segments of 
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the economy to be better exploited. Above all, this study aims to show that this market sector 
is different from the others and it lacks specialized competencies of individuals wishing to 
enter this environment. It is believed that continuous research in these areas can greatly con-
tribute to business growth, through the development of their entrepreneurial skills and con-
solidation of mental models geared to better organizational performance. In the perspective 
of management, the theme of the creative economy has still been little explored, constituting 
an opportunity for its development [44]. It is hoped that this study may well contribute to the 
development of the subject, and it may stimulate further research in the area considering its 
importance to the field of management studies.
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enter this environment. It is believed that continuous research in these areas can greatly con-
tribute to business growth, through the development of their entrepreneurial skills and con-
solidation of mental models geared to better organizational performance. In the perspective 
of management, the theme of the creative economy has still been little explored, constituting 
an opportunity for its development [44]. It is hoped that this study may well contribute to the 
development of the subject, and it may stimulate further research in the area considering its 
importance to the field of management studies.
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tionship between the level of the corporate governance implementation and economic 
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corporations listed on the Bratislava Stock Exchange. The average profit of the evaluated 
corporations was approaching 21 million EUR, and the average assets value was at 1.2 
billion EUR. Using the scoring method devised by us for this purpose, the average score 
of the annual report evaluation reached 2.59 points out of maximum 5 points. Finally, 
we tested a hypothesis that improving the level of corporate governance implementation 
may contribute to profitability and assets value of corporations.
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1. Introduction

In the academic literature as well as at the regulatory level, there are various definitions of 
the corporate governance. A governance in general is dealing with strategy development for 
directing a group of people and deciding on roles of its members [1]. According to the OECD, 
corporate governance involves a set of relationships among company’s management, its board, 
shareholders, and other stakeholders. Corporate governance also provides a structure through 
which objectives of company are set, and means of attaining those objectives and performance 
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monitoring are determined. The purpose of corporate governance is to help build an environ-
ment of trust, transparency, and accountability necessary for fostering long-term investment, 
financial stability, and business integrity [2]. Corporate governance deals with the way sup-
pliers of finance to corporations assure themselves of getting a return on their investment [3]. 
Corporate governance system is a combination of mechanisms which ensure that the manage-
ment (the agent) runs the firm for the benefit of one or several stakeholders (principals). Such 
stakeholders may cover shareholders, creditors, suppliers, clients, employees, and other par-
ties with whom the firm conducts its business [4]. Corporate governance represents the whole 
set of legal, cultural, and institutional arrangements that determine what public corporations 
can do, who controls them, how that control is exercised, and how the risks and return from 
the activities they undertake are allocated [5]. Knapik explains that it is an internal structure 
of rules governing the distribution of rights and responsibilities among the actors inside the 
corporation as well as outside of it. Corporate governance increases the market value of a cor-
poration and the benefits for its shareholders [6]. In our opinion, corporate governance can 
be defined as a control system for transactions of a specific nature, namely for contractual 
relations arising between corporate capital owners and corporate managers in result of invest-
ing into corporate capital. Property owners are seeking a profitable allocation for their avail-
able resources, where managers are possessing professional competences. A contract arises 
between the capital owners and corporate managers that can be broken by one or both parties 
under imperfect competition conditions. In order to ensure desirable performance under these 
contracts, a concept of corporate governance has been devised [7].

It is a prerequisite for the corporate governance implementation that some corporate capital 
exists. The first joint stock companies emerged in the seventeenth century. However, by the 
mid of the nineteenth century, companies were mostly directed and controlled by their own-
ers. In 1855, the Limited Liability Act was adopted in the United Kingdom that introduced 
the concept of limited liability of the shareholders. This resulted in increasing profitability of 
companies. Management as a profession emerged and the capital ownership was detached 
from the company management [8]. These matters are the source of essential problems in the 
current corporate governance.

After the regime change in Slovakia, the transition and namely privatization of the state prop-
erty in the beginning of the 1990s created a need for the corporate governance implementa-
tion. The aim of this chapter is to evaluate the level of implementing corporate governance 
in Slovakia after more than 25 years since starting the transition from a centrally planned to 
a market economy, including a legal framework for its implementation, as well as to explore 
an expected relationship between the level of the corporate governance implementation and 
economic results of corporations.

2. Economic transition and privatization in Slovakia

Economic transition from the centrally planned to a market economy at the beginning of 1990s 
started by one-shot price liberalization, followed by further rapid liberalization steps includ-
ing abandoning of wage regulation, introduction of internal convertibility of the currency, 
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privatization, liberalization of foreign trade (for more details see for example [9–11]), and, in 
later stages, building of market institutions [12]. The privatization in Slovakia took the form 
of restitution, the large-scale privatization, and the small-scale privatization. In January 1991, 
the Bratislava Stock Exchange was founded. The large-scale privatization took place in two 
phases: the first one in years 1991–1993 and the second one in years 1993–1996. The first phase 
of the so-called coupon or voucher privatization started with preparing the list of privatized 
companies. Slovak citizens were granted coupon books with 100 investment points in return 
for 1000 Kčs (Czechoslovak crown, currency unit in the former Czechoslovakia). Citizens 
investors were able to purchase directly company stocks or vest their investment points in so-
called investment privatization funds (IPFs). As they were lacking any knowledge on invest-
ing, IPFs were preferred. These funds obtained 6.1 billion investment points representing 71% 
out of the total number [13].

In Slovakia, a method of rapid transformation, so-called “shock therapy,” was applied. It was 
believed that a rapid transformation of property rights would automatically lead to the creation 
of market regulation mechanism and law enforcement. This method combined the property 
rights reform with the creation of the financial market of Anglo-Saxon model. At the same time, 
the German model of universal banks, i.e., the combination of credit and investment banking 
(concentrated model of corporate governance) was adopted. However, the absence of regulation 
authorities turned to be a problem in the privatization and in the financial market creation. For 
example, minority shareholders were not always sufficiently protected [14]. The transformation 
should have started with effective regulation and law enforcement, not with privatization.

3. National corporate governance code

The first national code of best practises for corporate governance was published by the com-
mittee chaired by A. Cadbury in 1992 in the UK. In 1999, the OECD published the corporate 
governance principles. The principles were revised in 2004 and 2015.

“The Principles themselves are evolutionary in nature and are reviewed in light of significant changes 
in circumstances in order to maintain their role as leading instrument for policy making in the area of 
corporate governance” [2].

The latest review is a response to the international financial and economic crises as well as 
to challenges of the global economy. The principles are nonbinding, they seek to identify 
objectives and suggest various means for achieving them. The above document contains six 
main principles each of which is supplemented by number of supporting sub-principles. The 
principles are presented in six chapters. In the following text, we indicate only a very brief 
description of the principles. Due to the large number of changes, we emphasize the most 
important ones marking them as “new.”

I. Ensuring the basis for an effective corporate governance framework (transparent and fair 
markets, efficient allocation of resources, clearly defined split of powers among authori-
ties, new: independency and accountability of supervision, regulatory, and enforcement 
authorities).
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privatization, liberalization of foreign trade (for more details see for example [9–11]), and, in 
later stages, building of market institutions [12]. The privatization in Slovakia took the form 
of restitution, the large-scale privatization, and the small-scale privatization. In January 1991, 
the Bratislava Stock Exchange was founded. The large-scale privatization took place in two 
phases: the first one in years 1991–1993 and the second one in years 1993–1996. The first phase 
of the so-called coupon or voucher privatization started with preparing the list of privatized 
companies. Slovak citizens were granted coupon books with 100 investment points in return 
for 1000 Kčs (Czechoslovak crown, currency unit in the former Czechoslovakia). Citizens 
investors were able to purchase directly company stocks or vest their investment points in so-
called investment privatization funds (IPFs). As they were lacking any knowledge on invest-
ing, IPFs were preferred. These funds obtained 6.1 billion investment points representing 71% 
out of the total number [13].

In Slovakia, a method of rapid transformation, so-called “shock therapy,” was applied. It was 
believed that a rapid transformation of property rights would automatically lead to the creation 
of market regulation mechanism and law enforcement. This method combined the property 
rights reform with the creation of the financial market of Anglo-Saxon model. At the same time, 
the German model of universal banks, i.e., the combination of credit and investment banking 
(concentrated model of corporate governance) was adopted. However, the absence of regulation 
authorities turned to be a problem in the privatization and in the financial market creation. For 
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corporate governance” [2].
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objectives and suggest various means for achieving them. The above document contains six 
main principles each of which is supplemented by number of supporting sub-principles. The 
principles are presented in six chapters. In the following text, we indicate only a very brief 
description of the principles. Due to the large number of changes, we emphasize the most 
important ones marking them as “new.”

I. Ensuring the basis for an effective corporate governance framework (transparent and fair 
markets, efficient allocation of resources, clearly defined split of powers among authori-
ties, new: independency and accountability of supervision, regulatory, and enforcement 
authorities).

Economic Transition and the Corporate Governance Implementation
http://dx.doi.org/10.5772/intechopen.70533

57



II. The rights and equitable treatment of shareholders and key ownership functions 
(shareholdersʼ rights such as the right to secure methods of ownership registration, con-
vey or transfer shares, obtain information on the corporation, participate and vote in 
the general shareholder meetings, elect and remote members of the board, share in the 
profits; equitable treatment of shareholders; disclosure of capital structure and control 
arrangements, new: making use of information and communication technologies at gen-
eral meetings such as electronic voting and vote confirmation systems, ability to vote in 
person or in absentia, disclosure of remuneration of board members and key executives).

III. Institutional investors, stock markets, and other intermediaries as a new principle replac-
ing the previous third principle requiring equal treatment of shareholders (institutional 
investors acting in a fiduciary capacity, conflicts of interests minimization concerning 
analysts, brokers or rating agencies, fair and efficient price discovery at stock markets).

IV. The role of stakeholders in corporate governance (active cooperation between corpora-
tions and stakeholders, especially creditors, bank and insurance companies; the rights of 
stakeholders established by law or by contractual relations; access to information on a 
timely and regular basis for stakeholders; effective redress for violation of rights).

V. Disclosure and transparency (disclosure on financial and operating results of a compa-
ny, on company objectives, share ownership, remuneration, related party transactions, 
foreseeable risk factors, responsibilities of the CEO and/or Chair, new: nonfinancial 
reporting).

VI. The responsibilities of the board (functions of the board such as guiding corporate strat-
egy, major plans of action, annual budges etc.; selecting, compensating, or replacing key 
executives, ensuring the integrity of accounting and financial reporting systems, new: 
responsibility of the board for oversight of the risk management system, tax planning, 
and internal audit).

Among the most significant changes of the OECD principles in its latest revision, there is 
the introduction of enforceability together with sanctions in case of incompliance with the 
principles. Such sanctions by government authorities are included in the first chapter that 
describes corporate governance framework, transparency, fairness, and effective allocation of 
resources. In this chapter, new references are also made to the accountability of supervising 
bodies, respecting human rights, environment protection, as well as to the need for a cross-
border cooperation and information exchange among government authorities in different 
countries in the case of cross-border ownership. As far as the structure of principles is con-
cerned, the third principle—formerly titled “The Equitable Treatment of Shareholders”—has 
been fundamentally changed. In the new revision, the third chapter aims at discouraging the 
conflict of interests that may concern analysts, brokers, rating agencies, or other persons. The 
next important change relates to the obligation to disclose not only financial but also nonfi-
nancial information. Company websites serve as the best medium for this purpose. In our 
opinion, another significant change is the responsibility of the board for overseeing the risk 
management system, tax planning, and internal audit.
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The OECD principles may be adopted not only by corporations listed on stock markets but 
also by other companies, including smaller enterprises. For them, adopting and implement-
ing corporate governance principles may improve their reputation, their position in supplier-
customer relations, as well as their access to external financial resources.

The OECD principles have become a basis for creating national codes of good corporate gov-
ernance in many developed countries. According to the OECD, there is no single model for a 
good corporate governance [2]. The adjustment to local legal, economic, and cultural condi-
tions is therefore necessary. While the EU member states prefer nonbinding corporate gov-
ernance principles, in the U.S. mandatory rules prevail. Following the year 2000, corporate 
scandals in the U.S. were revealed such as accounting fraud in Enron and WorldCom. They 
led to enacting the Sarbanes-Oxley Act in 2002 defining responsibilities of corporation's board 
of directors and introducing criminal penalties for certain misconducts.

The creation of the national corporate governance code for Slovakia reflects very closely the 
development concerning corporate governance in the rest of the world. Already, the first 
Slovak code published in 2002 referred back to the OEDC 1999 principles. This code was incor-
porated into the Bratislava Stock Exchange rules for shares admission to the listed market. In 
2004, the Bratislava Stock Exchange initiated establishing an association that would monitor 
international developments in the field of corporate governance, update the national code, 
and promote the implementation of principals by corporations. Foundation of the Central 
European Corporate Governance Association (CECGA) in 2004 was an important step from 
the institutional point of view. Following the publication of revised OEDC Principles in 2004 
as well as the changes of the relevant legislation in Slovakia1, the CECGA in cooperation with 
other institutions such as the National Bank of Slovakia, the Slovak Banking Association, the 
Ministry of Finance of the Slovak Republic, the Ministry of Economy of the Slovak Republic, 
and the Ministry of Justice of the Slovak Republic elaborated the new corporate governance 
code for Slovakia, setting benchmarks to internal company relationships and environmental 
matters. It came into effect in 2008 and was applicable to all companies whose securities were 
admitted to trading on the Bratislava Stock Exchange regulated market [15]. The code was 
structured according to the OECD principles; however, the principle of ensuring the basis for 
an efficient corporate governance framework was emphasized as an underlining principle of 
the code.

The approval of G20/OECD principals' revision in 2015 represents the next milestone of the 
Slovak national code development. The second Slovak code revision was coordinated by 
a Steering Committee that met for the first time in February 2016, comprising representa-
tives of five institutions (CECGA, the Bratislava Stock Exchange, the Ministry of Economy 
of the Slovak Republic, the Ministry of Justice of the Slovak Republic, and the University 

1This legislation encompasses mainly: Act No. 460/1992 – Constitution of the Slovak Republic; Act No. 513/1991 – Com-
mercial Code; Act No. 40/1964 – Civil Code; Act No. 365/2004 Z. z. – Act on Equal Treatment in Particular Areas and 
on Protection against Discrimination; Act No. 300/2005 – Criminal Code, Act No. 540/2007 Coll. on Auditors, Audit and 
Audit Supervision; Act No. 483/2001 Coll. on Banks; Stock Exchange Act No. 429/2002 Coll.; Act No. 566/2001Coll. on 
Securities and Investment Services; Act No. 7/2005 Coll. on Bankruptcy and Restructuring; Act No. 431/2002 Coll. on 
Accounting; Act No. 311/2001 – Labor Code.
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The OECD principles may be adopted not only by corporations listed on stock markets but 
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The approval of G20/OECD principals' revision in 2015 represents the next milestone of the 
Slovak national code development. The second Slovak code revision was coordinated by 
a Steering Committee that met for the first time in February 2016, comprising representa-
tives of five institutions (CECGA, the Bratislava Stock Exchange, the Ministry of Economy 
of the Slovak Republic, the Ministry of Justice of the Slovak Republic, and the University 

1This legislation encompasses mainly: Act No. 460/1992 – Constitution of the Slovak Republic; Act No. 513/1991 – Com-
mercial Code; Act No. 40/1964 – Civil Code; Act No. 365/2004 Z. z. – Act on Equal Treatment in Particular Areas and 
on Protection against Discrimination; Act No. 300/2005 – Criminal Code, Act No. 540/2007 Coll. on Auditors, Audit and 
Audit Supervision; Act No. 483/2001 Coll. on Banks; Stock Exchange Act No. 429/2002 Coll.; Act No. 566/2001Coll. on 
Securities and Investment Services; Act No. 7/2005 Coll. on Bankruptcy and Restructuring; Act No. 431/2002 Coll. on 
Accounting; Act No. 311/2001 – Labor Code.
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of Economics in Bratislava). A tutor responsible for review was appointed to each of the six 
chapters of the code: they were:

• the Ministry of Economy of the Slovak Republic as a tutor for both the ensuring the basis 
for an effective corporate governance framework (chapter 1) and the role of stakeholders in 
corporate governance (chapter 4),

• the Ministry of Justice of the Slovak Republic as a tutor for both the rights and equitable 
treatment of shareholders and key ownership functions (chapter 2) as well as the responsi-
bilities of the board (chapter 6),

• the Ministry of Finance of the Slovak Republic as a tutor for both the institutional investors, 
stock markets, and other intermediaries (chapter 3) as well as the disclosure and transpar-
ency (chapter 5).

The remaining members of the Steering Committee gave recommendations on the draft. 
Further consultation with specialists and representatives of companies aimed at simplification 
and readability of the text. Repeatedly revised code was introduced to the public in October 
2016 during the 19th European Corporate Governance Conference. Apart from the OECD 
2015 Principles, the revised code incorporates also the EU Commission Recommendations on 
the quality of corporate governance reporting on the “comply or explain” basis (2014/208/EU), 
on the regime for the remuneration of directors of listed companies (2009/385/EC), on the role 
of nonexecutive directors of listed companies and on the committees of the board (2005/162/
EC) as well as the recommendation fostering an appropriate regime for the remuneration of 
directors of listed companies (2004/913/EC). In the field of transparency and information dis-
closure, the relevant EU legal framework is regarded by incorporating the binding Directive 
2013/34/EU and nonbinding Commission Recommendation 2014/208/EU. The Directive 
2013/34/EU on the annual financial statements, consolidated financial statements, and related 
reports of certain types of undertakings refers to the corporate governance in recital 4:

“Annual financial statements pursue various objectives and do not merely provide information for 
investors in capital markets but also give an account of past transactions and enhance corporate gover-
nance. Union accounting legislation needs to strike an appropriate balance between the interests of the 
addressees of financial statements and the interest of undertakings in not being unduly burdened with 
reporting requirements” [16].

Undertakings referred to in the directive (i.e., public-interest entities such as undertakings, 
whose transferable securities are admitted to trading on a regulated market, credit institu-
tions, and insurance undertakings) shall include a corporate governance statement in their 
management report. That statement shall under Art. 20 (1)(a) contains a reference to the:

• corporate governance code to which the undertaking is subject,

• the corporate governance code which the undertaking may have voluntarily decided to 
apply,

• all relevant information about the corporate governance practices applied over and above 
the requirements of national law.
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If an undertaking departs from a corporate governance code, Art. 20 (1)(b) of the direc-
tive requires an explanation as to which parts of the corporate governance code it departs 
from and the reasons for doing so. Where an undertaking decides not to refer to any provi-
sions of a corporate governance code, it shall explain reasons for not doing so. Furthermore, 
the corporate governance statement shall include a description of the main features of the 
undertaking's internal control and risk management systems as well as the composition and 
operation of the administrative, management, and supervisory bodies and their committees. 
Article 20 (1)(b) of the directive refers to the key principle of corporate governance in the EU, 
namely the “comply or explain” principle that explained in more detail in the Commission 
Recommendation 2014/208/EU. The aim of this recommendation is to provide guidance for 
member states and their companies on corporate governance reporting.

“It is recommended that, where applicable, corporate governance codes make a clear distinction between 
the parts of the code which cannot be derogated from, the parts which apply on a ‘comply or explain’ 
basis and those which apply on a purely voluntary basis” [17].

Companies should describe how they have applied corporate governance code in order to 
inform shareholders, investors, and other stakeholders. The information should be easily 
accessible and available on companies' websites.

Article 20 (1)(b) of the Directive 2013/34/EU requires listed companies to provide explana-
tions in case of departure from the recommendations of the code to which they are subject 
to or which they have voluntarily decided to apply. The explanation of departure from an 
individual corporate governance code recommendation should specify:

• in what manner a company departed from a recommendation,

• the reasons for the departure,

• how the decision to depart from the recommendation was taken within the company,

• where the departure is limited in time, when the company envisages complying with a 
particular recommendation,

• where applicable, a measure taken instead of compliance and how that measure achieves 
the underlying objective of the specific recommendation or of the code as a whole, or how 
it contributes to the good corporate governance of the company.

The corporate governance code for Slovakia implements the “comply or explain” approach. 
Therefore, it was necessary to clearly differentiate the principles that are regulated by laws 
in Slovakia from the rest of the text. The code is intended not only for listed companies but 
also for other companies interested in its implementation. The code regulates internal as well 
as external relationships of companies on basis of fairness, openness, and accountability. 
Disclosure, within the limits given by the position of a company among competitors, is a 
basis for trust between a company and those, who contribute to its success such as sharehold-
ers, employees, creditors, suppliers, customers, or other stakeholders [18]. Companies should 
comply with the code since January 1, 2017, and report according to the code since 2018.
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Apart from the code, an important corporate governance regulation in Slovakia is represented 
by the Act No. 431/2002 Coll. on Accounting as well as Act No. 540/2007 Coll. on Auditors, 
Audit, and Audit Supervision. The Act on Accounting in its § 20 imposes an obligation to 
corporation listed on regulated markets to support their annual reports with a statement on 
corporate governance. The annual report should further include an information on the capital 
structure, rights attached to all series and classes of shares, restrictions of voting rights, share-
holders with special rights including the description of these rights, rules for appointing and 
withdrawing board members, and powers of the board, particularly the right to decide on 
issuing or buying back shares and so on.

4. Evaluation of the corporate governance implementation and its impact 
on economic results of corporations

Regular evaluation of the corporate governance implementation in Slovakia is carried out by 
the CECGA based on publicly available information, primarily on the quality of the annual 
reports of corporations. Surveys on corporate government disclosure for the years 2011–2014 
are available to the public. The association monitors the quality of information on corporate 
governance, the compliance with the § 20 of the Law No. 431/2002 on Accounting as well 
as with the corporate governance code for Slovakia. In 2014, the survey covered 66 compa-
nies listed and traded on the Bratislava Stock Exchange. Companies with capital listed in the 
multilateral trading system were excluded from the survey because according to the Stock 
Exchange Act No. 429/2002, the disclosure obligation does not apply to them. The evaluation 
criteria included [18, 19]:

• Presence of disclosed annual report in the Central Register of Regulated Information 
(CERI), in the Register of Financial Statements (RUZ) and on the company's website (ac-
cording to § 34 of the Stock Exchange Act, companies are required to publish an annual fi-
nancial report including the annual report as well as information on corporate governance 
no later than 4 months after the end of the financial year).

• Availability of information on the company's website (in accordance with § 23d of the Ac-
counting Act as well as with the principle IV of the code).

• Scope and quality of information in the corporate governance statement (according to the 
Accounting Act, the annual report of a company has to include a statement on corporate 
governance).

• Information about board members of the company including their qualifications, selection 
process, and independence (this obligation is imposed by § 20, paragraph 6 of the Account-
ing Act as well as by the principle IV of the code).

• Disclosure on remuneration of directors and the supervisory board according to the prin-
ciple IV of the code.

• Information on risk management as recommended by the principle IV of the code.
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• Information on the existence, composition and activities of the Audit Committee (compa-
nies whose securities are trade on a regulated market are required to establish an audit 
committee according to § 19 of the Accounting Act; this committee does not have to be set 
up separately if the supervisory board carries out its normal activities).

• Information on the existence, composition, and operation of the Remuneration Com-
mittee (according to principle V of the code, the establishment of this committee is 
recommended).

• Information on the existence, composition, and activities of the Nomination Committee 
(similarly, the establishment of the nomination committee is recommended by principle V 
of the code).

• Additional criteria such as information on rotation of auditor, board members elected by 
employees, independent board members, and gender diversity.

The survey results show positive changes compared to previous year in several areas. The 
number of companies disclosing their annual report in all of the available platforms (e.g., 
CERI, RUZ, and on the company's website) increased from 1 in 2013 to 39 in 2014. Annual 
report or annual financial report was quickly and easily available on website for 76% of 
companies. The share of companies without available corporate governance statement or 
with a statement providing no relevant information fell from 60 to 42%. However, the share 
of companies with comprehensive explanation of each item, and deviation from the code 
decreased slightly from 22 to 20%. As far as disclosure of information on board members is 
concerned, the decrease by three percentage points to 13% in the share of companies that 
do not provide any information can be observed. However, this percentage is still very 
high. The disclosure on remuneration is an area that most companies (71%) have carefully 
protected. The share of companies providing sufficient information about risk management, 
ex-ante risk, and risk quantification slightly increased, making 23% in total. Finally, a grow-
ing number of companies that inform on the establishment of the Audit Committee were 
observed.

For our research, we, however, performed our own review of annual reports for year 2015 by 
27 corporations listed on the Bratislava Stock Exchange. We selected corporations that met 
two criteria: they had been listed since 2010 and were not in liquidation. We evaluated the 
following criteria:

• Bankruptcy or restructuring: no bankruptcy or restructuring proposal/no problems = 1 
point, warning = 0.5 points, serious problems = 0 points;

• Enforced debt collection: no proceeding = 1 point, warning = 0.5 points, serious prob-
lems = 0 points;

• Debts on taxes or insurance: no debts registered = 1 point, warning = 0.5 points, serious 
problems = 0 points;

• Risk rate: average of the variables bankruptcy, enforced debt collection, debts on taxes or 
insurance;
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• Annual report format: annual report disclosed in a format enabling easy search of infor-
mation = 1 point, annual report disclosed in a 20 (1)(b) format not enabling easy search of 
information = 0 points;

• Information on corporate governance: annual report includes information on corporate 
governance = 1 point, annual report does not include information on corporate gover-
nance = 0 points;

• Reference to the code: annual report makes reference to the corporate governance code, 
evaluation within the interval < 0–1>, lower evaluation granted where the company made 
reference to invalid code or the title of the code was not indicated properly;

• The “comply or explain” principle: the company respects the “comply or explain” princi-
ple, evaluation within the interval < 0–1>, lower evaluation granted where this requirement 
was not respected sufficiently;

• Annual report evaluation: sum of variables Risk rate, Annual report format, Information 
on corporate governance, Reference to the code, The “comply or explain” principle.

For the purpose of quantitative analysis, we considered also the following variables:

• Profit or loss: profit (+) or loss (−) of a company in EUR;

• Assets: total value of company assets in EUR;

• Number of employees: coefficient was added according to the applicable interval: <1–2 > = 
1; <3–4 > = 2; <5–9 > = 3; <10–19 > = 4; <20–24 > = 5; <25–49 > = 6; <50–99 > = 7; <100–149 > = 
8; <150–199 > = 9; <200–249 > = 10; <250–499 > = 11; <500–999 > = 12; <1000–1999 > = 13; 
<2000–2999 > = 14; <3000–3999 > = 15;

• Profit or loss/number of employees: profit or loss of a company divided by the number of 
employees' coefficient;

• Assets/number of employees: total value of company assets divided by the number of 
employees’ coefficient.

Data were obtained from publicly available databases [20–23] and official companies’ web-
sites. Table 1 comprises the descriptive statistics of our survey.

The average profit of the evaluated corporations was approaching 21 million EUR and the 
average assets value was at 1.2 billion EUR. The average score of the annual report evaluation 
reached 2.59 points out of maximum 5 points. It is important to pay attention to the skewness 
according to which most of variables were negatively skewed. It means that the value of vari-
ables for the majority of corporations is lower than the mean. Negative skewness value can 
be observed for the variables of number of employees, annual report evaluation as well as all 
variables compounded in the annual report evaluation variable (e.g., risk rate, annual report 
format, information on corporate governance, reference to the code, the “comply or explain” 
principle). We interpret this as an insufficient corporate governance implementation. In our 
opinion, the reason behind is the insufficiently developed Slovak capital market that does not 
motivate corporations to improve performance against the principles and increase transparency.  
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High value of skewness can be observed for both variables of profit or loss and total assets. It 
means that few observations with very high value of variables exist. The validity of the results 
of quantitative analysis is negatively influenced by this fact. Therefore, we decided to proceed 
with the graphical regression analysis and with the figure showing the number of observations 
(histogram).

Figure 1 illustrates polynomial regression between the annual report evaluation reflecting 
the level of the corporate governance implementation and the profit or loss of a corpora-
tion divided by the number of employees’ coefficient. We tested a hypothesis that the level 
of corporate governance principles implementation should have impact on corporation 
profitability.

Based on our results (correlation coefficient R = 0.1828 and p-value = 0.3614), we were not able 
to confirm the hypothesis. The main reason is the existence of extreme observations that were 
indicated also by the skewness results. Thus, we were not able to confirm the existence of 
relationship between a good implementation of corporate governance principles and the prof-
itability of corporations, even when not taking into account three corporations with extreme 
values of variables. Therefore, we interpreted values of isolated variables using a histogram. 
The histograms show the standard normal distribution of observations. The majority of cor-
porations under evaluation reached a relatively low value of the variable profit or loss/num-
ber of employees (within the interval from 0 to 2,000,000 EUR) and higher value of the annual 
report evaluation. The three corporations with extreme values of variables reached high val-
ues for both variables (e.g., the profit or loss/number of employees and the annual report 

Variable Mean Standard Error Skewness Kurtosis Count

Profit or loss 20637480.33 46955078.05 2.67 6.56 27

Assets 1209156473.22 3068741581.81 3.14 9.22 27

Number of employees 9.22 3.66 −0.21 −0.4 27

Profit or loss/number of employees 1548612.31 3246777.11 2.67 6.92 27

Assets/number of employees 85789446.69 205263945.77 3.04 8.69 27

Bankruptcy 0.89 0.32 −2.62 5.27 27

Enforced debt collection 1.00 0.00 27

Debts on taxes or insurance 0.81 0.28 −1.25 0.74 27

Risk rate 0.90 0.16 −1.56 1.61 27

Annual report format 0.67 0.48 −0.75 −1.56 27

Information on corporate governance 0.74 0.45 −1.16 −0.70 27

Reference to the code 0.64 0.45 −0.65 −1.52 27

The “comply or explain” principle 0.54 0.47 −0.12 −1.99 27

Annual report evaluation 2.59 1.38 −0.67 −0.80 27

Table 1. Descriptive statistics of the survey on Slovak corporations.
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• Annual report format: annual report disclosed in a format enabling easy search of infor-
mation = 1 point, annual report disclosed in a 20 (1)(b) format not enabling easy search of 
information = 0 points;

• Information on corporate governance: annual report includes information on corporate 
governance = 1 point, annual report does not include information on corporate gover-
nance = 0 points;

• Reference to the code: annual report makes reference to the corporate governance code, 
evaluation within the interval < 0–1>, lower evaluation granted where the company made 
reference to invalid code or the title of the code was not indicated properly;

• The “comply or explain” principle: the company respects the “comply or explain” princi-
ple, evaluation within the interval < 0–1>, lower evaluation granted where this requirement 
was not respected sufficiently;

• Annual report evaluation: sum of variables Risk rate, Annual report format, Information 
on corporate governance, Reference to the code, The “comply or explain” principle.

For the purpose of quantitative analysis, we considered also the following variables:

• Profit or loss: profit (+) or loss (−) of a company in EUR;

• Assets: total value of company assets in EUR;

• Number of employees: coefficient was added according to the applicable interval: <1–2 > = 
1; <3–4 > = 2; <5–9 > = 3; <10–19 > = 4; <20–24 > = 5; <25–49 > = 6; <50–99 > = 7; <100–149 > = 
8; <150–199 > = 9; <200–249 > = 10; <250–499 > = 11; <500–999 > = 12; <1000–1999 > = 13; 
<2000–2999 > = 14; <3000–3999 > = 15;

• Profit or loss/number of employees: profit or loss of a company divided by the number of 
employees' coefficient;

• Assets/number of employees: total value of company assets divided by the number of 
employees’ coefficient.

Data were obtained from publicly available databases [20–23] and official companies’ web-
sites. Table 1 comprises the descriptive statistics of our survey.

The average profit of the evaluated corporations was approaching 21 million EUR and the 
average assets value was at 1.2 billion EUR. The average score of the annual report evaluation 
reached 2.59 points out of maximum 5 points. It is important to pay attention to the skewness 
according to which most of variables were negatively skewed. It means that the value of vari-
ables for the majority of corporations is lower than the mean. Negative skewness value can 
be observed for the variables of number of employees, annual report evaluation as well as all 
variables compounded in the annual report evaluation variable (e.g., risk rate, annual report 
format, information on corporate governance, reference to the code, the “comply or explain” 
principle). We interpret this as an insufficient corporate governance implementation. In our 
opinion, the reason behind is the insufficiently developed Slovak capital market that does not 
motivate corporations to improve performance against the principles and increase transparency.  
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High value of skewness can be observed for both variables of profit or loss and total assets. It 
means that few observations with very high value of variables exist. The validity of the results 
of quantitative analysis is negatively influenced by this fact. Therefore, we decided to proceed 
with the graphical regression analysis and with the figure showing the number of observations 
(histogram).

Figure 1 illustrates polynomial regression between the annual report evaluation reflecting 
the level of the corporate governance implementation and the profit or loss of a corpora-
tion divided by the number of employees’ coefficient. We tested a hypothesis that the level 
of corporate governance principles implementation should have impact on corporation 
profitability.

Based on our results (correlation coefficient R = 0.1828 and p-value = 0.3614), we were not able 
to confirm the hypothesis. The main reason is the existence of extreme observations that were 
indicated also by the skewness results. Thus, we were not able to confirm the existence of 
relationship between a good implementation of corporate governance principles and the prof-
itability of corporations, even when not taking into account three corporations with extreme 
values of variables. Therefore, we interpreted values of isolated variables using a histogram. 
The histograms show the standard normal distribution of observations. The majority of cor-
porations under evaluation reached a relatively low value of the variable profit or loss/num-
ber of employees (within the interval from 0 to 2,000,000 EUR) and higher value of the annual 
report evaluation. The three corporations with extreme values of variables reached high val-
ues for both variables (e.g., the profit or loss/number of employees and the annual report 

Variable Mean Standard Error Skewness Kurtosis Count

Profit or loss 20637480.33 46955078.05 2.67 6.56 27

Assets 1209156473.22 3068741581.81 3.14 9.22 27

Number of employees 9.22 3.66 −0.21 −0.4 27

Profit or loss/number of employees 1548612.31 3246777.11 2.67 6.92 27

Assets/number of employees 85789446.69 205263945.77 3.04 8.69 27

Bankruptcy 0.89 0.32 −2.62 5.27 27

Enforced debt collection 1.00 0.00 27

Debts on taxes or insurance 0.81 0.28 −1.25 0.74 27

Risk rate 0.90 0.16 −1.56 1.61 27

Annual report format 0.67 0.48 −0.75 −1.56 27

Information on corporate governance 0.74 0.45 −1.16 −0.70 27

Reference to the code 0.64 0.45 −0.65 −1.52 27

The “comply or explain” principle 0.54 0.47 −0.12 −1.99 27

Annual report evaluation 2.59 1.38 −0.67 −0.80 27
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evaluation). At the same time, no corporation with a high level of the profit or loss/number of 
employees' variable had a low value for the annual report evaluation variable. Therefore, we 
assume that larger corporations pay more attention to corporate governance implementation.

Results of the polynomial regression between the variables assets/number of employees and 
annual report evaluation as well as of the analysis of the two variables based on histogram 
(Figure 2) are very similar. We identified only two corporations with extreme values of vari-
ables. These extreme observations reduced both the correlation coefficient and the p-value and 
negatively influenced the validity of the results of quantitative analyses. The hypothesis that 
the level of corporate governance principles implementation should have impact on assets 
value was not confirmed for Slovak corporations. However, we have to add that, in the lit-
erature on corporate governance, a strong and significant positive relationship between good 
corporate governance (such as higher investor protection and lower managerial entrench-
ment) and firm value (measured by the Tobin's Q Ratio calculated as the market value of a 

Figure 1. Scatterplot with histograms of profit or loss/number of employees against annual report evaluation.
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company divided by the replacement value of the firm's assets) was shown within the context 
of the Middle East and North Africa (MENA) region [24].

5. Conclusion

After the long period of centrally planned economy, Slovakia changed its economic system and 
started to establish a market economy. State-owned property was privatized and private prop-
erty, as a prerequisite for the corporate governance implementation, was established. Despite 
efforts to implement a model of corporate governance based on financing by capital markets, 
a model based on credit financing was pushed through. The situation persists, and the Slovak 
capital market is still underdeveloped. Our aim was to evaluate the level of implementation of 
corporate governance in Slovakia after more than 25 years since starting the transition from a 

Figure 2. Scatterplot with histograms of assets/number of employees against annual report evaluation.
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centrally planned to a market economy, including a legal framework for its implementation as 
well as to explore the relationship between the level of the corporate governance implementation 
and economic results of corporations. We evaluated the level of corporate governance implemen-
tation on the basis of publicly available databases, annual reports, annual financial reports, and 
companies' websites. Our evaluation shows insufficient corporate governance implementation 
by corporation listed at the Bratislava Stock Exchange. Further, we were not able to confirm our 
hypothesis that good corporate governance has positive impact on corporation profitability and 
assets value. There was no observable statistical correlation between the economic performance 
of corporations and the level of corporate governance implementation. We interpret our results 
by an assertion that in Slovak conditions, benefits of the corporate governance implementation 
need not directly and immediately manifest themselves in increased profits or increased value of 
assets. However, it should be borne in mind that a correlation between adherence to corporate 
governance principles and economic performance may still exist but it was overridden by inef-
ficiency of underdeveloped Slovak capital market. It could be worthwhile to test the hypothesis 
in conditions of efficient markets. Nevertheless, we assume that larger corporations pay more 
attention to corporate governance implementation.
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Abstract

In this chapter, a simple market model is presented to illustrate how random entrepre-
neurial activity can be responsible for the establishment of economic equilibria without the
assumption of perfect knowledge. In this model it is assumed that the entrepreneurs (both
traders and producers) have no information regarding the other entrepreneurs’ prefer-
ences, wealth, or production skills. The only information they have is the past transaction
prices, and yet this information is sufficient for the market to reach equilibrium price.
Equilibrium is not a stationary process on the microscopic level. It is a process, which
consists of interactions between entrepreneurs, who act randomly without insight. Conse-
quently, the market price continuously oscillates randomly around the equilibrium values.
The higher the risk the producers are willing to take, the more stable is the equilibrium.
When entrepreneurial actions are depressed, the market may drift from its optimal point.
This model also investigates the more realistic scenario, in which, due to specialization, the
production boundary frontiers are convex (instead of linear). It is shown that in this case,
the drifts are suppressed and the optimal equilibrium is more stable. Moreover, the
amount of risk aversion has a clear effect on the production growth of the economy. The
lower the risk aversion is, the higher is the growth rate of the economy.

Keywords: entrepreneurship, market equilibrium, entrepreneurial behavior, economic
equilibria, entrepreneur, iterative economic processes, Austrian school of economics

1. Introduction

The entrepreneur is usually regarded as a unique special individual, who has some foresight
abilities. Usually, entrepreneurship is related to the introduction of a new technology, a new
method, and a new invention, and therefore its presence imbalances the established economy,
forcing it to migrate from one equilibrium to the next. Since the traditional Marshallian-Walrasian
economic analysis is based on equilibrium, no room was left to the entrepreneur in this tradi-
tional economic paradigm (see [1, 2]; see also [3] where the term entrepreneur is used for small
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The entrepreneur is usually regarded as a unique special individual, who has some foresight
abilities. Usually, entrepreneurship is related to the introduction of a new technology, a new
method, and a new invention, and therefore its presence imbalances the established economy,
forcing it to migrate from one equilibrium to the next. Since the traditional Marshallian-Walrasian
economic analysis is based on equilibrium, no room was left to the entrepreneur in this tradi-
tional economic paradigm (see [1, 2]; see also [3] where the term entrepreneur is used for small
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business manager rather than an actor in an uncertain economic world). Since entrepreneurs
interrupt the equilibrium state, they were no more than noises (or as Kirzner calls: pests) to the
well-established economic theories.

The neoclassical economic equilibrium is established by perfect competition, as was formu-
lated by Knight (see Ref. [4]), and perfect knowledge. It is therefore recognized that the
participating actors act as if they possess all the information regarding the market [3, 4].
Clearly, they do not really have perfect knowledge, however, to all practical matters; it was
conjectured that they act as if they do.

The Austrian school of economics based its theory on ordinary men and ordinary man’s
behavior and therefore rejected these prepositions [5, 6], and yet they recognized that the
market converges to an equilibrium [7]. This observation was regarded by Hayek as one of
the most fundamental laws of economics [6, 7].

The mechanism, by which the market is in a permanent convergence process toward equilib-
rium, despite the lack of knowledge, is based on entrepreneurial action [8, 9]. The information
is transmitted via the entrepreneurial action, where every act toward equilibrium is encour-
aged, while every act away from equilibrium is discouraged via the profit and loss mechanism.
Therefore, entrepreneurs are crucial ingredients in the process toward equilibrium, but as far
as I know, this process has never been demonstrated.

Despite the fact that the Austrian economists recognized that the information is transmitted
via the price mechanism, they still attributed insight to the entrepreneurial act [8, 9]. Such an
attitude makes it difficult to establish a scientific analysis of the connection between the
entrepreneurial behavior and the convergence to equilibrium. However, this conjecture is
superfluous. Since the profit and loss mechanism is an essential ingredient in the process, it
can be the only necessary feedback mechanism, and no additional conjectures (as entrepre-
neurial insights or the assumptions that errors lure the entrepreneurs) are needed.

A physical analogy to such a process is diffusion. In the microscopic realm, diffusion occurs by
random movements and collisions of microscopic particles. However, in the macroscopic level,
the diffusion equation emerges, which frustrates any deviation from the equilibrium values. On
the macroscopic level, there are no signs of the complex randomness of the microscopic world.

This physical analogy can be useful to illustrate the problems in the Austrian picture of the
equilibrium state. According to their view, at the state of equilibrium, all expectations are
coordinated in a perfect concert. As Kirzner put it, “(in the state of equilibrium) All plans are
made in the correct expectation of the corresponding plans being made by others. No one's
plan is frustrated on account of others failing to act as that plan had anticipated they would
act. No realised plan is regretted as having failed to make use of opportunities, made possible
by the actions of others, which hindsight reveals but which foresight failed to anticipate” [8].

Going back to the physical analogy, at a state of equilibrium, a gas occupies a container
homogenously. Using Kirzner’s (or Hayek’s) terminology, one can state that every particle is
completely coordinated with the rest of the particles, since every particle is, on the average,
propagated toward the vacancies that the other particles have generated. After all, on average
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the gas is at rest. However, it is clear that no information is transmitted between the particles.
They all propagate in a totally random manner. In this case, all the “information” that a single
particle needs to know about the gas to reach equilibrium is the average volume of the gas,
which in this case is merely the dimension of the vessel. The particle does not need to know any
information about the other particles, not even their total number.

In a similar manner economic equilibrium can be generated in a gradual process of random
events, where every one of the actors has only a rough estimate of some average property of
the market.

Ever since the establishment of the Marshallian synthesis [2], one of the fundamental tools in
the neoclassical theory is the equilibrium between demand and supply.

This tool was frequently used by the Austrian school of economics as well; however, they
regarded it with much suspicion since they did not recognize supply as a separate entity, which
depends on objective costs (as the classical economists conjectured), but as a realization of the
demand to other commodities. That is, there is a supply of good A only since the supplier prefers
other goods over good A. Therefore, in principle, the knowledge of the individuals’ preference
ranking or their utility functions (which can be shown to be equivalent [10]) is sufficient to
determine the supply and demand curves, and therefore it can determine the equilibrium point.

Moreover, as was shown in Ref. [11], the willingness to trade depends not only on the price of
the good but on the amount of exchanged goods as well. Therefore, the history of trading has
an impact on the amount of the traded goods. If a person does not possess any units of good A,
he may be willing to purchase 5 units, but if, let us assume, he already has 3 units, then he will
not be willing to purchase the extra 2 units. This is indeed a plausible scenario, which empha-
sizes the fact that both curves have a “thickness” or a certain amount of uncertainty.

Another problem arises from the discretization of the commodities. For example, let the
intersection between the demand and supply curves occurs at the price of 14.5 units of A, for
which 23.5 units of B are traded. If these are indivisible goods (like cars or houses), then clearly
no equilibrium can be established. For 23 units of B demand exceeds supply, and for 24 units
supply exceeds demand. In such a scenario, it is clear that the system would oscillate around
the unreachable equilibrium point. The mechanism, by which the system oscillates around this
point, is the random entrepreneurial activity.

It is the object of this chapter to demonstrate that not only does the economic equilibrium can
be established by entrepreneurial actions but also that these actions can be totally random.
Nevertheless, we begin with stationary market analysis.

2. Deriving the supply-demand intersection from the preference ranking
matrices

Let the market consists of N traders. The nth trader possesses an units of A and bn units of B.
The nth trader’s utility preference matrix is Rn(a, b) [11].
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Therefore, every trader seeks to improve its state by increasing its preference ranking. That is,
if initially his possessions of A and B are an and bn, respectively, then he will be willing to trade
Δa units of A for Δb units of B (note that Δa and Δb can be negative) provided

Rn an � Δa; bn þ Δbð Þ > Rn an; bnð Þ: (1)

Thus, for every n, there are infinite preferred states m, which are characterized by am and bm,
which obey

Rn am; bmð Þ > Rn an; bnð Þ: (2)

To upgrade to the preferred state m, Δa = an� am units of A should be exchanged with
Δb = bm� bn units of B (or vice versa). Hence, a price can be determined

pm � an � am
bm � bn

: (3)

Then, for any price p, the maximum units of B that the nth trader is willing to purchase is

Δbn pð Þ ¼ max
pm>p

bm � bnf g (4)

(where the subscript stands for the fact that the maximum operation is acting on the group of
states m, for which Rn(am, bm) >Rn(an, bn) and pm � an�am

bm�bn
> p).

Therefore, the total demand of units of B, i.e., bDemand(p) for the price p, is

bDemand pð Þ ¼
X
n

Δbn pð Þ ¼
X
n

max
pm>p

bm � bnf g (5)

Similarly, on the supply side, the maximum units of B that the nth trader is willing to sell is

Δbn pð Þ ¼ max
pm<p

bn � bmf g, (6)

and then the total supply of units of B, i.e., bSupply(p) for the price p, is

bSupply pð Þ ¼
X
n

Δbn pð Þ ¼
X
n

max
pm<p

bn � bmf g: (7)

Since the equilibrium price p∗ corresponds to the intersection point of the two curves, then

bSupply p∗ð Þ ¼ bDemand p∗ð Þ: (8)

3. Perpetual dynamic convergence to equilibrium

Clearly, such a mechanism can work only in trading arenas, in which the preferences of each
trader are publicly published. An approximation of such a trading arena is the modern stock

Entrepreneurship - Development Tendencies and Empirical Approach74

exchanges. But these are only approximations; in ordinary markets, the trader’s preference is
not a public knowledge, and it takes an entrepreneurial activity to unveil it.

First, the trader needs to contact a different trader, and usually this part of the process is a
pseudorandom one.

Let trader q has aq units of A and bq units of B, and similarly trader p has apand bpunits of A and
B, respectively. Then, their initial preference ranking is Rq(aq, bq) and Rp(ap, bp), respectively.
From this initial condition, the bargaining stage begins.

In this stage they seek Δa and Δb such that

Rq aq þ Δa; bq � Δb
� �

> Rq aq; bq
� �

and (9)

Rp ap � Δa; bp þ Δb
� �

> Rp ap; bp
� �

: (10)

If they do not find such numbers, i.e., they do not agree on the price and the amount of
exchanged goods [11], then they look for a different trading partner. In this case, there is no
entrepreneurial activity since they have nothing to lose by stopping the bargaining (since the
other trader offers only to reduce their preference status).

However, if there exist Δa and Δb that meets these demands, then the entrepreneurial stage
begins since each one of them has to decide whether he should or should not take the deal. In
this case he chooses an entrepreneurial act because he takes risks. He is risking in losing the
good deal in front of him.

The method, by which the trader (now entrepreneur) can evaluate how beneficial is the deal, is
by comparison of previous transactions. The entrepreneur must have a memory or some kind
of a record of historical prices.

The entrepreneurial process is therefore a continuous process, in which the entrepreneur seeks
to improve his future condition by acting today based on his past experience.

In many respects this process resembles the process, in which, according to Mises [12], money
regains its value. Mises solved Helfferich vicious cycle (see, e.g., [13]), by explaining that
money has a current value, i.e., people want it today, since they expect that other people would
still want money tomorrow on the account of their yesterday’s experience.

In all these cases, the individual takes a risk, which makes him an entrepreneur. His decision is
based on the two questions: what kind of information he possesses and how large a risk is he
willing to take?

The decision can be based on published public information of previous transactions. In many
markets the past transactions are published. If not all the information is distributed among the
participants, then at least part of it is. However, even if the past transactions and prices are
classified, or at least, are inaccessible, then the trader can base his decision on his own trading
experience. In this case, the convergence is slower but provided the traders choose their
trading partner randomly, the process can still converge.
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As for the risk taken, the entrepreneur has to decide on the margins of the acceptable price.
That is, if 〈pprevious〉 is the mean value of the previous transaction, then the entrepreneur has to
decide on Δp, which determines his tolerance to price fluctuations.

If the trader is a seller then Δp determines a minimum acceptable value for future transaction
prices

pnew > pprevious
D E

� Δp: (11)

Similarly, if the trader is a buyer, then Δp determines a maximum acceptable value for future
transaction prices

pnew < pprevious
D E

þ Δp: (12)

The lower Δp is, the higher is the risk the entrepreneur is willing to take. When Δp has high
positive values, the trader is a risk averse actor, while Δp has low (or negative) values, the
trader is a risk-seeker.

In particular if the transaction price is distributed normally with a mean 〈pprevious〉 and stan-
dard deviation σ, then the trader takes a risk, which can be quantified by the probability

1
2
erfc

Δp
σ

� �
, (13)

(where erfc(x) is the complementary error function [14]) to reject the transaction.

It should be stressed, however, that in reality not only does not the trader have the distribu-
tion, but he cannot even tell whether there is one. In the simulation (in the following section),
no such knowledge was assumed.

For simplicity, it is assumed that all the traders have the same utility function R, in which case

R a; bð Þ ¼ � a� 105ð Þ2 � b� 105ð Þ2, a ≤ 100 and b ≤ 100: (14)

The market in this simulation consists of N=1000 traders, where half of them initially have
an = 40� 2 units of A and none of B and half of them possess bn = 70� 2 units of B and none
of A.

The demand and supply curves of this market are presented in Figure 1 (on the left), and as
can be seen, the equilibrium price is around p∗~0.75.

In Figure 1 (on the right), the result of a dynamic market simulation is plotted. In every
iteration, two traders are chosen: the first from the owners of As and the second from the
owners of Bs. First, they both check if trading is beneficial for both of them, i.e., that their status
after trading is better off than their current status (according to the utility function). Then, they
both check if the price agrees with their risk aversion. In this simulation, it was taken that Δp is
about half the standard deviation of previous price transactions, i.e.,
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Δp ¼ c

ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffi
p2previous

D E
� pprevious
D E2

r
,where c ¼ 0:5: (15)

The transaction will take place only if: (1) The transaction improve their preference ranking,
and that (2) The transaction price agrees with their risk aversion.

As can be shown from this simulation, the prices oscillate but quickly converge to the average
value p∗~0.8, which is close but not identical to the demand-supply intersection point. The small
disagreement can be attributed to the fact that the supply and demand curves were calculated
under the assumption that the traders would prefer to trade the largest amount of goods, which,
as was explained in [11], this is not always the case. Moreover, dynamic convergence has a
memory, and it depends on the initial state, which is randomly selected, in this simulation.

Moreover, we see that the system does not converge to a single value but keep oscillating
randomly around the mean value. When Δp decreases, the convergence is quicker but the
amount of exchanged goods (and the number of transaction) decreases as well.

4. Entrepreneurship in production

In trading, entrepreneurship is relatively simple. There are only two relevant parameters: the
price and the amount of exchange goods. However, if the traders are producers as well, they
have to decide about additional parameters: the amount of goods to produce. This is a much
more risky operation. In trading, the entrepreneur can decide whether to make the trade or to
reject it. In the latter, he may put himself at a risk of losing a good deal for the prospect of
finding a better one. However, by rejecting a deal, his state remains intact. Neither has it
improved nor worsened.

When the entrepreneur decides to change his production strategy, he put himself in a larger
risk of finding himself in a worse position. The reason is that the production abilities are
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ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffi
p2previous

D E
� pprevious
D E2

r
,where c ¼ 0:5: (15)

The transaction will take place only if: (1) The transaction improve their preference ranking,
and that (2) The transaction price agrees with their risk aversion.

As can be shown from this simulation, the prices oscillate but quickly converge to the average
value p∗~0.8, which is close but not identical to the demand-supply intersection point. The small
disagreement can be attributed to the fact that the supply and demand curves were calculated
under the assumption that the traders would prefer to trade the largest amount of goods, which,
as was explained in [11], this is not always the case. Moreover, dynamic convergence has a
memory, and it depends on the initial state, which is randomly selected, in this simulation.
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bounded by his production frontiers, and therefore should he decides to increase the produc-
tion of good A, then a corresponding reduction in the production of good B is obligatory. By
doing so he temporarily reduces his optimal production point.

By increasing the production of goods, he does not need, and simultaneously decreasing the
production of goods he does need, the producer specializes.

However, essentially the two entrepreneurial actions (trading and production) are similar. In
both cases his decisions depend on the other producers’ preferences. The problem is, of course,
that he does not know the preference ranking of the other buyers (producers).

In the simulation that follows, we will demonstrate that the price system solves this problem.

In the simulation, each one of the producers has a production frontier, which he cannot exceed.
Let bn[a] be the production frontier of the nth producer, i.e., while producing a units of A, he
cannot produce more than bn[a] units of B.

In the case of linear production frontiers, i.e., if the nth producer’s production is limited by

a
An

þ b
Bn

≤ 1 (16)

then

bn a½ � ¼ Bn 1� a=Anð Þ: (17)

However, it can be generalized to any form of production frontier. In particular, it can be used
even when specialization is taken under considerations [11].

Then, initially, before the traders begin their mutual interaction, every producer produces
according to its preference ranking Rn(a, b). Thus, initially

R 0ð Þ
n ¼ Rn a 0ð Þ

n ; b 0ð Þ
n

� �
¼ max

b<bn an½ �
Rn a; bð Þ, (18)

i.e., R 0ð Þ
n is the highest ranking of producer n, which he reaches when he possess a 0ð Þ

n and b 0ð Þ
n

units of A and B, respectively.

When the producers begin to interact, i.e., begin to trade, then initially when there is no single
price in the market, they just bargain, but they do not have a relative price for comparison.
However, as was explained in the previous section, eventually a price is determined, and the
market is cleared. Thus, an iterative process begins.

Let m stands for the iteration number. Initially m = 0.

Once the price is determined, then it can be used in the entrepreneurial process of the next
iteration.

If the price is determined by equating supply and demand (like in the stock exchange)
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bSupply p mð Þ
� �

¼ bDemand p mð Þ
� �

, (19)

where the superscript (m) stands for the mth iteration, while the nth producer produced

a mð Þ
n , b mð Þ

n in the mth iteration, then in the next iteration, he can randomly change these amounts
a little to

a mþ1ð Þ
n ¼ a mð Þ

n þ δa mð Þ
n (20)

b mþ1ð Þ
n ¼ b mð Þ

n þ δb mð Þ
n , (21)

where δa mð Þ
n and δb mð Þ

n are random deviations under the constrains

bn a mþ1ð Þ
n

h i
< b mþ1ð Þ

n (22)

and

a mþ1ð Þ
n ≥ 0, b mþ1ð Þ

n ≥ 0: (23)

Then, the producer checks, not that the state a mþ1ð Þ
n ; b mþ1ð Þ

n

n o
is preferred over the state

a mð Þ
n ; b mð Þ

n

n o
because clearly it is not, but whether there is a third state that he can reach by

trading, provided that the price is lower than p(m) (i.e., the price of the previous iterations).
That is, he checks among all possible states {a, b} that are reachable by trade, i.e., states which
keep

b� b mþ1ð Þ
n ≤ � p mð Þ a� a mþ1ð Þ

n

� �
(24)

the one with the highest ranking and compare it to his current ranking. If he finds improve-
ment, i.e., if mathematically

Rn a mð Þ
n ; b mð Þ

n

� �
< max

b�b mþ1ð Þ
n ≤�p mð Þ a�a mþ1ð Þ

nð Þ
Rn a; bð Þ, (25)

then a mþ1ð Þ
n ; b mþ1ð Þ

n

n o
are chosen to be the next iteration production goals; otherwise, this trial is

rejected, and the previous iteration production goals a mð Þ
n ; b mð Þ

n

n o
are kept.

Clearly, the fact that the producer evaluated that there is a state {a, b}, which can be reached by
trading, doesn’t mean that it will be reached. There are other players in this system, who also
change gradually the amount of their production strategies. But the previous price is the only
information that the traders can use to improve their production strategies. As can be seen
from Eqs. (22)–(25), the traders use the price of the mth iteration to improve their production
judgment regarding the next, (m+1)th one.
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5. Simulation of entrepreneurial activity in production

Weused a simulation to illustrate themarket processwith the presence of entrepreneurial activity.

In the simulation the market consists of N = 800 producers with the linear production frontier,
i.e., Eqs. (16) and (17) are used when An and Bn have normal distribution with mean 85 and
standard deviation 15 with a maximum value of 100, and to emphasize the effect of speciali-
zation, the ranking matrix (discrete utility function) was replaced with

Rn a; bð Þ ¼ � a� 105ð Þ4 � b� 105ð Þ4 for a ≤ 100 and b ≤ 100: (26)

In every iteration the deviations a mð Þ
n , b mð Þ

n were selected randomly with the probability

p a mð Þ
n ¼ q

� �
¼ p b mð Þ

n ¼ q
� �

¼ erfc
qþ 1=2

Q

� �
� erfc

q� 1=2
Q

� �
: (27)

where q is an integer number. In this simulation Q = 80.

The result of this simulation is presented in Figure 2. In this figure the initial (prior to trading) and
final (after 200 iterations) distributions are presented in a false color presentation. As could be
expected, since the rankingmatrix is symmetric, most traders prefer not to give precedence of one
commodity over the next. From the same reason, and due to the linear production frontier, there is
no fundamental difference after trading takes place. Indeed, there aremore producers, who prefer
to deviate considerably from their initial state; however, as Figure 2 shows, they are theminority.

The dynamic of the process is illustrated in Figure 3. Despite the fact that there is no substantial
difference in themarket price, the gradual specialization increases the amount of exchange goods.

The effect of the specialization and the trading on the supply-demand curve is presented in
Figure 4. While the intersection point remains at the price level pffi 1, the amount of exchanged
goods has increased considerably.

Figure 2. Left: a 2D histogram map of the producer’s production after the first iteration. The false colors represent the
number of producers. Right: after 200 iterations.
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However, the dynamic results are different if the variations are considerably smaller. In
Figures 5–7, the same simulation was taken for Q = 8.5, in which case, the dynamic is much
more affected by the initial state and the arbitrariness of the first random transactions.
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Figure 3. The temporal dependence of the market price of B in units of A (upper plot) and the amount of exchanged good
(lower plot).
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Figure 4. The supply-demand curves before trading and specialization (left) and after 200 trading iterations (right).
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However, the dynamic results are different if the variations are considerably smaller. In
Figures 5–7, the same simulation was taken for Q = 8.5, in which case, the dynamic is much
more affected by the initial state and the arbitrariness of the first random transactions.
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Figure 5. The temporal dependence of the market price and exchanged goods (left) and the distribution of the producers
in the population after 200 iterations (right).
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Figure 6. The supply-demand curves of the simulation of Figure 5 before trading (left) and after 200 iterations (right).
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Figure 7. A different run of the same simulation that is generated in Figure 5.
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Consequently, the price may gradually drift to different values. To return to the preferred price
p = 1, the system has to experience a large perturbation, which has a very low probability in this
case. Thus, as can be seen in Figure 5 after about 90 iterations, a perturbation causes a sudden
drift toward lower prices. This behavior is also shown in the supply-demand curves in Figure 6
where in this case there is a clear change in the intersection point’s price. As can be seen in
Figure 7, a different run of the same simulation can present a drift toward higher prices. This is
due to the sensitivity of the problem on the initial conditions (the population distribution) and
on the specific trading decisions, which are also random.

6. Specialization

In the previous section, it was assumed that the production frontier is a linear function. This
production frontier goes back to Ricardo’s law of comparative advantage [15–17].

Despite its popularity [18–20], this production frontier ignores the effect of specialization.
Superficially, it can be argued that if the producer is focused only on a single product, i.e., it
produces only A or only B, then this producer is specializing in producing this single good.
However, this analysis assumed that while he “specializes” in producing a single good, his
production rate (production per units of time) was not improved. This assumption ignores the
main feature of specialization, namely, that specialization increases the production rate (the
production efficiency).

In Ref. [11] the effect of specialization on the law of association was presented. It this reference a
mathematical presentation of the effect of specialization on the production frontier was introduced.

In general, the linear frontier was replaced with a convex one:

a=Anð Þα þ b=Bnð Þβ ≤ 1 (28)

where α ≤ 1 and β ≤ 1 are parameters that characterize the specialization in producing A and B,
respectively.

In case where α = β, then this production frontier corresponds to the statement that specializa-
tion increases the good’s production by a factor of (see Ref. [11])

F ¼ 21=α�1: (29)

7. Simulation with specialization

We now apply the simulation of the previous section on the following production frontier,
which considers specialization:

a=Anð Þ0:5 þ b=Bnð Þ0:5 ≤ 1 (30)

i.e.,
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Figure 6. The supply-demand curves of the simulation of Figure 5 before trading (left) and after 200 iterations (right).

0 20 40 60 80 100 120 140 160 180 200

1

1.5

2

Iteration

ecirp

0 20 40 60 80 100 120 140 160 180 200
0

2000

4000

6000

Iteration

B fo stinu

Figure 7. A different run of the same simulation that is generated in Figure 5.

Entrepreneurship - Development Tendencies and Empirical Approach82

Consequently, the price may gradually drift to different values. To return to the preferred price
p = 1, the system has to experience a large perturbation, which has a very low probability in this
case. Thus, as can be seen in Figure 5 after about 90 iterations, a perturbation causes a sudden
drift toward lower prices. This behavior is also shown in the supply-demand curves in Figure 6
where in this case there is a clear change in the intersection point’s price. As can be seen in
Figure 7, a different run of the same simulation can present a drift toward higher prices. This is
due to the sensitivity of the problem on the initial conditions (the population distribution) and
on the specific trading decisions, which are also random.

6. Specialization

In the previous section, it was assumed that the production frontier is a linear function. This
production frontier goes back to Ricardo’s law of comparative advantage [15–17].

Despite its popularity [18–20], this production frontier ignores the effect of specialization.
Superficially, it can be argued that if the producer is focused only on a single product, i.e., it
produces only A or only B, then this producer is specializing in producing this single good.
However, this analysis assumed that while he “specializes” in producing a single good, his
production rate (production per units of time) was not improved. This assumption ignores the
main feature of specialization, namely, that specialization increases the production rate (the
production efficiency).

In Ref. [11] the effect of specialization on the law of association was presented. It this reference a
mathematical presentation of the effect of specialization on the production frontier was introduced.

In general, the linear frontier was replaced with a convex one:

a=Anð Þα þ b=Bnð Þβ ≤ 1 (28)

where α ≤ 1 and β ≤ 1 are parameters that characterize the specialization in producing A and B,
respectively.

In case where α = β, then this production frontier corresponds to the statement that specializa-
tion increases the good’s production by a factor of (see Ref. [11])

F ¼ 21=α�1: (29)

7. Simulation with specialization

We now apply the simulation of the previous section on the following production frontier,
which considers specialization:

a=Anð Þ0:5 þ b=Bnð Þ0:5 ≤ 1 (30)
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bn a½ � ¼ Bn 1�
ffiffiffiffiffiffiffiffiffiffiffi
a=An

p� �2
: (31)

with the same An, Bn, and Rn(a, b) of the previous section. In this case specialization increases
production, according to Eq. (29), by a factor of F = 2.

As was demonstrated in Ref. [11], curved production frontier, i.e., Eq. (28), causes instability in
the initial state even when all the producers have exactly the same production frontier (this is not
the case when they all have the same linear, i.e., Eq. (16), production frontier). Therefore, special-
ization and trading are encouraged. Moreover, the curved frontier depresses drifts, since any
small drift highly encourages entrepreneur to change their production strategies accordingly, and
due to the curvature, even small drift directly affects the producers. Aswas shown in the previous
section—this is not the case in the linear production frontier scenario. In Figures 8–10 the results
of the simulation with Q = 80 are presented. Similarly, the results of a similar simulation but with
Q = 8.5 are presented in Figures 11 and 12. As can be seen, unlike the linear production frontier

Figure 8. The effect of specialization on the producer’s production histogram for Q = 80. Left: after the first iteration.
Right: 1400 iterations later. The false colors represent the number of producers.
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Figure 9. The supply-demand curves before trading and specialization (left) and after 1400 iterations (right).
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case, there is no qualitative difference between the two. The main difference is that large fluctu-
ations (risk loving Q = 80) help to keep the system at the optimal equilibrium value (p = 1), while
smaller fluctuations (risk aversion Q = 8.5) do it less efficiently, and small drifts last longer (more
than 700 iterations when Q = 80 instead of less than 100 when Q = 8.5).
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Figure 11. Same as in Figure 8 but with Q = 8.5.
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bn a½ � ¼ Bn 1�
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a=An

p� �2
: (31)
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Figure 8. The effect of specialization on the producer’s production histogram for Q = 80. Left: after the first iteration.
Right: 1400 iterations later. The false colors represent the number of producers.
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8. Production growth and entrepreneurship

In the previous section, we have seen that there is a major effect of the amount of risk the
entrepreneurs are willing to take (which was quantified by the parameter Q) on the stability of
the equilibrium. However, it seems that in this simplified model, the amount of risk taken is
irrelevant to the final equilibrium case. Nevertheless, the rate toward equilibrium is clearly
related to the entrepreneur risk aversion parameter Q. On the left side of Figure 13, the total
production parameter (M is the total number of producer, and p is the current market price)

production ¼
XM
n¼1

an þ bnpð Þ (32)

is plotted for various values of Q as a function of the iteration number for the first 24 iterations.
As this plot clearly suggests, the higher the parameter Q, the faster is the production growth.

On the right side of Figure 13, the rate of the relative production growth (PG) Δp
pΔn is measured

as a function of the relative risk taken, i.e., as a function of the ratio between the production
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Figure 12. Same as in Figure 10 but with Q = 8.5.
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standard deviation σ (Q, in the above examples), and the mean initial production μ. This plot
suggests the following simple linear relation:

PG ffi C
σ
μ

(33)

where C = (1.0� 0.2)%.

9. Main conclusions

A simple market model was presented to illustrate how the market reaches equilibrium and
clearance without the assumption of perfect knowledge. In fact, the model assumed that the
traders and producers have no information about other producers’ preferences, wealth, or
production skills, and yet their knowledge about the past transaction prices and their entre-
preneurial activity keeps the market oscillates randomly near equilibrium.

The producers use the past transaction prices to make entrepreneurial decisions regarding
their future production strategies.

The amount of risk aversion, which is quantified in a single parameter, determines how stable
the equilibrium is. The lower the population’s risk aversion, the more stable is the equilibrium.

When the production frontier is linear, and the producers are risk averse, the equilibrium price
can drift from its optimal value. Future research is needed to investigate the dynamic of these
drifts and their sensitivity on initial conditions.

Moreover, to emphasize the effect of specialization, a convex production frontier was simu-
lated as well. In this case, the equilibrium prices are much more stable and are less affected by
the producers’ risk aversion.
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Figure 13. Left: the production as a function of the iteration number for different values of Q (from 4 to 42). Right: the
production growth rate as a function of σ/μ (which is a relative evaluation of the risk aversion).
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Nevertheless, the amount of risk aversion has a clear effect on the production growth of the
economy. The lower the risk aversion is, the higher is the growth rate of the economy.

Another important general conclusion is that economic equilibrium is not a stationary process,
at least not on the microscopic domain. It may be regarded as stationary only on the macro-
scopic level. Like molecule gas in a container, economic equilibria are generated by random
interactions between entrepreneurs, which act without insight. Only on the macroscopic level,
it seems as if deviations from equilibrium lure the actors (or particles) to correct the error.
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Abstract

For established entrepreneurs fromWestern European economies (WEEs) and Northern
European economies (NEEs), we estimated relationships between firms’ innovative
activity and their owner-managers’ educational level, the firms’ international orienta-
tion, and their growth aspirations. International orientation proved to be positively and
significantly related to innovative activity in both groups, but associations were stronger
in NEEs. Established entrepreneurs with higher educational levels are more innovative
than those with less education, with an exception for NEEs, where more innovative are
entrepreneurs with a secondary instead of a postsecondary degree. Established entre-
preneurs with growth aspirations are more innovative only for the NEEs. The empirical
results confirm our two hypotheses for both groups of economies, whereas the third
hypothesis which suggests that established entrepreneurs with aspirations for growing
their firms are expected to be more innovative is confirmed only for the NEEs.

Keywords: global entrepreneurship monitor, innovative versus imitative activities,
international orientation, educational level, firm growth aspirations

1. Introduction

Although the EU policy strives to unify the EU market as much as possible, extensive country
and regional differences in economic growth and the prosperity between them still exist.
Strengthening the knowledge of regional differences in entrepreneurial activity and its deter-
minants is of utmost importance. When comparing entrepreneurial activity across regions, it is
important to take into account that not all companies can be regarded as “entrepreneurial” [1–3]
or “productive” [4]. Schutjens and Wever [5] as well as Koellinger [6] argue the difference
between imitative and innovative types of entrepreneurial activity. The latter, innovative type,
is uppermost in the minds of decision-makers throughout Europe. In the policymaking con-
text, innovation is considered a prerequisite for economic growth [1, 7, 8]. An evident gap
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exists in studies on entrepreneurial activity that simultaneously encompass regions and coun-
tries [9, 10]. Therefore, investigating determinants of entrepreneurship over regions (in our
case, Western and Northern European economies) enables us to disentangle regional demog-
raphy attributes (e.g., identifying ambitious entrepreneurs), institutional components (e.g.,
educational system), and specific regional attributes (e.g., international orientation). In recent
years, the connection among innovation and international orientation, educational level, and
growth aspiration has attracted increased interest among policymakers, researchers, and busi-
ness leaders [6, 8, 11–15].

Prior studies lack a thorough investigation of the factors that stimulate innovative rather than
imitative forms of entrepreneurial activity. They are certainly related to the phenomena of
business opportunity recognition; therefore the current paper adds to the knowledge of the
development of different types and levels of companies’ innovation and focus on the determi-
nants that might differ between Western and Northern European economies’ established
entrepreneurs. The reasoning behind expected differences of these two regions lies in the
Innovation Union Scoreboard (IUS) 2014’s results, showing four different performance groups,
based on the average innovation performance in the EU. Three countries from our northern
group (i.e., Denmark, Finland, and Sweden) fell into the group of “innovation leaders,” with
innovation performance being well above the EU average, whereas only Germany from the
investigated western group belonged to this same category [16].

This paper focuses on country and regional differences in innovation activity. Our research is
based on the Global Entrepreneurship Monitor (GEM). GEM’s contribution to the knowledge
and understanding of the entrepreneurial process is unique as it is the only existing data set
that can provide consistent cross-country comparisons and information on entrepreneurial
activity. As such, the importance of its findings is invaluable for policymakers as well as
academics. GEM focuses in particular on the level of involvement in a country’s early-stage
entrepreneurial activity. But one needs to understand that many new entrepreneurs can be
characterized as imitators, not “real” entrepreneurs in search of novelty; in fact their aim is not
to innovate or grow their business [17]. At the regional level, our interest therefore lies in
another group, called established entrepreneurs, by which we can investigate the innovative
type of entrepreneurial activity as, in the Schumpeterian perspective, they will boost the
employment growth and innovation at the company level and, consequently, growth at the
regional level [18, 19]. According to van der Zwan et al. [20], the structural presence of
entrepreneurial activities within a country depends strongly on the prevalence rates of
established entrepreneurs. This means that established companies ultimately create certainty
for employment and jobs.

Different authors claim that entrepreneurial innovativeness relates strongly to individual as
well as environmental circumstances and differs significantly between countries. More devel-
oped countries have higher intensity of innovative rather than purely imitative entrepreneurs
[1, 6, 8]. Also the presence of business opportunities in general depends on environmental
factors such as technology advancement, rules of law, and demographics and also other society
characteristics, such as values, customs, and urbanization [6]. For example, Morris [21]
describes Northern European high-growth entrepreneurs as being very unlikely to allow fear
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of failure to prevent them from starting a new business, whereas Western European high-
growth entrepreneurs are among the least likely to have started their business in order to
increase their incomes. They are the most likely to start their business in order to become more
independent.

Our research concentrates on the relationship among various dimensions of entrepreneurship
(e.g., educational level, firms’ customers from other countries—international orientation,
growth aspirations, about future employment) and their innovative versus imitative activity.
Investigated variables of our research are in line with three broad areas of innovative perfor-
mance as described in IUS 2014: enablers, firm activities, and outputs. Among the enablers,
which refer to a firm’s external drivers of innovation activity, human resources measured with
entrepreneurs’ educational level have been examined. From the firm activities, companies’
international orientation has been explored. Finally, using output, entrepreneurs’ growth aspi-
rations have been taken into consideration. We derived data from the GEM research for 2001–
2008. The NEEs that participated in the GEM and in which we were interested included
Denmark, Finland, Iceland, Ireland, Latvia, Norway, Sweden, and the United Kingdom,
whereas the WEEs comprise Austria, Belgium, France, Germany, Italy, the Netherlands, Portu-
gal, Spain, and Switzerland.

This paper is divided into six sections. The next section presents the theoretical background and
previous research. The following section describes research hypotheses, which is succeeded by
the presentation of the data, variables, and models. Results are explained in the next section. The
final section presents the discussion and conclusion.

2. Theoretical background and previous research

Entrepreneurship and innovation theories demonstrate that it is easier to find common points
than to define limits between them; this might be one reason why we often see them as a single
phenomenon.

Such understanding originates from the work of Schumpeter [22]. He defined an entrepreneur
“as an individual carrying out new combinations—namely, innovations.” In his view the
entrepreneur was the one who innovates. Schumpeter undoubtedly assigned the role of inno-
vator to the entrepreneur and made a distinction between invention and innovation. He also
explicitly differentiates the role of entrepreneurs and enterprise: “The carrying out of new
combinations we call ‘enterprise’; the individuals who carry them out, we call ‘entrepreneurs’”
[22]. In this way he emphasized the relevance of explicit human possessions: the ability to
think, be creative, and innovate. Therefore, the entrepreneur becomes essential resource for an
enterprise to exist. In order for an enterprise to grow, develop, and succeed, the entrepreneur
needs to be innovative in constantly performing new combinations of existing resources [23].

Innovative activity in a given economy depends not only on individuals (entrepreneurs),
networks of innovative enterprises and research organizations, suppliers, and customers but
also on various institutional factors, such as the public financing system of research, the
nation’s system of schooling, training, and financial establishments. As such, innovation can
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of failure to prevent them from starting a new business, whereas Western European high-
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be seen as the outcome of mutual activities of various members of the whole system [24]. Thus,
the functioning of these joint constituencies of the system of which the outcome is represented
by innovation is greatly dependent on economy-specific formal (e.g., regulatory frameworks)
and informal (e.g., rules, conventions, and norms) institutions [2, 8, 25]. As a result, innovation
activities are not equally distributed in space, i.e., [2, 26–29], and we are faced with different
development levels of regional innovation systems, i.e., [1, 8, 30–33].

Andersson and Ejermo [14], for example, found a positive relationship between the innova-
tiveness of a firm and its accessibility to university researchers within regions where a firm’s
own research groups are located. They also found that, for a firm’s innovativeness, the size of
the firm’s R&D staff is the most important internal factor, whereas intraregional accessibility to
other firms’ research is not important. That regional effect matter has also been argued by
Ashem et al. [34], who presented a regional innovation policy model aimed to enable regional
advantage.

Insights into the determinants of innovative versus imitative entrepreneurship are relevant for
policymakers as increasing the share of the former (i.e., innovative entrepreneurial activity) is a
major target for the EU’s 2020 Entrepreneurship as well as Innovation Strategy Agenda [16, 35,
36]. Previous study results [9, 10] have suggested that accounting for the regional context is
important. They have also confirmed the distinction between low- and high-ambition entre-
preneurship within various regions. Therefore, we expect to identify the significant differences
in the innovative activity of established entrepreneurs within Western and Northern European
regions. Bosma and Schutjens [9] further suggest that (the process of) setting up new busi-
nesses generally relates to regional conditions and regional demography effects, such as
urbanization, age, and education structure, whereas entrepreneurs’ growth and innovation
ambitions are subject to national institutional factors, including entrepreneurial and cultural
attitudes. Thus, we aim to see whether regional institutional conditions affect a firm’s innova-
tive activity.

3. Research propositions

3.1. Entrepreneurs’ educational level and innovative activity

Education at individual as well as country level is strongly related to productivity. Therefore,
economies investing more into education express higher levels of national wealth. Different
types of education—formal, informal, job training, as well as work experience—present a
higher level of human capital that clearly benefits individuals. Some studies have shown that
each year of school raises an individual’s wage by 5–7% on average. The percentage depends
on the quality of school, education type, and so on, but more highly educated workers are
undoubtedly better paid and—unless firms are throwing their money away—more produc-
tive, e.g., [37–39].

Millán et al. [12] recently demonstrated that a higher level of education positively affects the
average entrepreneur’s performance. When profitable opportunities for new economic activi-
ties exist, individuals with more human capital should more effectively identify and develop
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them. Entrepreneurs’ higher educational level positively affects the company’s innovation
activities.

The 2011 Eurydice survey “Entrepreneurship Education” [40] gathered information on the
state of entrepreneurship education as well as on the associated national strategies, action
plans, initiatives, and ongoing reforms. The study investigated 31 European countries. Results
show the wide recognition of the entrepreneurship education importance, since almost half of
the countries have integrated the objectives linked to the promotion of entrepreneurship
education within their broader strategies. Especially Northern European countries went even
further and launched also specific entrepreneurship education strategies. It needs to be empha-
sized that Scandinavian countries promote innovation and entrepreneurship at every educa-
tional level. Entrepreneurship is taught from primary school on as a cross-curricular skill and
not as a separate class. Universities systematically teach entrepreneurship in many different
classes and create projects for students that include the development of an entrepreneurial
mind set [41].

The expected positive relationship of educational level and a firm’s innovative activity impli-
cates that a firm’s knowledge is managed properly and efficiently, which is manifested in a
firm’s innovativeness [42]. We use the term knowledge management as a description of
“everything from the application of new technology to the broader endeavour of harnessing
the intellectual capital of an organization” [42]. Successful organizations are capable of making
new value by creating knowledge, which is manifested in a firm’s innovation (new products or
services) [42].

Behind that reasoning, we expect that higher levels of educational attainment lead individuals
to perceive and exploit innovative rather than imitative business ideas. Thus, our first research
hypothesis (H1) reads:

H1:A higher educational level is significantly and positively related to firm innovative activity,
more so in Northern Europe than in the western part of the region.

3.2. International orientation and innovative activity

Internationalization has been defined by several different schools of thoughts. The monopolistic
advantage theory proposes the internationalization when enterprises may use their established
advantages abroad at no or very low cost. Product cycle theory suggests the internationalization
as a strategy where enterprises protect their existing markets of mature products or services. The
stage theory of internationalization describes the enterprise’s internationalization as a result of
development advancement. After accumulating a certain amount of knowledge and experience,
enterprises start to work abroad and develop relationships across international boundaries [43].

Globalization raises the importance of global trade. Modern technologies allow smaller firms
to compete on international markets. However, reasons for entrepreneurial internationaliza-
tion remain quite different. Sometimes products and service might be more suitable for
foreign markets. In the case of smaller economies, the size of internal markets might be the
stimulating factor for going international. The intense local competition motivates them to
pursue customers outside their countries. A broader leverage of high investments as well as
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geographical factors and strategic partnership connections can also stimulate cross border
activities [39, 44, 45].

International orientation and innovative activity are strongly interrelated. Williams and Shaw
[13] stated that “successful internationalization requires innovation, and internationalization
requires firms to have superior knowledge.” Knight and Cavusgil [46] claimed that “fast
internationalisers are more innovative than domestic firms or slow internationalisers” and their
entrepreneurial teams have more international experience. Andersson and Lööf [47] found that,
especially for small firms, persistence in pursuing exports appears to be necessary and sufficient
for gleaning learning effects from exports. The authors also found that such an effect of learning
by exporting increases with the extent of small firms’ exports [48].

The reason we use international orientation as an indicator of a firm’s innovative activity stems
from the general consideration that innovative products or services are easily exploited across
countries [49]. According to Cerrato [49], the consequence of a more international presence
leads to a higher level of innovation. The mediating role of the region is included in our
research because of the recent empirical arguments that both the diversity and strength of
knowledge generated within the region or brought into the region on the basis of international
cooperation are crucial for the region’s innovative activity [41, 45, 50]. Regarding Andersson
and Lööf’s [51] findings, for micro and small firms to be innovative, important determinants
include skilled labor, affiliation to a domestically owned multinational corporation, and inter-
national trade with the G7 countries. As Kaufmann and Tödtling [52] argued, determinants of
innovation for SMEs depend on characteristics of the region in which SMEs are integrated;
thus, we divide the sample into two regions in order to address such distinctions.

A specific GEM measure assesses the extent to which entrepreneurs sell to customers outside
their economies. Internationalization is—on average—lowest in the factor-driven economies
and increases with the economic development level [53, 54]. Based on Porter’s typology [55],
all the investigated countries in our sample are innovation-driven economies; the one excep-
tion is Latvia, which is an efficiency-driven economy. In line with the discussed circumstances,
we presuppose a positive association between innovative activity and international orientation
of established entrepreneurs. Our second research hypothesis (H2) reads:

H2: International orientation is significantly and positively related to firm innovative activity,
more so in Northern Europe than in the western part of the region.

3.3. Growth aspirations and innovative activity

Entrepreneurship research and practice emphasize company growth as a measure of entrepre-
neurial success. One reason why society values entrepreneurs is their potential to create
employment opportunities for others [19, 56]. Davidsson [57] argues that a determinant of
perpetual entrepreneurship is firm growth. To Penrose [58] firms that are oriented to grow are
better equipped to allure exceptionally qualified management, as well as outside investors,
partners, and rivals. Since business growth is advantageous, it would be a good idea for
entrepreneurs to pursue it [59].

The variable of firm growth aspirations is added to our model as the growth enables small
firms to achieve a competitive advantage, which can be developed and is implicated by
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innovation [19, 60, 61]. A positive but not significant relationship was estimated between a
firm’s entrepreneurial orientation and its growth aspirations for a sample of 1612 small- and
medium-sized enterprises from Germany, Austria, Switzerland, and Liechtenstein [11]. Harri-
son et al. [62] studied the impact of process and product innovations on employment growth
in manufacturing and services firms from France, Germany, Spain, and the United Kingdom
(20,000 firms) for the 1998–2000 period. The results indicated that employment decreases with
productivity growth in the production of old products, whereas it remains unchanged or rises
with process innovations.

In our investigation, we sought to uncover an individual’s unique capacity to be innovative
and creative. We believe that essential factors for transferring ideas, knowledge, and experi-
ences into something that is radically new or ameliorates a product or process are at least two.
The first factor is determination and longing to innovate (innovation impulse), while the
second factor comprises opportunities and the feasibility to innovate (innovation capacity).
From this standpoint, the economic literature interprets innovation capacity of organizations
[63] and innovation capacity of countries [64, 65]. Notwithstanding, the previous literature,
according to our knowledge, has not researched and debated about the innovation impulse or
innovation capacity of an individual as determinants related to his/her aspiration for growing
a firm. We propose that individuals who declare a larger extent of innovation activity are more
plausible to be engaged in growing their firms. Hence, the third hypothesis (H3) is:

H3: Firm growth aspirations are significantly and positively related to firm innovative activity.

All three hypotheses were tested for established entrepreneurs in nine Western European
economies (WEEs) and eight Northern European economies (NEEs).

4. Data, variables, and models

4.1. Data

Research data were derived from the GEM research. Bosma et al. [53] fully explained the GEM
study’s content and procedures. GEM is a large-scale entrepreneurship research program
launched with ten countries in 1997. In 2014, the coverage was extended to 73 countries [66].
For our research, we used GEM data pooled form Adult Population Survey (APS) collected for
the period 2001–2008. Interviewing was done by the method of computer-assisted telephone
interviewing (CATI). Our model is represented by a sample of 13,285 to 15,358 individuals
from the nine WEEs and 6144 to 7618 individuals from eight NEEs.

4.2. Variables

In this section, we described the way we measured the variables included in our research. We
used the GEM data already mentioned. In the following, we first presented the dependent
(criterion) variable, which is innovative activity. Then we proceeded with main independent
variables (predictors), which are educational level, international orientation, and firm growth
aspirations. We built a model for established entrepreneurs fromWEEs and NEEs combined as
well as separately for the two groups of countries.
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4.2.1. Dependent (criterion) variable

We assumed the activity of established entrepreneurs being innovative or imitative according
to given answers to the next questions:

• Were the technologies or procedures available more than a year ago? Interviewees
selected the answer from two options: no (coded as 0) and yes (coded as 1).

• How many (potential) customers consider the product new/unfamiliar? Interviewees
selected their answer from three options: all (coded as 1), some (coded as 2), and none
(coded as 3).

• How many businesses offer the same products? Interviewees selected the answer from
three options: many (coded as 1), few (coded as 2), and none (coded as 3).

We assumed as innovative (coded as 1) an established entrepreneur (an interviewee) who
selected no to the first question, all or some to second question, and few or none to the third
question. Interviewees that selected yes to the first question, none to second question, and
many to the third question represented imitative established entrepreneurs (coded 0, which
assumes the reference category).

4.2.2. Independent variables (predictors)

In the binary logistic regression model, we included three independent variables and five
control variables:

1. Educational level. Interviewees were able to choose the answer from the following options:
some secondary (coded as 1), secondary degree (coded as 2), postsecondary (coded as 3), or
graduate expanded (coded as 4). The fourth option represented the indicator of reference.

2. International orientation. Interviewees were choosing their answers from the following
options: 76–100% (coded as 1), 26–75% (coded as 2), 11–25% (coded as 3), 1–10% (coded as
4), or none (coded as 5). We used the last option for the reference indicator.

3. Firm growth aspirations. Interviewees responded if they intend to recruit more than five
employees in the next 5 years: no (coded as 0) or yes (coded as 1). The last option
represented the reference indicator.

4. Technology sector (control variable). Interviewees’ business and the technology sector
were selected from among two given options considering the classification of the technol-
ogy level proposed by OECD: no/low technology sector (coded as 0) or medium or high
technology sector (coded as 1). The last option represented the reference indicator.

5. Firm type (control variable). Interviewees selected their answers from four options: extrac-
tive (coded as 1), transforming (coded as 2), business services (coded as 3), or consumer
oriented (coded as 4). The representative of the reference indicator was the fourth option.

6. Skills (control variable). Interviewees answered whether they had the capacity, represented
by knowledge, skill, and experience, necessary to establish a new firm. They selected the
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answer from two options: no (coded as 0) or yes (coded as 1). Yes represented the reference
indicator.

7. Year survey (control variable). Data for the survey was collecting in the period 2001 to
2008. The year of 2008 represented the reference indicator.

8. Gender (control variable). Respondents indicated their gender: male (coded as 1) or
female (coded as 2).

4.3. Binary logistic regression models

We built three pooled binary logistic regression models for eight consecutive years (2001–2008)
in one dataset: the first model for nine WECs, the second model for eight NECs, and the third
model for both groups combined. Pooling the years in one dataset allowed us to control the
fluctuations in the distribution across countries over time. In the models, we assumed that the
criterion variable is a linear combination of the eight predictors. The models for estimation read:

Logit P y ¼ 1
� �� �

ji ¼ aj þ B1jk Educational levelkji þ B2jl International orientationlji

þB3j Firm growth aspirationsji þ B4j Technology sectorji þ B5jm Firm typemji þ B6j Skillsji
þB7jn Year surveynji þ B8j Genderji þ eji

(1)

where Logit [P(y = 1)] is the criterion variable (i.e., the binary logit estimate for innovative
activity); a is the binary logit for the regression constant; B is the binary logit estimate for the
regression coefficients of predictors; j is the index for the WEEs, NEEs, and combined model
(j = 1,2,3); k is the index for three categories of educational level (k = 1,2,3); l is the index of four
categories of international orientation (l = 1,…, 4); m is the index of three categories of firm type
(m = 1,2,3); n is the index of eight categories of survey year (n = 1,…,8); i is the index for the
number of cases (NWEEs = 13,285 to 15,358; NNEEs = 6144 to 7618); and eji is the binary logit
estimate for the error term.

By adding the control variables (technology sector, firm type, skills, survey year, and gender),
we tried to improve the results presented in the next section.

5. Results

Table 1 summarizes the results. The binary logit estimate for educational level is negative and
significant, whereas it is positive for international orientation. Firm growth aspirations are
negatively and significantly related to innovative activity only for the NEEs model, whereas
this predictor proved to be irrelevant for the WEEs model and combined economies (when
both groups were pooled together). As the WEEs and NEEs models’ estimations are correct, in
the following we focus on explaining the meaning of these models’ regression coefficients. The
empirical results confirm our H1 and H2 hypotheses for both groups of economies, whereas
the H3 hypothesis is confirmed only for the NEEs. In the H1 hypothesis, we suggested that
higher levels of education positively affect a firm’s innovative activity. In the H2 hypothesis, we
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4.2.1. Dependent (criterion) variable

We assumed the activity of established entrepreneurs being innovative or imitative according
to given answers to the next questions:

• Were the technologies or procedures available more than a year ago? Interviewees
selected the answer from two options: no (coded as 0) and yes (coded as 1).

• How many (potential) customers consider the product new/unfamiliar? Interviewees
selected their answer from three options: all (coded as 1), some (coded as 2), and none
(coded as 3).

• How many businesses offer the same products? Interviewees selected the answer from
three options: many (coded as 1), few (coded as 2), and none (coded as 3).

We assumed as innovative (coded as 1) an established entrepreneur (an interviewee) who
selected no to the first question, all or some to second question, and few or none to the third
question. Interviewees that selected yes to the first question, none to second question, and
many to the third question represented imitative established entrepreneurs (coded 0, which
assumes the reference category).

4.2.2. Independent variables (predictors)

In the binary logistic regression model, we included three independent variables and five
control variables:

1. Educational level. Interviewees were able to choose the answer from the following options:
some secondary (coded as 1), secondary degree (coded as 2), postsecondary (coded as 3), or
graduate expanded (coded as 4). The fourth option represented the indicator of reference.

2. International orientation. Interviewees were choosing their answers from the following
options: 76–100% (coded as 1), 26–75% (coded as 2), 11–25% (coded as 3), 1–10% (coded as
4), or none (coded as 5). We used the last option for the reference indicator.

3. Firm growth aspirations. Interviewees responded if they intend to recruit more than five
employees in the next 5 years: no (coded as 0) or yes (coded as 1). The last option
represented the reference indicator.

4. Technology sector (control variable). Interviewees’ business and the technology sector
were selected from among two given options considering the classification of the technol-
ogy level proposed by OECD: no/low technology sector (coded as 0) or medium or high
technology sector (coded as 1). The last option represented the reference indicator.

5. Firm type (control variable). Interviewees selected their answers from four options: extrac-
tive (coded as 1), transforming (coded as 2), business services (coded as 3), or consumer
oriented (coded as 4). The representative of the reference indicator was the fourth option.

6. Skills (control variable). Interviewees answered whether they had the capacity, represented
by knowledge, skill, and experience, necessary to establish a new firm. They selected the

Entrepreneurship - Development Tendencies and Empirical Approach100

answer from two options: no (coded as 0) or yes (coded as 1). Yes represented the reference
indicator.

7. Year survey (control variable). Data for the survey was collecting in the period 2001 to
2008. The year of 2008 represented the reference indicator.

8. Gender (control variable). Respondents indicated their gender: male (coded as 1) or
female (coded as 2).

4.3. Binary logistic regression models

We built three pooled binary logistic regression models for eight consecutive years (2001–2008)
in one dataset: the first model for nine WECs, the second model for eight NECs, and the third
model for both groups combined. Pooling the years in one dataset allowed us to control the
fluctuations in the distribution across countries over time. In the models, we assumed that the
criterion variable is a linear combination of the eight predictors. The models for estimation read:

Logit P y ¼ 1
� �� �

ji ¼ aj þ B1jk Educational levelkji þ B2jl International orientationlji

þB3j Firm growth aspirationsji þ B4j Technology sectorji þ B5jm Firm typemji þ B6j Skillsji
þB7jn Year surveynji þ B8j Genderji þ eji

(1)

where Logit [P(y = 1)] is the criterion variable (i.e., the binary logit estimate for innovative
activity); a is the binary logit for the regression constant; B is the binary logit estimate for the
regression coefficients of predictors; j is the index for the WEEs, NEEs, and combined model
(j = 1,2,3); k is the index for three categories of educational level (k = 1,2,3); l is the index of four
categories of international orientation (l = 1,…, 4); m is the index of three categories of firm type
(m = 1,2,3); n is the index of eight categories of survey year (n = 1,…,8); i is the index for the
number of cases (NWEEs = 13,285 to 15,358; NNEEs = 6144 to 7618); and eji is the binary logit
estimate for the error term.

By adding the control variables (technology sector, firm type, skills, survey year, and gender),
we tried to improve the results presented in the next section.

5. Results

Table 1 summarizes the results. The binary logit estimate for educational level is negative and
significant, whereas it is positive for international orientation. Firm growth aspirations are
negatively and significantly related to innovative activity only for the NEEs model, whereas
this predictor proved to be irrelevant for the WEEs model and combined economies (when
both groups were pooled together). As the WEEs and NEEs models’ estimations are correct, in
the following we focus on explaining the meaning of these models’ regression coefficients. The
empirical results confirm our H1 and H2 hypotheses for both groups of economies, whereas
the H3 hypothesis is confirmed only for the NEEs. In the H1 hypothesis, we suggested that
higher levels of education positively affect a firm’s innovative activity. In the H2 hypothesis, we
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presupposed that established enterprises that export certain proportions of their products or
services are more innovative (compared to those that do not export). Our H3 hypothesis
suggests that established entrepreneurs that have aspirations for growing their firms are
expected to be more innovative. In the following, we analyze the results in greater detail.

Some secondary education showed the highest negative and significant binary logit estimate
for NEEs [B11 (NEEs) = �0.822, odds ratio = 0.440]. The odds ratio indicates that the likelihood
of being innovative for an established entrepreneur with some secondary education is 56%
smaller than an established entrepreneur with an expanded graduate-level education. This
predictor in WEEs model has a smaller binary logit estimate and a higher odds ratio [B11

(WEEs) = �0.595, odds ratio = 0.551], which means that the likelihood of being innovative for
an established entrepreneur with some secondary education is 45% less than for an established
entrepreneur with an expanded graduate-level education. As indicated in Table 1, the odds
ratios increase with higher educational levels in the WEEs and combined models, which mean
that the probability of innovative activity (compared to imitative activity) of established entre-
preneurs is higher an entrepreneur’s higher educational level. However, in the NEEs model,
we can see (in Table 1) that a secondary education degree creates a larger likelihood that an
established entrepreneur is innovative [B13 (NEEs) = �0.514, odds ratio = 0.598] than a
postsecondary education (the reference category). Thus, the likelihood of innovative activity
is higher by 12% points for an established entrepreneur with a secondary degree compared to
a postsecondary degree. Such results can be compared to the empirical research results of
Ucbasaran et al. [67], who found that business owners with more experience, managerial,
entrepreneurial, and technical capabilities (presented by the educational level variable in our
case) identify and realize more business opportunity (presented by the innovative activity
variable in our case).

The overall impact of international orientation proved to be a positive and significant predictor
in all three models, although the regression coefficients were quite different. In all cases, the
coefficients were the highest in the NEEs model. A positive relationship between innovative
activity and a specific degree of international orientation was expected, as presupposed in our
H2 hypothesis. As the reference category for comparison was no international orientation, an
increasing value of regression coefficients was expected; this was true for the WEEs and
combined cases, but not for the NEEs model. In the WEEs model, the highest positive impact
had exports of 76–100% [B21 (WEEs) = 1.033, odds ratio = 2.809]. The likelihood of being
innovative in a WEEs’ established enterprise is 2.8 times greater if a firm exports 76–100% of
its products or services, compared to a similar firm not involved in exporting. In the NEEs
model, this figure is even higher [B21 (NEEs) = 1.166, odds ratio = 3.210]. Thus, the probability
of being innovative is 3.2 times greater for an established enterprise that exports 76–100% of its
products or services than a firm not involved in exporting. The value of regression coefficients
for exports between 26 and 75% for both the WEEs and NEEs models was almost the same [B22

(WEEs) = 0.807, odds ratio = 2.240 and B22 (NEEs) = 0.835, odds ratio = 2.305]. Therefore, the
likelihood of being innovative in a WEEs established enterprise is 2.2, whereas in the NEEs
model, it is 2.3 times greater if a firm exports 26–75%. For the WEEs model, the results for
another two categories of the predictor show that the likelihood of firm’s innovative activity is
1.8 and 1.4 times bigger if a firm exports 11–25% and 1–10% of its products, respectively,
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compared to a firm not involved in exporting. In the NEEs model (as shown in Table 1), the
greatest likelihood of innovative activity in an established enterprise is expected in firms with 11–
25% of exporting as its odds ratio amounts to 2.5. Thus, the probability of innovative orientation is
2.5 times greater if a firm exports 11–25% compared to a firm not involved in exporting. Our
result confirms and further refines Palangkaraya’s [68] findings of the positive correlation between
innovation and export market participation amongAustralia’s small andmedium enterprises. The
result can also be compared to Cerrato’s [49] research findings that a stronger international
presence among micro and small enterprises affects the greater level of their innovation.

Firm growth aspirations proved to be a significant predictor only in the NEEs model. The binary
logit estimate was negative [B3 (NEEs) =�0.382, odds ratio = 0.682], indicating that the likelihood
of established entrepreneurs with no growth aspirations being innovative is 32% smaller than the
innovative orientation of established entrepreneurs that have firm growth aspirations. Our H3
hypothesis, which states that firm growth aspirations have a positive impact on innovative
activity, was only partly confirmed as it was only valid for the NEEs model. This result for the
NEEs is supported by Colombelli et al. [69] empirical finding of a positive association between
firm growth and innovation for French industry. A positive but not significant relationship was
estimated between a firm’s entrepreneurial orientation and its growth aspirations for small- and
medium-sized enterprises from Germany, Austria, Switzerland, and Liechtenstein [11]. In a way,
our results can be compared to those of Harrison et al. [62], who estimated the impact of process
and product innovations on employment growth in manufacturing and services firms from
France, Germany, Spain, and the United Kingdom. Their results indicated that employment
remains unchanged or increases with process innovations.

Regarding control variables, the results demonstrated that their inclusion in the models was
reasonable as they proved to be additional indicators of innovative activity, although they
were not significant in all cases. For example, the technology sector is a significant indicator
for NEEs’ established entrepreneurs [B4 (NEEs) = �0.884, odds ratio = 0.413], but not for the
WEEs. Thus, the likelihood of innovative activity for established entrepreneurs from NEEs is
59% smaller if a firm operates in a low technology sector compared to a medium or high
technology sector. However, technological classification does not contribute to the explanation
of innovative activity in WEEs. In the combined model, this relationship also proved to be
negative and significant, although the value of the regression coefficient was halved compared
to that of the NEEs, which we consider to be incorrect.

Firm type for the extractive sector proved to be a negative and significant indicator in both cases.
The likelihood of being innovative is 33 and 62% smaller if an established enterprise operated in
the extractive sector compared to the consumer-oriented sector [B51 (WEEs) = �0.401, odds
ratio = 0.670 and B51 (NEEs) = �0.969, odds ratio = 0.379]. The business service is another
significant category of the firm-type predictor, but only for the NEEs model [B53 (NEEs) =�0.406,
odds ratio = 0.666]. This means that a likelihood of being innovative is 33% smaller if an
established firm operates in the business service sector than in the consumer-oriented sector.

The results indicate that the binary estimate for the 2003 and 2004 survey years were negative
and significant (compared to 2008) (see B71 and B72 for WEEs and NEEs in Table 1). Thus,
during these years, established entrepreneurs were less innovative than in 2008.
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presupposed that established enterprises that export certain proportions of their products or
services are more innovative (compared to those that do not export). Our H3 hypothesis
suggests that established entrepreneurs that have aspirations for growing their firms are
expected to be more innovative. In the following, we analyze the results in greater detail.

Some secondary education showed the highest negative and significant binary logit estimate
for NEEs [B11 (NEEs) = �0.822, odds ratio = 0.440]. The odds ratio indicates that the likelihood
of being innovative for an established entrepreneur with some secondary education is 56%
smaller than an established entrepreneur with an expanded graduate-level education. This
predictor in WEEs model has a smaller binary logit estimate and a higher odds ratio [B11

(WEEs) = �0.595, odds ratio = 0.551], which means that the likelihood of being innovative for
an established entrepreneur with some secondary education is 45% less than for an established
entrepreneur with an expanded graduate-level education. As indicated in Table 1, the odds
ratios increase with higher educational levels in the WEEs and combined models, which mean
that the probability of innovative activity (compared to imitative activity) of established entre-
preneurs is higher an entrepreneur’s higher educational level. However, in the NEEs model,
we can see (in Table 1) that a secondary education degree creates a larger likelihood that an
established entrepreneur is innovative [B13 (NEEs) = �0.514, odds ratio = 0.598] than a
postsecondary education (the reference category). Thus, the likelihood of innovative activity
is higher by 12% points for an established entrepreneur with a secondary degree compared to
a postsecondary degree. Such results can be compared to the empirical research results of
Ucbasaran et al. [67], who found that business owners with more experience, managerial,
entrepreneurial, and technical capabilities (presented by the educational level variable in our
case) identify and realize more business opportunity (presented by the innovative activity
variable in our case).

The overall impact of international orientation proved to be a positive and significant predictor
in all three models, although the regression coefficients were quite different. In all cases, the
coefficients were the highest in the NEEs model. A positive relationship between innovative
activity and a specific degree of international orientation was expected, as presupposed in our
H2 hypothesis. As the reference category for comparison was no international orientation, an
increasing value of regression coefficients was expected; this was true for the WEEs and
combined cases, but not for the NEEs model. In the WEEs model, the highest positive impact
had exports of 76–100% [B21 (WEEs) = 1.033, odds ratio = 2.809]. The likelihood of being
innovative in a WEEs’ established enterprise is 2.8 times greater if a firm exports 76–100% of
its products or services, compared to a similar firm not involved in exporting. In the NEEs
model, this figure is even higher [B21 (NEEs) = 1.166, odds ratio = 3.210]. Thus, the probability
of being innovative is 3.2 times greater for an established enterprise that exports 76–100% of its
products or services than a firm not involved in exporting. The value of regression coefficients
for exports between 26 and 75% for both the WEEs and NEEs models was almost the same [B22

(WEEs) = 0.807, odds ratio = 2.240 and B22 (NEEs) = 0.835, odds ratio = 2.305]. Therefore, the
likelihood of being innovative in a WEEs established enterprise is 2.2, whereas in the NEEs
model, it is 2.3 times greater if a firm exports 26–75%. For the WEEs model, the results for
another two categories of the predictor show that the likelihood of firm’s innovative activity is
1.8 and 1.4 times bigger if a firm exports 11–25% and 1–10% of its products, respectively,
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compared to a firm not involved in exporting. In the NEEs model (as shown in Table 1), the
greatest likelihood of innovative activity in an established enterprise is expected in firms with 11–
25% of exporting as its odds ratio amounts to 2.5. Thus, the probability of innovative orientation is
2.5 times greater if a firm exports 11–25% compared to a firm not involved in exporting. Our
result confirms and further refines Palangkaraya’s [68] findings of the positive correlation between
innovation and export market participation amongAustralia’s small andmedium enterprises. The
result can also be compared to Cerrato’s [49] research findings that a stronger international
presence among micro and small enterprises affects the greater level of their innovation.

Firm growth aspirations proved to be a significant predictor only in the NEEs model. The binary
logit estimate was negative [B3 (NEEs) =�0.382, odds ratio = 0.682], indicating that the likelihood
of established entrepreneurs with no growth aspirations being innovative is 32% smaller than the
innovative orientation of established entrepreneurs that have firm growth aspirations. Our H3
hypothesis, which states that firm growth aspirations have a positive impact on innovative
activity, was only partly confirmed as it was only valid for the NEEs model. This result for the
NEEs is supported by Colombelli et al. [69] empirical finding of a positive association between
firm growth and innovation for French industry. A positive but not significant relationship was
estimated between a firm’s entrepreneurial orientation and its growth aspirations for small- and
medium-sized enterprises from Germany, Austria, Switzerland, and Liechtenstein [11]. In a way,
our results can be compared to those of Harrison et al. [62], who estimated the impact of process
and product innovations on employment growth in manufacturing and services firms from
France, Germany, Spain, and the United Kingdom. Their results indicated that employment
remains unchanged or increases with process innovations.

Regarding control variables, the results demonstrated that their inclusion in the models was
reasonable as they proved to be additional indicators of innovative activity, although they
were not significant in all cases. For example, the technology sector is a significant indicator
for NEEs’ established entrepreneurs [B4 (NEEs) = �0.884, odds ratio = 0.413], but not for the
WEEs. Thus, the likelihood of innovative activity for established entrepreneurs from NEEs is
59% smaller if a firm operates in a low technology sector compared to a medium or high
technology sector. However, technological classification does not contribute to the explanation
of innovative activity in WEEs. In the combined model, this relationship also proved to be
negative and significant, although the value of the regression coefficient was halved compared
to that of the NEEs, which we consider to be incorrect.

Firm type for the extractive sector proved to be a negative and significant indicator in both cases.
The likelihood of being innovative is 33 and 62% smaller if an established enterprise operated in
the extractive sector compared to the consumer-oriented sector [B51 (WEEs) = �0.401, odds
ratio = 0.670 and B51 (NEEs) = �0.969, odds ratio = 0.379]. The business service is another
significant category of the firm-type predictor, but only for the NEEs model [B53 (NEEs) =�0.406,
odds ratio = 0.666]. This means that a likelihood of being innovative is 33% smaller if an
established firm operates in the business service sector than in the consumer-oriented sector.

The results indicate that the binary estimate for the 2003 and 2004 survey years were negative
and significant (compared to 2008) (see B71 and B72 for WEEs and NEEs in Table 1). Thus,
during these years, established entrepreneurs were less innovative than in 2008.
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Skills are not a significant indicator of firm innovative activity in WEEs and NEEs models. It is
a significant indictor in the combined model, which is considered incorrect. The results also
show that the gender control variable is not a significant indicator of innovative activity either.

In summary, using three main predictors (educational level, international orientation, and firm
growth aspirations) and five control variables (technology sector, firm type, skills, survey year,
and gender), we can adequately explain the innovative activity of established entrepreneurs
from Western European and Northern European economies.

6. Conclusion

According to IUS [16], the differences in innovation performance among EU member states are
still high and diminishing only slowly. At the regional level, the innovation gap is even wider.
IUS 2014 revealed considerable differences among member states, particularly in knowledge
excellence, internationalization, and business innovation cooperation. This is why this paper
sought to achieve a better understanding of the development of innovative versus imitative
innovation activity. We highlighted determinants that differ between Western and Northern
European economies’ established entrepreneurs. The identified differences strongly support the
need for the sound development and implementation of a smart specialization strategy, which
should include innovation on a country as well as regional level. Countries and their regions need
to focus their efforts on building economic strengths and developing innovative ways to face
global competition. Continuous innovation is inevitably dependent on new knowledge creation
—a process that is multidimensional in nature and “must be managed at individual and organi-
zational level, as well as in the societal, cultural, economic and political context” [8, 70].

We empirically estimated that firms’differences in innovation effectiveness among EU countries
are large, still present, and diminishing only slowly. We estimated the impact of educational
level, international orientation, and firm growth aspirations on firms’ innovative activity. There-
fore, our aim was to contribute to comprehension of the relationships between the presented
variables, which we believe is essential for policy decision-makers, entrepreneurs, as well as
academics. In this paper, our aim has been to confirm the hypotheses of significant relationships
between an innovative activity and the three identified predictors. The hypotheses were tested
on a sample of more than 17,000 established entrepreneurs from WEEs and NEEs.

We empirically succeeded in confirming two of the three proposed hypotheses for both groups
of economies, whereas the third hypothesis was confirmed only for the NEEs. The results of
the binary logistic regressions also highlighted that associations among variables differed
across economies and were higher for the NEEs.

In the H1 hypothesis, we suggested that the higher the educational level, the greater the firm’s
expected innovative activity. This expectation was confirmed. Namely, the results demon-
strated that the likelihood of established enterprises’ innovative activity increased as the firm
owners’ educational level increased. The only exception was for NEEs’ established entrepre-
neurs with a secondary level of education, who experienced a stronger impact of innovative
activity in their firms than those with postsecondary education (the likelihood of innovative
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activity at the secondary level of education was 12 percentage points larger than at the
postsecondary level).

We also confirmed our H2 hypothesis, which presupposed that more innovative establish
enterprises that export a certain proportion of their products or services (compared to not
exporting them). For all four categories of exporting, the likelihood of a firm’s innovative
activity increases as the proportion of exports increased compared to no exports in both
groups of economies. The one exception to this was NEEs’ established enterprises, where the
likelihood of innovative activity was greater by almost 10 percentage points in terms of the
smaller proportion of exports (11–25%) compared to a larger proportion (26–75%).

Our H3 hypothesis suggested that established entrepreneurs that have aspirations for growing
their firms are expected to be more innovative. Firm growth aspirations proved to be the
significant indicator of innovative activity only for NEEs’ established entrepreneurs.

However, we need to address the limitations of our study. First, the innovation activity might
be observed from a variety of aspects. The findings could be replicated using a different type of
innovation activity (e.g., processes, product, or outsourcing innovation). In addition, other
measures of internationalization could be used. Second, this study utilized GEM data. To
present more sophisticated results, future research should encompass other national-level
measurements in order to provide more precise distinctions and reasoning behind differences
within regions and countries. Another interesting avenue for future work on firms’ innovative
activity might focus on the comparison of regions that differ significantly in the level and
history of their entrepreneurial activity.
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Abstract

Adaptation to dynamism and complex environments in today’s Knowledge Society is 
key for firms to survive and improve their positions. This paper applies business intel-
ligence (BI) to the firm to shape its organizational design and improve its performance. 
The paper also relates business intelligence to organizational performance management 
through organizational learning (OL), knowledge management (KM) and the technologi-
cal competencies of the company’s employees and managers. Theoretical study of the 
main current research serves as the basis for the development of several propositions to 
fill the gaps in knowledge of business intelligence. Finally, the paper presents conclu-
sions about application of business intelligence in firms.
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1. Introduction

The current environment is very hostile and dynamic for firms. Firms have numerous com-
petitors struggling to achieve strong market positions. Organizations are therefore looking 
for tools to strengthen their customer outreach as well as innovative organizational designs 
to obtain more benefits [1].

Firms must thus continually update their knowledge on change occurring within firm, through 
initiatives such as information mobility or cloud computing. Such initiatives enable employ-
ees and managers to have constant connection with each other and with stakeholders and full 
access to all information obtained directly by the company to make better decisions [2].
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These initiatives are producing innovative forms of entrepreneurship in firms, modifying 
their organizational design to obtain higher revenues. Our chapter focuses on the potential 
of business intelligence (BI) to improve corporate entrepreneurship (CE) by allowing firms to 
acquire knowledge that enables better decision making.

Given the importance BI is achieving in today’s society and the limited scholarly litera-
ture connecting BI directly to business management, this study will focus on: (1) determin-
ing guidelines for artificial intelligence that relate it to BI; (2) presenting some BI tools that 
improve entrepreneurship; and (3) developing a series of propositions to improve business 
performance through innovative CE obtained with the aid of BI and its influence on each of 
the concepts analyzed in this study.

BI originates in the application of new technologies to business [1, 3, 4]. Together, business 
applications and technological infrastructure have produced the concept of technological 
entrepreneurship [5]. Technological entrepreneurship is part of CE, specifically, the part 
involving technological and process-innovative activities. We can thus view technological 
entrepreneurship as an innovative form of entrepreneurship that plays an important role 
in developed economies, as well as in the performance and revitalization of economies 
[5].

This paper develops the concept of technological entrepreneurship as an innovative form of 
CE. We venture to combine the concepts of “innovation” and “entrepreneurship” to define 
innovative CE. The OSLO Manual OECD [6] defines innovation as the implementation of a 
new or significantly improved product (good or service) or process, a new marketing method 
or a new organizational method in business practices, workplace organization or external 
relations.” Entrepreneurs “are those business persons and owners who seek to generate value 
through the creation or expansion of economic activity, by identifying and exploiting new 
products, processes or markets” [7]. Combining entrepreneurship and innovation generates 
innovative entrepreneurship that materializes in innovative CE in the company as a whole: 
new firms based on new innovative ideas ([8], p. 2). Innovative entrepreneurship is the key to 
economic well-being and growth [9].

To achieve these goals, the first section establishes the theoretical framework. This section 
provides a brief description of BI, which is based fundamentally on artificial intelligence algo-
rithms, neural networks and the research propositions developed from them. The methodol-
ogy section then explains the analytical procedure used. Finally, the results and conclusions 
section presents the most significant conclusions, implications, limitations and lines for future 
research derived from this chapter.

2. Theoretical framework

The BI construct is a compound of several components of the firm. To involve every employee 
of the organization in the BI, this study focuses on three of these components at each level of 
the organizational hierarchy: operations, lower managers, and top managers.
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Since BI is increasingly important to the decision making and changes that firms undertake to 
surpass competitors and gain competitive advantages, BI can be seen as an innovative form 
of entrepreneurship.

We will thus study BI as a promoter of knowledge management (KM hereafter), organi-
zational learning (OL here after) and technological capabilities (TC hereafter) within the 
firm. We will then relate these three distinctive concepts of contemporary firms to CE to 
determine the latter’s influence on organizational performance and possible new designs 
that originate in BI.

2.1. The concept of business intelligence

BI is an interactive process for exploring and analyzing structured information on an area 
(usually stored in a “data warehouse”) to discover tendencies or patterns from which to 
derive ideas and conclusions [10, 11]. To perform a rigorous study, one must take into account 
that the data alone do not provide any information. The following pyramid shows the stages 
of data transformation that must occur for decision making and the relative value of these 
stages to the firm (Figure 1).

At the lowest level are the data, which taken alone are useless to the firm. The next level, infor-
mation, is of some importance because it involves processed data. The highest level, knowledge, 
represents the goal to be achieved following analysis of the data and their transformation into 
information [3, 4, 10]. Using knowledge analysis, firms can anticipate future events to make more 
accurate decisions and compete with other organizations. The steps to be followed are thus: 
data, information, knowledge, and finally assimilated knowledge [13]. The process by which 
data are transformed into knowledge is shaped by the data sources. It is important to remember 
that transformation of data into information and then knowledge to be applied to a business 
plan or strategy [11] is determined by artificial intelligence through intelligent agents [4, 14, 15].

Figure 1. Transformation of data for decision-making. Source: Davenport and Prusak [12].
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An intelligent agent is defined as “any system located in an environment that can perceive 
the surrounding medium and act based on that medium using a series of actuators, i.e., ele-
ments that react to the perception of a change to perform an action” ([16], p. 14). As intelligent 
agents have received much study in relation to KM and twenty first century decision-making 
technology [17], we can relate artificial intelligence as a form of innovation in entrepreneur-
ship through technology.

Having analyzed the intelligent agents, we stress that they form part of artificial intelligence 
[18], the capability of machines to perform actions by simulating intelligent behavior, based 
on experience and study of the environment [14, 16]. If we consider artificial intelligence as a 
fundamental component of BI [17, 19], both enable the materialization of firms’ practical data 
as knowledge, favoring the firm’s entrepreneurship and development [20, 21].

BI is thus increasingly crucial in making good decisions to respond to the rapid and substan-
tial changes occurring in firms [19]. Because BI originates in the firm’s technology, we can 
speak of BI as a form of innovative or technological entrepreneurship in the firm.

2.2. Business components of BI

BI can materialize in several components of the firm [19]. We study three of these, one for 
each level of the business hierarchy pyramid [22]. Our goal is to show that BI affects all parts 
of the organization (Figure 2). We choose the components most influential in the business 
world for improving firms’ decision-making and efficiency, as well as the components that 
are enabling the greatest development of artificial intelligence and thus of BI [19]. At the bot-
tom of the pyramid, we find employees’ decisions and a series of tools used for them, such 
as enterprise resource planning (ERP) and customer relations management (CRM), tailored 
applications, data warehouses, and data mining—the tools discussed in this study. At the 
middle level of the pyramid, we find the analysts, who also possess a series of tools, such as 
the decision support system (DSS), which we will explain here, and the executive information 
system (EIS). Finally, at the tip of the pyramid, we find the top management, who use the bal-
anced scorecard (BS).

Figure 2. Pyramid of BI tools based on level in firm. Source: Sinnexus [19].
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2.2.1. Balanced scorecard (BS)

Since the BS is at the tip of the pyramid, this BI tool can be used to monitor the evolution of 
the firm’s procedures, analysis and activities strategically, with focus on the different areas of 
the firm [23]. As defined by Kaplan and Norton [23] is a revolutionary tool to mobilize people 
to fulfill the company’s mission by channeling the energies, abilities and specific knowledge 
held by people throughout the organization toward achieving long-term strategic goals. It 
thus enables both direction of both current and future performance.

Organizations decide which dashboard to use based on financial indicators (income and 
expenses), nonfinancial or intangible assets, learning development, relations with stakehold-
ers, capabilities or competencies, etc.

2.2.2. Decision support system

The DSS is a BI tool that has a series of reports that can be navigated, managed, and struc-
tured to lead to analysis of the firm’s data. DSS has a set of important characteristics: 
dynamic, flexible, interactive reports that change as the firm’s data change; no need for tech-
nical knowledge; quick response; integration of all systems/departments in the company; 
availability of the right information to each user according to profile; and availability of 
historic information.

2.2.3. Data mining

Data mining emerged to explore large quantities of data with the help of statistical techniques 
and a series of search algorithms based on neural networks of artificial intelligence.

Since data mining searches for patterns in data, this tool will achieve more extensive infor-
mation on customers, thereby reducing marketing costs and achieving retention of cur-
rent customers. Further, such detailed information into account enables more accurate 
decision-making.

2.3. Influence of BI on KM and OL based on technology and TC

2.3.1. Knowledge management

According to Nonaka and Takeuchi [24], knowledge can be viewed in two ways. When 
viewed as static (stock), knowledge is usually called intellectual capital. A dynamic view of 
knowledge stresses knowledge flows composed of OL and KM. The field of knowledge as 
static has received extensive study over the years [12, 24, 25], but the dynamic view has not 
been treated in depth. This study thus focuses on knowledge as dynamic, since firms are con-
tinually changing and knowledge must be dynamic to enable them to face events that arise 
and demand OL processes in the firm.

KM and OL provide a dynamic image of intellectual capital reconceived knowledge  
flows [26].
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To gain a position among the best firms, it is important to know how to manage knowl-
edge. From the dynamic perspective, a good definition of KM is “the firm’s capability to 
foster and drive all of its competencies and capabilities” [26]. Bueno Campos ([27], p. 17) 
defines it as “the function that plans, coordinates and controls knowledge flows that occur 
in the firm relative to its activities and environment in order to create certain essential 
competencies.”

The firm must manage and strengthen its knowledge, strengthening that knowledge both in 
its different phases of acquisition, storage, transfer and use, and in the process by which the 
firm generates new knowledge (socialization, externalization, combination and internaliza-
tion) [24]. Further, since this type of BI is having dramatic and increasing impact on knowl-
edge in firms, development of BI may well provide more efficient KM.

The tools mentioned above (data mining, DSS and BS) have been studied as developers of 
knowledge, since they are responsible for converting data into information and performing 
the analysis that will transform this information into knowledge for proper decision-making. 
BI thus promotes KM.

Through artificial intelligence, intelligent systems and finally data, BI facilitates KM. 
Knowledge acquisition also becomes more fluid through BI tools, which store, manage and 
analyze knowledge, as for example through document management or web content analysis. 
We thus formulate the following hypothesis:

P1: BI motivates the development of KM.

2.3.2. Organizational learning

OL is the capability “within an organization to maintain or improve performance based on 
experience” ([28], p. 363). It is a process whereby members in an organization are stimulated 
to strive continually for new approaches and to acquire as well as to share knowledge that 
emerges from interactions with environments [29, 30]. OL is thus the process of increasing the 
knowledge created by individuals in an organized way and transforming it into part of the 
organization’s knowledge system [28].

OL complements the flow phase of KM. “It not only occurs over a period of time and among 
different levels of the firm (individual, group, organizational and interorganizational) but 
also creates tension between assimilation of new knowledge (feed-forward) and exploitation 
of what has already been learned (feedback)” ([31], p. 532).

In the case of technology-based firms or firms that foster development of BI, fostering OL is 
necessary to maintain a balance between activities of exploitation (feedback) and exploration 
(feedforward). Achieving this balance is quite complicated, however, as investment is difficult 
and learning involves imbalances [32].

Artificial intelligence, and consequently BI, are increasingly changing the way firms work. BI 
makes firms more efficient in terms of connections among employees [33] and exploitation 
of ongoing ways of training to control new data (BS, DSS or data mining). An educational 
system or OL program for the entire production staff is thus necessary to exploit BI [34, 35].
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BI attempts to use the information achieved by technology applications in the firm to enable 
interoperability and organization of the flow of knowledge among applications. This means 
that BI attempts to enable communication not only among the different applications in the firm 
but also with customers, partners, or suppliers, such that these other parties can form part of 
the business system and improve its knowledge through OL processes motivated by the firm.

In conclusion, OL is indispensable in firms and closely related to entrepreneurship [29, 36, 37], 
since BI permits tools such as data mining or data warehousing that encourage learning for all 
personnel in the organization as a flow process/system.

Taking into account the information gathered here on OL and its relationship to BI, we pro-
pose the following proposition:

 P2: BI motivates the development of OL.

2.3.3. Technological capabilities

Due to environmental dynamicity, we must define dynamic capabilities before we discuss 
TC. The term “dynamic capability” was coined by Teece et al. ([38], p. 510) as “the firm’s abil-
ity to integrate, build, and reconfigure internal and external competences to address rapidly 
changing environments.”

TC are dynamic capabilities, and they grant a competitive advantage because firms are also 
inherently changing [37–39]. It is primarily in the field of innovation and technology that TC 
are especially motivated by BI.

If we focus on the field of technology, having examined the relationship between BI and tech-
nological knowledge, we can affirm that BI enables discovery and anticipation of trends when 
making decisions about change and technology based on the information explored and ana-
lyzed in the firm.

Westphal et al. [40], p. 5, thus define TC as “the ability to make effective use of technological 
knowledge.” As seen above, BI in firms increases technological knowledge. BI thus fosters the 
development of TC in the firm.

According to Martín-Rojas et al. [37], TC enable firms to have greater competitive advantage 
due to rapid adaptation to changing opportunities. Further, firms are more efficient when 
they acquire TC [36, 37, 41]. Therefore, BI through the firm’s development of TC will improve 
business performance.

The technological integration currently underway in society is creating greater development of 
TC in individuals [42] and allowing them to juggle several things at once [43]. For instance, the 
Smartphones gadget requires specific capacities in order to perform various tasks in parallel.

The ability to perform various activities in parallel on the same device is being fostered inher-
ently and with increasing frequency. Further, business performance will develop to solve 
problems in companies using a single device. It is thus advisable for firms to have specific 
devices to improve their activities and train personnel with incremental TC [34] in order to 
control data integration within the firm.
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To gain a position among the best firms, it is important to know how to manage knowl-
edge. From the dynamic perspective, a good definition of KM is “the firm’s capability to 
foster and drive all of its competencies and capabilities” [26]. Bueno Campos ([27], p. 17) 
defines it as “the function that plans, coordinates and controls knowledge flows that occur 
in the firm relative to its activities and environment in order to create certain essential 
competencies.”

The firm must manage and strengthen its knowledge, strengthening that knowledge both in 
its different phases of acquisition, storage, transfer and use, and in the process by which the 
firm generates new knowledge (socialization, externalization, combination and internaliza-
tion) [24]. Further, since this type of BI is having dramatic and increasing impact on knowl-
edge in firms, development of BI may well provide more efficient KM.

The tools mentioned above (data mining, DSS and BS) have been studied as developers of 
knowledge, since they are responsible for converting data into information and performing 
the analysis that will transform this information into knowledge for proper decision-making. 
BI thus promotes KM.

Through artificial intelligence, intelligent systems and finally data, BI facilitates KM. 
Knowledge acquisition also becomes more fluid through BI tools, which store, manage and 
analyze knowledge, as for example through document management or web content analysis. 
We thus formulate the following hypothesis:

P1: BI motivates the development of KM.

2.3.2. Organizational learning

OL is the capability “within an organization to maintain or improve performance based on 
experience” ([28], p. 363). It is a process whereby members in an organization are stimulated 
to strive continually for new approaches and to acquire as well as to share knowledge that 
emerges from interactions with environments [29, 30]. OL is thus the process of increasing the 
knowledge created by individuals in an organized way and transforming it into part of the 
organization’s knowledge system [28].

OL complements the flow phase of KM. “It not only occurs over a period of time and among 
different levels of the firm (individual, group, organizational and interorganizational) but 
also creates tension between assimilation of new knowledge (feed-forward) and exploitation 
of what has already been learned (feedback)” ([31], p. 532).

In the case of technology-based firms or firms that foster development of BI, fostering OL is 
necessary to maintain a balance between activities of exploitation (feedback) and exploration 
(feedforward). Achieving this balance is quite complicated, however, as investment is difficult 
and learning involves imbalances [32].

Artificial intelligence, and consequently BI, are increasingly changing the way firms work. BI 
makes firms more efficient in terms of connections among employees [33] and exploitation 
of ongoing ways of training to control new data (BS, DSS or data mining). An educational 
system or OL program for the entire production staff is thus necessary to exploit BI [34, 35].
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BI attempts to use the information achieved by technology applications in the firm to enable 
interoperability and organization of the flow of knowledge among applications. This means 
that BI attempts to enable communication not only among the different applications in the firm 
but also with customers, partners, or suppliers, such that these other parties can form part of 
the business system and improve its knowledge through OL processes motivated by the firm.

In conclusion, OL is indispensable in firms and closely related to entrepreneurship [29, 36, 37], 
since BI permits tools such as data mining or data warehousing that encourage learning for all 
personnel in the organization as a flow process/system.

Taking into account the information gathered here on OL and its relationship to BI, we pro-
pose the following proposition:

 P2: BI motivates the development of OL.

2.3.3. Technological capabilities

Due to environmental dynamicity, we must define dynamic capabilities before we discuss 
TC. The term “dynamic capability” was coined by Teece et al. ([38], p. 510) as “the firm’s abil-
ity to integrate, build, and reconfigure internal and external competences to address rapidly 
changing environments.”

TC are dynamic capabilities, and they grant a competitive advantage because firms are also 
inherently changing [37–39]. It is primarily in the field of innovation and technology that TC 
are especially motivated by BI.

If we focus on the field of technology, having examined the relationship between BI and tech-
nological knowledge, we can affirm that BI enables discovery and anticipation of trends when 
making decisions about change and technology based on the information explored and ana-
lyzed in the firm.

Westphal et al. [40], p. 5, thus define TC as “the ability to make effective use of technological 
knowledge.” As seen above, BI in firms increases technological knowledge. BI thus fosters the 
development of TC in the firm.

According to Martín-Rojas et al. [37], TC enable firms to have greater competitive advantage 
due to rapid adaptation to changing opportunities. Further, firms are more efficient when 
they acquire TC [36, 37, 41]. Therefore, BI through the firm’s development of TC will improve 
business performance.

The technological integration currently underway in society is creating greater development of 
TC in individuals [42] and allowing them to juggle several things at once [43]. For instance, the 
Smartphones gadget requires specific capacities in order to perform various tasks in parallel.

The ability to perform various activities in parallel on the same device is being fostered inher-
ently and with increasing frequency. Further, business performance will develop to solve 
problems in companies using a single device. It is thus advisable for firms to have specific 
devices to improve their activities and train personnel with incremental TC [34] in order to 
control data integration within the firm.
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Data integration enables the firm to share information among the different applications. To do 
so, however, employees must possess TC, since the data must be identified and metadata mod-
els built that require highly advanced knowledge to use that many people cannot use. Once the 
models are built, data can be transmitted through the database systems to grow the firm [44].

In conclusion, the relationship between BI and TC is quite close, since BI will only function 
correctly if one realizes that it manages changing data and requires workers to have the TC 
necessary to adapt to this change. That is, if the firm does not have specific TC, it will not be 
able to adapt effectively to BI.

This adaptation shows that the firm’s TC are especially important when competing with dif-
ferent firms, making it necessary to innovate in and improve employees’ technological knowl-
edge continually to accelerate the process of developing their TC and motivating the idea of 
BI with a more positive and significant effect.

P3: BI motivates the development of TC.

2.4. Influence of KM, OL and TC on innovative entrepreneurship

As discussed above, in technology firms, where turbulence is practically an imperative, 
knowledge becomes indispensable for increasing the firm’s innovation capability [45]. That 
is, knowledge requires a form of innovative entrepreneurship.

Organizations’ members must acquire greater intellectual integration of knowledge through 
advanced training programmes and further training to respond innovatively to the entrepre-
neurial needs of their market [20]. For example, in a study of TFT-LCD firms, Hu [46] explains 
how good knowledge management in all its phases enables the firm to undertake small innova-
tions that make better products for the market. This knowledge is not easy to acquire; entrepre-
neurs must invest tremendous effort. If they do not do make this effort, however, they will miss 
true innovations that permit them to face new challenges the firm confronts. If the firm is unable 
to dedicate time and resources to good KM, a competitive break will occur, with loss of current 
market position [47]. In firms that face a turbulent market and are in continuous change, such 
as technology-intensive industries where BI is becoming a key to their development, KM is 
especially important. It ensures the effective development of innovative entrepreneurship [46], 
which allows modification of the systems and processes of business development that lead to 
strategic flexibility, faster learning and more efficient adaptation to market opportunities [47].

KM thus enables acquisition, assimilation and use of new knowledge that improve the inno-
vative entrepreneurship of the firm’s personnel and of the firm in itself, improving the busi-
ness results to the extent that the knowledge becomes more intensive and is developed better 
to improve the dynamic business process [48]. Knowledge is thus a strategic source of the 
organization’s innovative entrepreneurship. The greater and more strategic the knowledge, 
the better the proactive innovative actions and search for new ideas in the firm resulting from 
its members’ greater consciousness of the importance of innovation [49].

In sum, efficient KM in the firm promotes innovative entrepreneurship through change 
or flexibility of previously established models or the creation of new models that foster  
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performance and business effectiveness [50]. Such innovative entrepreneurship combines 
new knowledge obtained from applying BI in the firm to enable it to reflect innovative results 
materialized in processes or systems [51, 52].

P4. KM of technology encourages CE.

OL is needed throughout this process, since involving users as part of the comprehensive 
innovation process necessitates more planning than may be realized at the outset [34]. Thus, 
models of OL have been applied fruitfully to specific aspects of the innovative process [53, 54]. 
The most innovative organizations have effective learning systems, in which knowledge is 
managed efficiently and one learns to maintain today’s competitive advantage while prepar-
ing for tomorrow. Such innovation requires high capability for learning and effective KM [55].

Entrepreneurs must learn these aspects of entrepreneurship, including use of technological 
knowledge to prepare for the competitive global market and the challenge of managing a 
business in its different dimensions, and to guarantee the solidity of the structural conditions 
for its development [56].

Nevertheless, the higher the degree of innovation, the greater the OL required [57]. More 
innovative products or services require a higher degree of OL [57, 58]. In dynamic and com-
petitive environments such as BI businesses, the process of OL is even more essential as a 
mechanism to encourage innovative CE [5]. Furthermore, OL models are usually appropriate 
for the study of CE [29].

Moreover, CE requires an OL framework that involves searching for innovative activities, 
such as investing resources obtained through BI in exploration of alternative possibilities, 
attempting to understand the relationship between organizational characteristics and out-
comes, and determining the viability of organizational change [9, 29, 32, 54].

OL also enables development of CE in technological organizations by enhancing the develop-
ment of technological variables throughout the firm as a coordinating management process. 
The firm can thus become a cognitive entity in which new abilities, competencies and knowl-
edge have been developed [29, 38, 59]. In addition, Simsek et al. [60] consider OL as a central 
mechanism likely to grant the firm an adaptive advantage via CE. All of this evidence sug-
gests the following proposition:

P5. Technology-based learning encourages CE.

Business models are currently changing firms’ way of acting in society by using web tools, 
specifically through web applications such as “Google.” Applications have been developed 
because the firm’s personnel have better TC or have acquired more technological knowledge, 
motivated fundamentally by the development of BI [4, 37, 43].

TC represents “the organization’s expertise in mobilizing various scientific and technical 
resources through a series of routines and procedures which allow new products and pro-
duction processes to be developed and designed” ([61], p. 508). They “reflect the firm’s ability 
to make certain physical products or processes which enable the firm to serve a particular 
customer group” ([62], p. 520).
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Data integration enables the firm to share information among the different applications. To do 
so, however, employees must possess TC, since the data must be identified and metadata mod-
els built that require highly advanced knowledge to use that many people cannot use. Once the 
models are built, data can be transmitted through the database systems to grow the firm [44].

In conclusion, the relationship between BI and TC is quite close, since BI will only function 
correctly if one realizes that it manages changing data and requires workers to have the TC 
necessary to adapt to this change. That is, if the firm does not have specific TC, it will not be 
able to adapt effectively to BI.

This adaptation shows that the firm’s TC are especially important when competing with dif-
ferent firms, making it necessary to innovate in and improve employees’ technological knowl-
edge continually to accelerate the process of developing their TC and motivating the idea of 
BI with a more positive and significant effect.

P3: BI motivates the development of TC.

2.4. Influence of KM, OL and TC on innovative entrepreneurship

As discussed above, in technology firms, where turbulence is practically an imperative, 
knowledge becomes indispensable for increasing the firm’s innovation capability [45]. That 
is, knowledge requires a form of innovative entrepreneurship.

Organizations’ members must acquire greater intellectual integration of knowledge through 
advanced training programmes and further training to respond innovatively to the entrepre-
neurial needs of their market [20]. For example, in a study of TFT-LCD firms, Hu [46] explains 
how good knowledge management in all its phases enables the firm to undertake small innova-
tions that make better products for the market. This knowledge is not easy to acquire; entrepre-
neurs must invest tremendous effort. If they do not do make this effort, however, they will miss 
true innovations that permit them to face new challenges the firm confronts. If the firm is unable 
to dedicate time and resources to good KM, a competitive break will occur, with loss of current 
market position [47]. In firms that face a turbulent market and are in continuous change, such 
as technology-intensive industries where BI is becoming a key to their development, KM is 
especially important. It ensures the effective development of innovative entrepreneurship [46], 
which allows modification of the systems and processes of business development that lead to 
strategic flexibility, faster learning and more efficient adaptation to market opportunities [47].

KM thus enables acquisition, assimilation and use of new knowledge that improve the inno-
vative entrepreneurship of the firm’s personnel and of the firm in itself, improving the busi-
ness results to the extent that the knowledge becomes more intensive and is developed better 
to improve the dynamic business process [48]. Knowledge is thus a strategic source of the 
organization’s innovative entrepreneurship. The greater and more strategic the knowledge, 
the better the proactive innovative actions and search for new ideas in the firm resulting from 
its members’ greater consciousness of the importance of innovation [49].

In sum, efficient KM in the firm promotes innovative entrepreneurship through change 
or flexibility of previously established models or the creation of new models that foster  
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performance and business effectiveness [50]. Such innovative entrepreneurship combines 
new knowledge obtained from applying BI in the firm to enable it to reflect innovative results 
materialized in processes or systems [51, 52].

P4. KM of technology encourages CE.

OL is needed throughout this process, since involving users as part of the comprehensive 
innovation process necessitates more planning than may be realized at the outset [34]. Thus, 
models of OL have been applied fruitfully to specific aspects of the innovative process [53, 54]. 
The most innovative organizations have effective learning systems, in which knowledge is 
managed efficiently and one learns to maintain today’s competitive advantage while prepar-
ing for tomorrow. Such innovation requires high capability for learning and effective KM [55].

Entrepreneurs must learn these aspects of entrepreneurship, including use of technological 
knowledge to prepare for the competitive global market and the challenge of managing a 
business in its different dimensions, and to guarantee the solidity of the structural conditions 
for its development [56].

Nevertheless, the higher the degree of innovation, the greater the OL required [57]. More 
innovative products or services require a higher degree of OL [57, 58]. In dynamic and com-
petitive environments such as BI businesses, the process of OL is even more essential as a 
mechanism to encourage innovative CE [5]. Furthermore, OL models are usually appropriate 
for the study of CE [29].

Moreover, CE requires an OL framework that involves searching for innovative activities, 
such as investing resources obtained through BI in exploration of alternative possibilities, 
attempting to understand the relationship between organizational characteristics and out-
comes, and determining the viability of organizational change [9, 29, 32, 54].

OL also enables development of CE in technological organizations by enhancing the develop-
ment of technological variables throughout the firm as a coordinating management process. 
The firm can thus become a cognitive entity in which new abilities, competencies and knowl-
edge have been developed [29, 38, 59]. In addition, Simsek et al. [60] consider OL as a central 
mechanism likely to grant the firm an adaptive advantage via CE. All of this evidence sug-
gests the following proposition:

P5. Technology-based learning encourages CE.

Business models are currently changing firms’ way of acting in society by using web tools, 
specifically through web applications such as “Google.” Applications have been developed 
because the firm’s personnel have better TC or have acquired more technological knowledge, 
motivated fundamentally by the development of BI [4, 37, 43].

TC represents “the organization’s expertise in mobilizing various scientific and technical 
resources through a series of routines and procedures which allow new products and pro-
duction processes to be developed and designed” ([61], p. 508). They “reflect the firm’s ability 
to make certain physical products or processes which enable the firm to serve a particular 
customer group” ([62], p. 520).
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These TCs permit exploitation of technological opportunities for development of CE and gen-
eration of innovative competitive advantage in the firm [37, 61, 63].

In firms’ focus on BI, industrial application of technology requires new capabilities in process 
technologies [64], which can compensate for average or potentially below-average techno-
logical know-how when firms seek to innovate technologically. Integration of business appli-
cations is thus a serious matter, as it integrates the levels of the firm’s information system 
[2]. That is, TC enables the firm to integrate technological knowledge within and across its 
boundaries, an important determinant of heterogeneous competency [65]. It also encourages 
innovation capability [66] and CE [21, 37, 67].

Technological innovation systems thus increase the firm’s TC, since they provide innovative 
ways to speed up the problem-solving process, with key elements such as technological infra-
structure or TC [68] and CE [37].

Findings also show that TC including capabilities for exploring or exploiting technological 
opportunities, core technology capability, and autonomy of R&D decisions are particularly 
important to the firm’s innovation capability in highly competitive industries, where techno-
logical knowledge is extremely important and BI application is becoming inherent [69, 70].

Given the current environmental dynamicity and uncertainty, firms with higher levels of 
information processing, communication and knowledge transfer are more likely to develop 
CE as an innovative way of doing, as these processes will result in more successful technologi-
cal innovation than firms in these environments with lower levels of cooperative resources 
[65, 71]. All in all, we propose that:

P6. TC encourage CE.

2.5. Influence of innovative entrepreneurship on organizational performance

Numerous studies identify a positive relationship between innovative entrepreneurial activ-
ity and territorial growth [72–74].

CE is a strategic variable in successful organizations [5, 75, 76], and it is positively related 
to the firm’s growth and profitability [21, 77]. Organizations that engage in entrepreneurial 
activities achieve higher levels of growth and profitability than organizations that do not [75].

As a result, firms that exhibit CE are typically viewed as dynamic, flexible entities preparing 
or prepared to take advantage of new business opportunities when they arise [63, 78].

Nowadays, firms that exploit BI as a way of achieving better market positions have a strong 
incentive to be first innovators when the first-mover advantage is significant [11, 14, 32, 79]. 
Once an innovation is made, the entrepreneur must bring the innovation to the market in the 
shortest possible time, as the innovator’s position of monopoly might otherwise be quickly 
eroded by imitators or superior innovations [80].

Innovative companies frequently develop strong, positive market reputations that ensure cus-
tomer loyalty, enable them to exploit an additional basis for competitive advantage, or result in 
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first-mover advantages that translate into superior firm performance. Such characteristics may 
well enable entrepreneurial firms to take advantage of the effects of learning and experience 
curves to improve their product, process or market strategies and achieve better organizational 
performance [81]. These entrepreneurial firms are willing to deviate from prior routines, strat-
egies, business models and operating environments to embrace new resource combinations 
that hold promise as potential enablers of innovation [78], such as exploitation of BI in firms.

In the case of technological organizations, various current studies indicate a positive relation-
ship between CE and organizational performance [5, 8, 9, 36, 37, 73, 82, 83]. These studies show 
that entrepreneurship aims to stimulate the emergence of productive entrepreneurial undertak-
ings. Research also demonstrates that positive economic performance in high-tech or ICT com-
panies depends on innovative entrepreneurship capital. Alternately, companies may license 
use of their technology to other companies in the industry to create new business and enhance 
their revenue and profits [69]. Since these technological opportunities in an industry are posi-
tively associated with increased CE, we can expect a positive relationship between CE and per-
formance in terms of profitability and growth, enabling proposal of the following hypothesis:

P7. CE encourages organizational performance.

3. Methodology

The methodology followed to perform this study is called grounded theory. It attempts to 
discover theories, concepts, hypotheses and propositions by starting directly from data rather 
from a priori assumptions drawn from other research [84]. Since grounded theory has been 
primarily theoretical, we performed an exhaustive search for articles specifically on BI in the 
field of telecommunications engineering of intelligent systems and related these studies to 
articles in the field of business management.

Figure 3. Proposed model. Source: Developed by the authors.
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These TCs permit exploitation of technological opportunities for development of CE and gen-
eration of innovative competitive advantage in the firm [37, 61, 63].

In firms’ focus on BI, industrial application of technology requires new capabilities in process 
technologies [64], which can compensate for average or potentially below-average techno-
logical know-how when firms seek to innovate technologically. Integration of business appli-
cations is thus a serious matter, as it integrates the levels of the firm’s information system 
[2]. That is, TC enables the firm to integrate technological knowledge within and across its 
boundaries, an important determinant of heterogeneous competency [65]. It also encourages 
innovation capability [66] and CE [21, 37, 67].

Technological innovation systems thus increase the firm’s TC, since they provide innovative 
ways to speed up the problem-solving process, with key elements such as technological infra-
structure or TC [68] and CE [37].

Findings also show that TC including capabilities for exploring or exploiting technological 
opportunities, core technology capability, and autonomy of R&D decisions are particularly 
important to the firm’s innovation capability in highly competitive industries, where techno-
logical knowledge is extremely important and BI application is becoming inherent [69, 70].

Given the current environmental dynamicity and uncertainty, firms with higher levels of 
information processing, communication and knowledge transfer are more likely to develop 
CE as an innovative way of doing, as these processes will result in more successful technologi-
cal innovation than firms in these environments with lower levels of cooperative resources 
[65, 71]. All in all, we propose that:

P6. TC encourage CE.

2.5. Influence of innovative entrepreneurship on organizational performance

Numerous studies identify a positive relationship between innovative entrepreneurial activ-
ity and territorial growth [72–74].

CE is a strategic variable in successful organizations [5, 75, 76], and it is positively related 
to the firm’s growth and profitability [21, 77]. Organizations that engage in entrepreneurial 
activities achieve higher levels of growth and profitability than organizations that do not [75].

As a result, firms that exhibit CE are typically viewed as dynamic, flexible entities preparing 
or prepared to take advantage of new business opportunities when they arise [63, 78].

Nowadays, firms that exploit BI as a way of achieving better market positions have a strong 
incentive to be first innovators when the first-mover advantage is significant [11, 14, 32, 79]. 
Once an innovation is made, the entrepreneur must bring the innovation to the market in the 
shortest possible time, as the innovator’s position of monopoly might otherwise be quickly 
eroded by imitators or superior innovations [80].

Innovative companies frequently develop strong, positive market reputations that ensure cus-
tomer loyalty, enable them to exploit an additional basis for competitive advantage, or result in 
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first-mover advantages that translate into superior firm performance. Such characteristics may 
well enable entrepreneurial firms to take advantage of the effects of learning and experience 
curves to improve their product, process or market strategies and achieve better organizational 
performance [81]. These entrepreneurial firms are willing to deviate from prior routines, strat-
egies, business models and operating environments to embrace new resource combinations 
that hold promise as potential enablers of innovation [78], such as exploitation of BI in firms.

In the case of technological organizations, various current studies indicate a positive relation-
ship between CE and organizational performance [5, 8, 9, 36, 37, 73, 82, 83]. These studies show 
that entrepreneurship aims to stimulate the emergence of productive entrepreneurial undertak-
ings. Research also demonstrates that positive economic performance in high-tech or ICT com-
panies depends on innovative entrepreneurship capital. Alternately, companies may license 
use of their technology to other companies in the industry to create new business and enhance 
their revenue and profits [69]. Since these technological opportunities in an industry are posi-
tively associated with increased CE, we can expect a positive relationship between CE and per-
formance in terms of profitability and growth, enabling proposal of the following hypothesis:

P7. CE encourages organizational performance.

3. Methodology

The methodology followed to perform this study is called grounded theory. It attempts to 
discover theories, concepts, hypotheses and propositions by starting directly from data rather 
from a priori assumptions drawn from other research [84]. Since grounded theory has been 
primarily theoretical, we performed an exhaustive search for articles specifically on BI in the 
field of telecommunications engineering of intelligent systems and related these studies to 
articles in the field of business management.

Figure 3. Proposed model. Source: Developed by the authors.
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Further, due to the newness and minimal development of the topic, in addition to scholarly 
articles, we consulted numerous webpages to gather information on the new types of design 
firms are currently applying.

After reading and studying this information, we formulated a series of propositions that relate 
BI to each of the management concepts explained above (organizational learning, knowledge 
management and technological capabilities of the firm’s employees and top managers). We 
will attempt to contrast these propositions empirically with theoretical development in this 
study to obtain results of interest for the scholarly community.

Figure 3 represents the proposed model.

4. Results and conclusions

4.1. Results

We have achieved the study’s initial goals. First, we were able to distinguish between arti-
ficial intelligence and BI, while observing that artificial intelligence is one of the main com-
ponents of BI.

The second goal was to provide a series of tools (CMI, DSS and data mining) to develop 
BI. These tools were explained in the course of the study and are indirectly related to greater 
business development.

Finally, the third goal was to propose a series of propositions to improve business perfor-
mance with the aid of BI. To do this, we demonstrated a series of relationships between BI 
and numerous specific components of business development which, when performed well, 
can lead to the firm’s success.

To fulfill this goal and observe these relationships, it is worth stressing that:

The help of BI in the firm’s knowledge management and organizational learning makes infor-
mation more accurate and useful, improving business efficiency and thus business results (P1 
and P2).

On the other hand, the firm’s aptitudes, such as technological capabilities, are fostered by 
introducing BI in the firm. Aspects of the firm are changing every day, requiring the organi-
zation to adapt, and it will adapt correctly when it has sufficiently developed technological 
capabilities (P3).

The business structure assumes that using BI will be more effective for the businessperson 
and easier to install in the firm. We have thus developed other hypotheses that connect BI 
to business performance through the development of CE as an innovative form of entre-
preneurship. CE has been encouraged, firstly, indirectly by BI through effective knowledge 
management within the firm or by managing the web application needed (P4); secondly, 
through development of organizational learning processes within the firm or technological 
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integration of BI (P5); and thirdly, by strengthening TC among the firm’s stakeholders (P6). 
Finally, innovative CE has been shown to increase or improve organizational performance 
in the firm (P7).

4.2. Conclusions

In dynamic environments, dynamic capabilities rest less on existing knowledge than on faster 
new knowledge creation through learning [85]. Firms should stimulate the development of 
opportunities that combine inventions generated internally and externally through efficient 
knowledge transfer and protection of intellectual property, and improved protection against 
imitation by rivals [86]. “Firms innovate through a continuous learning process by which they 
generate new knowledge” ([24], p. 3).

BI thus attempts to use the information traffic achieved with firms’ current technologi-
cal integration to achieve interoperability and organization of the flow of information 
between applications. This means that BI seeks to enable communication not only among 
the firm’s different applications but also with other stakeholders that may form part of the 
business system.

This study thus proposes that BI influences company performance directly and indirectly: 
directly because it permits innovative development of entrepreneurship dependent on task 
interdependence in the organization, and indirectly through effective knowledge manage-
ment, efficient organizational learning processes, and increased technological capabilities in 
the firm. All of these improvements materialize in data, business processes and applications, 
which are in turn innovative forms of entrepreneurship.

If we understand that entrepreneurial activity involves innovation [72, 87], entrepreneurs 
become critical to the innovation process, and entrepreneurial capability is a key element in 
knowledge transfer during the commercialization process. Such innovative corporate entre-
preneurship enhances the potential for achieving excellent performance.

4.3. Implications

This study has the three main implications:

Only after firm personnel develop technological capabilities through BI will firms achieve 
trustworthy and efficient use of the information within the company. Furthermore, doing 
work on time, without mistakes and more effectively enables firms to achieve higher entre-
preneurial activity.

The information analysis performed provides not only easy visualization of data within the 
firm, but also rapid decision-making for managers supported by well-developed CE.

Such excellent decision-making—achieved by the impact of BI on CE through organizational 
learning processes, effective knowledge management and strengthening of technological 
competencies—increases the company’s organizational performance and changes its current 
organizational design.
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cal integration to achieve interoperability and organization of the flow of information 
between applications. This means that BI seeks to enable communication not only among 
the firm’s different applications but also with other stakeholders that may form part of the 
business system.

This study thus proposes that BI influences company performance directly and indirectly: 
directly because it permits innovative development of entrepreneurship dependent on task 
interdependence in the organization, and indirectly through effective knowledge manage-
ment, efficient organizational learning processes, and increased technological capabilities in 
the firm. All of these improvements materialize in data, business processes and applications, 
which are in turn innovative forms of entrepreneurship.

If we understand that entrepreneurial activity involves innovation [72, 87], entrepreneurs 
become critical to the innovation process, and entrepreneurial capability is a key element in 
knowledge transfer during the commercialization process. Such innovative corporate entre-
preneurship enhances the potential for achieving excellent performance.

4.3. Implications

This study has the three main implications:

Only after firm personnel develop technological capabilities through BI will firms achieve 
trustworthy and efficient use of the information within the company. Furthermore, doing 
work on time, without mistakes and more effectively enables firms to achieve higher entre-
preneurial activity.

The information analysis performed provides not only easy visualization of data within the 
firm, but also rapid decision-making for managers supported by well-developed CE.

Such excellent decision-making—achieved by the impact of BI on CE through organizational 
learning processes, effective knowledge management and strengthening of technological 
competencies—increases the company’s organizational performance and changes its current 
organizational design.
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Finally, BI and the different propositions that emerge from this process develop as firms con-
tinually discover business models, modifying the firm’s current organizational design. For 
instance, dosdoce.com [88] presents some innovative business models that integrate BI: (a) 
micropayments or fractioned content, “carrier billing” in which the customer makes purchases 
through the Smartphone, charging the expense to the phone bill; (b) Streaming/Pay per View in 
the hotel sector ByHours; (c) subscription to journals or newspapers; (d) Freemium-Premium, 
Spotify; (e) Open Access, Wikipedia or Open Access articles; (f) P2P (“peer to peer”) People’s 
University, which undertakes to provide a series of online academic content free, charging 
only for registration; (g) MOOCs or Massive Open Online Courses, free online courses, and other 
courses available for a set price; (h) Bundles, or inseparable products, such as the Microsoft 
Office package; (i) Crowdfunding, or financing a business idea from an investor or collabora-
tor like kickstarter or indiegogo; (j) cocreation, Lego Cuusoo, where the customer creates a LEGO 
product which, with sufficient support and compliance with the requirements imposed by 
the company, could be produced as an official LEGO product; (k) gamification, which enables 
one to find and evaluate game-based solutions to develop behavior in nonludic situations; (l) 
Direct sale, whether B2C or B2B models; and (n) Self-publication, as with Amazon Kindle Direct 
Publishing, where authors can publish free and keep copyright of their books.

4.4. Limitations

In addition to the problems posed by applying BI in firms (the high investment involved in 
introducing BI in the firm and the fact that employees are not accustomed to using the tool), 
it is important to mention another limitation of this study:

To study this topic, we used a grounded theory focus, for which we will attempt to achieve 
empirical results.

4.5. Future lines of research

Studies such as Gartner [89] study the business results of organizations that use BI and data 
analysis and conclude that these trends will evolve more in the coming years. More research 
on these topics is thus advisable. It is also quite likely that the concept of BI will even fuse 
with the Internet of Things, since BI must increasingly analyze a quantity of data about which 
the firm will have to obtain the necessary information and which, as we have seen, is of vital 
importance for the firm’s organization.

In conclusion, future development of this research could perform case studies of the applica-
tion of BI in the firm, as in the case of Google, or demonstrate the propositions statistically and 
thus perform an empirical study to confirm the hypotheses.
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Abstract

Considering the socio-economic reality of Brazil and from the relevance of the issues
related to entrepreneurship and organizational innovation in the country, the impor-
tance of sustainability for the organizations could become a solution for the integration
of entrepreneurship with innovation. The objective of this research is to highlight the
relevance of sustainability for organizations as a way to trigger the integration of entre-
preneurship toward innovation in the Brazilian context. Various exploratory and
descriptive researches on the dynamics of entrepreneurship, innovation and sustainabil-
ity in the main organizations of the Serra Gaúcha (RS), Brazil were carried out through
the Multidisciplinary Research Group on Innovation and Competitiveness, in partner-
ship with a research Nucleus on Innovation, Entrepreneurship and Sustainability. The
main results indicate that the key sectors of this Brazilian regional economy present less
“innovation intensity,” which are mainly characterized by internal organizational activ-
ities of innovation, preventing them to become “regional systems of innovation,” and
which presupposes the lack of sustainability. Those limitations can be characterized as
“innovation ghettos.” In that logic, the researchers have also demonstrated the presence of
“ghettos of sustainability, ghettos of innovation, and therefore, ghettos of sustainability
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and innovation” in the sectors of this Brazilian regional economy, but in differentiated and
restricted perspectives

Keywords: entrepreneurship, sustainability, innovation, Brazilian organizations, sectors,
economy, research academic, research group

1. Introduction

In the late 19th century in Brazil, the industrial development began encouraging the entrepre-
neurial character of the nation. In more than 100 years, the Brazilian industries have covered
most of the regions of their country and have developed various areas of the civil society. But
today, it is not possible to approximate and explain the role of entrepreneurship toward the
practice of innovation, since many entrepreneurs still come to the market with similar ideas,
creating some wealth, despite most of them are still not innovating [1]. However, Drucker [2]
has suggested that innovation is directly related to the economic or social potential of entre-
preneurship change, which consists in creating and using new products, processes, organiza-
tions or production systems. It represents the key to competitiveness and knowledge
development [3], but it still occurs in very few Brazilian organizations [1].

In [4], Brazil is ranked in the 69th position among 128 countries, behind the economies of Panama,
Colombia, Mongolia, South Africa and others. The Global Innovation Index assists in adapting
policies for long-termdevelopment to increaseproductivity andgenerate employment.According
to Ref. [4], the growth forecasts for 2016 were not optimistic as well as the economic recovery
slowed down even in high-income countries like the United States, Japan and some European
countries. At the same time, low- and middle-income countries face lower growth expectations
than they were 2 years ago. Africa, Latin America and the Caribbean have reduced their growth
rates to levels considered modest by the report, and for Brazil, this impact was mainly felt by the
fall in commodity prices, which increases the economic fragility of the country. In this scenario,
innovation is distant, since there is nowealth for investment in research and development [4]. The
Central Bank of Brazil reports that, since 1980, the country has followed a sinusoidal trajectory
with its economic growth (Figure 1), considering that the past 3 years arewith negative results.

This reality has become a fact, since this country of Latin America has not evolved beyond its
GDP, demonstrating that Brazilian organizations do not invest in innovation. It is important to
note that Brazilian companies, research institutions and government are making an effort to
keep on their agenda the generation of innovation. However, at a moment where Brazil has
entered in a period of economic turbulence, it has become necessary for the country to over-
come the short-term constraints and to stick to the commitments that generate results with
innovation. An interaction and a stronger cooperation within Latin America could perhaps
contribute to the recovery of the economy and consequently reach a higher level of innovations
in the country [4]. An Innovation Survey (PINTEC) highlights that for the period of 2012–2014,
Brazil had 132,529 innovation intense companies (industry and services). Those companies
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seek competitiveness and an improvement in financial performance, suffering a constant
pressure on normative issues and legal impositions [6]. Still facing economic, social, political
and environmental problems, the Brazilian industry has been declining nowadays. According
to data released by the Brazilian Institute of Geography and Statistics (IBGE) in February 2017,
the Brazilian industrial production fell by 6.6% in 2016 compared to 2015. In this context, the
effort of companies to invest and generate innovations stayed at a minimum level of invest-
ment, due to the lack of both sustainability and expansion in productive capacity.

So, in a Brazilian context, what would be the link between a centenary background of entre-
preneurship activity and an almost inexistent rate of consistent innovation intensity?

The investigation of the dynamics between the entrepreneurial reality, sustainability and
innovations in the leading organizations of Serra Gaúcha (RS), Brazil constitutes the main
mandate of the Multidisciplinary Research Group in Innovation and Competitiveness [7], in
partnership with the Nucleus of Innovation, Entrepreneurship and Sustainability [8]. Both
Groups are associated to the MSc and Doctorate Programs in Administration of the University
of Caxias do Sul (RS), Brazil, and focus on the development of new research paths based on
integration and interdisciplinary. One of their objectives is to develop new evaluation tools on
the potential of Brazilian companies to allow a better recognition of business realities in terms
of entrepreneurial development, sustainability and innovation in organizations.

As introduced by Schumpeter in 1934, the concept of entrepreneurship is considered as the
main generator of companies’ competitiveness as well as a guarantor for their development
[9]. It constitutes the elements for the local leading organizations to generate the development

Figure 1. Brazil’s economic growth (1980–2014). Source: [5].
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development [3], but it still occurs in very few Brazilian organizations [1].
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to Ref. [4], the growth forecasts for 2016 were not optimistic as well as the economic recovery
slowed down even in high-income countries like the United States, Japan and some European
countries. At the same time, low- and middle-income countries face lower growth expectations
than they were 2 years ago. Africa, Latin America and the Caribbean have reduced their growth
rates to levels considered modest by the report, and for Brazil, this impact was mainly felt by the
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innovation is distant, since there is nowealth for investment in research and development [4]. The
Central Bank of Brazil reports that, since 1980, the country has followed a sinusoidal trajectory
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This reality has become a fact, since this country of Latin America has not evolved beyond its
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entered in a period of economic turbulence, it has become necessary for the country to over-
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seek competitiveness and an improvement in financial performance, suffering a constant
pressure on normative issues and legal impositions [6]. Still facing economic, social, political
and environmental problems, the Brazilian industry has been declining nowadays. According
to data released by the Brazilian Institute of Geography and Statistics (IBGE) in February 2017,
the Brazilian industrial production fell by 6.6% in 2016 compared to 2015. In this context, the
effort of companies to invest and generate innovations stayed at a minimum level of invest-
ment, due to the lack of both sustainability and expansion in productive capacity.

So, in a Brazilian context, what would be the link between a centenary background of entre-
preneurship activity and an almost inexistent rate of consistent innovation intensity?

The investigation of the dynamics between the entrepreneurial reality, sustainability and
innovations in the leading organizations of Serra Gaúcha (RS), Brazil constitutes the main
mandate of the Multidisciplinary Research Group in Innovation and Competitiveness [7], in
partnership with the Nucleus of Innovation, Entrepreneurship and Sustainability [8]. Both
Groups are associated to the MSc and Doctorate Programs in Administration of the University
of Caxias do Sul (RS), Brazil, and focus on the development of new research paths based on
integration and interdisciplinary. One of their objectives is to develop new evaluation tools on
the potential of Brazilian companies to allow a better recognition of business realities in terms
of entrepreneurial development, sustainability and innovation in organizations.

As introduced by Schumpeter in 1934, the concept of entrepreneurship is considered as the
main generator of companies’ competitiveness as well as a guarantor for their development
[9]. It constitutes the elements for the local leading organizations to generate the development

Figure 1. Brazil’s economic growth (1980–2014). Source: [5].
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of a region and to improve the quality of life of a community [10]. In that perspective, the
Brazilian entrepreneurs know how to take advantage of the opportunities of the local business
dynamic, by improving their organizational characteristics that allow their development and
competitiveness. However, data on the issues of entrepreneurship and innovation develop-
ment in Brazil are contradictory, and no scientific link has yet been scientifically established [1].
However, the importance of innovation for business growth and the economic development of
the regions is already recognized in the literature and is of common interest to all actors in a
society of organizations [11, 12]. Porter [13], in his book “The Competitive Advantage of
Nations,” examines why some nations achieve success in international competition and others
fail. The author reports that business success is based on its economic environment, the
relevance of its government policies and the presence and efficiency of its support institutions.
In this context, innovations have assumed a fundamental role in all the advanced economies of
the world and are considered as essential for the growth and the development of a nation.
However, since it is not possible to directly insert the practice of innovation into entrepreneur-
ship and, since the Brazilian entrepreneurs do undertake action and also create wealth despite
of not innovating [1]; why cannot we directly link entrepreneurship to innovation in most of
the Brazilian economy?

A prosperous path to economic growth starts by enhancing the existing entrepreneurial poten-
tial in a country through support mechanisms that allow the economic development of the
organizations [13]. The search for innovation is to ensure, if not enlarge, a market share of a
company and to trigger impacts beyond the simple economic sphere. In this sense, and
according to Lundvall [14], the innovation is the key to development and constitutes the
economic and social advance of a region or a nation. Thus, the literature demonstrates that
innovation can strongly contribute to the socio-economic development of a region, but does
not guarantee its specific sustainable development [1]. In a strategic perspective, it is necessary
for an organization to generate innovations as a part of its growth strategy, since it represents a
basic standard for sustainable and innovative behavior toward its own development [15].
Through such dilemma, how to link the entrepreneurial effort to success in innovation? In that
context, the results generated by sustainability could lead to a new and different level of
innovation that generates organizational competitiveness and stability. Consequently, both
sustainability and innovation can become critical to ensuring the competitiveness of organiza-
tions in the global context [16].

Concerns about sustainability and innovation are shown to managers as a new business
strategy, since it provides a competitive differential, attracting the most demanding and fre-
quent segments of society [17]. In order to ensure a “posture for innovation,” a society of
organizations [18] seeks to implement mechanisms of sustainable management, involving the
commitment of the actors themselves, aligned with a corporate strategy [19]. In such scenario,
a logic emerges between entrepreneurship and the actions focused on change and innovation
[16, 20]. Any innovative management strategies implemented in a leading organization envi-
sion a sustainable endogenous action. It then confirms their activities and actions toward a
sustainable growth, which generates a variety of direct and indirect impacts within and
outside the organization, and ranging from the consumers and employees to the regional
community [21, 22].
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Nevertheless, such action is limited to the organization’s own environment and does not grow
in a socio-economic context. The Brazilian organizations innovate in isolation with no perspec-
tive of open diffusion [23, 24]. Who innovates does not divulge. Whoever undertakes imitates
but does not innovate. Considering the socio-economic reality of Brazil and from the relevance
of the issues related to entrepreneurship and organizational innovation in the country, the
importance of sustainability for the organizations could become a solution for the integration
of entrepreneurship with innovation. Such is our premise.

2. Theory

2.1. Entrepreneurship

There is an extensive theoretical basis produced on the economic approach to entrepreneur-
ship, and the foundations are related to the various schools of economic thought, such as the
works of Schumpeter, Kirzner and Knight. According to Schumpeter [9], the entrepreneur is
the one who destroys the existing economic order by introducing new products and services,
by creating new forms of organizations or by exploiting new resources and materials.
According to the economist, the entrepreneur is considered as an engine of the economic
system who perceives the essence of entrepreneurship in the use of new business opportunities
and by associating this concept with innovation [25]. Such a view leads to a trend toward
economic growth and a value system peculiar to it, by creating an environment for product
consumption, profit, competitiveness and organizational development [26].

The work of the economists has demonstrated a tendency to concentrate on issues such as
wealth, commerce and social welfare. However, some authors like McClelland [27], Stevenson
and Gumpert [28] and Gartner [29] introduced new perspectives of study on entrepreneurship.
McClelland [27] postulates that the psychological approach considers that the entrepreneur
has specific characteristics and behavior. Stevenson and Gumpert [28] believe that entrepre-
neurship research should focus on what the entrepreneur does and not on what he is, since the
entrepreneurial process can be considered as a set of behaviors that the entrepreneur develops.
Gartner [29] postulates that an entrepreneurial organization may be driven by the perception
of the opportunities and the oriented actions, where the actions of the entrepreneur must be
the starting point for theorizing about entrepreneurship.

The social approach to entrepreneurship proposes different levels of analysis that are above the
individual entrepreneur. It looks into the interpersonal network, the organizational structure,
the population, as well as the institutional environment [30]. Thus, such approach aggregates
the traditional focus given to financial and market conditions, by introducing the issue of socio-
economic sustainability. Pirich et al. [31] postulate that to encounter innovation actions in
conjunction with an entrepreneurship reality, three key elements must be met: (1) the economic
antecedents and an incentive of open business behavior; (2) a sophistication and efficiency in
spreading knowledge generation and (3) an adequate capacity of the organizations, their
employees and the individuals in general. Therefore, since researches tend to explain and define
the “entrepreneur” by using axioms from different disciplines [27], the field of entrepreneurship

Entrepreneurship and Sustainability as Key Elements for Innovation: A Brazilian Dilemma
http://dx.doi.org/10.5772/intechopen.70771

137



of a region and to improve the quality of life of a community [10]. In that perspective, the
Brazilian entrepreneurs know how to take advantage of the opportunities of the local business
dynamic, by improving their organizational characteristics that allow their development and
competitiveness. However, data on the issues of entrepreneurship and innovation develop-
ment in Brazil are contradictory, and no scientific link has yet been scientifically established [1].
However, the importance of innovation for business growth and the economic development of
the regions is already recognized in the literature and is of common interest to all actors in a
society of organizations [11, 12]. Porter [13], in his book “The Competitive Advantage of
Nations,” examines why some nations achieve success in international competition and others
fail. The author reports that business success is based on its economic environment, the
relevance of its government policies and the presence and efficiency of its support institutions.
In this context, innovations have assumed a fundamental role in all the advanced economies of
the world and are considered as essential for the growth and the development of a nation.
However, since it is not possible to directly insert the practice of innovation into entrepreneur-
ship and, since the Brazilian entrepreneurs do undertake action and also create wealth despite
of not innovating [1]; why cannot we directly link entrepreneurship to innovation in most of
the Brazilian economy?

A prosperous path to economic growth starts by enhancing the existing entrepreneurial poten-
tial in a country through support mechanisms that allow the economic development of the
organizations [13]. The search for innovation is to ensure, if not enlarge, a market share of a
company and to trigger impacts beyond the simple economic sphere. In this sense, and
according to Lundvall [14], the innovation is the key to development and constitutes the
economic and social advance of a region or a nation. Thus, the literature demonstrates that
innovation can strongly contribute to the socio-economic development of a region, but does
not guarantee its specific sustainable development [1]. In a strategic perspective, it is necessary
for an organization to generate innovations as a part of its growth strategy, since it represents a
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Through such dilemma, how to link the entrepreneurial effort to success in innovation? In that
context, the results generated by sustainability could lead to a new and different level of
innovation that generates organizational competitiveness and stability. Consequently, both
sustainability and innovation can become critical to ensuring the competitiveness of organiza-
tions in the global context [16].

Concerns about sustainability and innovation are shown to managers as a new business
strategy, since it provides a competitive differential, attracting the most demanding and fre-
quent segments of society [17]. In order to ensure a “posture for innovation,” a society of
organizations [18] seeks to implement mechanisms of sustainable management, involving the
commitment of the actors themselves, aligned with a corporate strategy [19]. In such scenario,
a logic emerges between entrepreneurship and the actions focused on change and innovation
[16, 20]. Any innovative management strategies implemented in a leading organization envi-
sion a sustainable endogenous action. It then confirms their activities and actions toward a
sustainable growth, which generates a variety of direct and indirect impacts within and
outside the organization, and ranging from the consumers and employees to the regional
community [21, 22].
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of the issues related to entrepreneurship and organizational innovation in the country, the
importance of sustainability for the organizations could become a solution for the integration
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2. Theory
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There is an extensive theoretical basis produced on the economic approach to entrepreneur-
ship, and the foundations are related to the various schools of economic thought, such as the
works of Schumpeter, Kirzner and Knight. According to Schumpeter [9], the entrepreneur is
the one who destroys the existing economic order by introducing new products and services,
by creating new forms of organizations or by exploiting new resources and materials.
According to the economist, the entrepreneur is considered as an engine of the economic
system who perceives the essence of entrepreneurship in the use of new business opportunities
and by associating this concept with innovation [25]. Such a view leads to a trend toward
economic growth and a value system peculiar to it, by creating an environment for product
consumption, profit, competitiveness and organizational development [26].

The work of the economists has demonstrated a tendency to concentrate on issues such as
wealth, commerce and social welfare. However, some authors like McClelland [27], Stevenson
and Gumpert [28] and Gartner [29] introduced new perspectives of study on entrepreneurship.
McClelland [27] postulates that the psychological approach considers that the entrepreneur
has specific characteristics and behavior. Stevenson and Gumpert [28] believe that entrepre-
neurship research should focus on what the entrepreneur does and not on what he is, since the
entrepreneurial process can be considered as a set of behaviors that the entrepreneur develops.
Gartner [29] postulates that an entrepreneurial organization may be driven by the perception
of the opportunities and the oriented actions, where the actions of the entrepreneur must be
the starting point for theorizing about entrepreneurship.

The social approach to entrepreneurship proposes different levels of analysis that are above the
individual entrepreneur. It looks into the interpersonal network, the organizational structure,
the population, as well as the institutional environment [30]. Thus, such approach aggregates
the traditional focus given to financial and market conditions, by introducing the issue of socio-
economic sustainability. Pirich et al. [31] postulate that to encounter innovation actions in
conjunction with an entrepreneurship reality, three key elements must be met: (1) the economic
antecedents and an incentive of open business behavior; (2) a sophistication and efficiency in
spreading knowledge generation and (3) an adequate capacity of the organizations, their
employees and the individuals in general. Therefore, since researches tend to explain and define
the “entrepreneur” by using axioms from different disciplines [27], the field of entrepreneurship
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can be studied through economic, psychological, social and organizational theories [29, 32, 33].
Consequently, the entrepreneurial perspectives of research include the study of the socio-
economic forces that interfere in a regional economic development perspective, through certain
axioms coming from the field of psychology, social sciences and organizational studies.

2.2. Sustainability

On one hand, a globalized and competitive market demands an increasingly strategic position,
where companies are induced to establish defined strategies to maintain competitive advan-
tage. On the other hand, consumers are pressing for quality, safety and different new products.
In order to meet the pressures set by the consumers and the business world, companies are
starting to pay attention to sustainability as a solution for growth. The role of the organizations
in the development is an upward movement in an entire social system. It is characterized not
only by endogenous economic and non-economic factors but also by induced and
implemented exogenous elements, such as government policies and laws [34]. The idea of
development is multidimensional and involves the economic, environmental, cultural, social
and political dimensions [35, 36].

The concept of sustainability related to the use of available resources, whether natural, capital
or human, has a process of historical construction that has resulted in indicators used by the
various nations. In Brazil, “sustainable development” indicators are part of a series of interna-
tional efforts to achieve the ideas and the principles formulated at the United Nations Confer-
ence on Environment and Development (UNCED), held in Rio de Janeiro in 1992 [37]. The
publication of “Indicators of Sustainable Development – Brazil 2015,” from IBGE, brings data
on the Brazilian reality through environmental, social, economic and institutional perspectives
[37]. In this context, the economic effects are relatively easy to predict due to the important
amount of developed instruments, but the social and environmental effects are more difficult to
assess in advance because they involve many more variables, uncertainties and interactions.
According to Schot and Geels [38], sustainable development requires the combination of tech-
nical and social changes, since they are deeply related. Therefore, the authors raise the necessity
to transform the conventional understanding on sustainability, by incorporating new axioms of
study that may facilitate the understanding on sustainability and its implications [39].

2.3. Economic dimension

More recently, the concept of economic sustainability has appeared in the development of
growth models. Until the 1970s, economic analyses only included the axioms of monetary flow
and economic growth and relegating the limits of the natural environment to the background
[40]. In 1971, Georgescu-Roegen [41] presented the idea that the economy must consider the
law of entropy in the process of growth, given the fact that the expansion of the countries
occurs by increasing the use of energy. Martine [42] analyzes the effects of energy consumption
per capita, per country and relates it to the growth in population. The study concludes that the
production and the consumption patterns of industrial economies continue to have a greater
participation in their quality of life compared to the demographic growth of the developing
countries. According to [43], one of the greatest challenges the world will face in this new
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millennium will be to make the organizations protective and improve the quality of the
environment. The author postulates on the necessity to establish performance standards based
on a judicious use of economic instruments and harmonious framework regulatory policies,
since the organizations that will take the lead on the environmental issue will have to cover
high risks to get significant competitive advantages in the market.

Today, the Brazilian economy experiences an internal crisis of frightening socio-economic size.
The International Monetary Fund has presented negative economic data for the last 18 months
and foresees a downturn for the entire South American continent. IMF [44] reported that “[…
as the global recovery continues to struggle to gain its footing, growth in Latin America and
the Caribbean has been marked down further and is likely to contract for the second consecu-
tive year in 2016].” A further deterioration of the situation in Brazil could lead to a reduction in
the demand for exports between trading partners in the region and an increase in the percep-
tion of risk, which could create more difficulties for the leading companies and become more
vulnerable in an already fragile global market [44]. According to data from such survey, Brazil
has shown the third worst growth performance projection in Latin America for 2015, 2016 and
2017, after Ecuador and Venezuela. Nevertheless, the situation is expected to improve in 2017,
considering the proposed changes and measures by the Brazilian Government to boost fiscal
sustainability, as well as the measures taken to liberalize and open the economy in order to
significantly enhance the country’s competitiveness. IMF [44] also mentioned that growth in
Latin America and the Caribbean is expected to remain below historical trends for a near
future. In that context, it becomes relevant to rethink the dimensions of study about the
companies, their economic performance and their real capacity to innovate.

2.4. Environmental dimension

In the literature, the debates about the environmental dimension of sustainability mainly
consider the aspects that touch on the renewable natural resources, the impacts caused in the
environment and the environmental actions used by the organizations [6, 45, 46]. For many
years, the environmental issue has been understood as something that was not part of the
organizational context. Companies were seen as economic institutions that were concerned
with resolving economic problems (what they produce, how to produce and to whom to
produce for). The environmental problems were perceived as outside threats to corporate
profitability and established business practices. By the mid-1990s, a new phase of integration
of environmental issues began to be implemented in the organizations. It proposes (1) the
progressive introduction of a sustainability perspective; (2) the proliferation of collective
engagements; (3) a greater interaction between the public and private spheres and (4) a greater
involvement of the organized civil society. This scenario postulates that companies begin to
focus their activities and actions toward sustainable development. The premise is that every-
thing that is done inside an organization generates a variety of direct and indirect impacts
inside and outside of its core competence, affecting consumers, community collaborators and
the environment [22].

Given the evolution of society toward an environmental conscience, the organizations started
to adopt a different posture than the original one aimed at achieving a maximum profit [43].
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years, the environmental issue has been understood as something that was not part of the
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with resolving economic problems (what they produce, how to produce and to whom to
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of environmental issues began to be implemented in the organizations. It proposes (1) the
progressive introduction of a sustainability perspective; (2) the proliferation of collective
engagements; (3) a greater interaction between the public and private spheres and (4) a greater
involvement of the organized civil society. This scenario postulates that companies begin to
focus their activities and actions toward sustainable development. The premise is that every-
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Thus, since it was essential for the organizations to not only maintain the role of producers of
goods and services but also to become responsible for the environment in which they are
inserted [47], new managerial tools and the adaptation of the existing management systems
were developed to give a more effective approach to the problem. From that moment, the
environmental issue became strategic within the organizations [48]. According to Fisher [47],
the concept of environmental responsibility as an organizational strategic vector has recently
gained ground. The author postulates that the companies start to realize that the respect for the
environment and the valorization of man are among the main factors that directly reflect their
success as a way to gain competitive advantage in the market. The environmental dimension
emerges as a viable alternative, allowing economistic objectives to be maintained and incorpo-
rating environmental issues into the economic model of development [48]. Accordingly, the
environmental dimension can become a new business strategy, as it provides a competitive
edge and attracts the most demanding and environmentally conscious segments of society.

2.5. Social dimension

The social sustainability dimension, historically referred to as “social responsibility,” emerged
as a way for the wealthiest to help the most in need [49]. The idea to let the organizations re-
route some profit to “invest” in social development projects began to win support after World
War II. It represented a new and stronger concept of the society of the organizations and it was
socially making sense [18]. According to Melo Neto and Froes [50], social responsibility is a
collective action aimed at fostering civility. The author postulates that social responsibility
focuses on the “civic duty” of the organizations, which requires management, periodicity and
systematization [47]. Considered as the “Father of Social Responsibility,” Bowen [51], in his
book “Social Responsibilities of the Businessman,” initiated the modern era of the literature on
social responsibility [52, 53].

A global movement of non-governmental organizations (NGOs) in search of values such as
ethics, solidarity and trust has generated interest among various actors like the civil society,
governments, investors, financiers, insurance companies, consumers and the media [54]. The
diffusion of the concept of social responsibility in the organizations has occurred with greater
scope with the creation of entities that disseminate and support companies in their actions of
social responsibility. Generating profits for shareholders is no longer the sole concern of
companies. Environmental, social, legal and ethical concerns have penetrated the strategic core
of the companies, which have undergone a transition period in their way to re-think their
strategies and their mission [55]. Any socially responsible company implements ethical prac-
tices with its established relationships, including the shareholders, clients, employees, sup-
pliers or with the whole community. According to [56, p. 118], “[…a socially responsible
company is the one that can generate profit as well as be beneficial for society.].”

Social responsibility actions enable the organizations to stand out from their environment. In
addition, customers, suppliers, shareholders and stakeholders of the organization perceive
those actions as a competitive edge, which makes them stand out from other competitors [57].
When a company is socially responsible, it attracts consumers and increases sales potential,
generating greater profits for shareholders. Socio-economic sustainability is becoming a factor
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of differentiation in organizational management, being characterized as a business opportu-
nity [48]. According to [58], being socially responsible is one of the cornerstones of business
sustainability and must be considered as important as the concepts of quality, technology and
the capacity for innovation.

2.6. Innovation

The movement for sustainable development seems to be one of the most important social
movements of this century. There are many voluntary initiatives related to sustainable devel-
opment subscribed by the organizations. By committing themselves to sustainable develop-
ment, entrepreneurs must necessarily change their way of acting in order to achieve economic
sustainability and social sustainability, in a neoclassical perspective, in order to reduce their
negative social impacts arising from a purely economic perspective. This requires a newway of
looking at innovation, which leads to the idea of “innovation intensity” because of the imple-
mentation and the presence of sustainability [39].

Schumpeter [9] emphasizes the importance of innovations for the development of the economy
of a country. The author postulates that the innovations introduced by innovative entrepre-
neurs constitute the main stimulus for the generation of a new economic cycle. Consequently,
the innovation process is aimed at discovering, experimenting, developing, adopting new
products, new production processes and new organizational forms [59, 60]. According to
Drucker [2], innovation is the specific instrument of the entrepreneurial spirit. Dosi [60] postu-
lates that the innovation is the search, the discovery, the experimentation and the adoption of
new products, new processes and new organizational forms. Therefore, companies that want
to increase their competitiveness feel the need to invest in practices aimed at the systematic
development of new technologies, by seeking new ways to develop their activities, through the
creation of new products, services or processes [61, 62].

In principle, innovation can be characterized as a type of change that introduces new organi-
zational practices and they can be classified into four categories. The first one refers to prod-
ucts or services innovation, which represents the changes of a product or a service offered by
an organization. The second one refers to process innovation, which represents the changes in
the way products or services are created and distributed in an organization. The concept of
management of innovation refers to the adaptations in the underlying mental models that
shape the core competence of an organization. Finally, the concept of marketing innovation
(competitive position) represents the changes in the context that the products or services are
introduced in the market [12, 63]. Oslo Manual [64] introduces four main categories in its
model: product, process, marketing and organization. According to Gallouj [65], the classifica-
tion of Oslo Manual [64] brings the analysis of the restrictive definitions to the industrial sector,
in addition to focus on technology innovations. However, considering the sectoral scope
proposed and interpreted by Oslo Manual [64], innovations can occur in any sector of the
economy. The adoption of an innovation respects a process where the deciders act to use
innovation as the best available option. Rogers [23] points out the internal environment of the
organization as one of the determinants that can contribute to the success or the failure
of adopting a technology innovation. However, recent researches have linked social matters
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with the concept of innovation; denominated as social innovation. It poses its focus on the
structures, the objects and their effects, the initiative capacity of the individuals, the organiza-
tions, the communities and their social movements. Those researches allow a new discussion
about the process of innovation transfer and its role on the public policy institutions [57].

A sustainable, innovative organization “is not one that introduces novelty of any kind, but
novelties that addresses the multiple dimensions of sustainability on a systematic basis and
that reaches out positive results for society and the environment” [66, p. 105]. The current
sustainability phenomenon generates an increasing capacity to differentiate products and
services [24] and to aggregate the contexts of work and life environment [57]. Such differenti-
ation search passes through the process of innovation [2, 57, 60, 67, 68]. Consequently, it only
makes sense to postulate that entrepreneurs will begin to incorporate issue on sustainability
for strategy arguments because of societal pressure as an alternative to develop growth
through innovation. Based on this, it seems obvious to foresee a new perspective of research
that integrates the theories of entrepreneurship, sustainability and innovation.

3. Method

The objective of this research is to highlight the relevance of sustainability for organizations as
a way to trigger the integration of entrepreneurship toward innovation in the Brazilian context.
Various exploratory and descriptive researches on the dynamics of entrepreneurship, innova-
tion and sustainability in the main organizations of the Serra Gaúcha (RS), Brazil was carried
out through the Multidisciplinary Research Group on Innovation and Competitiveness [7], in
partnership with a research Nucleus on Innovation, Entrepreneurship and Sustainability [8].
Evidenced among the following concepts: entrepreneurship, sustainability and innovation, the
approach of this research was qualitative and the method used was documentary research
because it articulated subjects where the theoretical dimensions and bases are unknown [69].
That is, highlighted the relevance of sustainability for organizations as a way to make a
solution of integration to entrepreneurship for innovation in the Brazilian context exemplifying
one or more trends in the behavior of a given phenomenon.

In the first 12 years of activities of the research Group, 40 Master’s and Doctoral dissertations
were finalized, which offered a more concise and comprehensive look at the concepts of
entrepreneurship, sustainability and innovation. The Group developed national and interna-
tional academic and research activities, which have contributed to a clearer understanding of
those themes. The object of the studies mainly focuses on leading sectors of the Brazilian
economy, through the study of organizations situated in the southern region of Brazil. The
researches refer to 11 sectors of the Brazilian economy (Figure 2).

The studies include the sectors of health, the metal-mechanic industry, technology, education,
services, the furniture industry, the textile industry, the food and beverage industry (wine), the
transportation and the energy industries and the MSE sectors. Most of the researches had a
qualitative-exploratory character, with some key quantitative-descriptive ones. It generated
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the production of numerous articles in indexed journals and conferences and books chapters
from international publishers. In general, the recurrent research objectives focus on identify-
ing, describing and analyzing the dimensions of the entrepreneurial reality and the character-
istics of innovation and sustainability adopted by the leading organizations of the Serra
Gaúcha, Brazil.

The Group’s research activities were developed in three specific moments. The first period
refers to the research activities related to the themes of entrepreneurship and innovation. The
axiom of entrepreneurship was studied, based on Schumpeter’s [9] concept of innovation and
through three aspects: the profile, processes and systems, seen as reactive or proactive entre-
preneurial realities. The second period, from 2010, coincides with the integration of the PhD
course with the MSc program, where research on innovation has taken a different strand. In
addition to studying innovation as a proactive entrepreneurial dimension, the Group has been
researching innovation through its process, by integrating the causes and stages, indicators
and process models, and finally the study of innovation as a system. During the third period, a
concentration of internal innovations in the organizations, in a restricted scale, emerges from
the research results in several areas of economic activity, but without demonstrating a sustain-
able effect. This lack of sustained diffusion of innovations, coupled with a high degree of
entrepreneurial activity, has led to question the very essence of the concepts of entrepreneur-
ship and sustainability as structuring elements for the generation of innovation. Porter [13]
reports that business success is based on its economic environment, where innovation has
assumed a fundamental role in all the economies of the world and is considered essential for
the growth and development of companies and nations. Nevertheless, the author is lacking in
explaining how to establish the link between entrepreneurship and innovation.

Figure 2. Distribution of the GMIC/NIES researches in the Brazilian economy. Source: The authors.
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The conceptual framework brings an integration of the axioms of entrepreneurship, sustainabil-
ity and innovation and is supported by its economic, environmental and social relevance. The
concept figure must dimension the cause-effect connections that may exist from one dimension
to the other [70]. Figure 3 introduces the integrated context of the researches carried out.

The classification of the entrepreneurial axioms is contextualized in four dimensions: (1)
economic [9, 61, 71], (2) social [72, 73], (3) organizational [2, 73] and (4) psychological [2, 27].
In order to study the question of sustainability, the (1) economic [74, 75], (2) environmental [13,
48] and (3) social [43, 54] dimensions were addressed. Finally, the study about innovations in
the leading organizations of Serra Gaúcha uses the categories listed according to Oslo Manual
[64]: (1) products (services) innovation; (2) process innovation; (3) organizational management
innovation and (4) marketing innovation, considering that those categories have a greater
proximity to the research objectives.

It is important to note that for the organizations, both sustainability and innovation can
become critical to ensuring competitiveness in a global context. Not only to innovate con-
stantly but also to innovate considering the social and economic dimensions of sustainability
[37, 39]. The application to those dimensions makes the innovation process more sophisticated
and demanding, which requires any organization to make a greater effort to meet such
requirement. This leads to new perspectives in management of innovation.

4. Results

The identification, the description and the analysis of the dimensions of the entrepreneurial
reality, the characteristics of innovation and sustainability adopted by the leading organiza-
tions of the Serra Gaúcha present an eclectic panorama in terms of results.

Figure 3. Representation of the axioms of entrepreneurship, sustainability and innovation. Source: The authors.
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In the health sector, studies demonstrate a structural shift from a technology-based economy to
an “entrepreneurial health service” society. The results consider knowledge as a central
resource, which is reflected by changes in the innovation process. Therefore, the innovation
process is seen as a learning method to generate or to acquire new knowledge from the
analysis of the local environment, where knowledge, skills and attitudes constitute the key
elements in the identification and the execution of social and communicational actions. In a
hospital context, the preponderant element for linking the dynamics of the innovations resides
in the management of the environmental residues that constitute a stimulus to the improve-
ment of the quality attributes of the health services. The surveys clearly show the presence of
entrepreneurial activities, the employees’ concerns and their relevant actions toward the appli-
cation of sustainability standards and the application of strategies and the creation and imple-
mentation of innovations to improve the quality of services to the population [76].

Researches in the metal-mechanical sector have demonstrated a relationship between the
concepts of entrepreneurship, innovation and sustainability, both in historical and cultural
contexts. The results show that the actions of the entrepreneurs are a demonstration of the
strength of the attributes of the individuals, through the enhancement of opportunities and the
use of the conditions that promote the economic development of the region, making it become
one of the most dynamic sectors of the Brazilian economy [33]. In the region of Caxias do Sul,
all entrepreneurs act either in micro, small, medium or large companies. The region represents
the second metal-mechanical pole of Brazil, precisely because of this entrepreneurial force in
the Serra Gaúcha region. The results identified the implantation of product and process
innovations, which were all of incremental type and internal to each company. Large compa-
nies have sophisticated organizational innovation schemes, but they do not even represent 1%
of the organizational population. The research corroborated with such position, considering
that innovation is a new product or service, a new structure or administrative system, a new
technological production process, a new plan or a program related to the members of the
organization [77]. The research also pointed out the presence of environmental sustainability
schemes, but exclusively within the large companies of the region. In addition, by having the
duty to comply with the Brazilian environmental and capitalization laws, larger companies
have developed strategies with a sustainability scheme to maintain a continuous flow of
innovation, from the generation of ideas to internal applied research schemes [6, 21].

In technology development environments, the main results reveal a series of elements that
preceded and influenced the constitution of the innovation environments and gave rise to
different models, with their own characteristics. One main aspect that arises from the results
is the entrepreneurial nature of the people who study, research and create new companies
within the reality of a technology environment [78]. In addition, the researchers identified and
analyzed the roles played by the university, the government and the business sector, as
proposed in Etzkowitz’s [79] model. In that context, it was possible to evidence a new deter-
minant in the constitution of the Brazilian science parks and technology incubators: leadership.
It is considered as a new dimension of analysis to the triple helix model. Such concept emerges
from empirical, spontaneous and endogenous movements of development and resides in any
university management teams that generate a favorable environment for the promotion of
entrepreneurship and innovation capable of creating and developing the necessary conditions
for the implementation and the consolidation of scientific and technology environments [80].
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The question of sustainability was identified as being present in the incubation and technology
development environments in an incremental and discontinued way.

In the higher education sector, the researchers did not show an entrepreneurial specificity due
to the nature of the economic branch and the rules and conditions that govern higher education
institutions in Brazil [81, 82]. In terms of innovation, the dimension of innovation processes was
evidenced through results that show antecedents for organizational learning, which impact as
the outputs on the performance of the courses in the national education evaluation system [83,
84]. The most relevant aspects of the research show parity between the teaching practices and
the practices of single and double learning cycles; through the informal relationships between
the teachers and the outcomes of the course assessments and on the links between the compa-
nies, the non-academic professionals and student performance. Such reality is re-enforced
through a pedagogical model that enhances such convergence [85]. From a sustainability
perspective, the surveys did not present relevant data to identify a differentiated model.

In the service sector, the entrepreneurial issue occupied and demonstrated positive results with
the proposed theories. Such convergence allowed verifying the presence of characteristics on
the profile of the entrepreneurs, such as resilience [86]. The concept of innovation was identi-
fied in the study as a perspective for economic growth. The axiom of leadership appeared as a
key element, considering the difficulties, the weaknesses and the socio-economic scarcities that
Brazil encounters. The results showed the absence of a system of innovation in the creative
industry in State of Rio Grande do Sul [87], which supports the idea that the entrepreneurial
axiom is omnipresent in the Brazilian economic reality, but the concepts of innovation and
sustainability for the services sector are almost inexistent. The research carried out in the
Province of Quebec, Canada, in collaboration with the Ministry of Science, Innovation and
Technology Development of the State of Rio Grande do Sul, shows a complete system of
innovation and sustainability. The study allowed the Brazilian Ministry to confirm the absence
of a system of innovation [10] and the necessity to have a structural perspective at the situa-
tion. The Canadian research has shown that the issue of sustainability is a key element in
creating innovation environments and processes in a given region, through partnerships and
by linking business creativity to the production of scientific knowledge and the economic
development of the State [88].

In the furniture sector, research has demonstrated an entrepreneurial reality with industrial
leaders and regionalism with this phenomenon. In terms of innovation, the results point out
links between the use of specific resources (information system, people, knowledge manage-
ment, alliance) and product innovation. It demonstrates that product innovation is the result of
the use of specific resources, which constitutes the antecedents for innovation. The enterprises
in the furniture industry have a joint research entity that look for information regarding the use
of strategic resources, which extends their “innovative capabilities.”Nevertheless, the business
community has not yet consolidated integrated sustainability schemes for the advancement
and the development of innovations [89]. Only the greater companies pretended to realize
innovations, but only in an exclusive internal way. Such pattern shows that the companies do
not use schemes capable of producing innovations that impact on global performance.
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In the food and beverages industry, more specifically in the Brazilian wine industry, researchers
have shown the formulation of strategies from both entrepreneurial and innovative perspectives,
involving processes and ecosystems. The wine production in the southern region of Brazil pre-
sents a high level of associative and family entrepreneurship, with a large number of wineries
that were established and are operated as a family business or as the result of regional associa-
tion schemes [90]. In such entrepreneurial ecosystem, the wineries create connections through
their association and develop entrepreneurial and innovative strategies with the actors involved
and with different intensities of the local society. The associations serve as bridges between
wineries, institutes, class entities and with local governments [91]. The study allowed observing
that the oldest wineries are developing a structuring entrepreneurial process, aiming at the
certification for “Appellation d’origine contrôlée,” in search of a quality brand based on the
certification of Geographical Origin Indication. Such initiative corroborates with Schumpeter’s
[9] vision, where the entrepreneur innovates to differentiate itself and conquer newmarkets. The
study of the ecosystems allowed the identification of the actors that compose and interact in the
associations, by using the association as a link between the wineries and all the government
actors. Through the association schemes, the wineries strengthen their positioning and compet-
itiveness in terms of sustainability. Being small and limited, the group manages to innovate
because it has achieved a certain degree of internal sustainability.

In the textile sector, research results show that the entire industrial activity is the result of
entrepreneurial action. In this context, researchers establish that innovations include incremen-
tal changes in procedures, techniques, materials and dissemination, according to Oslo Manual
[64]. It can be considered that the rectilinear knitting sector presents innovations that allow
characterizing an environment of change, which aims at the improvement and the qualifica-
tion of the products and services offered to the customers. The study of the process innovations
shows significant changes in machinery, production layout, software that aid in production
control, production scheduling and techniques were highlighted [92, 93]. Innovations in mar-
keting showed that more and more companies are willing to disclose their products through
direct dissemination to customers. The organizational innovations that happen are incremental
and internal to an organization, confirming that this sector of the economy do not present
perspectives of sustainability.

Research in the transportation sector refer to the port and logistics matters, which are recog-
nized as global entrepreneurial activities, coped with the presence of process innovations [94,
95]. Considering the frequency of innovations occurring in the sector, the requirement of the
Agência Nacional de Transportes Aquaviários do Brasil—ANTAQ, which regulates the imple-
mentation of the country’s environmental agenda, generated a high number of innovations,
mainly related to process innovations. This position confirms the presence of sustainability
caused by the application of the National laws and regulations.

Research in the energy field presents opposing scenarios in terms of entrepreneurship and
innovation. The omnipresence of laws and regulations does not allow room for creativity and
change. The concern and position from the energy managers are to achieve a high degree of
accuracy in their decision process. The research shows a greater determinant for the use of
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forecasting model in their decision process, which contributes to companies that improve a
forecasting strategy as a process innovation and consider the possibility of reaching forecast
results that are closer to reality, to create an edge in such competitive market [96]. The behavior
and trends that arise in the complex equation of the decision process and by predictive models
presuppose a permanent search for sustainability to offer a permanent quality service to the
community.

The MSE sector represents 93% of the private organizations in Brazil [97], being a crucial
subject for studies. The Schumpeterian view argues that entrepreneurial action is the driving
force behind the activities of all those companies and is the basis of the country’s economy. In
such context, research shows that most of the companies surveyed use performance indicators
to monitor business management. The companies that had the highest sales increase are those
that, in addition to the indicators have a clear definition of the business, have established goals
and have information about the industry and the competition [98]. In terms of innovation and
sustainability, research has shown the absence of both dimensions. Innovation is restricted to
larger companies and is limited to an internal environment. The absence of sustainability
demonstrates that there is a relationship between the two concepts.

5. Dilemmas

The researches on various sectors of the Brazilian Serra Gaúcha economy allow to point out the
existence of a relationship between the concepts of entrepreneurship, innovation and sustain-
ability through individual, social, cultural process and system perspectives. By using historical
and cultural panoramas, it was possible to observe the manifestations of the entrepreneurs of
the region of Serra Gaúcha and to assert that the attributes and the actions of those entrepre-
neurs constitute a demonstration of the strength for the potential of the opportunities and the
use of the conditions that promoted the economic development of region. The presence of
“entrepreneurship intensity” in this specific region and the concern for sustainability lead to a
more “coherent” understanding of the innovation process, which is in fact still very poorly
achieved in Brazil and little understood by the country’s institutional leaders. The key elements
of the researches also converged on the issues of the entrepreneurs’ actions, considering that
innovation represents the success of a business community that leads in terms of entrepreneur-
ship and sustainability. In Brazil, innovation could generate new and differentiated organisa-
tions that could have a positive socio-economic impact in a fragmented and closed business
society. Such results demonstrate the limitation of Chesbrough’s [24] model to explain open
innovation in the Brazilian reality. The identification, the description and the analysis of the
conceptual trilogy are exposed through the region’s own history, and the main results reveal a
series of elements, events that preceded and influenced the constitution of the industrialization
of the Serra Gaúcha region and gave rise to different models with their own specific particu-
larities.

The positioning and the distribution of the results on entrepreneurship (Figure 4 – on a scale 1–
3–5) based on a “Etzkowitzian” perspective show peculiar private-public realities by sector of
the Brazilian economy in relation to entrepreneurship intensity.
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Figure 4 presents two theoretically already known phenomena, but little considered in the
Brazilian scientific community. First, the connection between the private-public nature of the
organizations and the entrepreneurial intensity phenomenon. Second, the connection between
the social nature of the organizations and the level of entrepreneurial intensity. The research
confirms the link between entrepreneurial intensity and the private sector organizational
nature, but does not exclude specific sectors of development, such as the health and transpor-
tation sectors. History may sustain the reasons why both these sectors show entrepreneurial
intensity, whereas the education and energy sectors present other results. These issues are
related to the Brazilian public sphere, where the management processes are highly bureau-
cratic and the methods of supervision do not encourage entrepreneurship intensity. Thus, their
cases can be explained, not by the country’s legislation but by the control on the governance
and processes in the organizations of each sector, which reinforce the idea of including a fourth
Helix to aggregate Dorion et al.’s [78] model.

To understand the matter of the organizations and sustainability, the practices of entrepreneur-
ship adopted were pointed out in a historical perspective. According to the authors, many
entrepreneurs from the industry have developed an entrepreneurial behavior because they
were attentive to perceive the opportunities of the market. However, they did not know how to
cooperate with each other, by sharing risks and learning from their mistakes. The results show
their capacity to enhance skilful and firm behavior regarding issues involving their relation-
ship with public power. This dimension raises the question of sustainability, considering that
the actors did not go beyond business issues and became agents of economic development by
their individual and collective actions that led to the development of the region in a peculiar
way. The Brazilian Serra Gaúcha region managed to excel due to endogenous entrepreneurial
intensity issues, nor for sustainability.

Figure 5 proposes a rationale between the issue of territorial coverage and sustainability
intensity, on a scale 1–3–5. Researches in the health and energy sectors show the presence of

Figure 4. Public-private realities [79] and entrepreneurship intensities. Source: The authors.
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intra-organizational sustainability schemes at the regional level. The metal-mechanic industry,
the technology development environments, the sectors of education, services, furniture, food
and beverages, textile and transport point out the question of sustainability as an internal
strategic element of the organizations. Researches in the metal-mechanic sector have demon-
strated that cleaner production methods and environmental management practices are tools
that aim at the efficiency of the production process, the use of its inputs and the generation of
industrial waste. The furniture and textile sectors point out isolated process and product
innovation actions and economic and environmental sustainability cases. Since entrepreneur-
ship constitutes the engine of the sector, the creative industry sector did not show the presence
of sustainability, but only some innovation actions in isolated initiatives.

There is consensus in the researches about the fact that entrepreneurship appears in all sectors
of the studied activities, but with different intensities. Sustainability does contribute to the
business innovations, but still it is not possible to explain to what extent and in what specific
way. Each sector has its own rationale profile on entrepreneurship, sustainability and innova-
tion. A trend radar shows opposite and convergent results among the sectors of the Brazilian
economy.

The rationale between the concepts of entrepreneurship, sustainability and innovation, as
presented in Figure 6, brings some reflections that can more clearly contextualize and explain
those issues in Brazil. The sectors that most presented evidence of innovations refer to health,
technology development and transportation environments, which all belong to the public
sphere. Then, a higher degree of innovation intensity demonstrates a drive for economic,
environmental and social improvements and growth. Based on a sustainable process of com-
bining and recombining the capacities and preferences of the different agents integrated into a
regional organizational reality; it is possible to design regional structural schemes on innova-
tion that would give the necessary sustainability edge to make them survive through time.
Such mobilization would allow a continuous development effort that produce regeneration

Figure 5. Territory (scale) and sustainability intensity. Source: The authors.
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patterns, necessary for regional long-term development schemes. Therefore, innovation
becomes a learning process that generates or acquires new knowledge from the analysis of a
specific sustainable environment.

The sectors of such Brazilian regional economy that presented less “innovation intensity” are
characterized by internal organizational activities of innovation, preventing them to become
“regional systems of innovation,” which presupposes the lack of sustainability. Those limita-
tions can be characterized as “innovation ghettos” in order to establish the intensity necessary
to generate innovation activities within a specific territory. Ghettos, as explained by its etymol-
ogy, refer to the conditions of survival of a population, in a limited and a highly concentrated
scale. In that logic, the researchers have also demonstrated the presence of “ghettos of sustain-
ability, ghettos of innovation, and therefore, ghettos of sustainability and innovation” in the
sectors of this Brazilian regional economy, but in differentiated and restricted perspectives.

Finally and in a managerial perspective, considering the trilogy of entrepreneurship, sustain-
ability and innovation, the organizations may seek a sustainable competitive advantage to
generate monopoly through a regional logic. In turbulent organizational environments such
as Brazil, a regional perspective may present some structural advantages for business activity.
Nevertheless, only the generation of entrepreneurial initiatives with the aim for innovation
through sustainability will favor regional development. In that regard, to better understand
the logic of regional development and its organizational reality, more researches need to be
accomplished.

Figure 6. Entrepreneurship, sustainability and innovation intensities. Source: The authors.
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Abstract

For entrepreneurs, counselling means one of the ways how to overcome the challenges 
of developing markets and the environment through flexibility and creative innova-
tion potential. It brings effects in the form of problem solving with the help of a coun-
sellor and by adjusting the business entity to the change that this solution brings. All 
changes, suggested or implemented by counsellors, should contribute directly or indi-
rectly to improving business performance and improving overall business performance. 
Therefore, the task and the aim of counselling are to find new solutions and optimize the 
entire corporate system, which is reflected in the savings and economic growth of a busi-
ness as a measurable effect.

Keywords: entrepreneurship, consulting, trends, effects, innovations

1. Introduction

Dynamic discontinuities, rising dynamics, turbulence of business environment and its com-
plexity require high flexibility, adaptability and effective coordination between particular 
corporate functions and the environment. Businesses often encounter problems in the course 
of their work which negatively affect their performance. The dynamics of that is highly influ-
enced by the political and economic changes taking place at state level [1]. Contemporary 
trade is affected by integration and globalization processes and its manifestation [2]. The effect 
of such negative impacts influences the success or failure of business. Businesses find that they 
need more and more information, professional skills and capabilities. The pace of innovation 
is rapid in a way that corporations, trying to promote business activities only by their internal 
resources, are encompassing everything, but not a one thing is properly under control.

In order to respond adequately to the dynamics of the business environment, companies 
can use various modern tools and methods. These include counselling as well that fulfils 
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its function of upgrading, revitalizing and improving overall corporate performance and 
maintaining a favourable market and industry position. At the same time, it brings effects 
not only for the company itself but also for its customers.

The aim of the chapter is to highlight the importance and benefits of business advisory ser-
vices. In economically advanced countries, counselling is really a service that helps businesses 
to manage their troubled situation through changes to greater efficiency and prosperity. The 
services of counsellors are sought not only by those companies who have problems but also 
by well-established ones. At present, the rationale for the use of counselling continues to 
grow. The dynamics of the competitive environment, its rapid qualitative changes and the 
global character of the markets generate the demand for advisory services.

Counselling is a useful professional service that helps businesses analyse and address practi-
cal issues in different areas of their work. Current modern counselling is characterized by a 
number of trends and tendencies leading to perspectives of growth and the development of 
advisory services potential. Successful are those businesses that do not only act as production 
and sales but as providing value to the customer [3]. Marketing managers in companies and 
organizations need to use its tools much more intensively in the upcoming years [4].

For this reason it is also necessary to mention the changing position and the role of market-
ing in companies. Marketing becomes an integrating element of all other departments in the 
interests of effective interaction with a customer that helps to overcome the challenges of mar-
ket and environment development through the flexibility and creative innovation potential of 
the business. While marketing, together with innovations, is considered to be business func-
tions that bring revenue to business, its implementation often requires a considerable amount 
of money. In this context, not only marketing productivity is the issue but also the question of 
the effectiveness of marketing activities, which goes hand in hand with its professional imple-
mentation in practice. The ambition of this chapter is therefore to clarify these milestones with 
regard to marketing counselling.

2. The theoretical basis of counselling and its importance for 
entrepreneurship

There are several definitions of “counselling” and two basic approaches to ponder counsel-
ling in the professional literature. The first is characterized by a broad functional approach. 
Such an approach regards counselling as a method of giving practical advice and helping 
to improve management practices as well as individual management performance and per-
formance across the organization. The second approach emphasizes the professional side 
of counselling considering it to be a specific professional service. P. Block understands the 
counselling very broadly: according to him, anyone who acts in a role of “support” could 
counsel [5].

In general, counselling can be defined as providing services and/or handing over know-how 
in a certain field by qualified specialists or specialized organizations. It is performed on the 
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basis of a rigorous systematic and conceptual approach, using the diagnosis of relevant areas, 
activities and problems and the subsequent assessment of different options for solving a 
given problem or task. Counselling means activities that aim to make the outcome/result of 
people or organizations acting differently and more effectively. Counselling is characterized 
by the fact that its results (recommendations and/or solutions) are provided to someone who 
has the choice (may or may not accept recommendations/solutions as counselling outcomes).

Generally speaking, businesses turn to counsellors when they feel the need to be advised or 
find a solution to the problem, provided they do not have their own capacity or appropriate 
professional competence. There are several ways (reasons) of using advisory services:

• Fixing a specific problem.

It is probably the most common reason why clients turn to consultants. The need for expert 
advice and/or impartial assistance arises in various situations. The counsellor can either con-
tribute to solving this problem or to minimize the problem and its negative impacts on the 
business.

• Obtaining or expanding client capabilities.

Clients often turn to consultants if they do not have enough time and staff to deal with a par-
ticular problem. Employees cannot address the problem either due to lack of experience, lack 
of qualification or being busy with other projects. The advantage is that the consultant leaves 
the client’s organization after the service was provided. Clients turn to consultants and seek 
their help, which is based on a temporary basis. It is therefore not necessary to recruit new 
employees.

• Getting information.

Businesses often need new, up-to-date information for their further decision-making or their 
own business activity. The counsellor then performs function of an informant. The client is 
provided with the information the counsellor has in his/her database or he/she obtains it from 
available sources or ways that client has no access to. The counsellor can not only get this 
information for the client but also process and evaluate it.

• Need for new ideas.

It happens often that the company has a problem with which management and employees 
are too closely connected to that they do not see its context and do not perceive all its aspects 
and dimensions. They are simply not able to find an effective solution. External counsellors 
with relevant competencies can be useful and helpful to resolve such a problem. By not being 
internalized in the client’s organization, it has the prerequisites for it to be able to permeate all 
the circumstances of the problem, determine its nature and causes and recommend solutions.

• The need for an impartial and unbiased opinion.

This fact is partly related to the previous situation, but more often it refers to the policy of a 
particular company. For example, the management of a company may believe that the pro-
posals and recommendations submitted by its own staff are not unbiased. For example, an 
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unbiased advice from a consultant may be necessary in a situation where company faces a 
serious decision and its possible adoption. Another example may be a situation where there 
is a risk that the management decision of an enterprise will be based or influenced by lack of 
expertise, operational blindness, lack of information and so on.

• The need for organizational change.

Deep-rooted ideas and habits are a big problem in a situation where the company faces 
significant organizational change. In this case, the consultant is expected to have the knowl-
edge and experience leading to this change. The main contribution of the consultant to the 
strategy of change in the client’s organization lies in the fact that he/she possesses the neces-
sary qualification, advisory technique and alternative point of view. Through his/her activ-
ity and approach, he/she influences the behaviour of those involved in managing changes 
in the business.

• Need to diagnose the problem and find its solution.

Diagnostic skills and abilities represent one of the most important professional competencies 
of counsellors and are an expression of their professionalism. It is for this ability that consul-
tants are in demand. The subject of diagnosis may be the internal situation of the business 
or the external environment in which the company operates. Diagnosis may be complex, but 
it may be narrowed and limited to one problem or circuit of problems. After the diagnosis 
and specification of the problem, the client can ask the counsellor for suggestions on how to 
deal with it.

• The need for education.

Clients often use advisory services to educate their employees. Many consultants provide 
lecturing and trainings as complement to their main activity—consulting activity. Vocational 
trainings can be focused on new methods, techniques and technologies. The trainings can 
focus on improving the professional skills of the client’s employees. Lecturing and training 
can be done as part of the counselling activities or separately from these activities.

• Introducing new methods and systems.

Every organization needs to work as efficiently as possible. In this context, the client expects 
the consultant to introduce new organizational, planning and controlling methods and sys-
tems. The consultant can tailor these procedures and systems to “tailor-made” it to the cli-
ent. When finding solutions, the consultant can use a variety of creative techniques. Creative 
counselling is very important for recognizing potential solutions and making them accessible 
to the client by working in their terms.

There are a number of signals that indicate the need for consulting services [6]:

• Absence of a written business plan.

• Inexplicably low morale.

• Regular, repeated increase in expenditure.
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• Regular shortage of cash.

• Chronic delay of supply of goods.

• Loss of market position.

• Burnout staff.

• Excessive workload without achieving goals.

• Continued defects in deliveries.

• Lack of information about competition or the market.

M. Kubr, as the usual motives or reasons for using advisory services, states the following [7]:

• Curiosity.

• Uncertainty.

• Need to have an alibi.

• Improving the achieved results.

• Learning.

P. Block defines the areas in which the consultant can help the client [5]:

• Solving a specific technical or business issue.

• Teaching clients how to solve a similar problem in the future independently.

• Improve the way the organization manages its resources, uses its systems and cooperates 
internally.

Current modern counselling is characterized by a number of trends and tendencies leading to 
perspectives of growth and the development of the potential of advisory services. Five basic 
approaches to modern counselling can be identified:

• Counselling as a profession.

• Counselling as a service.

• Counselling as a method.

• Counselling as a change.

• Counselling as an ecosystem.

2.1. Counselling as a profession

The development of counselling towards profession and professionalism is part of an intensive 
effort that seeks to create a profession out of counselling. Consultants as professionals follow 
the main trends in theory and practice. At the same time, they create a specialized group with 
their own working methods, their own set of standards of behaviour and their own workflows.
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2.2. Advice as a service

The product of advisors and advisory organizations is consulting services. These are specific 
expert services provided by qualified experts and/or specialized organizations to solve a spe-
cific problem.

Advisory services fall into the category of business services. From the point of view of the 
effects of their actions leading to changes in production systems, productivity and efficiency, 
consultancy services are part of the intensive knowledge services. They are characterized 
by the application of a high level of knowledge aimed at solving the problems of business 
process-related clients with highly qualified employees with a high level of education and 
professional qualification—advisory, consulting of information technology, legal, account-
ing, architectural-engineering research-development, advertising, market research, market-
ing and personal services. Counselling services are very innovative; they use predominantly 
internal and implicit sources of innovative activities and have very strong contacts with sup-
pliers and clients [8].

2.3. Advice as a method

Advisor’s approach is conceptual and strictly methodical: from problem identification and 
diagnostics, through collection, analysis and evaluation of relevant data, investigation and 
diagnosis of resolution of the problem. Counsellor uses a variety of methods; creative steps; 
looks for new, tailor-made solutions; identifies and verifies individual alternatives or assists 
the client in implementing and controlling the chosen alternative. This procedure is referred 
to as counselling.

2.4. Counselling as a change

Traditional perception of counselling is usually associated with the role of a counsellor in 
which he/she acts as someone who advises others. It does not take into account other aspects, 
areas, procedures and tasks of advisory performance, such as implementation, monitoring 
and control, outsourcing, etc. At present, however, advice is expected to be more than just 
“good advice.” Counselling is no longer judged by what it does (giving advice), but through 
the changes it brings [9]. The common aspect of consulting contracts is that they assist in plan-
ning, designing and organizing change/changes in the client’s business.

2.5. Advice as a system

The classic model of counselling is outdated, and modern counselling is currently a system 
consisting of six elements and relationships between them. The elements of the counselling 
system are:

• On the demand side: (1) individual clients, (2) businesses and organizations and (3) contracts/
projects.

• On the supply side: (4) consulting industry, (5) consultancy providers and (6) individual 
consultants.
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Relationships between the elements of the counselling system are based on the life cycle 
of the counselling process, selection, relationships, changes, portfolio, professionalism and 
reputation [9].

These approaches to advanced counselling complement and support each other. 
Professionalism and service are the basis for the common use of methods and procedures in a 
particular process. They create a complex system based on balanced methods, practices, styles 
and principles with the aim to recommend or find a solution to a specific problem and reach 
a change in the organization of the client.

Counselling brings effects in a problem solution by the counsellor’s help and adjusting to the 
change that this solution inevitably brings. As part of counselling, there are specializations for 
each functional area of   the company, including marketing counselling. Marketing consulting 
generally represents a comprehensive approach in the field of management consulting (or 
economic consulting), which offers methods and procedures aimed at effective marketing 
performance, improvement of the management procedures and strengthening of the com-
petitiveness of the company. The characteristic feature of marketing consulting is that it deals 
with the relationships of a particular company with its business environment (customers, 
competitors, suppliers, purchaser and public) as well as with the internal environment of the 
company itself (its organizational structure, relations and atmosphere of management and 
marketing culture). Marketing consulting performs the following functions:

• Diagnostic function: Considered to be the core of consulting and marketing consulting and 
helps clients to identify and understand the nature of the problem.

• Information function: Based on the information the counsellor provides about the identi-
fied problem, the client is able to make strategic reactions to the problem.

• Evaluator: The consultant evaluates alternative solutions to the problem/problems of the 
client and expresses the opinion/qualified estimation regarding the priority of the pro-
posed solution, in active cooperation with the client.

• Therapist: Consulting services create solutions that are related to the symptoms of some-
thing “unhealthy” in the company.

• Implementation function: The counsellor is involved, directly or indirectly (e.g. through lec-
tures, trainings, etc.), in the implementation process of the chosen solution to the problem.

The role and purpose of marketing consulting are to find new solutions and optimize the entire 
marketing system, which is reflected in the savings and economic growth of the company as 
a measurable effect. However, marketing advisory also helps with such measures like image 
improving, customer loyalty, etc. where it is difficult to measure the effect of counselling.

3. Materials and methodology

Counselling and marketing consulting services are economic and highly professional activi-
ties that affect the competitiveness of companies by causing changes in the corporate system 
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2.2. Advice as a service
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• On the demand side: (1) individual clients, (2) businesses and organizations and (3) contracts/
projects.
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as well as the utility and efficiency of business and business activities. In spite of its long tradi-
tion in the world, the counselling in the conditions of the Slovak Republic began to write its 
history only after 1989. Its origin and introduction here were directly related to the transition 
to the market economy and the manifestation of a new phenomenon of competition. After 
several decades of planned economy and manufacturing-oriented economic policy, during 
the past 20 years, the Visegrád Four (V4) countries (Poland, Hungary, Czech Republic and 
Slovakia) have been experiencing a shift towards a market economy combined with intensi-
fication of service activity [10]. Most businesses found themselves in an environment of pro-
found changes that varied in depth and intensity. There has been a significant diversion from 
the supplier’s market to the customer’s market. Markets have acquired a global character. 
Businesses have had to learn to respond flexibly to these changes. However, entrepreneurs 
and business managers have not always been able to solve the problems themselves. These 
facts represented the main reasons for the development of counselling not only as a discipline 
but above all a service that aimed to find ways for companies to compete and improve their 
position in the market and in the industry.

In the light of the above, it raises a number of questions: What is the state and level of use of 
marketing counselling by companies operating in the Slovak business environment? What 
criteria do companies apply for choosing providers of such services? What are the expecta-
tions of entities established in the Slovak business environment from these services and their 
providers? What does marketing advice provide to businesses concerning their own perfor-
mance? How do businesses evaluate relationships with marketing consultants?

Finding answers to these questions was the purpose of an empirical survey aimed at using 
marketing advice by companies operating in the Slovak business environment. The survey 
was conducted in two stages—(1) a quantitative survey in 2016 and (2) a qualitative survey in 
2017—and was part of a broader consultancy-focused research on counselling.

Within the quantitative survey, 500 domestic and foreign business entities established in 
Slovakia were addressed. The sample was specified by the criterion of using marketing 
advisory. Only those businesses that used marketing advisory, i.e. 222 from the businesses 
addressed, were involved in the survey. Respondents were owners of companies, directors 
and marketing department managers, depending on the size of the company and its organi-
zational arrangements.

The aim of the quantitative survey was to clarify and assess the situation in the field of market-
ing consultancy in the business environment in the SR. On the basis of this, the main research 
problem was formulated: What is the state and level of use of marketing consulting by enter-
prises established in the Slovak business environment? From the basic research problem, the 
following partial descriptive (descriptive) research problems have been formulated through 
structured genesis:

• What are the attitudes and approaches of businesses to marketing consulting?

• What are the areas in which marketing consulting is applied?

• What is the frequency of the use of marketing consulting?
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• What are the businesses’ expectations from marketing consulting?

• What are the benefits of marketing consulting for businesses?

• What criteria for choosing a provider of marketing consulting are applied?

• What are the limits and barriers to applying marketing consulting from the point of view 
of the companies surveyed?

In formulating the conclusions, we relied on the hypotheses that we set out on the assumption 
that marketing advice provides effective help to businesses in solving marketing and business 
problems. Greater specialization of external consultants enables higher economic efficiency. 
Based on the above, we have determined the following descriptive hypotheses that have been 
formulated in relation to descriptive research problems:

• H1: Marketing consulting has become a regularly used service to help businesses.

• H2: In practice, there are several reasons for using marketing consulting. This is in par-
ticular inadequate quality of internal performance, pressure to reduce costs, higher objec-
tivity, more qualified and professional approach and achieving a long-term competitive 
advantage.

• H3: The use of specialized external consulting subjects’ services enables businesses to re-
spond flexibly to changes and turbulence in the business environment, to adapt to trends 
and new marketing perspectives, to mobilize creative innovation potential and to focus on 
creating and delivering value to customers.

• H4: The high price, negative experience and underestimation of the benefits are major limi-
tations in the use of marketing consulting.

All respondents said they considered marketing consulting to be useful and effective, pro-
vided it is done professionally, cheaply and quickly.

Concerning the intensity of the use of marketing consulting services, this service was bought 
by all 222 respondents more than once; the regular use of these services was declared by 37% 
of users. The most frequently used marketing consulting services were the following: web 
site creation (94%), marketing research (81%), public relations (62%), online marketing (45%), 
advertising (44% 34%) and mystery shopping (30%) (Table 1).

The biggest effects of marketing consulting reported by respondents are as follows: better 
knowledge of customers and competitors (90%), introduction of new ICT (85%), informa-
tion needed for their business activity (84%), competitive pricing policy (66%), higher qual-
ity of products (60%), development of new products (53%), better brand reputation (50%), 
improved customer image (50%), more satisfied customers (46%), improving customer 
relationships (44%), improving the strategy in relation to customers and competitors (42%), 
higher sales (35%), new business opportunities (35%) and lower marketing and business costs 
(30%) (Table 2).

All respondents plan to continue to use marketing consulting. On the part of marketing con-
sultants, however, they expect a price reduction for their performance (95%), an acceleration 
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creating and delivering value to customers.

• H4: The high price, negative experience and underestimation of the benefits are major limi-
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vided it is done professionally, cheaply and quickly.

Concerning the intensity of the use of marketing consulting services, this service was bought 
by all 222 respondents more than once; the regular use of these services was declared by 37% 
of users. The most frequently used marketing consulting services were the following: web 
site creation (94%), marketing research (81%), public relations (62%), online marketing (45%), 
advertising (44% 34%) and mystery shopping (30%) (Table 1).

The biggest effects of marketing consulting reported by respondents are as follows: better 
knowledge of customers and competitors (90%), introduction of new ICT (85%), informa-
tion needed for their business activity (84%), competitive pricing policy (66%), higher qual-
ity of products (60%), development of new products (53%), better brand reputation (50%), 
improved customer image (50%), more satisfied customers (46%), improving customer 
relationships (44%), improving the strategy in relation to customers and competitors (42%), 
higher sales (35%), new business opportunities (35%) and lower marketing and business costs 
(30%) (Table 2).

All respondents plan to continue to use marketing consulting. On the part of marketing con-
sultants, however, they expect a price reduction for their performance (95%), an acceleration 
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The greatest effects of marketing consulting Percentage of using

Better knowledge of customers and competitors 90

Introduction of new ICT 85

Information needed for their business activity 84

Competitive pricing policy 66

Higher quality of products 60

Development of new products 53

Better brand reputation 50

Improved customer image 50

More satisfied customers 46

Improving customer relationships 44

Improving the strategy in relation to customers and competitors 42

Higher sales 35

Source: own processing.

Table 2. The greatest effects of marketing consulting from the point of view of the Slovak business environment.

of the delivery time of the service (88%) and solutions that (a) contribute to higher revenues 
(95%), (b) ensure differentiation and the source of competitive advantage (52%) and higher 
product quality (50%), (c) reduce customer claims and complaints (49%), (d) increase customer 
satisfaction (45%), (e) increase customer loyalty and (F) reduce the loss of customers (40%).

When selecting provider of consulting services, respondents are equally interested in the ref-
erences and the price for these services. As for the shortcomings of marketing consulting 
services, respondents cited especially high prices and time consumption (75%). The results of 
the survey confirmed H1–H4 hypotheses.

In the next stage, we conducted a qualitative survey where we used the interview method 
on a sample of 30 respondents. They were managers of marketing staff but also the owners, 

Most frequently used marketing consulting services Percentage of using

Web site creation 94

Marketing research 81

Public relations 62

Online marketing 45

Advertising 44

Mystery shopping 30

Source: own processing.

Table 1. The most frequently used marketing consulting services in the Slovak business environment.
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directors and executive directors who are in charge of purchasing such service. The inter-
view had several stages (preparation, introduction, fixation, interview itself, conclusion and 
termination). The conversation always took place with only one person in the form of a semi-
structured interview. The interview included observations that enabled the respondent’s non-
verbal communication to be monitored. The interview was conducted in the respondent’s 
work environment. The average length of one interview was 65 minutes. Within both inter-
views and observations, we did not record all the findings, but only selective entries were 
realized. As a means of support of the validity of a qualitative survey, the following triangula-
tion has been chosen:

• Two research methods: interview and observation.

• The investigated situation was monitored by two researchers.

• We have evaluated the obtained data from the point of view of the clients of the consulting 
services (clients) and from the point of view of the consultants (consultants).

In a qualitative survey, we chose the procedure of constant comparison of the phenomena 
investigated, in which we did not establish the hypothesis. We wanted to know in particular 
the attitudes, opinions and expectations of the respondents from the marketing consulting, 
the reasons and areas of their further use/termination of the service, the reasons for the deci-
sion on the selection criteria of the consultant, the intensity of the relations with the consul-
tancy providers and the ideas for improving the qualities of subject providing marketing 
consulting.

As in the previous survey, respondents, in their statements within the qualitative survey, 
stated that marketing consulting is perspective and is useful and they plan to continue using 
it. According to respondents, the customer and the competition are the biggest reasons for the 
use of marketing consulting services. Negative or even reluctant attitudes towards marketing 
consulting have been observed only sporadically. The results of the quantitative survey have 
shown a massive predominance in the use of specialized marketing consulting services. We 
were interested in the reasons for which respondents do not use general marketing consult-
ing at the same intensity. The reasons for which more intensive services are not being used or 
general marketing consulting is not being used at all as well as other marketing services are 
not being used, include lack of information on these services; a narrowed/distorted view of 
marketing itself; lack of finances, experience and insight into these capabilities on the part of 
internal capacities; and also a restrained approach to purchasing such services and postpon-
ing them “at a later date.”

Providers of marketing consulting are uniquely chosen on the basis of references because 
they are a guarantee of experience for them. The references provided by the advisor are not 
validated. The equivalent criterion for choosing a consultant is the price. It suits them if they 
can continue to work with the current counsellor as it saves time and money for choosing a 
new one, and moreover, the original provider understands them better, understands their 
environment and is able to adapt himself/herself better.

Counselling is important to them, but they do not think about it. It can be said that they antici-
pate it more than demand it.
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In terms of long-term cooperation, they expect from the service providers’ price reduction, 
individual approach and less time to implement the project. They also expect better service 
providers’ orientation in the problem and new solutions that will be better than previous ones.

The gestures, mimics and visions of respondents during a qualitative survey have shown 
their positive impressions/attitudes, thoughts, increased attention, readiness and openness. 
For some topics, especially as regards the price and the education of an advisor as the criteria 
for choice, we were surprised by their awkwardness but also concentration.

4. Conclusions and recommendations

It can be said that marketing consulting has become a common service in our country. 
Consultants consider it beneficial and useful with the prospect of further growth. Nevertheless, 
it is still a young and dynamically evolving service, which is confirmed by our finding as 
well. It is the limitations of both actors of counselling process (buyer and consultant), which 
restricts the intensive and complex use of marketing consulting services.

In particular, buyers are unaware of, misunderstand, or underestimate these services, which 
do not allow them to use their full potential as well as the potential of marketing itself. Also 
limited financial options, the reluctance to spend funds on these services have their share on the 
restrictions in terms of the perspective of its more intensive use. When selecting a service pro-
vider, the cost approach over the corresponding qualification prevails, with the exception of the 
repeated purchase of consulting services from the original provider. Clients expect effects from 
the consultancy on the economic side (revenue growth, more customers, increased sales, etc.) 
as well as noneconomic indicators (brand awareness, customer loyalty, better customer and 
partner relationships). We have also experienced symptoms of management schizophrenia, 
in terms of the cost of consulting services, the intensity of their use and the effects of their use.

On the part of the advisory service providers, these limits are manifested in particular in the 
absence of continuous cooperation and post-contract control, lack of communication with the 
client and the absence of feedback.

The core of effectiveness of marketing consulting is an effective guidance approach. It identi-
fies two critical aspects of problem solving in the contracting organization, which are:

1. Technical aspect.

2. Qualitative aspect.

Both critical aspects are the basic prerequisites for the final result of the consulting activity 
with respect to finding effective solutions and optimizing the entire marketing and business 
performance.

The technical aspect of counselling addresses the nature of the problem that is (will be) the 
subject of counselling and the way in which this problem can be assessed and resolved. 
Therefore, an effective counselling requires intensive systematic and disciplined work, 
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based on a thorough counselling diagnosis of solid facts and subsequent counselling ther-
apy in the form of search for real and pragmatic solutions.

In the case of counselling diagnostics, consideration should be given to the fact that the busi-
ness is an unknown object for the consulting firm and the diagnosis is processed for com-
mercial purposes [11]. The counselling therapy expresses ways to solve business problems 
by external counselling subjects. It consists of searching for and proposing effective mea-
sures with regard to the diagnosis result—a diagnosis and also of research, formulation and 
verification of procedures, approaches, methods and techniques that lead to the achieve-
ment of desired results (therapies) in areas that are the subject of counselling diagnostics.

Without therapy, diagnostics would not make sense, and therapy without diagnosis would 
be unhelpful and would not have the desired effect. Therefore, the diagnostic and therapeutic 
phases form the core of the counselling process and counselling activity as a whole. It should 
be emphasized that both the diagnosis and the therapeutics must be focused not only on the 
identification and solving of the marketing problems themselves but also on the identification 
of the causes of these disorders and their sources.

Experience shows that defects in effective counselling process occur both on the part of provid-
ers of advisory services and on their buyers’ side. In order to eliminate the aforementioned 
defects of an effective marketing counselling process on the part of providers of counselling, it is 
desirable that the relatively well-established process of counselling diagnosis with the emphasis 
on establishing a diagnosis in marketing is applied to the counselling process on two levels:

1. Diagnostics and diagnosis of marketing as a leading management concept based on the 
value of the business and the value provided to the customer.

2. Diagnostics and diagnosis of marketing as a business function.

The following algorithm can be used to diagnose an enterprise’s marketing activity (Scheme 1):

1. Introductory phase.

2. Description of the development and condition of the object of the diagnostics.

3. Diagnostic test.

4. Diagnostic analysis.

5. Diagnostic synthesis.

6. Final phase.

The individual steps of the diagnostic activity are explained in the following text:

1. Introductory phase

• Selection of object of the diagnostics: marketing as the leading management concept and 
marketing as a business function and business philosophy:
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based on a thorough counselling diagnosis of solid facts and subsequent counselling ther-
apy in the form of search for real and pragmatic solutions.

In the case of counselling diagnostics, consideration should be given to the fact that the busi-
ness is an unknown object for the consulting firm and the diagnosis is processed for com-
mercial purposes [11]. The counselling therapy expresses ways to solve business problems 
by external counselling subjects. It consists of searching for and proposing effective mea-
sures with regard to the diagnosis result—a diagnosis and also of research, formulation and 
verification of procedures, approaches, methods and techniques that lead to the achieve-
ment of desired results (therapies) in areas that are the subject of counselling diagnostics.

Without therapy, diagnostics would not make sense, and therapy without diagnosis would 
be unhelpful and would not have the desired effect. Therefore, the diagnostic and therapeutic 
phases form the core of the counselling process and counselling activity as a whole. It should 
be emphasized that both the diagnosis and the therapeutics must be focused not only on the 
identification and solving of the marketing problems themselves but also on the identification 
of the causes of these disorders and their sources.

Experience shows that defects in effective counselling process occur both on the part of provid-
ers of advisory services and on their buyers’ side. In order to eliminate the aforementioned 
defects of an effective marketing counselling process on the part of providers of counselling, it is 
desirable that the relatively well-established process of counselling diagnosis with the emphasis 
on establishing a diagnosis in marketing is applied to the counselling process on two levels:

1. Diagnostics and diagnosis of marketing as a leading management concept based on the 
value of the business and the value provided to the customer.

2. Diagnostics and diagnosis of marketing as a business function.

The following algorithm can be used to diagnose an enterprise’s marketing activity (Scheme 1):

1. Introductory phase.

2. Description of the development and condition of the object of the diagnostics.

3. Diagnostic test.

4. Diagnostic analysis.

5. Diagnostic synthesis.

6. Final phase.

The individual steps of the diagnostic activity are explained in the following text:

1. Introductory phase

• Selection of object of the diagnostics: marketing as the leading management concept and 
marketing as a business function and business philosophy:
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 ○ Marketing diagnostics as a leading management concept begins at the top of the busi-
ness goal pyramid assessing the vision and mission of the business and their evalua-
tion in relation to the goals set followed by diagnostics of corporate integrity, identity, 
culture and work atmosphere.

 ○ Marketing diagnostics as a business function starts with diagnostics of market-
ing organization and its position within the corporate organizational structure 
and continues with diagnostics of the marketing environment, diagnostics of the 
marketing planning system, diagnostics of marketing mix tools and diagnostics 
of customers.

• Selection of behavioural characteristics of the diagnosed object: diagnostics of marketing 
strategy/diagnostics of marketing implementation.

• Selection of diagnostic methods and procedures: depending on the behaviour character-
istics of the diagnosed object; proper selection of methods of diagnostics is the determi-
nant of effective diagnostic activity.

• Formulating the test criterion: the expressions and limits of the normal behaviour of the 
diagnosed object.

2. Description of the development and condition of the diagnosed object

• Measuring the behaviour of the diagnosed object.

• Description of the development and state of behaviour of the diagnosed object.

Introductory 
phase

Description of the 
development and 
condition of the 

object of the 
diagnostics

Diagnostic test

Diagnostic 
analysis

Diagnostic 
synthesis

Final phase

Scheme 1. Algorithm of the diagnostics of the company’s marketing activity. Source: own processing.
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3. Diagnostic test

• Comparison of the behaviour of the diagnosed object with the test criterion and identify-
ing faults and shortcomings (abnormalities).

• Naming the existence/non-existence of a problem/failure in marketing.

• Classification of the problem type: structured, unstructured and poorly structured.

4. Diagnostic analysis:

• Analysis of the frequency, intensity and demonstration of the problem(s) and analysis of 
the consequences of problems.

• Prediction of the further development of the problem and analysis of causes of the problem.

5. Diagnostic synthesis

• Formulation of the problem in terms of its severity, the urgency of the solution and the 
main cause.

6. Final phase

• Coordination of the counsellor and the client in proposing of corrective actions.

• Diagnostic test of progress: verification of the effectiveness of corrective actions.

The mentioned process of consulting diagnostics aimed at marketing is characterized by the 
following tendencies:

• Already in the initial phase of the counselling process, it is possible to recognize what is 
and is not a marketing problem/disorder and to distinguish it from problems/disorders 
of another type.

• An enterprise is understood as an entity that defines its vision, mission and goals 
(existence, survival).

• Marketing is considered in terms of interaction with other business functions and entre-
preneurial activity.

• Marketing is viewed as a set of mutually dependent tools, activities and operations that 
allow the existence (survival) of an enterprise.

• Marketing is considered from a procedural point of view.

• Identification of existing, potential or future change represents the core of counselling 
diagnostics and the starting point of counselling diagnostic therapy.

The position of counselling diagnostics or diagnosis in marketing is determined by the fol-
lowing initiatory effects:

• Fault recognition, i.e. deviations/changes from the ex post state (i.e., “disease” formation).

• The need for ex ante business potential verification (i.e. prevention and development activities).
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An important determinant of effective diagnostic activity in counselling is the time factor [12]. 
The teamwork plays a dominant role here. The project manager (project leader) is the most 
responsible person for fulfilling the projects´ goals. His key role, however, lies in the synergy 
with project and support teams. He has to work with the people he usually did not choose 
and who have different interests and abilities [13, 14]. A large part of the management activi-
ties are related to the actual process management over time and the coordination of the vari-
ous work areas associated with the communication between the participants in the project. 
The participation of the consultant’s customer is also a necessary condition for the diagnostic 
activity. The last but not least important area is the creation of interpersonal relationships, 
motivation of project team members to eliminate potential conflicts. Therefore, the ability to 
influence others and excellent communication skills are necessity.

The qualitative aspect of counselling expresses the relationship between the counsellor and 
the client: the way employees in the contracting organization respond to changes and how the 
counsellor can help them to implement changes. The rate of participation between the con-
sultant and the client is one of the key determinants of an effective counselling approach. In 
general, counselling is considered to be participatory if:

• Client works together with the consultant.

• Project and the relevant action plan determine when and how the client’s staff work with 
the consultant.

• Progress is assessed, together with important issues and the project plan, i.e. its method-
ology is adapted flexibly to a particular situation.

• Consultant prepares the client for active cooperation by providing information and 
training.

• Consultant consistently applies a participatory approach at all levels in the contracting 
organization.

The most common reason for the continuation distortion and eventually distortion of the 
effect of the whole counselling process on the part of the counselling service providers is 
problems associated with the choice of the provider. These issues are both procedural and 
substantive.

From the procedural aspect of the ordering of counselling services, it is worth highlighting in 
particular the absence of a system and standards in the area of selection of counselling service 
providers and time factor. Many companies have no experience with the selection of provid-
ers, which has a negative impact on the entire counselling process. It is advised to have this 
process standardized, which can result in minimizing errors associated with the choice of a 
provider. In the framework of a selection procedure (not a competition in a public tender), 
the customers of the counselling services can apply the following algorithm (Scheme 2):

1. Preparation of documentation for the use of counselling services: this is exclusively an 
internal phase. It is necessary to define in particular the scope of the assignment and the 
financial possibilities corresponding to this assignment. Last but not least, it is important 
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to define the timeframe for the execution of the contract, as well as the place and manner 
of performance of the contract. It is appropriate to process the abovementioned facts in the 
form of documents for the selection of the provider/providers of advisory services. They 
represent a minimal but sufficient basis for the next procedure when ordering counselling 
service.

2. Sending a call for proposals to a potential provider: the invitation may be sent to them 
in writing by post or electronically or both ways. The optimal content of this call is the 
following: the objective and purpose of the tender, the conditions for participation in 
the tender, the content of the tender, the price specification, the deadline and method 
of posing the additional questions and comments, the selection criteria of the provider, 
the date and place of the service, evaluation of offers, declaration of results and design 
of contract. The content of this call is appropriate for larger orders/projects. In the case 
of smaller contracts/projects, some parts may be omitted. In the case of larger and more 
complex or potentially sensitive projects, it is appropriate to ask candidates first to take 
part in the selection procedure for a confidentiality statement and to ask them to complete 
the prequalification questionnaire. The call must be sent in proper time. It is advised to 
address several subjects.

3. Space for questions and comments from applicants: in order to avoid misunderstandings 
concerning the tender, it is appropriate to provide the applicants with the time and space 
for their questions and input comments.

4. Personal presentation of their own solution by the participants in the selection procedure.

5. Applying multiple bidding (especially pricing).

Preparation of documentation for use of 
counselling services

Sending a call for proposals to a potential 
provider

Space for questions and comments from 
applicants

Personal presentation of their own solution 
by the participants in the selection procedure

Applying multiple bidding

Scheme 2. Algorithm of the choice of consulting services provider. Source: own processing.
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From the factual point of view, it is necessary to focus especially on the criteria for participation 
in the competition, which must be aligned with the nature of the existing problem and with the 
specific requirements of the client. The choice of the consultant service provider to its customers is 
one of the significant determinants of the quality of their relationship. There are no generally valid 
rules or criteria that will guarantee the right choice for the choice of an advisory service provider.

In practice, several criteria have proved successful:

• References. They reflect the professional competence and experience of a consultant. Cli-
ents can request them from an applicant or directly from their previous clients or check 
them in writing or by phone.

• Cost of counselling services. The question of price should not be dominant when choosing 
a provider of counselling services and should not overcome professional competence, qual-
ity or good relationships. However, it should be noted that only a few clients can afford to 
ignore the price of the offer. The counsellors should use rates according to standard prac-
tice. Also, the method of pricing must be agreed before the work begins. If it is in place, the 
client may recognize the requirement for higher fees (e.g. timing).

• Professional integrity. It should be a basic prerequisite for choosing a particular (individ-
ual) counsellor representing particular counselling agency. It connects counsellor’s profes-
sional behaviour and professional ethics. If the client has any doubts about this criterion, 
particular counsellor should not be considered at all.

• Professional competence. It should be a necessary prerequisite for choosing a particular 
counsellor. It refers to the degree and type of the higher education of a counsellor and 
their further education, length and type of practice in counselling, references from previ-
ous clients, membership in a professional association and other professional activities of 
the counsellor (e.g. publications, participation in professional conferences, etc.). Lack of 
education and qualification of a counsellor in the counselling process rules out the effec-
tive and professional approach that the client assumes and expects when entering into the 
counselling relationship. It may also result in insufficient knowledge and skills regarding 
the use of appropriate techniques, programmes and procedures, which will ultimately af-
fect the outcome and success of the entire counselling process.

• Mutual trust. It creates the basis for mutual relationships between the counsellor and the 
client. The client believes in counsellor’s integrity and professional judgement. The coun-
sellor believes the client’s word and likes to work with him.

• Project concept (offers). The professional competence of the counsellors is not the only 
and sufficient criterion for their choice. They must also demonstrate their competencies 
through their own approach to the project (problem, task) to be addressed.

• Ability to fulfil commitments. The counsellors must be able to deliver what they committed 
to, including supervision and control in the counselling process.

• Ability to mobilize additional resources. The client should consider whether and to what 
extent the counsellor is willing and able to go beyond the originally agreed range of assign-
ment, if this necessity occurs during work.
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• The counsellor’s image. It is created by the clients’ perception of the counsellor. Sometimes 
the reputation of the counsellor is a substitute for applying a more specific criterion, but 
sometimes it is only a complement to other criteria.

One of the conditions for mastering the relationship between the counsellor and the client is 
effective communication. The counsellors can bring the best solutions for the client: but if they 
do not inform the client about them effectively, the benefits of such solutions will be zero.

The modified model of an effective marketing consulting process consists of five stages: the 
zero stage and the three main stages and the post-counselling phase, each of which contains 
two counselling phases.

0. Zero stage.

1. Initiation. The first step is the basis of an effective counselling process. It occurs on the part 
of the client (buyer) when the client becomes aware of a particular problem, disorder or 
lack of marketing performance that can be more or less obvious. What follows is the clari-
fication of what the client expects from such a service and from its provider (i.e. purpose 
and benefits), on the basis of which the tender documents are processed as a call.

2. Consultant selection. At this stage, the client is first contacted by potential consultants, 
initiating a contract/project, bidding by applicants and presenting them. The roles and re-
lationships between client and consultant are clarified. The zero stage ends with the choice 
of the counselling service provider.

A. The diagnostic stage.

3. Initial diagnostic phase followed by preliminary diagnostics or the so-called pre-diag-
nostics of the situation/problem, identifying and defining the problem and determining the 
conditions for its solution. The consultant then draws up an offer/project plan, including a 
contract, with the client. Once the proposed conditions have been agreed, the contract/project 
is officially proposed and signed.

4. Diagnostics itself presents a key step in the entire counselling process. It is about creating 
presumptions for diagnostics processing. On the basis of the facts based on the real status and 
situation, the consultant performs the following operations:

• Diagnostic analysis (analysis of the quantity, intensity and manifestations of a problem/
problems, analysis of the consequences of problems, prediction of further development of 
the problem, analysis of causes of problems and their sources).

• Diagnostic mission (praxeological verification of the analysis conclusions).

• Diagnostic synthesis (formulation of the problem in terms of its severity, urgency of the 
solution and main cause).

Diagnosis is then established and verified, the details of the problem are examined, and the 
diagnosis is summarized. In counselling practice, it often happens that it is not possible or not 
appropriate to separate the diagnostic phase from the next stage that solves the problem. This 
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is particularly so because the operations and procedures usually used in the diagnostic phase 
can only be implemented in a pragmatic way. At the same time, it increases the likelihood that 
all work and diagnostics will actually be effective.

B. Therapeutic stage.

5. Implementation proposal. Consultants develop alternatives to solutions, which they eval-
uate from different viewpoints (causes and sources) and draw the client’s attention to the 
benefits and possible risks associated with the implementation of individual solutions. They 
will submit them to the client, who will jointly review the strengths and weaknesses of the 
diagnosis. Based on the assessment of the different solutions, the consultant will propose and 
develop a plan for the implementation of the chosen solution and submit it for approval to 
the client.

6. Implementation. Consultant provides synergy even when implementing the chosen solu-
tion. This phase often brings many surprises regarding the feasibility of the chosen solution. 
The role of the consultant lies in the additional diagnosis and correction of the proposed solu-
tion. The implementation phase also involves the (pre)training of the client and the beginning 
of the intensive realization of the chosen therapeutic steps on the basis of the (definitive) 
diagnosis, usually by the client’s own capacities (Scheme 3).

C. Stage of termination of counselling activities.

7. Evaluation of counselling activity. In this step, the consultant provides the client with a final 
report on the order/project in which he/she assesses the diagnostic activities, the course of the 
contract/project and its milestones; summarizes the variants/therapeutic steps in the form of 
proposed solutions with an emphasis on the alternative chosen, its benefits and (potential) 
risks and describes participation in its implementation.

8. Perspective of counselling relationship. At the end of this stage, the commitments with the 
client are balanced; the future possible cooperation and the termination of the counselling 
activity are outlined.

D. Post-counselling stage.

9. Interaction of a counsellor. Consultant maintains contact with the client even after the end 
of the contract/project, provides him/her with possible cooperation (based on free consulting 
capacity) and monitors the effectiveness of the proposed and implemented measures or the 
course of their implementation and the client’s satisfaction with his/her services.

10. Initiating a new order. The client or consultant may initiate a new order or modify the 
original order. In this case, the second step of the null phase is omitted.

Throughout the counselling process, intensive communication and collaboration take place 
between the consultant and the client. One form of this interaction can be consultation days, 
fulfilling the information, evaluation and control functions.

The modified model of the counselling process is characterized by higher efficiency than the 
classic model by:
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• Simplifying the phasing of the steps of the individual stages of the counselling process.

• Integrating the methodical (technical) aspect of the counselling process with a higher level 
of participation of both its actors (consultant-client).

• Counselling diagnostics is linked to counselling therapy with a view to identifying causes 
and sources of disruptions in marketing and entrepreneurial activity.

• Considering the zero life cycle of the counselling process with the aim of minimizing errors 
and defects in its further stages.

• Expanding the life cycle of the counselling process to post-counselling activities.

  Perspective of counselling relationship

  Evaluation of  counselling activity

Scheme 3. The modified model of an effective marketing consulting process. Source: own processing.
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• Guaranteeing continuous, intensive and effective communication between the consultant 
and the client at each stage of the life cycle of the counselling process.

• Is based on the principle of feedback and multiple control throughout the life cycle of the 
counselling process.

• Containing added value in the form of counselling in both the therapeutic and post-coun-
selling phases.

• Assuming the transfer of responsibility for the resulting effect of counselling to the consul-
tant through active and intensive participation at all stages of the life cycle of the counsel-
ling process.

The modified efficient counselling model is more transparent, motivating and flexible than 
the classic one. It can be recommended for each type of marketing counselling. It examines 
and evaluates all parameters of marketing effectiveness. It can be implemented in the form of 
total or functional diagnostics and therapeutics of corporate marketing as well as the revision 
of marketing efficiency.
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Abstract

The chapter deals with problems of small family-owned companies in the Czech Republic. 
The main aim of the chapter is to describe a family business in the Czech Republic. The 
partial aims of the chapter are as follows: presentation of family business definition used in 
investigation of Czech family businesses and model of successful transfer of power to the 
next generation called “relay.” This chapter uses a research methodology of the secondary 
as well as primary data collection. In the frame of secondary data collection, the data were 
obtained from the company’s websites as well as from the official Amadeus database and 
those by the Czech Statistical Office. The collection method of primary data was based on 
interviews with the company’s founder and his children and on the questionnaire survey. 
So gained interview results were transformed into the paper form and then transcribed. The 
research case study was analysed and focused on the case. This chapter states the results 
of qualitative research regarding a small family-owned company, called Kaláb—Building 
Company, Ltd. The concerning research part has the form of a case study. Two models are 
given in discussion of research results: (1) strategy of small family-owned enterprise and (2) 
power delegation in a family-owned enterprise.

Keywords: family business, succession management, family business definition, family ties, 
two-circle model of family business, family system, strategic process, successor, incumbent

1. Introduction

The problems of family-owned enterprises and family businesses are quite common nowa-
days, but only little attention is paid to this business segment in the Czech Republic. This, in 
some measure, arises from the fact that business itself is relatively new and young discipline 
in Czechoslovakia, respectively in the Czech Republic. The expanding business activities have 
also brought a development of family-owned enterprises in its train. Many traditional busi-
ness families, feeling a challenge for continuity within the new environs, wanted to pick up 
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the threads of family tradition and tried to follow up the fame of the former fathers and fore-
fathers. The others launched into business with illusion of easy reachable million profits and 
the like. There were various types of traps lurking for the businessmen, for example legisla-
tion gaps, but especially a catastrophic lack of business activity experiences itself. Those facts 
caused many faults and only a small number of businessmen and family-owned enterprises 
held out the running of business up to the present time.

However, the situation in the field of family-owned enterprises improves rather quickly in the 
Czech Republic in the last time. Due to a responsible approach to investment of private means, 
the family businessmen being concentrated on the own aims are far more flexible in comparison 
with managers delegated from outside. The owners usually have many obligations not only 
towards the enterprise but also towards the successor(s) and above all towards the whole fam-
ily. Family-owned enterprises show very sensitive approach to administration of the own prop-
erty. A communication within the family triangle is usually decisive for managing the enterprise 
and market and for the further development. The enterprise itself represents a life work of a 
businessman, and when ceasing to function, the responsible family members are struggling to 
rescue company far more obstinately and persistently in comparison with the other enterprises.

Thereby, this chapter aims to describe the family business in the Czech Republic and define 
tendencies in specification of that. Partial aims are as follows: to present the family business 
definition used in investigation of Czech family businesses and model of successful transfer 
of power to the next generation called “relay.” The object of the research focus on describing 
of the specifics of family business as an economical phenomenon. The subjects of the research 
are definitions, strategies and succession of the family business enterprises.

2. Family business in the Czech Republic

2.1. The applied methodology

The chapter presents the theoretical and practical part in the topic of family business definition, 
its perception and analysis of weaknesses and strengths in the framework of the investiga-
tion of Czech family businesses. In addition, the chapter performs the results of theoretical 
and practical knowledge from the field of strategy and power delegation between the genera-
tions. The chapter uses a research methodology of the secondary as well as primary data col-
lection. The theoretical part is based on the analysis of secondary literature sources. For insight 
into family business’ phenomenon, it was decided to study the historical sources of the family 
business concept development during the twentieth and twenty-first centuries after evaluating 
them with the help of Vallone’s three key principles of determination of family business. The 
chapter is also prepared on the basis of research of the most cited scientific papers relating to the 
definition of family business with the help of general theoretical scientific methods, in particu-
lar, analysis, synthesis, analogy, comparison, generalizations, deduction and methods of expert 
estimates. In addition, according to aim, also a SWOT analysis is applied to find out the basic 
strengths and weaknesses of family business. The practical part is based on primary research 
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using qualitative methods. In the frame of secondary data collection, the data were obtained 
from the company’s websites and other materials as well as from the official Amadeus database 
and those by the Czech Statistical Office. The collection method of primary data is based on the 
case study with using of interviews with the company’s founder and his children. That case 
study was conducted, namely the face-to-face structured interviews, which belong to the verbal 
form of questioning methods commonly employed in qualitative research. The study supposed 
the use of open-ended questions due to the nature of the collected data favoured as a means to 
illustrate findings and support the developed theory described above. The questions for pilot 
study were formulated on the several main concepts that are based on field of power delegat-
ing in small family-owned enterprises. Interviews were conducted by an interviewer using an 
audio recorder. The following factors influenced the choice of data collection method resulting 
in interviews: importance to reach a particular person, high confidence that the right person has 
responded, obtaining a great level of detail, ease of use for respondents, low expenses/financial 
implications and simplicity of data coding. At the beginning of the interview, the interviewer 
explained the purpose of the interview and the importance of the respondent’s participation. 
The gained audio interview results were transformed into the paper form and then word-for-
word transcribed. The research case study was analysed and focused on the case. In the analysis 
of respondents’ answers, statements were decompound and compared with each other using 
content analysis; the authors were inspired by the Constant Comparative Method known from 
the approach of Grounded Theory.

3. Theoretical solution approach

3.1. Definition of a family-owned enterprise

The literature deals with many definitions regarding a family-owned enterprise. The majority 
of them are based on measurement following from the number of statutory body members 
descending from the given family in comparison with total number of statutory body mem-
bers; the family controlled authorized capital and the whole sum of the authorized capital. The 
most acceptable definition of a family-owned enterprise will be probably that one presented 
in Ref. [1]. This definition may be interpreted as follows: “Family-owned enterprises are those, 
held by a group of people, being in a family relationship.” This definition specifically enables 
to research also the small- and micro-family-owned enterprises in the Czech Republic, play-
ing the role of natural persons and cooperating with family members. However, it is neces-
sary to investigate the type of family relationship in this case. On the basis of the assessed 
definitions owing to the family-owned enterprises, the following definition applied to the 
Czech environs may be assigned: “A family-owned enterprise is that one owned and possibly 
controlled by family or families or by selected family member(s), whereas its delivery to the 
next generation is supposed.” This definition presumes an enterprise establishment under the 
§ 5 of the Act No. 513/1991 Sb. (Commercial Act), where an enterprise is understood as a com-
plex of material, personal and non-material business components. The term “family” is not 
explicitly defined within the Legal Code of the Czech Republic. In general, a family is above 
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all an institution constituted by marriage. The authors have defined the family as “a group of 
persons mutually associated not only by matrimony or relational bonds, but also by a com-
mon life-style.” It is worth noting that the development of the family business theory and the 
theoretical researches devoted to definitions of family business are gaining a momentum.

However, there are some key tendencies. For example, the results, which were received in the 
development of family business theoretical definition, are significant. In addition, the theo-
retical researches shed some light on how the family business can differ from the non-family 
one. Thereby, following questions are considered now: why the family business exists, what 
factors do it more or less successful in survival, growth and creation of long-term economic 
values. The definition of research object is the fundamental requirement for an advance in 
any area. In addition, as it was previously noted, the theoretical definition of family business 
has to begin with a question: what the family business is. The special literature shows that no 
unified definition exists for “family business,” which is exclusively applied to all areas. This 
fact suggests that the debate on this topic is not exhausted. If we look at this problem from 
the perspective point of view, we will find out two systems in the family business layering at 
each other: the system of family and the one of firm, called the “The Model of two circles.” The 
integral part of those systems is the objectives, priorities and expectations. The family world 
is characterized by a strong emotional aspect; the corporate world requires rationality and 
results. Families are the cornerstones of human communities [2]. They are of different sizes, 
but they often have rigid internal relations as a common feature. It is known that family busi-
ness is a traditional method of business in the private sector. The goal of family enterprises 
is not to get rich as fast as possible, but rather to build something that will last and provide 
sustenance not only to the present generation but also to those of future.

Before starting to analyse different definitions, it is significant to state why having a gener-
ally accepted definition within the family business academia is primary for future extension 
of that field [3]. Most of the definitions were created to suit of certain research. Heck and Trent 
[4] maintained the argument of having a widely acknowledged definition by stating that “a 
proper definition and count of family businesses is important to future research and current 
policy, practice, service and education. Promoting definitional consensus among researchers 
may increase the likelihood of theory development, in-depth empirical analyses, comparative 
studies and replication [4].” Furthermore, distinction in definitions obstructs the comparison 
of international investigations of family business. Using a common definition would therefore 
allow making clearer and comparable statistics of this entity, especially in case of its contribution 
to the economy [5]. Vallone [6] has the same opinion that an elaboration a generally accepted 
definition would “circumscribe the field of investigation, and obtain a comparable sample for 
international researches; to individualize the presence and the specific characteristics of the fam-
ily business in comparison to nonfamily business; in addition, it means to be able to compare 
more easily the empirical studies.” To fully understand the development of family business 
study and its definition, it was decided to overlook historical tape of that field development.

3.1.1. Main principles of family business definition by Vallone

One of the most interesting studies belongs to C. Vallone, who published his literature review 
paper in 2013 [6]. He concluded that there are three key principles in the family business 
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discussion: the degree of ownership, the intention to the succession and the involvement of 
the family members in the business. He understands ownership as “the percentage of capital 
possessed by the family (by shares or quota) or the dominant influence represented by the 
family members’ ability to affect the remarkable and strategic choices.” According to that 
expression determining the family business, family must have full control or must be the 
most influential unit in making strategic decisions. Concerning the expectation of transfer-
ring the firm to the next generations (succession), Vallone states that “family business should 
concern only the companies managed by a family where the second generation is present or 
where there is a precise wish to transfer the business and family culture and the management 
to heirs, so that it is possible to exclude occasional business initiatives managed by two broth-
ers, or by an individual with the aid of the partner.” He claims that because there are many 
examples, where husband and wife manage the business but not intend to transfer the busi-
ness to the next generation. There are many explanations; therefore, for instance, they have 
no children or none of their children wants to keep on the business like the parents. In this 
way, in spite of full ownership of the firm, the “familiarity” thereof is slack due to the absence 
of intention to transfer the firm and business culture to the next generation [4]. Another most 
essential element of family business, according to Vallone, is the involvement of the family 
members in business. This element occurs as a decisive aspect in differentiation between 
the family business and non-family one, especially in case of small business. Therefore, the 
author proposes to include this element as an attribute of family business because most of 
family companies are small companies, where founder works in the continuous way with the 
relatives [3]. Nevertheless, Vallone in his work concludes that constant involvement of family 
members or their relatives in the business is not crucial because it can lead to a limiting effect, 
that is, elimination of some big companies which are hired not only by/to the non-family 
members but also have external employees.

3.1.2. Definition of family business with the help of historical analysis

For understanding the historical tendencies of comprehension of family business, it was 
decided to follow the main historical investigations in that area and evaluate results with the 
help of Vallone’s three key principles, which relate one of the most catchall determinations 
of family business. For understanding the historical tendencies of comprehension of family 
business, it was decided to follow the main historical investigations in that area and evalu-
ate results with help of Vallone’s three key principles, which relate one of the most catchall 
determinations of family business. If we look through the history, it is an interesting fact that 
family business is one of the favourite subjects of business historians, and nowadays, it repre-
sents one of the promising subfields of the business history [7]. The family business started to 
attract business historians during the 1990s [8]. According to A. Colli, there can be described 
as some “reactions” against the dominant Chandlerian approach interpreting the persistence 
of family capitalism as a dominant form of ownership and management in large, capital-
intensive firms of the Second Industrial Revolution as a signal of inefficiency and backward-
ness [9]. As she notes, the recent accent on family companies and family capitalism does not 
mean that business historians noted it as unworthy of attention. In business research before 
the 1990s, there was a lot of research studies about family business at both the “micro” level, 
that is, about the dynamics internal to family enterprises, and the “macro” level, that is, the 
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research regarding the relationships between family enterprises and the more general envi-
ronment as well as respective national economies [9]. Donnelley was likely the first to define 
the family business [10]. His definition included one or more of the following conditions: (1) 
existence of family relationships as a key factor in succession; (2) the presence of family mem-
ber among board of directors; (3) reflection of family values in business; (4) actions of family 
member reflected on reputation of business; (5) the presence of relatives involved and who 
felt obligated to hold stock for more than financial reasons and (6) entering the firm being a 
part of family member’s career decisions. Donnelley’s definition reflected on early consulting 
observations of family business, but it was difficult in meaning, empirically complicated to 
implement and so, it was not utilized in subsequent research studies [11]. Many definitions 
were created in that period, but they did not explain how the family business differs from 
non-family one. Classical family systems of theory developed from clinical work with actual 
families, but that theory did not include any specific recognition that owning and operation 
business might change the family life [11].

The most cited definitions of family business during the twentieth and twenty-first century 
are evaluated with help of Vallone’s three key principals of determination of family business: 
the degree of ownership (designated by code A), the intention to the succession (designated 
by code B) and the involvement of the family members in the business (designated by code C) 
[6]. For uncertain principle of determination, the code D is used. Family business researchers 
are confronted with a definitional dilemma similar to those facing entrepreneurial research-
ers [12]. Some researchers argue that at least one of family members should be active in the 
management/or ownership of the firm, others think that there should be at least two active 
members of family. Still others require the family business with family members of different 
generations active in the business [13].

Some scholars see the family as the owner of at least 51% of the stock, whereas the others sup-
pose the family has to have an influence on decision-making in business. It could be said that 
clear definition of family business will not be set up soon and agreed by most scientists because 
of wide difference of definition options. Despite that the research shows that the most generally 
used attribute in the studied definitions during the twentieth century is the criterion of owner-
ship equalling to 58%. The authors of many researches support it because most of scholars state 
that ownership is the main tool in legalization and keeping the power to influence a firm. The 
number of definition criteria occurrences is in absolute terms as well as in relative terms. The 
total percentage exceeds 100% because that most definitions use multiple criteria. Involvement 
of the family members in the business is the second most used criteria, respectively 51% of 
them. Intention to the succession is in 15% of the identified definitions as less used criteria of 
family business. Thereby, it can be observed that criteria for family business describing “inten-
tion to the succession,” unfortunately, is not considered severely in many definitions because 
those criteria could help distinguish small family business from non-family business firms.

3.1.3. Family business definition investigations

During the last few years, it could be observed that such huge diversity of family business def-
inition leads to problems in practice [14]. It is not only about comparativeness of researches’ 
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results, dealing with “family business” (under this concept, many different types of business 
can be seen) but also particularly about comparativeness of statistic data about family busi-
ness. Because of that, in the end of previous century, scholars tried to make an order in that 
chaotic situation. First of those were Astrachan and Shanker, who recommended, based on 
their research, to use three definitions of family business that vary by the level of involvement 
of families in business [15]. Despite the fact, that the attempt seemed to be auspicious, in prac-
tice, it completely did not take hold. As it was confirmed, the majority of family business defi-
nition are based on ownership criterion, slightly less are related to involvement of the family 
members in the business. These definitions specifically enable to research also the small- and 
micro-family-owned enterprises in the Czech Republic, playing the role of natural persons 
and cooperating with family members. Nevertheless, it is needful to investigate the type of 
family relationships in this case. On the basis of the assessed definitions owing to the family-
family enterprises, the following definition applied to the Czech suburbs may be assigned: “A 
family-owned enterprise is that one owned and possibly controlled by family or families or 
by selected family member(s), whereas its delivery to the next generation is supposed.” The 
term “family” is not precisely defined within the Legal Code of the Czech Republic. However, 
a family is constituted by marriage. The author has defined the family as: “a group of persons 
mutually associated not only by matrimony or relational bonds, but also by a common life-
style.” According to the Civil Code of the Czech Republic [16], the family business is consid-
ered as an establishment, where the spouses, or at least one of them, are working together and 
where the other relatives up to the third degree or those related to husbands and connected 
via brothers-in-law up to the second stage are working, and where some of those people are 
the owners of such establishment. Those of them who are constantly working for the family or 
family business are viewed as family members involved in the family business operation [17].

3.1.3.1. Family ties of representative wine family enterprises in the Czech Republic

For the understanding of family business concept, it is necessary to display a determination 
and structure of family business relationships [5]. Here, the research conducted by Petlina 
[18] should be mentioned, where the purpose of research was to determine the family ties 
within wine trading business. The object of research was focused on the family wine trading 
business in the Czech Republic, in particular in the region of South Moravia as an economical 
phenomenon. The subject of research was based on family ties within the selected families 
as representatives of the family wine trading business in the Czech Republic. On the basis 
of conclusions about family business definition that mentioned above, it was found out by 
Petlina that greater percentage of the statistical sampling has shown the seventh family situ-
ation within the family wine trading business in the Czech Republic (“Father + Sons,” 25%). 
The “Spouses” as the main managers of the family business ranked second; this kind of fam-
ily ties has got 20.2%. The third place is shared by the first and twelfth types of family ties 
within the family wine trading business or, there are situations, where managers of business 
are brothers and parents with a son relatively; those have got 11.9% each. The fourth position 
belongs to the type of family tie, where the management of family wine trading business is 
shared by father and his sons. The rest of family ties within the family wine trading business 
have shown the values as follows: the family tie “Grandfather + Son + Grandchild” has got 
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6% of the statistical sampling; the family tie “Father + Posterity” has got 4.8%; the family tie 
“Parents + Posterity” has got 3.6%; the family ties “Brothers + Granddaughter,” “Cousins,” 
“Father + Daughter,” “Father + Son + Brother-in-law” and “Parents + Son + Son-in-law” have 
got each the same value equalling to 1.2% of the statistical sampling related to family ties 
within the family wine trading business.

All the values were rounded to the nearest tenths. Considering that the third quartile (Q3) 
equals to 10 (n = 13), it is clear that the cases with data lower than the value of indicator are 
equal to 75% of the values of selection. The third quartile splits the lowest 75% of the data 
from the highest 25%. Those highest cases (25% of the data) are as follows: “Brothers” (11.9%), 
“Parents + Son” (11.9%), “Spouses” (20.2%) and “Father + Son” (25%). It was confirmed that 
this respondent was the representative of family wine trading business in the Czech Republic, 
particularly in the Viničné Šumice, a village in South Moravian region. He has reported to 
have run his business since 2003, but their family tradition of wine production and sale has 
already been supported by five generations. During the course of interview, it was found out 
that managers of the firm are parents and their son. The owner of business is Mother who is 
engaged in accounting and strategic planning and in the firm production as well. The Father 
is then the main wine grower and cellar man. The son is in charge of marketing and commu-
nication with the exterior, graphic design and printing of labels and leaflets and he manages 
the projects of “Svatomartinské” (wine) and “Vinné želé” (wine jelly). During the intensive 
period of vintage and various actions, the whole family and many a close and distant relatives 
are helping for the development of their family wine business. Thus, the interview has con-
firmed that the family wine trading business exists, and it is not only a mere marketing tool 
for customer acquisition. One note should be said regarding the materials related to family 
ties within the family business, where the mentioned member, the “Son,” has emphasized to 
prefer rather a family business in which a son or the sons are engaged. It can be the result of 
a phenomenon when the son is associated with the next generation and business succession.

4. Particularities of a family-owned enterprise

When wanting to define the difficulties or problems of a family-owned enterprise, we must 
deeply penetrate into the core thereof. That means, we must thoroughly analyse single com-
ponents mutually influencing the whole process and taking part in the existence thereof. 
Those specific forces typical for each of such component are the main sources of problems, the 
family-owned enterprise must withstand. When focusing this problem on a system of view, 
we will ascertain that there are two crossing systems within the family-owned enterprise, 
as Leach said in Ref. [19]. Though both of the systems are created by the same persons, each 
thereof depicts a world of its own. The integral parts of this systems are their own goals, pri-
orities and expectations. A family world is characterized by strong emotions and the business 
world demands rationality and results. There is one of the main problems following from this 
initial outline, that is, the family members must learn to grasp the measure of changes within 
the systems, they are moving in. It is not only the change of this relation, they must grasp, 
they must also modify the norms, expectations and the entire behaviour. This scheme may be 
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extended and supplemented anytime in order to obtain a better illustration of the idea related 
to the whole complex of elements defining the system of a family-owned enterprise. Anyway, 
the result of such effort will always give a “model of three spheres,” in which the mutual rela-
tionship between the family, ownership and controlling will appear.

5. Difficulties faced by family business

When trying to define the difficulties encountered within the family business, we must first 
penetrate deep into the essence of the whole problem. It means, it is first necessary to focus 
our interest on a detailed analysis of how the individual components interact with contri-
bution to the own existence. When looking at this problem from the perspective point of 
view, we will find out that there are two systems colliding in the family business, namely 
the system of family and the one of the firm. Those two systems are very tightly connected 
with each other. They are, to say, tied by an umbilical cord. Each of those different systems 
is based on a varied foundation. The integral parts of those systems are their own objec-
tives, priorities and expectations. Thus, if two different systems are connected in this way, 
it is clear that a conflict zone occurs. This scheme of two systems can be further extended 
and complemented by the element of ownership. This scheme shows interdependence 
between three systems: family, ownership and management [17]. The strengths and weak-
nesses of the Czech family business are not much different from those of family business 
in the Western economies.

6. SWOT analysis of family business in the Czech Republic

On the basis of research conducted by Petlina [18], a final SWOT analysis was compiled 
identifying the strengths and weaknesses of family business firms in the Czech Republic 
including various internal factors and opportunities as well as threats based on external 
factors. Those analyses resulted below showing the strengths and weaknesses together 
with opportunities and threats in comparison with non-family business firms. The carried 
out analyses suggest that the family business, as an economic phenomenon in the Czech 
Republic, is healthy, economically stable and in the phase of growth. The family business 
has a number of strengths and there are many opportunities providing a potential for fur-
ther growth. The great asset of family business is the team of long-term-employed family 
members with knowledge and experience in the given field and the efforts to keep family 
traditions of high-quality production or service. The family business has always focused 
on meeting of customers’ needs. It is reflected in the flexibility in work, time and money of 
family members as employees and also the pride and confidence in the own business and 
its outputs. The result thereof is recognition and confidence in the family business prod-
ucts by local customers. The weaknesses of family business in the Czech Republic can be 
divided into internal and external parts. Internal pressures emanate from the very nature 
of these institutions. Major internal pressures are divided into the emotional and managing 
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extended and supplemented anytime in order to obtain a better illustration of the idea related 
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parts. The course thereof is “engagement” of family in the business system. The emotional 
problems can paralyze all the fields of business spoiling the interpenetration between the 
family/enterprise systems. Thereby the main weaknesses of family business are considered 
to exist, and the family business has no direct influence thereon, although sometimes, it 
may be controlled indirectly. Such weaknesses do negatively affect the competitive posi-
tion in the business market. In this context, we can mention three main areas of weak-
nesses: public opinion attitude, investment institutions and fiscal matters [18]. Another 
challenge for family business is its growth [20]. The author Sorenson is convinced that an 
important instrument for family business lies in overcoming such obstacles by means of 
quality education, counselling and research in this area [21].

6.1. Strengths of family business in the Czech Republic

The strengths of family business follows from its own essence and may increase its competi-
tiveness [22]. Those strengths are as follows: (1) a mutual agreement between the individuals 
sharing common interests arising among family members working in the family business on 
one hand and interests of owners on the other hand; (2) commitment leading to the fact that 
all family members striving to achieve a mutual benefit are ready to submit themselves to the 
given demands under the certain personal sacrifices. A family considers the business as its 
“own” creation; (3) flexibility regarding the work, time and money: a family enterprise can 
devote all its time that is necessary for a successful firm development; (4) long-term plans 
allowing to reduce the risks and making it easier to cope with unforeseen circumstances. 
Family business firms tend to planning of long-term visions; (5) stable corporate culture: 
the corporate culture of family business is still compared with other non-family companies. 
Managers are holding the office for a relatively long time being intrinsically involved in the 
business success. This also applies to non-family managers; (6) quickness in decision-mak-
ing: certain powers of family members are clearly defined. This is a typical feature for family 
business considered as a great advantage; (7) pride and confidence: a strong foundation and 
commitment of family members within the family business are evident in the relationship to 
clients; (8) efficiency: the family business can effectively and successfully utilize the resources 
being at its disposal [17].

6.2. Weaknesses of family businesses in the Czech Republic

There is a tight link between the phenomenon of weaknesses and strengths of the family 
business. The weaknesses of family business are as follows: (1) strong ties within a fam-
ily: a decision-making within the family business is usually fast, but the family ties make 
the family business more conservative in relation to the risks [2]; (2) reluctance to external 
sources of financing: a strong responsibility to the family can be the reason of reluctance to 
external financial sources. Consequently, the family business firms used to have a motto: “I 
will buy only under supposition of earning.” This can be compared with mistrust in return 
on equity in non-family business companies; (3) necessity of high-quality communication 
channels functioning between the family and family business: it can be claimed that one 
of the keys to succession will be a communication between the firm and family; (4) high 
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potential for conflicts: various conflicts may occur within the family business, such as those 
between generations or founder(s) and successor(s), interfamily conflicts, those between sib-
lings, family and employees, family and managers, no family employees, conflicts connected 
with professionalization of the family business, conflicts between non-family manager and 
family employees; (5) reduced ability to respond to global opportunities: family business 
firms belong to the category of lower-sized (local) firms rather than to the global ones [23–25].

7. Family enterprise strategy

Johnson and Scholes speak about following steps regarding the process of an enterprise strat-
egy: strategy analysis, fixing of the entire (corporate) strategy, analysis of strategy relating to 
the single strategic business units (SBU) and strategy definition of each SBU [26]. The whole 
process of strategy is crowned by its implementation. The limitation mentioned earlier is one 
of the very frequent opinions published today. However, the opinion of the term called “strat-
egy” was varying during the past few centuries.

Merwe’s definition of “strategy” going back to the seventeenth and eighteenth centuries 
related to a “bulwark, maneuver and delivery” [27]. After the stormy social changes of the 
nineteenth and twentieth centuries, it was difficult to draw a line between the “military strat-
egy” and the “basic strategy,” the latter especially related to planning and utilization of all 
resources. Consequently, the term of strategy was implemented into the business as well. A 
modern business strategy is supposed to deal with bringing into consonance the firm activi-
ties with the environs in which it operates. A strategic management should ensure a long-
lasting performance of the firm. Strategic management includes the formulation of strategy, 
its implementation, evaluation and control.

We have seen how the family and enterprise systems overlap each other. The research by Basco 
and Peréz shows that firms combining both of those systems in their strategic decisions may 
achieve better business results [28]. The scanty research results by Goel dealing with strategy 
of family-owned enterprises show that strategic decisions should be chosen in context of the 
family ownership complexity [29]. A family-owned enterprise strategy namely includes the 
complexity of inner business dynamics and outer environs, as well as family interests, goals 
and problems in the field of heritage, culture and sibling relationships. Further, this research 
speaks about a poor aspect of the internal family system mechanisms.

Lindow et al. have introduced the term “strategic fit,” the idea of which is that a research in 
the field of family-owned enterprises must include the balance of dynamics between both 
the business and family activities; all these ought to be monitored in the environs of both the 
systems [30]. Mustakallio et al. claimed that a family vision depending on family social inter-
actions relates to the quality of strategic decisions [31]. Astrachan then speaks about more 
family elements influencing the process of strategic creation and acceptation [32]. Those ele-
ments are, for example, the sequence of kids’ birth or the family psychological factors, such 
as adaptability, rigidity, cohesion, and so on. We can see that the strategy of family-owned 
enterprises may be viewed under various angles.
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business considered as a great advantage; (7) pride and confidence: a strong foundation and 
commitment of family members within the family business are evident in the relationship to 
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being at its disposal [17].
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There is a tight link between the phenomenon of weaknesses and strengths of the family 
business. The weaknesses of family business are as follows: (1) strong ties within a fam-
ily: a decision-making within the family business is usually fast, but the family ties make 
the family business more conservative in relation to the risks [2]; (2) reluctance to external 
sources of financing: a strong responsibility to the family can be the reason of reluctance to 
external financial sources. Consequently, the family business firms used to have a motto: “I 
will buy only under supposition of earning.” This can be compared with mistrust in return 
on equity in non-family business companies; (3) necessity of high-quality communication 
channels functioning between the family and family business: it can be claimed that one 
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potential for conflicts: various conflicts may occur within the family business, such as those 
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with professionalization of the family business, conflicts between non-family manager and 
family employees; (5) reduced ability to respond to global opportunities: family business 
firms belong to the category of lower-sized (local) firms rather than to the global ones [23–25].

7. Family enterprise strategy

Johnson and Scholes speak about following steps regarding the process of an enterprise strat-
egy: strategy analysis, fixing of the entire (corporate) strategy, analysis of strategy relating to 
the single strategic business units (SBU) and strategy definition of each SBU [26]. The whole 
process of strategy is crowned by its implementation. The limitation mentioned earlier is one 
of the very frequent opinions published today. However, the opinion of the term called “strat-
egy” was varying during the past few centuries.

Merwe’s definition of “strategy” going back to the seventeenth and eighteenth centuries 
related to a “bulwark, maneuver and delivery” [27]. After the stormy social changes of the 
nineteenth and twentieth centuries, it was difficult to draw a line between the “military strat-
egy” and the “basic strategy,” the latter especially related to planning and utilization of all 
resources. Consequently, the term of strategy was implemented into the business as well. A 
modern business strategy is supposed to deal with bringing into consonance the firm activi-
ties with the environs in which it operates. A strategic management should ensure a long-
lasting performance of the firm. Strategic management includes the formulation of strategy, 
its implementation, evaluation and control.

We have seen how the family and enterprise systems overlap each other. The research by Basco 
and Peréz shows that firms combining both of those systems in their strategic decisions may 
achieve better business results [28]. The scanty research results by Goel dealing with strategy 
of family-owned enterprises show that strategic decisions should be chosen in context of the 
family ownership complexity [29]. A family-owned enterprise strategy namely includes the 
complexity of inner business dynamics and outer environs, as well as family interests, goals 
and problems in the field of heritage, culture and sibling relationships. Further, this research 
speaks about a poor aspect of the internal family system mechanisms.

Lindow et al. have introduced the term “strategic fit,” the idea of which is that a research in 
the field of family-owned enterprises must include the balance of dynamics between both 
the business and family activities; all these ought to be monitored in the environs of both the 
systems [30]. Mustakallio et al. claimed that a family vision depending on family social inter-
actions relates to the quality of strategic decisions [31]. Astrachan then speaks about more 
family elements influencing the process of strategic creation and acceptation [32]. Those ele-
ments are, for example, the sequence of kids’ birth or the family psychological factors, such 
as adaptability, rigidity, cohesion, and so on. We can see that the strategy of family-owned 
enterprises may be viewed under various angles.
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8. Succession in a family-owned enterprise

Griffeth et al. stated that family-owned enterprises, though being successful in business for 
a certain time, must break through one great obstacle, lying in the continuation of business 
and power transfer between the generations [33]. The future of a family-owned enterprise 
always depends on the owner’s competence and the measure of how he is able to face the 
challenge of the family bond preservation across the generations. Goel puts interesting ques-
tions in his work regarding the choice of a successor in the family-owned enterprise [29]. For 
example, he asked that whether the successors are chosen with regard to support a certain 
strategy and whether the founder’s kids could fall into a stereotype. He also considered the 
preferences or influences playing a role within the family system in relationship to the chosen 
business strategy. What seems like to be better for the founder? Astrachan [32] mentioned 
an ascertainment according to which the successor’s training was allegedly influenced by 
the relationship between successor and incumbent. In case that this relationship is poor or 
imperfect, such power delegation to successor may be unsuccessful. The work by Griffeth 
et al. presents power delegation as a process, in which senior positions are being calcula-
tedly opened or possibly fulfilled [33]. This process exaggerates a project management of 
organizational needs, evaluation of skill and solution of the found development needs. Dyck 
et al. compared this process with a relay race [34]. There are four main factors in such relay 
race: sequence, timing, baton-passing technique and communication. All these factors have 
to be solved at one stroke for the race to turn out well. The authors argue with the fact that 
succession is determined by sequence. This allegedly means that with regard to the present 
firm state and its future development, a successor will be chosen in a view of the adequate 
qualification and skill in order to be able to overtake the control of enterprise from the present 
incumbent. Second, it is also necessary to choose the right timing for the power transfer to the 
next generation. This means that both successor and incumbent have taken into consideration 
the given circumstances and now they are ready to pass and overtake the baton. For three, it 
is necessary to choose appropriate techniques for the baton passing. The last part of relays is 
a good communication ensuring a successful result. However, Griffeth et al. warned of a sole 
focusing on planning the succession, which may ignore one critical factor, namely a motiva-
tion of the potential successor to continue the work in family-owned enterprise.

Le Breton-Miller et al. are just the authors having concentrated themselves on the problem 
of successor’s motivation and passing of the family-owned enterprise into the hands of next 
generation [35]. As they state, only every third family-owned enterprise succeeds to continue 
the business in second generation and only 10–15% survive until the third generation. The 
said authors have noted the fact that many a thinkers deal in the literature with various parts 
of the given problem complex related to power delegation, successor’s quality, family con-
text or incumbent. They extrapolated an integrated model, having worked out the neglected 
courses of study, which may influence the long-lasting succession lifetime. There is a non-
family context contained in industry and competitive environs of the enterprise influencing 
and controlling the strategy, organization and internal policy. The family-owned enterprise 
alone based on this strategy then influences the process of succession. The context of industry 
and the social context, both of them are principally predetermined and so not governable, 
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which results in a “predetermined” successor’s choice. The other elements may be modified 
by the enterprise in a way to improve the process of succession. The ownership structure 
and the board composition will then determine a suitable successor. In the view of staff, the 
most important persons in the enterprise context are the COE incumbent and the successor(s). 
Here, it is not only the mutual relationship between them, which is very important, but also 
the incumbent’s personality, his approach of training and care for the successor(s). Naturally, 
a successor must fulfil certain preconditions and features, such as management competence, 
skill, motivation, age, and so on. Family context is then influenced by surrounding social 
context (social norms, laws, values, etc.), having great effect on family relationships and dis-
tribution of the roles. The family context then contains family relationships, role distribution, 
respect, confidence, management of family financial means and effect control. As stated by 
the authors, the core of this model includes various phases of heritage process, influenced 
by business context on one hand and by family context on the other hand. The phases of 
heritage model are developed in time and include a feedback, which can change the behav-
iour. The first phase includes the principal rules. This, for example, includes a vision creation 
and rules for selection and training of successors, the role of owner(s), managers and family 
members. The second phase includes the development and progress of successor(s). Here, 
it is to emphasize education, training programs, knowledge transfer, practicing outside the 
firm, and so on. In case of more successor candidates, it is necessary to do their continuous 
assessment and training modifications, eventually to extend or narrow the candidates’ circle. 
The third phase includes selection. Here, the selection criteria of the previous phase are to be 
checked up. A selection, namely, represents no one-stage process. It is a sequence of more 
decisions, following one after another. The fourth and last phase of this process lies in “install-
ment” of the chosen successor(s) into the position(s). This phase is accompanied with capital 
transfer within or between the generations.

Griffeth et al. defined factors that may influence the participation of a family-owned successor 
by working up of a Successor Retention Model [33]. Those defined factors include the rela-
tionship between the successor and his parents, conflict as a consequence of power struggle 
between incumbent and heir, conflict between the parents’ and business roles, generation 
gaps, experience of childhood, relationships within the family or business features and suc-
cessor’s character. The model thereof including three phases (anticipatory socialization, full 
time employment and management) leads to two decisive points. The first one follows after 
the anticipatory socialization, when heir considers and decides, whether to accept the full-
time job in the family-owned enterprise; the phase of full-time employment leads to the point, 
whether to enter the family-owned enterprise as its owner, respectively a manager.

The previous text presents various views and principles of succession power transfer based on 
the literature. The question left behind is, whether the family involvement is someway measur-
able or whether it reflects in finances of the enterprise. Mazzola et al. tried to find out a rela-
tionship between the family involvement in the firm ownership and its profitability [36]. They 
detected an existence of a positive relationship between the return on equity (ROE) indicator 
and the family involvement. The more family members are involved in the management, the 
better ROE indicator there is. However, on the other hand, the greater number of involved gen-
erations is it then the worse results of ROE indicator are achieved. The next chapters, drawing 
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tionship between the successor and his parents, conflict as a consequence of power struggle 
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cessor’s character. The model thereof including three phases (anticipatory socialization, full 
time employment and management) leads to two decisive points. The first one follows after 
the anticipatory socialization, when heir considers and decides, whether to accept the full-
time job in the family-owned enterprise; the phase of full-time employment leads to the point, 
whether to enter the family-owned enterprise as its owner, respectively a manager.
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the literature. The question left behind is, whether the family involvement is someway measur-
able or whether it reflects in finances of the enterprise. Mazzola et al. tried to find out a rela-
tionship between the family involvement in the firm ownership and its profitability [36]. They 
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and the family involvement. The more family members are involved in the management, the 
better ROE indicator there is. However, on the other hand, the greater number of involved gen-
erations is it then the worse results of ROE indicator are achieved. The next chapters, drawing 
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on the literature searches regarding the process of power delegation to next generations, will 
work out a simple theoretic model based on a family-owned enterprise. This model could serve 
as an example for small family-owned enterprises, how to delegate powers to the next genera-
tions and the process of power delegation will be evaluated by means of the ROE indicator.

9. Case study focused on the Kaláb—Building Company, Ltd.

The basic information describing this family-owned enterprise was gained from its www.
kalab.cz Internet homepage, the Czech Trade Register Database (www.justice.cz) as well 
as from numerous conversations held with the owner and family members during the last 
years. The monitored family-owned enterprise, Kaláb—Building Company, Ltd., operates on 
the construction market of the Czech Republic since 1993. The owner, Jiří Kaláb, worked in 
various positions for a great state-owned enterprise until November 1989 (the point of the 
Velvet Revolution). Stepwise, he attained the position of a site manager. Immediately after the 
Velvet Revolution, he started to pay up interest on his skills, he founded an enterprise of his 
own, namely a limited company (s.r.o.). During the history of its existence, this family-owned 
enterprise has taken some awards (circa 27) in the categories like TOP SME, Construction 
Firm of the Year, Construction of South Moravian Region, and so on. The last prize was 
awarded by the Chairwoman of the House of Commons of the Czech Republic in February 
2013. This prize was awarded to small businessmen and small family-owned enterprises tak-
ing care of the quality and good reputation of the Czech craft and service. Straight away, he 
engaged his family: wife, daughter and son. Later, Mr. Jiří has ascertained that business made 
together with family members brings about advantages, but disadvantages as well. Therefore, 
he has started to drive a family pyramid in order to master the incurred conflicts. The levels 
of his pyramid are shown below. The values at the bottom of this pyramid show not only the 
values confessed by the family but also those on which the family business is based. Those 
values are as follows: honour, morality, social feeling and charity. The pyramid middle level 
contains the target including a long-time enterprise orientation. Mr. Jiří has not planned any 
immediate profit achievement. He wanted to conduct the enterprise in such a way in order to 
be able to pass it to his offspring. The upper pyramid level contains the acts. Mr. Jiří’s attempt 
was to apply the values and target in the everyday life of his enterprise. This was rather sur-
prising discovery as the author of research has supposed to find target or strategy at the top 
of the pyramid suspiciously. The function of family-owned enterprise since the beginning 
and up until today is based on the interaction of family, enterprise, cooperation of children 
and creation of mutual respect among the family members, namely also among those family 
members who were not involved in business. The offsprings have married and their partners 
are not involved in business so far. The business has functioned rather well since its founding, 
in spite of relatively great competition on the building market. The enterprise was focused on 
smaller structures in the field of civic amenities and light industry constructions. The enter-
prise took never part in any large transport infrastructure building in the Czech Republic.

The family-owned enterprise, Kaláb—Building Company, Ltd., is doing quite well. It has 
achieved outstanding results in 2006 and 2009. The result of 2009 is very interesting as this 
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was a period of economic crisis in the Czech Republic and in Europe as well. “This state was 
caused by a great personnel shock in the early 2008,” according to Mr. Tomáš (successor). The 
former business manager specifically left the company and almost all employees of the com-
mercial department followed him. This led to a great company restructuring, and the crew 
was reduced on the whole. However, this personnel shock ironically meant a good prepara-
tion for the economic crisis coming at the turn of 2008 and 2009 and practically lasting up to 
the present time. The results before 2009 would have been rather different, if quoted in the 
old Czech currency. The euro development showed specifically great differences during the 
followed up years. Based on excellent net incomes of 2009 and 2006, the ROE indicator was 
quite high especially due to the huge net profit and low equity capital. Thus, this concrete 
example did not show any significant influence on the ROE indicator due to employment of 
greater family members’ number. The excellent results of 2009 and 2006 were caused by other 
circumstances, though the family engagement might have contributed to an improvement. 
The ROE indicator of other years moved around the values of 10 or 12%. Gradually, Mr. Jiří 
has come to a stage where he has started to think of who of the offsprings should be his suc-
cessor. A tension has appeared between Tom, the son, and Marie, the daughter, as they both 
wanted to take part in the future business. The analysed small family-owned enterprise has 
no sophisticated strategy in writing. In literature, so frequently mentioned family protocol 
or family council is missing in the business conduction. The knowledge of whole business 
strategy has been transferred from the founder to the successor. Everything is based on the 
family pyramid quality of the shared principles, transformed into deeds. The all-family lunch 
is fulfilling the communication role and so unifying the family strategy is one of the business 
strategies that play a very important role. Also, the results of this research are confirmed in 
the literature, see for example, the work by Carlock and Ward [37].

9.1. Strategy model of a small family-owned company Kaláb—Building Company, Ltd.

The strategy model of a small family-owned enterprise describes nothing else than the fact 
that the family strategy must intersect, otherwise it will not function together. Further, we can 
see the strategy emerging from the enterprise. The enterprise foundation is based on articles 
of partnership, and the enterprise is governed by the general assembly. Naturally, there is 
a crew creating an important part of the enterprise. The general assembly members and/or 
the employees may have their origin in the family. The family strategy, on the contrary, has 
been determined by the family alone. A definition of the family strategy should follow from 
the family council. The family itself and the family council as the whole are influenced or 
“governed” by a family protocol. Both the enterprise strategy and the family strategy may 
arise parallel or, on the contrary, there will be created a preferable strategy (of the family or 
firm) from which the other one will be derived. This model is described below as an example 
related to the followed up construction company of Kaláb—Building Company, Ltd. The 
Kaláb Company is carrying out its strategy updating every February on the top manage-
ment’s two days’ meetings. Not all top management’s members are simultaneously members 
of the family. Yet but still, they have considerable influence on how the resulting version of 
strategic goals will look. The other managers are acquainted with that strategic goals’ word-
ing consequently. Yet, the most important decisions related to the whole firm policy of next 

Family Business: Experience from the Czech Republic
http://dx.doi.org/10.5772/intechopen.71020

199
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prising discovery as the author of research has supposed to find target or strategy at the top 
of the pyramid suspiciously. The function of family-owned enterprise since the beginning 
and up until today is based on the interaction of family, enterprise, cooperation of children 
and creation of mutual respect among the family members, namely also among those family 
members who were not involved in business. The offsprings have married and their partners 
are not involved in business so far. The business has functioned rather well since its founding, 
in spite of relatively great competition on the building market. The enterprise was focused on 
smaller structures in the field of civic amenities and light industry constructions. The enter-
prise took never part in any large transport infrastructure building in the Czech Republic.

The family-owned enterprise, Kaláb—Building Company, Ltd., is doing quite well. It has 
achieved outstanding results in 2006 and 2009. The result of 2009 is very interesting as this 
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was a period of economic crisis in the Czech Republic and in Europe as well. “This state was 
caused by a great personnel shock in the early 2008,” according to Mr. Tomáš (successor). The 
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followed up years. Based on excellent net incomes of 2009 and 2006, the ROE indicator was 
quite high especially due to the huge net profit and low equity capital. Thus, this concrete 
example did not show any significant influence on the ROE indicator due to employment of 
greater family members’ number. The excellent results of 2009 and 2006 were caused by other 
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cessor. A tension has appeared between Tom, the son, and Marie, the daughter, as they both 
wanted to take part in the future business. The analysed small family-owned enterprise has 
no sophisticated strategy in writing. In literature, so frequently mentioned family protocol 
or family council is missing in the business conduction. The knowledge of whole business 
strategy has been transferred from the founder to the successor. Everything is based on the 
family pyramid quality of the shared principles, transformed into deeds. The all-family lunch 
is fulfilling the communication role and so unifying the family strategy is one of the business 
strategies that play a very important role. Also, the results of this research are confirmed in 
the literature, see for example, the work by Carlock and Ward [37].

9.1. Strategy model of a small family-owned company Kaláb—Building Company, Ltd.

The strategy model of a small family-owned enterprise describes nothing else than the fact 
that the family strategy must intersect, otherwise it will not function together. Further, we can 
see the strategy emerging from the enterprise. The enterprise foundation is based on articles 
of partnership, and the enterprise is governed by the general assembly. Naturally, there is 
a crew creating an important part of the enterprise. The general assembly members and/or 
the employees may have their origin in the family. The family strategy, on the contrary, has 
been determined by the family alone. A definition of the family strategy should follow from 
the family council. The family itself and the family council as the whole are influenced or 
“governed” by a family protocol. Both the enterprise strategy and the family strategy may 
arise parallel or, on the contrary, there will be created a preferable strategy (of the family or 
firm) from which the other one will be derived. This model is described below as an example 
related to the followed up construction company of Kaláb—Building Company, Ltd. The 
Kaláb Company is carrying out its strategy updating every February on the top manage-
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of the family. Yet but still, they have considerable influence on how the resulting version of 
strategic goals will look. The other managers are acquainted with that strategic goals’ word-
ing consequently. Yet, the most important decisions related to the whole firm policy of next 
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years, decisions of who will manage the firm or how the profit will be distributed, have been 
accepted a day before on the Kaláb family council. Such family council proceeds quite for-
mally. There is an external consultant moderating it, who simultaneously records the single 
goals or proposals. Besides the owner, Jiří Kaláb, and his wife, only the kids are admitted. At 
the end of this family council’s meeting, the results have been shortly presented to the rest of 
family, namely the kids’ partners and their offsprings. There is a principal ruling within the 
family saying that no partners of the kids take part in the company running. Though the fam-
ily protocol has no written form, it is rooted and accepted as naturally valid.” With extension 
of the family and growing number of family members engaged in the work for the firm, it will 
be most likely necessary to draw up such family protocol,” Mr. Tomáš (successor) admits. 
As we can see on the example of this construction firm, the small family-owned enterprise 
strategy is functioning quite well, though it is not formally, but it has been formalized and 
utilized by the years of its functioning. This concrete enterprise, thus, has chosen a method 
of functioning in which the most important and principal decisions are made by the family 
council, and the firm strategy is created consequently. In this way, the intersection of both 
strategies is attained.

9.2. Model of power delegation in a small family-owned enterprise

We can distinguish a model of power delegation, the example for which we will take a work 
term from sports relating to a relay race and we will call it “Passing the Baton.” When lead-
ing a conversation with founder of the above enterprise, we have ascertained that, though 
having not ever heard of the searching by Dyck et al., Passing the Baton: The Importance 
of Sequence, Timing, Technique and Communication in Executive Succession [34], he has 
applied this model of power passing to his successor in a non-scientific form. The model has 
three main parts. Two determining parts are given by the family and enterprise systems; both 
ought to be taken into consideration for the core, meaning the very power passing. The core, 
as the third part of power passing, includes two lines: incumbent and successor. The shapes 
of those two lines may be described as follows.

Line I (incumbent): incumbent may be the founder or an umpteenth owner of the family-
owned enterprise within further and further generations. The incumbent first of all starts 
with the firm foundation and its development. The second and further incumbents then 
“only” take care for the development. After a certain time, incumbent comes to a point 
in which he would like or should to delegate power to his successor. So, he finds himself 
in a “SPACE FOR HANDING OVER OF BATON,” like the sports athletes do. This phase 
is characterized by a situation in which both athletes—incumbent and successor in this 
case—are running together for a certain time. As soon as the baton (power) is passed, they 
are still running together, but incumbent begins to decelerate. This does not mean his being 
ousted at all, as he can still mentor and support the successor, whereas he simultaneously 
can go in for his hobbies.

Line II (successor)—looking at a relay race, we can see that, before the first athlete (incum-
bent) runs into the space of baton handing over, the second one (successor) already starts 
his running, in order to gain the speed securing his proper baton passing. This is depicted 
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in the part of TRAINING, where successor must cultivate his knowledge and gain skill (i.e., 
to gain the speed) so that the power may be delegated properly. Consequently, successor 
finding himself in the “SPACE FOR HANDING OVER OF BATON,” where both are running 
together, he is taking over the baton (power). After the passing/overtaking, both athletes are 
still running together, but successor begins to accelerate. Then, he comes to the part where 
successor is running alone and allows the business to flourish. In this phase, successor may 
still accept the incumbent’s advice and help. During the course of this process, a right timing 
of the single parts and a feedback are necessary for the enterprise to survive and to go on. It 
is necessary to say that the power passing to successor was not accompanied with transfer of 
property in the company of Kaláb—Building Company, Ltd. Founder is still the owner, and 
successor conducts the business by a power of attorney, the feature of which follows from the 
Legal Code of the Czech Republic. A transfer of ownership (property) would be suitable in 
the phase, when owner is made sure that successor has managed the business running. The 
moment, when incumbent decelerates and successor accelerates, seems to be a suitable point 
for the ownership transfer.

10. Conclusion

This chapter describes most important research results in the area of family business in the 
Czech Republic. Followed family business definition was applied into the chapter: “A fam-
ily-owned enterprise is that one owned and possibly controlled by family or families or by 
selected family member(s), whereas its delivery to the next generation is supposed,” with 
respect to family ties. Family ties of representative wine family enterprises in the Czech 
Republic were presented, and the object of research was focused on the family wine trading 
business, in particular in the region of South Moravia. The subject of research was based on 
family ties within the selected families.

Most important difficulties faced by family business and SWOT analysis of family business in 
the Czech Republic were presented in the chapter.

Model of power delegation in a small family-owned company was developed. It states the 
results of qualitative research regarding a small family-owned company, Kaláb—Building 
Company, Ltd. The model of successful transfer of power to the next generation called “relay” 
was presented. Today, successor is conducting the business alone, and the financial results 
show that he is successful in his office. Further, the results show that a family-owned enter-
prise may be well and the power delegation to successor may be carried out successfully, 
even if having no written strategy or sophisticated documents, like family protocol or family 
council. This is valid twofold for small family-owned enterprises.
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prise may be well and the power delegation to successor may be carried out successfully, 
even if having no written strategy or sophisticated documents, like family protocol or family 
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Abstract

Promoting entrepreneurship among the youth and women is an emerging global trend for
inclusive sustainable development. This study aims to unlock the potential of social busi-
ness investments in microenterprises for turning unemployment into entrepreneurship
and scaling up business growth. According to Prof Yunus, “social business is selfless
business to solve social problems” based on seven principles. The study has selected 264
enterprises of Nobin Udyokta (NU) meaning new entrepreneurs under Nobin Udyokta
Project (NUP) of Grameen Telecom Trust (GTT). NUs and GTT have co-investments under
equity participation for at least one or more than 1 year. NUs are basically emerging micro
entrepreneurs, who are often disproportionately burdened with multi-dimensions of pov-
erty and lack of working capital, which inhibits business growth. Findings of regression
analysis show that social business fund can significantly influence the growth of NU
enterprises and increased investment can also create more employments. Therefore, this
study is having value to the promoter, advocates, investors in social enterprises, and policy
makers seeking strategy for reducing poverty and unemployment through entrepreneur-
ship for sustainable development leaving no one behind.

Keywords: youth entrepreneurship, sustainable development, social business, Nobin
Udyokta (NU), Grameen Telecom Trust (GTT)

1. Introduction

Micro, small, and medium enterprise (MSME) growth is considered as an engine for generat-
ing employment, enhancing more inclusive growth and sustainable economic development.
Therefore, a growing attention has been observed by the governments and developmental
partners worldwide for facilitating the growth of such MSME. “Poor people are like bonsai
trees. They could have grown into giant trees if they had been supported by the right environ-
ment for growth” [1]. For sustainable development, it is imperative that microenterprises'
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needs for business development services (BDSs) should be sufficiently addressed, e.g., larger
and timely credit, training, information, technology, marketing, and consultancy. But, access to
finance remains the major constraint for the microenterprise development in Bangladesh. For
several decades, microfinance institutions, government agencies, and commercial banks are
providing inclusive financial services. Yet, high interest rate, small size of the loan, and weekly
or monthly repayment system put debates over the impacts of such loan. Against such back-
drop, social business fund along with various technical assistance provided by various
Grameen Companies through Nobin Udyokta Program not only provides an opportunity for
second-generation microcredit borrowers to grow their business more sustainably but also
helps to attain the goal of sustainable development goals (SDGs). This new forms of equity
financing for the poor entrepreneurs will not only promote inclusive and sustainable economic
growth but also provide opportunity for full and productive employment and decent work for
all (SDG:8) which will ultimately end poverty in all its forms everywhere (SDG:1). These aims
will be achieved, if the businesses of the Nobin Udyokta grow sustainably. Therefore, the
present study has attempted to investigate whether the invested capital has contributed to the
firms’ growth by increasing total assets as well as number of employment. The research will
finally be expected to answer the following research questions:

1. Does access to social business fund enhance growth of the microenterprises?

2. Is there any significant relationship between enterprise growth and employment generation?

1.1. Nobin Udyokta Program (NUP)

Nobin Udyokta Program (NUP) is an innovative social business program for turning unem-
ployment into entrepreneurship. Father of Microcredit and Social Business, Nobel Laureate
Professor Muhammad Yunus introduced this program since 2014. Based on seven social
business principles determined by Professor Mohammad Yunus, four Grameen Companies
[Grameen Telecom Trust (GTT); Grameen Trust (GT); Grameen Kalyan (GK); and Grameen
Shakti Samajik Byabosha Ltd. (GSSB)] participated in financing NU program. Potential Nobin
Udyoktas are usually children of Grameen Bank borrowers whose age limit is 18–35 years,
although women entrepreneurs are relaxed from this age bar. The role of Grameen companies
is like venture capitalist firm. They identify potential entrepreneurs, incubate, and provide
necessary supports for the promotion of their new ventures. Nobin Udyokta programs are the
joint investment of the new entrepreneurs and Grameen Company. Innovative feature of this
social business investment is that no profit will be taken by the venture capitalist firm, except
the processing cost of the funds which in turn helps the business growth and creates more
opportunities for more NUs. Inspired by the slogan “We Are Not Job-Seekers, We Are Job-
Givers” (Prof Yunus), the NUP is designed for creating a world without poverty using social
business as a tool.

1.2. Grameen Telecom Trust (GTT)

Grameen Telecom Trust (GTT) began its journey in 2010, which is the flagship company to
implement and facilitate the germination of social business in Bangladesh. In 2006, with an
insight of building an equitable and sustainable world, Professor Muhammad Yunus pioneered
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alternative of conventional business named social business focusing on three goals: zero poverty,
zero unemployment, and zero carbon emission utilizing youth, technology, and good gover-
nance. GTT strives to transform societies through engaging in social business focusing to make a
poverty-free world. Besides NUP and Joint Ventures investments in Grameen Danone Foods
Ltd., Grameen Health Care Services Ltd., Grameen Distribution Ltd., Grameen Fabrics and
Fashion Ltd., and Softy Sanitary Napkins, GTT has pioneered Social Business Learning and
Innovation Fund (SBLIF) to innovate, incubate, and translate new ideas into action. Once new
ideas are proven through pilot implementation to address a social cause in a sustainable manner,
prototype seeds are ready for planting through replication and scaling up. GTT is already
operating 10 SBLIF initiatives to address diverse social problems. Under SBLIF, GTT has initiated
NUP program support through “Grameen Poshra” to facilitate market access of products of
Nobin Udoykta’s rural artisans, through value chain development, digital marketing, and micro
franchise outlets. Furthermore, investment recoupment from the profit generated from the SBLIF
initiatives has commenced which is being accumulated for creating a fund for building a Social
Business Village. GTT has also Social Business Learning Centre for advocacy, training, and
inspiring to undertake social business to leave a signature behind through touching lives,
making positive changes for a sustainable world.

2. Review of literature

2.1. Entrepreneurship development and employment generation through
Nobin Udyokta Program

The economy of Bangladesh is emerging with enormous entrepreneurial potentials, as one-
third of her population belongs to the ages between 18 and 35 years. Every year nearly
2 million people are entering into the labor force, while only 1 million get employed in
domestic and overseas job markets (source: Bangladesh Bank), leaving rest half unemployed.
Without entrepreneurial effort from the youths, it is really a big challenge to create new
employment opportunities for them. Moreover, one of the most pressing challenges of new
entrepreneurs in their early stages of venture is having access to the friendly capital to
materialize their innovative ideas or to bring high growth prospects into their innovative
venture. Therefore, with adequate flow of venture capital investment fund in the economy,
entrepreneurship process can be boosting up. Therefore, Professor Mohammad Yunus initi-
ated Nobin Udyokta program, which aims to support the enterprise of the Grameen Bank’s
borrowers’ children who wants to pursue his or her endeavor as entrepreneur. A lack of
management skills is quite a universal constraint among rural, micro, or informal entrepre-
neurs. Nobin Udyokta Program not only helps entrepreneurs to expand his or her business
and runs it better but also helps to manage the business properly in the areas of marketing
and accounting and to expand their operations. Therefore, following the path of Grameen
Telecom Trust, several other Grameen companies, namely, Grameen Shakti Samajik
Byabosha Limited, Grameen Kalyan, and Grameen Trust, have also joined in the program
to accelerate the impact of this NU program and created a social business fund and NU
division with dedicated staff to operationalize the program.
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inspiring to undertake social business to leave a signature behind through touching lives,
making positive changes for a sustainable world.

2. Review of literature

2.1. Entrepreneurship development and employment generation through
Nobin Udyokta Program

The economy of Bangladesh is emerging with enormous entrepreneurial potentials, as one-
third of her population belongs to the ages between 18 and 35 years. Every year nearly
2 million people are entering into the labor force, while only 1 million get employed in
domestic and overseas job markets (source: Bangladesh Bank), leaving rest half unemployed.
Without entrepreneurial effort from the youths, it is really a big challenge to create new
employment opportunities for them. Moreover, one of the most pressing challenges of new
entrepreneurs in their early stages of venture is having access to the friendly capital to
materialize their innovative ideas or to bring high growth prospects into their innovative
venture. Therefore, with adequate flow of venture capital investment fund in the economy,
entrepreneurship process can be boosting up. Therefore, Professor Mohammad Yunus initi-
ated Nobin Udyokta program, which aims to support the enterprise of the Grameen Bank’s
borrowers’ children who wants to pursue his or her endeavor as entrepreneur. A lack of
management skills is quite a universal constraint among rural, micro, or informal entrepre-
neurs. Nobin Udyokta Program not only helps entrepreneurs to expand his or her business
and runs it better but also helps to manage the business properly in the areas of marketing
and accounting and to expand their operations. Therefore, following the path of Grameen
Telecom Trust, several other Grameen companies, namely, Grameen Shakti Samajik
Byabosha Limited, Grameen Kalyan, and Grameen Trust, have also joined in the program
to accelerate the impact of this NU program and created a social business fund and NU
division with dedicated staff to operationalize the program.
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Up to May 31, 2016, statistical overview of the NU program and employment generation is
given in Table 1.

2.2. Access to finance and entrepreneurship development

Most business development services do not target the micro- and small-scale enterprises
most often run by rural/disadvantaged entrepreneur. Findings of the recent interview of
Eva Majurin of ILO identified that SMEs face almost similar difficulties in all countries—
these include access to finance, skills, access to power, and registration procedure. The report
also mentioned that Bangladesh does not have an entrepreneurship development strategy,
and the ILO is working with the government and the private sector to develop one [2].
Professor Mohammad Yunus, through his relentless effort to develop entrepreneurship from
the bottom of the pyramid, has initiated NU program among the second generation of the
Grameen’s borrower. Although social business fund is not similar with microcredit, the
impact on growth on microenterprises could be similar or more robust than the microcredit
because social business fund has overcome the problems of mandatory weekly or monthly
repayment system of microcredit. Most of the previous literature has found relationship
between access to finance and enterprise growth as a proxy of entrepreneurship develop-
ment [3–7]. The Grameen Companies providing fund for the Nobin Udyokta Program are
playing the role like venture capitalist firm. Samila and Sorenson [8] emphasized on venture
capital as one of the important instruments for entrepreneurship development. Using a panel
of US metropolitan areas from 1993 to 2002, they find that an increase in the local supply of

Name of NU investing company Grameen Telecom Trust Grameen Shakti
Samajik Byabosha
Limited

Grameen Trust Grameen
Kalyan

No of NU 2187 1812 1256 403

Classification of NU

Male 2148 1727 1232 303

Female 39 85 24 29

NU firms in operation 1833 1604 1069 332

Average business size 4,35,425 3,35,949 1,34,243 1,62,832

Total investment (BDT) 199,546,370 608,739,864 144,435,000

Equity contribution breakdown

Company 32% 39% 33% 43%

NU 68% 61% 67% 57%

Wage-based new employment creation 1862 Not available 1080 498

Source: “Nobin” a quarterly publication by Grameen Telecom Trust.

Table 1. Statistical overview of the NU program (May 31, 2016).
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venture capital (VC) positively affects (i) the number of firm starts, (ii) employment, and (iii)
aggregate income. Focusing on the advantage of venture capital, they mentioned two basic
benefits. (1) Likelihood of potential entrepreneurs to initiate new start-ups will be increased
once the supply of venture capital increases. (2) Venture capital firm increases the likelihood
of transferring tacit knowledge to their own employees and beneficiaries through demon-
stration effects. Soerenson and Audia [9] also found similar outcomes of venture capital
through demonstration and training effects. Jain and Kini [10] also found that firms financed
by venture capital grew faster in sales and in employment. As the evidence from firm-level
studies generally suggests that venture capitalists produce value through their pre- and
post-investment roles (i.e., through the selection and advising of portfolio companies). The
literature on wealth and entrepreneurship suggests that insufficient financial resources may
prevent many from starting their own businesses. Without capital infusions, many capital-
constrained entrepreneurs would find it impossible to develop their businesses [8]. Besides
firms’ growth, employment, and income generation, access to fund or venture capital may
engender entrepreneurship through spinoffs.

3. Hypothesis development and conceptual framework

Literature review shows evidence of the relationship between entrepreneurship development
and access to finance or venture capital. Social business fund being a new form of financial
instrument for inclusive entrepreneurial growth, the present study also is an attempt to ana-
lyze and address the above mentioned research question and objectives. Thus, the study
develops the following hypotheses and conceptual framework (Figure 1):

Hypothesis 1: There is a significant relationship between access to social business fund and
growth of microenterprises.

Hypothesis 2: There is significant relationship between firms’ growth and employment
generation.

The study will also include two more general assumptions that general education and experi-
ence in business operation increase analytical ability to assume opportunities and pursue
innovative ideas. Therefore, the following hypotheses have also been developed.

Hypothesis 3: General education has significant relation with enterprise growth.

Hypothesis 4: Business experience has significant relation with enterprise growth.

Since investing company (venture capitalist) is taking care of their business through mentoring,
training, and systematic monitoring, the influence of education and experience was assumed to
be less significant. Preliminary analysis (using regression model) did not find any significant
impact on education and business experience, therefore, these two hypotheses (3 and 4) have
been dropped from the model, and the revised model includes only two independent variables
as follows: social business fund as investment.
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venture capital (VC) positively affects (i) the number of firm starts, (ii) employment, and (iii)
aggregate income. Focusing on the advantage of venture capital, they mentioned two basic
benefits. (1) Likelihood of potential entrepreneurs to initiate new start-ups will be increased
once the supply of venture capital increases. (2) Venture capital firm increases the likelihood
of transferring tacit knowledge to their own employees and beneficiaries through demon-
stration effects. Soerenson and Audia [9] also found similar outcomes of venture capital
through demonstration and training effects. Jain and Kini [10] also found that firms financed
by venture capital grew faster in sales and in employment. As the evidence from firm-level
studies generally suggests that venture capitalists produce value through their pre- and
post-investment roles (i.e., through the selection and advising of portfolio companies). The
literature on wealth and entrepreneurship suggests that insufficient financial resources may
prevent many from starting their own businesses. Without capital infusions, many capital-
constrained entrepreneurs would find it impossible to develop their businesses [8]. Besides
firms’ growth, employment, and income generation, access to fund or venture capital may
engender entrepreneurship through spinoffs.

3. Hypothesis development and conceptual framework

Literature review shows evidence of the relationship between entrepreneurship development
and access to finance or venture capital. Social business fund being a new form of financial
instrument for inclusive entrepreneurial growth, the present study also is an attempt to ana-
lyze and address the above mentioned research question and objectives. Thus, the study
develops the following hypotheses and conceptual framework (Figure 1):

Hypothesis 1: There is a significant relationship between access to social business fund and
growth of microenterprises.

Hypothesis 2: There is significant relationship between firms’ growth and employment
generation.

The study will also include two more general assumptions that general education and experi-
ence in business operation increase analytical ability to assume opportunities and pursue
innovative ideas. Therefore, the following hypotheses have also been developed.

Hypothesis 3: General education has significant relation with enterprise growth.

Hypothesis 4: Business experience has significant relation with enterprise growth.

Since investing company (venture capitalist) is taking care of their business through mentoring,
training, and systematic monitoring, the influence of education and experience was assumed to
be less significant. Preliminary analysis (using regression model) did not find any significant
impact on education and business experience, therefore, these two hypotheses (3 and 4) have
been dropped from the model, and the revised model includes only two independent variables
as follows: social business fund as investment.
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4. Methodology of the study

This study has taken data from 264 respondents who have taken fund from Grameen Telecom
Trust for minimum of 1 year. So that changes due to using social business fund can be
observed and measured in quantitative terms. Among 264 respondents, 61 have been selected
from Gaibandha, 65 from Jessore, 82 from Rangpur, and 53 from Thakurgaon. Information on
the amount of investment, asset growth of Nobin Udyokta’s firm, education, and experience of
the Nobin Udyokta has been collected from the annual closing report of Grameen Telecom
Trust. Regression model has been adopted to see the relationship among the firms’ growth,
investment in NU, and employment generation. STATA 12 version statistical software has been
used to analyze the data.

Based on the result of Hausman specification test, ordinary least square method was con-
firmed for determining relationship between firm’s growth and investment and employment.
Ordinary least square (OLS) model applied in this study is given below:

ln Y ¼ aþ β1 lnX1þ β2lnX2þ e… (1)

where Y is the growth of the firm (total asset of the firm has been taken as a proxy of the firm’s
growth); X1 is the investment in terms of amount of social business fund allocated to NU; X2 is
the employment generation (1 = increase in employment, 0 = no change in employment); β is
the coefficient; ln is the natural log; a is the intercept; and e is the error term.

5. Findings of the study

This study analyzed the impact of Grameen Telecom Trust investment on Nobin Udyokta
(NU) in order to scale up their microenterprises. The study observed growth impact of 264
firms, which have taken social business fund from Grameen Telecom Trust and utilized them
for supporting their ventures for at least 1 year and more. In Table 2, overall description of the
variable is provided. Although robust growth cannot be measured within 1 year of invest-
ment, prospects of investment could be inspiring for scaling up the NU’s small enterprises.

Figure 1. Conceptual framework.
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Regression analysis shows that the dependent variable “growth” of the firm is significantly
related with investment, which represents that for each unit of invested fund, 79% growth will
be achieved by the NU firm (Table 3). This is supported by our model as the model is
significant at 99% confidence interval (p value is <0.001) and hypothesis 1 is accepted. Growth
of the firm is also expected to increase (by 12%) due to increase in employment, which is also
supported through our model as the p value is less than 0.05. The result of R2 suggests that
56% of the variance in firms’ growth can be accounted for by the variables in the regression
model. Normality test, Breusch-Pagan test for heteroskedasticity, and multicollinearity test
were also conducted, and all were in line with the theory.

Although robust growth has not been achieved, yet as the program duration is very short, only
1 year, R2 is not strong enough. But positive regression coefficients might help us to expect that
if social business funds are generated to the capital-constrained entrepreneur, the more eco-
nomic activities will create more employment opportunities, and firm’s growth will continue
to be scaling up. Samila and Sorenson [8] based on their research findings also suggested to
increase the local supply of venture capital, as they appear to increase both employment and
aggregate income in the region. Belke et al. [11] in cross-country panel data analysis also find
evidence of employment growth with improved labor-market performance in the presence of
venture capital.

Since the prime objectives of NU program are not to create job seekers rather create job givers,
the increased investment in new entrepreneurs’ (NU) firm will not only help to reduce unem-
ployment from the rural community but also help their business to grow sustainably. Rural or
informal economy is very often rife with long hours, little pay, job insecurity, limited-to-no

Variable Obs Mean Std. dev. Min Max

Investment 264 127422.4 82976.65 30,008 840,006

Education 255 9.639216 2.512025 0 16

Experience 255 6.972549 3.929901 1 20

Total asset 264 483,949 449592.9 81,667 4,841,984

Employment change 264 0.318182 0.4666551 0 1

Table 2. Descriptive statistics.

Predictor/independent variable Dependent variable: firms’ growth

Coefficient Standard error t Value Sig

ln social business fund 0.792059 0.0464856 17.04 0.000

ln employment 0.12023 0.0537561 2.24 0.026

Constant 3.663851 0.535842 6.84 0.000

R2 = 0.563; adjusted R2 = 0.5597; Prob > F = 0.000; number of observation = 264; F (2, 261) = 168.23.

Table 3. Predictors of firms’ growth.
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benefits, and difficult working conditions [12, 13]. Majority of the Nobin Udyokta operates
their business in rural/informal economy, which is mostly characterized by the issue of unem-
ployment, employment inequity, and wage discrimination. Chen et al. [12] posit that building
poor or micro entrepreneurs’ economic security is fundamental to poverty reduction and that
efforts need to focus on the creation of decent work for the youth in the rural economy involving
adequate income, employment rights, opportunities for advancement, and social protection. Social
business fund could be such an instrument for poverty reduction and rural development as well.
Sanders [14] argued that in response to widespread global economic hardship, poverty-reduction
measures are abundant with public work programs and microfinance being the most established;
therefore, social enterprise, as a newer poverty-reduction model, is gaining growing attention.

6. Conclusion

Sustainable micro entrepreneurship development is a function of adequate access to financial
services, various support services, information related with business and management knowl-
edge and skills, efficient market mechanism, etc. Most of the above mentioned instruments are
very often an illusion to micro entrepreneurs, especially those that operate in rural/informal
economy. Since social business focuses on inclusive business or believes in development from
the bottom of the pyramid and addresses issues compatible with sustainable development
goals (SDGs), this study could be a milestone for such social enterprises who want to have
investment in social purposes. The present study finds a significant positive relationship with
investment in micro enterprises and growth of the firm. Growth in physical assets and work-
ing capital is an engine for new entrepreneurs’ firms. Generating more employment is a
promise by the new entrepreneurs, which will further help their enterprise to be scaled up.
Thus, more investment is expected from the social enterprises, government partners, and
developmental and philanthropic organizations along with sound entrepreneurship develop-
ment policies and strategies to fight against poverty and unemployment. The initiative of
Grameen Telecom Trust (GTT) could be a role model for other stakeholders for achieving an
equitable and sustainable development goal.

7. Future research

This is the first empirical initiative to measure the impact of Nobin Udyokta Program,
although the program is in an infant stage to see the adequate impact. But now the scope is
broadening as the program is moving very fast to keep pace with the demand and emerges as
a popular and alternative tool of financial access. Moreover, the research includes only the
contribution of Grameen Telecom Trust (GTT). Contribution from other Grameen companies
can also be included in future research to see the wider impact. Only financial intervention by
Grameen companies is considered for this study. The impact of other technical interventions
and the extent of innovation can also be addressed through future researches. According to
Prof Yunus, “A dollar in charity has one life; a dollar in social business can be invested over and
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over again.” In the future, journey of social business program, lessons learned from direct and
indirect impact, and researches can establish the power of social business as an alternative tool
for sustainable development goals.
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1. Challenges for developing an inclusive business model

The notion of a “triple bottom line”, (TBL), continues to grow in importance [1]. It refers to the 
fact that modern business models are expected to address not only economic objectives but 
also social and environmental values [2]. Contemporary understanding of corporate models 
for sustainable development also assumes the understanding that the stakeholder toward 

© 2018 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons
Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use,
distribution, and reproduction in any medium, provided the original work is properly cited.



[8] Samila S, Sorenson O. Venture capital, entrepreneurship, and economic growth. The
Review of Economics and Statistics. 2011;93(1):338-349. DOI: 10.1162/REST_a_00066

[9] Sorenson O, Audia PG. The social structure of entrepreneurial activity: Geographic con-
centration of footwear production in the United States, 1940–1989. American Journal of
Sociology. 2000;106(2):424-462. DOI: https://doi.org/10.1086/316962

[10] Jain BA, Kini O. Venture capitalist participation and the post-issue operating perfor-
mance of IPO firms. Managerial and Decision Economics. 1995;16(6):593-606. DOI:
10.1002/mde.4090160603

[11] Belke A, Fehn R, Foster N. Does venture capital investment spur employment growth?
CEPS Working Document. 2003;197:24

[12] Chen M, Vanek J, Lund F, Heintz J, Jhabvala R, Bonner C. Progress of the World’s
[Internet]. 2005. Available from: www.unifem.org/ [Accessed: 17 February 2013]

[13] United Nations. The Millennium Development Goals Report [Internet]. 2012. Available
from: www.un.org/ [Accessed: 28 May 2013]

[14] Sanders CK. Employment options for low-income women: Microenterprise versus the
labor market. Social Work Research. 2004;28(2):84-92. DOI: https://doi.org/10.1093/swr/
28.2.83

Entrepreneurship - Development Tendencies and Empirical Approach214

Chapter 11

Social Entrepreneurship in an Inclusive Business Model:
A New Business Model for Sustainable Agroforestry

Cecilia Mark-Herbert and Brita Prejer

Additional information is available at the end of the chapter

http://dx.doi.org/10.5772/intechopen.70295

Provisional chapter

© 2016 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons  
Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use, distribution, 
and reproduction in any medium, provided the original work is properly cited. 

DOI: 10.5772/intechopen.70295

Social Entrepreneurship in an Inclusive Business Model: 
A New Business Model for Sustainable Agroforestry

Cecilia Mark-Herbert and Brita Prejer

Additional information is available at the end of the chapter

Abstract

Business’s role in society is expanding; they are held accountable not only for their (tra-
ditional) business conduct but also for institutional development that leads to alleviation 
of poverty as well as institutional development. The aim of the case study is to identify 
critical factors for the implementation of an inclusive business model. These factors are 
contextualized at a regional and local level as a part of an ongoing agro-food project. The 
forestry company’s operations in Lao PDR, offers an understanding of challenges related 
to political, social and financial sourcing conditions in needs of an inclusive business 
model. Creating the shared values relates to creating job opportunities, embracing gen-
der aspects and engaging in institutional development in marginalized communities. A 
key factor in the development is a social entrepreneur, who re-creates a new community 
of practice by coordinating corporate strategies with local and regional needs. This case 
study offers a narrative of the development of a new context bound business model that 
positively influences the development of a multinational enterprise, an industry, a local 
community and academic understanding of what might become a dominant discourse 
for industrial upgrade and sustainable development.

Keywords: agroforestry, entrepreneur, local knowledge, stakeholder network,  
sustainable enterprise business model

1. Challenges for developing an inclusive business model

The notion of a “triple bottom line”, (TBL), continues to grow in importance [1]. It refers to the 
fact that modern business models are expected to address not only economic objectives but 
also social and environmental values [2]. Contemporary understanding of corporate models 
for sustainable development also assumes the understanding that the stakeholder toward 

© 2018 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons
Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use,
distribution, and reproduction in any medium, provided the original work is properly cited.



whom the corporation is responsible needs to include a wide set of stakeholders including 
society at large. Porter and Kramer [4] refer this as the creation of “shared value”.

Assuming that corporations not only accept the notion of being held accountable for the past 
and current actions but also embrace forward looking understandings of corporate social 
responsibility (CSR), what is expected of the new business model? In order to include a vast 
number of stakeholders’ interests the model would have to be inclusive [3], in other words 
connected to the context in which it is developed. Developing a new business model is not 
merely a minor modification of existing theories, it refers to an entirely new epistemological 
chapter [5], new models where corporate the raison d’être is closely connected to societal 
needs [6]. The call for inclusive business models is associated with corporate challenges as 
well as opportunities. Communicating awareness of social and environmental values in stra-
tegic documents without enacting these values would quickly be labeled as greenwash. The 
corporation thus has to find ways to operationalize CSR on a strategic level as well as in daily 
operations. This is especially challenging for large corporations and multinational companies 
that, due to their complex and extensive character [7, 8].

The fastest growing markets of today are those in emerging economies [9, 10]. These markets 
have inspired Prahalad and Hart [7] to develop a conceptual model called base of the pyramid 
(BOP) that focuses on adapting business models to the local conditions. It is not a question of 
bringing western systems to developing economies. It is rather about innovation and funda-
mental changes of strategy to create business models that are economically sustainable and in 
line with the needs of local communities [7] in order to move beyond philanthropy and focus 
on common prosperity, referred to as “shared value” by Porter and Kramer [4].

The aim of this study is to identify critical factors for the implementation and management of an inclu-
sive business model. These factors are contextualized at a regional and local level in an emerg-
ing economy setting as a part of an ongoing agro-food project in a multinational corporation.

In short, the empirical study that is presented on the following pages has its roots in a corporation, 
Stora Enso, that was willing to rethink their business model (the name happens to be “RETHINK”), 
two entrepreneurs that knew all about the context in which the model was developed and research-
ers that are fortunate to get the data about the ongoing project aimed at sustainable development 
[11]. After reviewing the literature, challenges for development of an inclusive business model 
seemed to outnumber the possible advantages and the empirical study started with doubts; how 
can this be done in practice? How can the existing corporate structure and values be adapted to 
the local and regional conditions? This case study offers a narrative of the development and imple-
mentation of a new business model. The context for the forestry-based business model is one of the 
poorest countries in Asia, Lao PDR. The case offers clarity to our questions, but before presenting 
the empirical case, a short presentation of approach, key concepts and an empirical background.

2. Approach: a holistic view on a case bound case study

Based on the research objective and the realization that a holistic approach would offer a 
context bound understanding of the phenomenon (an inclusive business model), a single case 
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study was selected. A flexible research design gave room for an abductive process in which 
literature reviews and empirical work were interwoven. In what Robson [12] refers to as real 
world research, studies of contemporary phenomena, it is challenging to decide on particular 
fixed frameworks and tools ex ante, so a flexible design, meaning constantly reconsidering 
both theoretical framework and empirical research conduct, has led to mind-breaking empiri-
cal findings and an awareness of alternative conceptual frameworks that could have been 
used. We had an epistemological starting point of the triple bottom line and understanding 
of the importance of stakeholder theory. These starting points were complemented with vast 
reviews of the entrepreneurship literature, in particular that related to social entrepreneurship.

The selected case study was a commission project that filled our needs in terms of the follow-
ing criteria: a corporation that had or was in the process of developing an inclusive business 
model, willingness to share data about the process, and an additional criterion can be added 
that we were not aware of the importance of at the time of making research plans. It relates to 
the context in which this business model is developed and managed, the cultural, financial, 
social and environmental context offered by business operations in Lao PDR.

Primary data collection was carried out in ten semi-structured personal interviews with vari-
ous stakeholders representing groups that were part of or influenced by Stora Enso’s Rethink 
project. Stakeholders were identified with support from employees of Stora Enso and the 
recent UNDP report [13] about the project. The interviews were summarized and made avail-
able for the interviewee when that was technically possible. A number of interviews were 
carried out with the assistance of a translator.

The process of qualitative data analysis is context bound and not fully predictable, and in par-
ticular, when working with narratives, new categories can occur that contribute to the initial 
contextual framework. Narrative analysis based on multiple information sources is applied 
in this project, and various techniques, such as matching and organizing data in tables and 
graphs was used to facilitate categorization [14]. Efforts made to ensure research quality 
includes the understanding of creating construct and internal validity through triangulation 
of data, external validity through caution in generalizing the results and reliability through 
the use of rigors research conduct including a case protocol.

3. A conceptual framework

Corporate social responsibility represents an evolving research field that offers a wide set of 
terms and theories, some of which are complex and indistinct [15, 16]. This section expands 
on CSR as a conceptual framework and underlines ideas and concepts that can extend the 
understanding of management in socially complex environments.

Ultimately, CSR is about the role of business in society and the fact that companies “have an 
obligation to work toward meeting the needs of a wider array of stakeholders” ([17], p. 244). 
Society at large, in particular media and NGO’s hold businesses accountable for issues that 
were not seen as business responsibilities twenty years ago [18]. External pressures, expecta-
tions, from wide set of stakeholders may thus serve as motives for rethinking a business model.
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3.1. An inclusive business model

Corporate social responsibility is expressed in relationships between business and society, 
in strategies, conduct and communication. A strategic approach to CSR implies a focus on 
how to achieve competitive advantage through finding intersecting points of interest between 
business and society. A concept developed to describe this phenomenon is creating shared 
value (CSV) [4]. CSV is based on the idea that “a business needs a successful community, not 
only to create demand for its products but also to provide critical public assets and a sup-
portive environment” ([4], p. 66). However the implementation and management of CSV is a 
complex process which depends on a firm’s culture context and strategy [19], and there is still 
a need for examples of how the strategy can be operationalized.

CSR may also be interpreted from a less instrumental perspective, leaving the strategic man-
agement behind, focusing on ethical or political aspects of corporate conduct. A political CSR 
view [20, 21] highlights the importance of adapting CSR to the context [17, 20, 22] for creating 
the shared value. Local institutions and culture inevitably have an effect on operations of the 
firm and sets the structure of the company’s responsibilities [20]. Societal needs such as health 
care, security, logistical networks and education are commonly seen as primary responsi-
bilities of governments—but in the perspective of political CSR these needs are incorporated 
in an extended stakeholder definition and interpretation of corporate responsibilities. The 
extended interpretation of platforms for CSR is interpreted by McElhaney [23] as different 
levels where corporate conduct influences society (Figure 1).

Figure 1 illustrates that CSR can be expressed in various ways, ranging from local engage-
ment at a facility, influencing the immediate community, to political CSR expressed in pow-
erful positions influencing industrial development in a long-term perspective. Accordingly, 
continued globalization and increasing international trade may lead to corporate opportuni-
ties to contribute to sustainable development in local as well as global development [17] but 
it would assume an inclusive corporate model. The change agents that may develop an inclu-
sive business model can be referred to as social entrepreneurs.

3.2. Corporate social entrepreneurship

Michelini and Fiorentino [9] present corporate social entrepreneurship (CSE) and inclusive 
business models as potential strategies for creating shared value and finding new business 
opportunities. The concept of a new business model, in this particular context, implies that “the 
triple bottom line” and “shared values” are operationalized and implemented, not only in long-
term strategies, but also in the actual daily operations and management of day to day business.

CSE is the process in which a basis for shared values is identified. An inclusive business model 
is formed when the local community is involved as a business partner in operations to generate 
long-term value for the company and the community [9]. Both of these concepts highlight the 
discussion of management and the various ways of approaching a new business environment.

The strategy of social entrepreneurship (Table 1) suggests that there are central elements of 
responsiveness and innovation in the process of finding business opportunities in a socially 
challenging context.
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Our interpretation of social entrepreneurship relates to context bound [28] entrepreneurial 
activities with embedded social purposes [29] that may be carried out by an individual or 
a group of individuals [25]. These entrepreneurial activities are carried out in specific orga-
nizational and institutional context, which points to difficulties to generalize. As expressed 
by Austin et al. ([26], p. 16) “What might be deemed an unfavorable contextual factor for market-
based commercial entrepreneurship could be seen as an opportunity for a social entrepreneur aiming to 
address social need arising from market failure”.

3.3. The importance of context

A stable institutional environment is crucial in market development [30]. An institutional 
environment may refer to financial and legal institutions, political governance, educational 
systems and many other resources that in the case of many emerging economies are under-
developed. Shortcomings of these systems imply increased corporate costs but also opportu-
nities for corporate management to develop and get access to resources, so-called inclusive 
networks [31]. An inclusive network implicates interactions between individuals, commu-
nities, organizations and companies and can serve as a structure for creating predictability 
in an unstable environment thus creating opportunities for economic activity. One way of 
gaining access to an inclusive network is to implement an issue focused view of stakeholders 
[31], which implies that the firm identifies and addresses issues that are of interest to various 
stakeholders, and thereby develop and participate in issue driven networks. Social entrepre-
neurship may thus be based on a common interest and it is not only adapting to the context, 
it also influences the context [28] for example a local market or community.
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networks [31]. An inclusive network implicates interactions between individuals, commu-
nities, organizations and companies and can serve as a structure for creating predictability 
in an unstable environment thus creating opportunities for economic activity. One way of 
gaining access to an inclusive network is to implement an issue focused view of stakeholders 
[31], which implies that the firm identifies and addresses issues that are of interest to various 
stakeholders, and thereby develop and participate in issue driven networks. Social entrepre-
neurship may thus be based on a common interest and it is not only adapting to the context, 
it also influences the context [28] for example a local market or community.

W
or

ld
 

In
du

st
ry

 

Transform mul�ple industries 

Transform an industry 

Be a beacon to others 

Take responsibility 
for our full impact 
(social, 
environmental, and 
economic)  
Take responsibility 
to adjacent 
industries 
Take responsibility 
for global 
condi�ons (climate 
change, global 
inter-dependence 
etc.)  

Co
m

m
un

it
y Be a good neighbor 

Develop 
codes of 
conduct for 
the industry 
Build strong 
coali�ons to 
e�ect and 
enforce 
these codes  

Give something back 

Innovate and 
demonstrate 
restora�ve 
business 
prac�ces  
Influence the 
industry 
indirectly by 
serving as an 
example Co

m
pa

ny
 

Run a good 
business 

Support local 
communi�es 
(philanthropy, in 
direct programs, 
employee 
matching and 
volunteering) 
Reduce waste, 
consump�on 
and emissions 

Company Community Industry 

Provide 
access to 
tools/ 
product 
Disaster 
relief 

World 

Figure 1. Corporate Social Responsibility as platforms for creating values ([23], p. 22).

Social Entrepreneurship in an Inclusive Business Model: A New Business Model for Sustainable…
http://dx.doi.org/10.5772/intechopen.70295

219



4. Empirics: “Rethink”, Stora Enso’s inclusive business model in Laos

The forest-based industry has some specific characteristics that make it particularly interest-
ing from the perspective of CSR [32]. Forest areas cover about 30 % of the land of world ([33], 
p. 11); and as stated by Mikkilä ([33], p. 11) “millions of people interact frequently with the 
forests and are directly or indirectly dependent on them”. Accordingly, the resource based 
character of the forestry industry implies that forest companies inevitably have an impact on 
the socio-economic conditions in the area in which they operate [33]. Hence, there is a clear 
connection between the forest industry and poverty alleviation as a large number of individu-
als’ livelihoods depends on land and forest-based resources.

One of the world’s largest industry groups in the pulp and paper sector today is the Nordic 
forestry company Stora Enso. The group has about 30,000 employees in 35 countries and is 
active within four major business areas: printing and reading, renewable packaging, biomate-
rials and building and living [34]. Stora Enso sources most of its wood from Sweden, Finland, 
the Baltic countries and Russia but is increasingly focusing on markets and plantation sources 
in Latin America, China and Southeast Asia [34]. The objective of the expansions is to meet an 
increased demand for pulp and paper products in these areas. In 1999 the Stora Enso group 
published their first environmental and social policy, and in 2011 the group introduced a 
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whole new corporate model called “Rethink” [11]. However, the company has received exten-
sive critique from various stakeholders for not taking enough responsibility for the socio-
economic effects of their operations. The expansion of Eucalyptus plantations in China has 
been particularly noted and criticized by NGOs and media. In China, the substantial amount 
of land utilized has led to land conflicts with local populations caused by great dissatisfaction 
associated with the pricing of land and the handling of land rights by governmental local 
authorities [35].

With lessons learned from China, Stora Enso decided to expand their operations into the 
country of Lao PDR in 2006. Lao PDR offers a close to perfect biological setting for running 
successful Eucalyptus plantations, but it also possess a rather unique set of challenges, related 
to the institutional environment. Despite a growing economy in the urban areas, the rural 
parts of Lao PDR are still suffering from poverty. An extensive bureaucracy and corruption 
have prevented economic development from reaching the rural parts of the country, where 
lack of knowledge leads to continued extensive use of shifting cultivation that causes food 
insecurity and extensive deforestation. In addition, there are great challenges related to the 
remains of the Vietnam War. These remains are unexploded ordinance (UXO), cluster bombs 
that have a high failure rate (30%) and therefore pose a risk of explosion when removed [36]. 
These UXOs limit the land use for cultivation and other uses.

4.1. The development of an agroforestry model

As Stora Enso started to plan for possible activity in Lao PDR (hereby referred to as Laos), the 
first step was to investigate the availability of land. Stora Enso hired Mr. Fogde as a consultant 
due to extensive local knowledge and thirty years of experience from the forest industry in 
Laos.

The investigation showed that there were plenty of suitable land, but Mr. Fogde indicated 
that the business model could not be structured in the traditional way as the ground had to 
be cleared from UXO to ensure safety and a long-term perspective in using the land. The next 
step in the process was to conduct a socio-economic study in the area. The study consisted 
of visits to the villages, surveys and interviews with the members of the villages were con-
ducted. Ms. Axelsson, who had her educational background in South East Asia science, was 
one of the persons who conducted the study, and at a later stage she was hired by Stora Enso 
as the CSR and HR-manager in Laos.

The beneficial conditions for forestry in the country in combination with the socio-economic 
survey formed the basis of the business model. Through positive experiences at Stora Enso’s 
testing-operations in Thailand the idea of implementing agroforestry became relevant. By 
combining Eucalyptus with rice in the plantations and hiring locals as daily workers, the vil-
lages could get access to yields of rice that are significantly higher than yields from shift-
ing cultivation, also known as “slash and burn”, which is the traditional method. Moreover, 
including the villagers in the fundamental part of the business model decreases the risk of 
conflicts as the villages have a traditional right to the land surrounding the village. As the 
majority of land in Lao PDR has not undergone any classification or division of property, the 
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whole new corporate model called “Rethink” [11]. However, the company has received exten-
sive critique from various stakeholders for not taking enough responsibility for the socio-
economic effects of their operations. The expansion of Eucalyptus plantations in China has 
been particularly noted and criticized by NGOs and media. In China, the substantial amount 
of land utilized has led to land conflicts with local populations caused by great dissatisfaction 
associated with the pricing of land and the handling of land rights by governmental local 
authorities [35].

With lessons learned from China, Stora Enso decided to expand their operations into the 
country of Lao PDR in 2006. Lao PDR offers a close to perfect biological setting for running 
successful Eucalyptus plantations, but it also possess a rather unique set of challenges, related 
to the institutional environment. Despite a growing economy in the urban areas, the rural 
parts of Lao PDR are still suffering from poverty. An extensive bureaucracy and corruption 
have prevented economic development from reaching the rural parts of the country, where 
lack of knowledge leads to continued extensive use of shifting cultivation that causes food 
insecurity and extensive deforestation. In addition, there are great challenges related to the 
remains of the Vietnam War. These remains are unexploded ordinance (UXO), cluster bombs 
that have a high failure rate (30%) and therefore pose a risk of explosion when removed [36]. 
These UXOs limit the land use for cultivation and other uses.

4.1. The development of an agroforestry model

As Stora Enso started to plan for possible activity in Lao PDR (hereby referred to as Laos), the 
first step was to investigate the availability of land. Stora Enso hired Mr. Fogde as a consultant 
due to extensive local knowledge and thirty years of experience from the forest industry in 
Laos.

The investigation showed that there were plenty of suitable land, but Mr. Fogde indicated 
that the business model could not be structured in the traditional way as the ground had to 
be cleared from UXO to ensure safety and a long-term perspective in using the land. The next 
step in the process was to conduct a socio-economic study in the area. The study consisted 
of visits to the villages, surveys and interviews with the members of the villages were con-
ducted. Ms. Axelsson, who had her educational background in South East Asia science, was 
one of the persons who conducted the study, and at a later stage she was hired by Stora Enso 
as the CSR and HR-manager in Laos.

The beneficial conditions for forestry in the country in combination with the socio-economic 
survey formed the basis of the business model. Through positive experiences at Stora Enso’s 
testing-operations in Thailand the idea of implementing agroforestry became relevant. By 
combining Eucalyptus with rice in the plantations and hiring locals as daily workers, the vil-
lages could get access to yields of rice that are significantly higher than yields from shift-
ing cultivation, also known as “slash and burn”, which is the traditional method. Moreover, 
including the villagers in the fundamental part of the business model decreases the risk of 
conflicts as the villages have a traditional right to the land surrounding the village. As the 
majority of land in Lao PDR has not undergone any classification or division of property, the 
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process of determining which land that belongs to the villagers has to be conducted by Stora 
Enso in collaboration with villagers. This, however, serves as a benefit when applying for land 
concessions from the government as the inclusive approach increases trustworthiness and 
makes it possible to avoid the prevailing procedures characterized by corruption. After the 
completion of an in-depth socio-economic study in the region, the structure of the business 
model developed. As the rotation period of a Eucalyptus tree is seven years, the model came 
to include seven steps (Figure 2).

After land concession is granted and UXO are cleared, the Eucalyptus trees are planted with 
the intercrop, in this case, rice. Planting is managed by staff recruited from agriculture and 
forestry-based educational programs in the country, together with local villagers who are 
educated by managers in the planting of rice and Eucalyptus. Growing rice is possible for 
the first two years but then has to be replaced by cash crops and suitable grazing crops for 
livestock.

4.2. The role of social entrepreneurs

Mr. Fogde’s 30 years of experience in Laos, serving as the COO of Stora Enso Laos, has resulted 
in a wide network of contacts and an understanding of the social and institutional mecha-
nisms of the country. Insights from a socio-economic study, carried out by Ms. Axelsson, 
gave a detailed insight in to the social opportunities and challenges of the region. Their vast 
understanding and the corporate ambitions from headquarters of Stora Enso served as key 
enabling factors for developing a best practice beyond legal requirements, as a counter weight 
to projects in other countries that had failed to meet expectations on social and environmental 
sustainability.
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Figure 2. A seven-year rotational model of the agroforestry model with Eucalyptus and rice/cash crop/grazing ([11], p. 31).
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Due to the socio-economic conditions and the expectations from Stora Enso, the team, led by 
Mr. Fogde and Ms. Axelsson realized that the business model had to be built from the bottom 
up in the process of getting land concession, building a functional organization and finding 
employees. For example the administrative process started with a discussion with the village 
chief who communicated to members of the villages, and then to the office of the district. 
Also, an organization structure and a policy of hiring locally, from Laotian universities on 
senior level, and villages on junior level, were developed. To include village members they 
were offered to work and paid per hour during planting and harvesting season. Moreover, 
built in to the idea of organization structure was the possibility of communication through 
all the levels of the organization as the senior roles could handle English and Lao, and the 
junior roles could handle Lao and the local language of the villages. Also, in order to increase 
the direct communication the districts and plantations were visited by one of the head offices 
managers every ten days.

5. Critical factors for an inclusive business model

Agroforestry is not a new concept, but the use of agroforestry on an industrial scale is new. 
What started on a limited acreage is gradually scaled up to an industrial scale. This is in this pro-
cess that the inclusive business model is developed. The agroforestry business model illustrates 
a rationale for the operationalization of triple bottom line [2] and how including stakeholders 
early in the development process can create what Porter and Kramer [4] refer to as shared values.

The critical factors and the inclusive aspects of the model are illustrated in Figure 3. These 
four critical factors can serve as a starting point when discussing the development and man-
agement of new business models in emerging economies (or BOP, as worded by [7]) . The 
factors can be seen as phases in a process of developing an alternative business model, as well 
as a process of internal acceptance of alternative corporate governance.

A number of interdependent factors influence the implementation of the new business model. 
The first factor, corporate commitment, requires changing fundamental parts of the existing 
business model aiming for sustainable development. In this case the change was driven by the 
new corporate identity and experience from situations where the traditional model had led to 
conflicts and critique from external stakeholders.

Identifying key resources for the development of a new business model can not only be 
managed at a corporate level, as it requires a local and national connection as well. One of 
the most critical factors from this perspective is the involvement of social entrepreneurs and 
individuals who possess the local knowledge and have experience from running business in 
the country.

In the continued process, the inclusion of stakeholders in a dialogue to develop an under-
standing of shared values enables access to a network, for example with NGO’s, civil society 
and government departments. Hence, the identification of shared values is not only a strategy 
of developing the business model itself. The identification of shared values may also offer 
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process of determining which land that belongs to the villagers has to be conducted by Stora 
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makes it possible to avoid the prevailing procedures characterized by corruption. After the 
completion of an in-depth socio-economic study in the region, the structure of the business 
model developed. As the rotation period of a Eucalyptus tree is seven years, the model came 
to include seven steps (Figure 2).

After land concession is granted and UXO are cleared, the Eucalyptus trees are planted with 
the intercrop, in this case, rice. Planting is managed by staff recruited from agriculture and 
forestry-based educational programs in the country, together with local villagers who are 
educated by managers in the planting of rice and Eucalyptus. Growing rice is possible for 
the first two years but then has to be replaced by cash crops and suitable grazing crops for 
livestock.

4.2. The role of social entrepreneurs

Mr. Fogde’s 30 years of experience in Laos, serving as the COO of Stora Enso Laos, has resulted 
in a wide network of contacts and an understanding of the social and institutional mecha-
nisms of the country. Insights from a socio-economic study, carried out by Ms. Axelsson, 
gave a detailed insight in to the social opportunities and challenges of the region. Their vast 
understanding and the corporate ambitions from headquarters of Stora Enso served as key 
enabling factors for developing a best practice beyond legal requirements, as a counter weight 
to projects in other countries that had failed to meet expectations on social and environmental 
sustainability.
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Due to the socio-economic conditions and the expectations from Stora Enso, the team, led by 
Mr. Fogde and Ms. Axelsson realized that the business model had to be built from the bottom 
up in the process of getting land concession, building a functional organization and finding 
employees. For example the administrative process started with a discussion with the village 
chief who communicated to members of the villages, and then to the office of the district. 
Also, an organization structure and a policy of hiring locally, from Laotian universities on 
senior level, and villages on junior level, were developed. To include village members they 
were offered to work and paid per hour during planting and harvesting season. Moreover, 
built in to the idea of organization structure was the possibility of communication through 
all the levels of the organization as the senior roles could handle English and Lao, and the 
junior roles could handle Lao and the local language of the villages. Also, in order to increase 
the direct communication the districts and plantations were visited by one of the head offices 
managers every ten days.

5. Critical factors for an inclusive business model

Agroforestry is not a new concept, but the use of agroforestry on an industrial scale is new. 
What started on a limited acreage is gradually scaled up to an industrial scale. This is in this pro-
cess that the inclusive business model is developed. The agroforestry business model illustrates 
a rationale for the operationalization of triple bottom line [2] and how including stakeholders 
early in the development process can create what Porter and Kramer [4] refer to as shared values.

The critical factors and the inclusive aspects of the model are illustrated in Figure 3. These 
four critical factors can serve as a starting point when discussing the development and man-
agement of new business models in emerging economies (or BOP, as worded by [7]) . The 
factors can be seen as phases in a process of developing an alternative business model, as well 
as a process of internal acceptance of alternative corporate governance.

A number of interdependent factors influence the implementation of the new business model. 
The first factor, corporate commitment, requires changing fundamental parts of the existing 
business model aiming for sustainable development. In this case the change was driven by the 
new corporate identity and experience from situations where the traditional model had led to 
conflicts and critique from external stakeholders.

Identifying key resources for the development of a new business model can not only be 
managed at a corporate level, as it requires a local and national connection as well. One of 
the most critical factors from this perspective is the involvement of social entrepreneurs and 
individuals who possess the local knowledge and have experience from running business in 
the country.

In the continued process, the inclusion of stakeholders in a dialogue to develop an under-
standing of shared values enables access to a network, for example with NGO’s, civil society 
and government departments. Hence, the identification of shared values is not only a strategy 
of developing the business model itself. The identification of shared values may also offer 
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access to an inclusive network from other sectors and serve as grounds for legitimacy [10]. In 
this case the inclusive network supports the development of the business model and facili-
tates the exchange of knowledge between sectors.

This case supports the understanding that inclusive business models are characterized by 
high start-up and transaction costs [9]. It may, on the other hand, generate indirect values that 
can lead to long-term benefits for the company as suggested by Keijzers [24]. Typical benefits 
can be an enhanced corporate image, local support for continued operations, extended experi-
ence from new operational methods and ultimately competitive advantage.

One of the most critical factors is related to social entrepreneurship, the key roles of two 
social entrepreneurs with local knowledge and has experience from running a business oper-
ation in the country. The involvement of a social entrepreneur enables an effective identifica-
tion of the most crucial points of intersection between the company and the community, what 
Austin et al. [26], calls the Social Value Proposition (SVP). These entrepreneurs also ensure 
the inclusion of various stakeholders in the process, aimed at benefiting the local community.

However, the traditional way of measuring the success of a business model is based on the economic 
efficiency and does not include long-term benefits and indirect values. This is a central problem as 
evaluations made in the early process can be crucial to the future of the development of a new busi-
ness model. Therefore, an evaluation tool that takes the indirect values into account is a critical fac-
tor for the continued development of inclusive business models. The evaluation method is not only 
to evaluate traditional economic indicators but also to take into account the future values generated 
through the inclusion of social issues and the values associated with reputation and brand image. 
The evaluation method must not replace existing measures but serve as a complement in order to 
facilitate the communication with headquarters, the board of directors and investors.

6. Research contributions

This case study may provide an answer to the call for empirical examples of where social 
entrepreneurs “rise to the challenge” ([27], p. 446) and a transition of an enterprise ([24], 
p. 357) especially in identification and inclusion of key stakeholders in the process.

Figure 3. Critical factors for implementing an inclusive business model as a process of value creation in accordance with 
the triple bottom line ([11], p. 48).

Entrepreneurship - Development Tendencies and Empirical Approach224

It illustrates that inclusive business model is tailored to the context in which it is developed 
and managed in order to be an inclusive business model. This shows that there are no simple 
answers to the question of how corporations may alter a traditional conduct to contribute to 
the society in which they operate, to alleviate poverty, raise educational levels, contribute to 
a more even distribution of wealth and serve as parts in creating shared values. An inclusive 
business model thus require corporate responsible intents and management is enacted in a 
dialogue with a wide set of stakeholders [3].

The entrepreneurship literature points to the importance of contextualization (e.g. [28]), and 
the importance of keeping the Social Value Proposition at the center of the context [26]. Our 
findings also show that the social entrepreneurs take the role as change agents, for example in 
the process of land concession with a wide set of stakeholders’ needs in mind and corporate 
hiring with gender awareness, which points to adaptation made by “the context” as well.

The Stora Enso case offers insights in challenges and opportunities perceived so far in their 
efforts to develop and implement an inclusive business model. So far the transformation of 
corporate conduct has transformed a local community but it has a potential value to an entire 
industry—and possibly with contextual adaptations to other industries on a world market in 
McElhaney [23] CSR landscape illustration (Figure 1). This project has neither investigated 
the internal or external assessment of the new business model, nor the consequences of what 
happens if the social entrepreneurs no longer are in office. Our suggestions for future research 
therefore include a call for other empirical studies of inclusive business models, the role of 
social entrepreneurs and the continued studies of various perspectives of corporate ambitions 
to “Rethink”.
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access to an inclusive network from other sectors and serve as grounds for legitimacy [10]. In 
this case the inclusive network supports the development of the business model and facili-
tates the exchange of knowledge between sectors.

This case supports the understanding that inclusive business models are characterized by 
high start-up and transaction costs [9]. It may, on the other hand, generate indirect values that 
can lead to long-term benefits for the company as suggested by Keijzers [24]. Typical benefits 
can be an enhanced corporate image, local support for continued operations, extended experi-
ence from new operational methods and ultimately competitive advantage.

One of the most critical factors is related to social entrepreneurship, the key roles of two 
social entrepreneurs with local knowledge and has experience from running a business oper-
ation in the country. The involvement of a social entrepreneur enables an effective identifica-
tion of the most crucial points of intersection between the company and the community, what 
Austin et al. [26], calls the Social Value Proposition (SVP). These entrepreneurs also ensure 
the inclusion of various stakeholders in the process, aimed at benefiting the local community.

However, the traditional way of measuring the success of a business model is based on the economic 
efficiency and does not include long-term benefits and indirect values. This is a central problem as 
evaluations made in the early process can be crucial to the future of the development of a new busi-
ness model. Therefore, an evaluation tool that takes the indirect values into account is a critical fac-
tor for the continued development of inclusive business models. The evaluation method is not only 
to evaluate traditional economic indicators but also to take into account the future values generated 
through the inclusion of social issues and the values associated with reputation and brand image. 
The evaluation method must not replace existing measures but serve as a complement in order to 
facilitate the communication with headquarters, the board of directors and investors.

6. Research contributions

This case study may provide an answer to the call for empirical examples of where social 
entrepreneurs “rise to the challenge” ([27], p. 446) and a transition of an enterprise ([24], 
p. 357) especially in identification and inclusion of key stakeholders in the process.

Figure 3. Critical factors for implementing an inclusive business model as a process of value creation in accordance with 
the triple bottom line ([11], p. 48).
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It illustrates that inclusive business model is tailored to the context in which it is developed 
and managed in order to be an inclusive business model. This shows that there are no simple 
answers to the question of how corporations may alter a traditional conduct to contribute to 
the society in which they operate, to alleviate poverty, raise educational levels, contribute to 
a more even distribution of wealth and serve as parts in creating shared values. An inclusive 
business model thus require corporate responsible intents and management is enacted in a 
dialogue with a wide set of stakeholders [3].

The entrepreneurship literature points to the importance of contextualization (e.g. [28]), and 
the importance of keeping the Social Value Proposition at the center of the context [26]. Our 
findings also show that the social entrepreneurs take the role as change agents, for example in 
the process of land concession with a wide set of stakeholders’ needs in mind and corporate 
hiring with gender awareness, which points to adaptation made by “the context” as well.

The Stora Enso case offers insights in challenges and opportunities perceived so far in their 
efforts to develop and implement an inclusive business model. So far the transformation of 
corporate conduct has transformed a local community but it has a potential value to an entire 
industry—and possibly with contextual adaptations to other industries on a world market in 
McElhaney [23] CSR landscape illustration (Figure 1). This project has neither investigated 
the internal or external assessment of the new business model, nor the consequences of what 
happens if the social entrepreneurs no longer are in office. Our suggestions for future research 
therefore include a call for other empirical studies of inclusive business models, the role of 
social entrepreneurs and the continued studies of various perspectives of corporate ambitions 
to “Rethink”.

Acknowledgements

We gratefully acknowledge the support and generosity of the Royal Swedish Academy of 
Agriculture and Forestry without which the present study could not have been possible to 
share with you. We would also like to thank SIDA for providing initial funding for the project, 
everybody at Stora Enso in Laos for generously sharing their TBL ambitions, especially Peter 
and Helena, and all the community interviewees that have generously shared their story with 
us in this project and encouraged us to communicate their entrepreneurship in developing an 
inclusive business model.

Author details

Cecilia Mark-Herbert1* and Brita Prejer2

*Address all correspondence to: cecilia.mark-herbert@slu.se

1 Swedish University of Agricultural Sciences, SLU, Uppsala, Sweden

2 Syngenta Nordics, Landskrona, Sweden

Social Entrepreneurship in an Inclusive Business Model: A New Business Model for Sustainable…
http://dx.doi.org/10.5772/intechopen.70295

225



References

[1] Cronin JJ, Smith JS, Gleim MR, Ramirez E, Martinez JD. Green marketing strategies: an 
examination of stakeholders and the opportunities they present. Journal of the Academy 
of Marketing Science. 2011;39:158-174

[2] Elkinton J. Cannibals with Forks: The Triple Bottom Line of 21st Century Business. 2nd 
ed. Oxford: Capstone Publishing Ltd; 1998

[3] Porter ME, Hills G, Pfitzer M, Patscheke S, Hawkins E. Measuring Shared Value—How 
to Unlock Value by Linking Social and Business Results. Massachusetts: FSG—Shared 
value summit Cambridge; n.d.

[4] Porter ME, Kramer MR. Creating shared value: How to reinvent capitalism and unleash 
a wave of innovation and growth. Harvard Business Review. 2011;2011:62-77

[5] Bawden R. Systemic development at Hawkesbury: Some personal lessons from experi-
ence. Systems Research and Behavioral Science. 2005;22(2):151-164

[6] Bocken N, Short S, Rana P, Evans S. A literature and practice review to develop sustain-
able business model archetypes. Journal of Cleaner Production. 2014;65:42-56

[7] Prahalad CK, Hart SL. The fortune at the bottom of the pyramid. Strategy + Business. 
2002;26:2-14

[8] Rainey D. Sustainable Business Development—Inventing the Future through Strategy, 
Innovation and Leadership. Cambridge: Cambridge University Press; 2006

[9] Michelini L, Fiorentino D. New business models for creating shared value. Social 
Responsibility Journal. 2012;8(4):561-577

[10] Wilson C, Wilson P. Make Poverty Business. Increase profits and reduce risks by engag-
ing with the poor. Sheffield: Greenleaf Publishing Ltd; 2006

[11] Levall S, Prejer B. Inclusive Business and Shared Values: Case Study of Stora Enso in Lao 
PDR. Uppsala: Swedish University of Agricultural Science, Department of Economics; 
2013 http://stud.epsilon.slu.se/5818/ [Accessed 4 February, 2015]

[12] Robson C. Real World Research. 2nd ed. Maldon, MA: Blackwell Ltd.; 2002

[13] UNDP (United Nations Development Programme). Socioeconomic Impact Assessment. 
Stora Enso Plantation Project Lao People’s Democratic Republic; 2011 Available at: http://
www.la.undp.org/content/lao_pdr/en/home/library/poverty/socioeconomic-impact-
assessment--stora-enso-plantation-project-l.html

[14] Pentland B. Buildning theory with narrative: From description to explanation. The 
Academy of Management Review. 1999;24(4):711-724

[15] Garriga E, Melé D. Corporate social responsibility theories: Mapping the territory. 
Journal of Business Ethics. 2004;53(1-2):51-71

Entrepreneurship - Development Tendencies and Empirical Approach226

[16] Matten D, Moon J. “Implicit” and “Explicit” CSR: A conceptual framework for a com-
parative understanding of corporate social responsibility. Academy of Management 
Review. 2008;33(2):404-424

[17] Jamali D, Mirshak R. Corporate social responsibility (CSR): Theory and practice in a 
developing country context. Journal of Business Ethics. 2007;72:243-262

[18] Porter ME, Kramer MR. Strategy & society: The link between competitive advantage and 
corporate social responsibility. Harvard Business Review. 2006;2006:78-93

[19] Pfitzer M, Bockstette V, Stamp M. Innovating for shared value. Harvard Business Review. 
2013;2013:3-9

[20] Husted BW, Allen DB. Corporate social responsibility in the multinational enterprise: 
Strategic and institutional approaches. Journal of International Business Studies. 
2006;37(6):838-849

[21] Scherer AG, Palazzo G. The new political role of business in a globalized world: A 
review of a new perspective on CSR and its implications for the firm, governance, and 
democracy. Journal of Management Studies. 2011;48(4):899-931

[22] Fraser ED, Dougill AJ, Mabee WE, Reed M, McAlpine P. Bottom up and top down: 
Analysis of participatory processes for sustainability indicator identification as a path-
way to community empowerment and sustainable environmental management. Journal 
of Environmental Management. 2005;78:114-127

[23] McElhaney K. Just Good Business; The Strategic Guide to Aligning Corporate Responsi-
bility and Brand. San Francisco: Berrett-Koehler Publishers, Inc.; 2008

[24] Keijzers G. The transition to the sustainable enterprise. Journal of Cleaner Production. 
2002;10:349-359

[25] Peredo AM, McLean M. Social entrepreneurship: A critical review of the concept. Journal 
of World Business. 2006;41:56-65

[26] Austin J, Stevenson H, Wei-Skillern J. Social and commercial entrepreneurship: Same, 
different or both? Entreprenurship Theory and Practise. 2006;30(1):1-32

[27] Hall KJ, Daneke AG, Lenox JM. Sustainable development and entrepreneurship: Cast 
contributions and future directions. Journal of Business Venturing. 2010;25:439-448

[28] Welter F. Contextualizing entrepreneurship – Conceptual challenges and ways forward. 
Entrepreneurshop Theory and Practice. 2011:165-184

[29] Austin J, Stevenson H, Wei-Skillern J. Social and commercial entrepreneurship: Same, 
different or both? Revista de Administração (São Paulo). 2012;47(3):370-384

[30] Reficco E, Márquez P. Inclusive networks for building BOP markets. Business & Society. 
2012;5(1):512-554

Social Entrepreneurship in an Inclusive Business Model: A New Business Model for Sustainable…
http://dx.doi.org/10.5772/intechopen.70295

227



References

[1] Cronin JJ, Smith JS, Gleim MR, Ramirez E, Martinez JD. Green marketing strategies: an 
examination of stakeholders and the opportunities they present. Journal of the Academy 
of Marketing Science. 2011;39:158-174

[2] Elkinton J. Cannibals with Forks: The Triple Bottom Line of 21st Century Business. 2nd 
ed. Oxford: Capstone Publishing Ltd; 1998

[3] Porter ME, Hills G, Pfitzer M, Patscheke S, Hawkins E. Measuring Shared Value—How 
to Unlock Value by Linking Social and Business Results. Massachusetts: FSG—Shared 
value summit Cambridge; n.d.

[4] Porter ME, Kramer MR. Creating shared value: How to reinvent capitalism and unleash 
a wave of innovation and growth. Harvard Business Review. 2011;2011:62-77

[5] Bawden R. Systemic development at Hawkesbury: Some personal lessons from experi-
ence. Systems Research and Behavioral Science. 2005;22(2):151-164

[6] Bocken N, Short S, Rana P, Evans S. A literature and practice review to develop sustain-
able business model archetypes. Journal of Cleaner Production. 2014;65:42-56

[7] Prahalad CK, Hart SL. The fortune at the bottom of the pyramid. Strategy + Business. 
2002;26:2-14

[8] Rainey D. Sustainable Business Development—Inventing the Future through Strategy, 
Innovation and Leadership. Cambridge: Cambridge University Press; 2006

[9] Michelini L, Fiorentino D. New business models for creating shared value. Social 
Responsibility Journal. 2012;8(4):561-577

[10] Wilson C, Wilson P. Make Poverty Business. Increase profits and reduce risks by engag-
ing with the poor. Sheffield: Greenleaf Publishing Ltd; 2006

[11] Levall S, Prejer B. Inclusive Business and Shared Values: Case Study of Stora Enso in Lao 
PDR. Uppsala: Swedish University of Agricultural Science, Department of Economics; 
2013 http://stud.epsilon.slu.se/5818/ [Accessed 4 February, 2015]

[12] Robson C. Real World Research. 2nd ed. Maldon, MA: Blackwell Ltd.; 2002

[13] UNDP (United Nations Development Programme). Socioeconomic Impact Assessment. 
Stora Enso Plantation Project Lao People’s Democratic Republic; 2011 Available at: http://
www.la.undp.org/content/lao_pdr/en/home/library/poverty/socioeconomic-impact-
assessment--stora-enso-plantation-project-l.html

[14] Pentland B. Buildning theory with narrative: From description to explanation. The 
Academy of Management Review. 1999;24(4):711-724

[15] Garriga E, Melé D. Corporate social responsibility theories: Mapping the territory. 
Journal of Business Ethics. 2004;53(1-2):51-71

Entrepreneurship - Development Tendencies and Empirical Approach226

[16] Matten D, Moon J. “Implicit” and “Explicit” CSR: A conceptual framework for a com-
parative understanding of corporate social responsibility. Academy of Management 
Review. 2008;33(2):404-424

[17] Jamali D, Mirshak R. Corporate social responsibility (CSR): Theory and practice in a 
developing country context. Journal of Business Ethics. 2007;72:243-262

[18] Porter ME, Kramer MR. Strategy & society: The link between competitive advantage and 
corporate social responsibility. Harvard Business Review. 2006;2006:78-93

[19] Pfitzer M, Bockstette V, Stamp M. Innovating for shared value. Harvard Business Review. 
2013;2013:3-9

[20] Husted BW, Allen DB. Corporate social responsibility in the multinational enterprise: 
Strategic and institutional approaches. Journal of International Business Studies. 
2006;37(6):838-849

[21] Scherer AG, Palazzo G. The new political role of business in a globalized world: A 
review of a new perspective on CSR and its implications for the firm, governance, and 
democracy. Journal of Management Studies. 2011;48(4):899-931

[22] Fraser ED, Dougill AJ, Mabee WE, Reed M, McAlpine P. Bottom up and top down: 
Analysis of participatory processes for sustainability indicator identification as a path-
way to community empowerment and sustainable environmental management. Journal 
of Environmental Management. 2005;78:114-127

[23] McElhaney K. Just Good Business; The Strategic Guide to Aligning Corporate Responsi-
bility and Brand. San Francisco: Berrett-Koehler Publishers, Inc.; 2008

[24] Keijzers G. The transition to the sustainable enterprise. Journal of Cleaner Production. 
2002;10:349-359

[25] Peredo AM, McLean M. Social entrepreneurship: A critical review of the concept. Journal 
of World Business. 2006;41:56-65

[26] Austin J, Stevenson H, Wei-Skillern J. Social and commercial entrepreneurship: Same, 
different or both? Entreprenurship Theory and Practise. 2006;30(1):1-32

[27] Hall KJ, Daneke AG, Lenox JM. Sustainable development and entrepreneurship: Cast 
contributions and future directions. Journal of Business Venturing. 2010;25:439-448

[28] Welter F. Contextualizing entrepreneurship – Conceptual challenges and ways forward. 
Entrepreneurshop Theory and Practice. 2011:165-184

[29] Austin J, Stevenson H, Wei-Skillern J. Social and commercial entrepreneurship: Same, 
different or both? Revista de Administração (São Paulo). 2012;47(3):370-384

[30] Reficco E, Márquez P. Inclusive networks for building BOP markets. Business & Society. 
2012;5(1):512-554

Social Entrepreneurship in an Inclusive Business Model: A New Business Model for Sustainable…
http://dx.doi.org/10.5772/intechopen.70295

227



[31] Roloff J. Learning from multi-stakeholder networks: Issue-focused stakeholder manage-
ment. Journal of Business Ethics. 2008;82:233-250

[32] Mikkilä M, Toppinen A. Corporate responsibility reporting by large pulp and paper 
companies. Forest Policy and Economics. 2008;10:500-506

[33] Mikkilä M. The many faces of responsibility: Acceptability of the global pulp and paper 
industry in various societies, Dissertationes Forestales 25. Finland: Faculty of Forestry, 
University of Joensuu; 2006 http://www.metla.fi/dissertationes/df25.pdf [Accessed  
9 February 2014]

[34] Stora Enso. Global Responsibility Report (Helsinki Libris Oy). 2011. http://www.
storaenso.com/media-centre/publications/annual-report/Documents/Stora_Enso_
Global_Responsibility_Report_2011.pdf [Accessed 9 February 2014]

[35] Toppinen A, Li N, Tuppura A, Xiong Y. Corporate responsibility and strategic groups in 
the forest-based industry: Exploratory analysis based on the global reporting initiative 
(GRI) framework. Corporate Social Responsibility and Environmental Management. 
2012;19:191-205

[36] Clarke K. Hazardous ground-cluster munitions and UXO in the Lao PDR, UNDP Lao 
PDR, Vientiane. 2009. http://www.undplao.org/newsroom/publication/UNDP_LAO_
Hazardous%20Ground_03June2009_FINAL.pdf [Accessed 9 February, 2014]

Entrepreneurship - Development Tendencies and Empirical Approach228

Chapter 12

Entrepreneurship with Social Responsibility

Anna Križanová, Katarína Moravčíková and
Jana Klieštiková

Additional information is available at the end of the chapter

http://dx.doi.org/10.5772/intechopen.70609

Provisional chapter

© 2016 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons  
Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use, distribution, 
and reproduction in any medium, provided the original work is properly cited. 

DOI: 10.5772/intechopen.70609

Entrepreneurship with Social Responsibility

Anna Križanová, Katarína Moravčíková and 
Jana Klieštiková

Additional information is available at the end of the chapter

Abstract

Since the second half of the twentieth century, the society’s thinking about the behav-
ior of companies has gradually begun to change. Companies are expected to use their 
power and finances to influence life around themselves, especially their quality. The cor-
porate social responsibility (CSR) concept is a very progressive management approach 
that focuses on long-term goals and long-term returns. CSR seeks to harmonize relation-
ships with stakeholders, which the company identifies and implements activities that go 
beyond legal and ethical standards. A socially responsible company performs something 
extra volunteer, conducts dialog with its stakeholders, and invests in improving relation-
ships. The Department of Economics of the University of Žilina conducted a marketing 
survey entitled “Perceptions of Corporate Social Responsibility and its Communication 
by Companies”. The survey was conducted to find out how companies in Slovakia use the 
CSR concept and what is the level of their communication about this concept in relation 
to the external environment. Anonymous questionnaire method was used to obtain this 
data. The method of induction and deduction was used to process the obtained data and 
the phenomena investigated and to generalize and produce conclusions. Mathematical 
and statistical methods were used to evaluate survey data, and the synthesis method was 
used to create recommendations for companies.
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1. Introduction

The issue of corporate social responsibility (CSR) is becoming an increasingly important ele-
ment of strategic business management under the conditions of today’s globalized market. 
Society expectations of companies’ performance are constantly rising. At present, companies 
have a competitive advantage, that are able to actively respond to ever-changing customer 
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expectations and implement socially responsible aspects into their business, so that customers 
perceive the CSR concept as an added value of the company. Companies should feel a certain 
commitment to advocate for the society in which they operate, because the business sector is 
part of civil society and they need other members to successful operation. Socially responsible 
companies strive not only to meet their traditional economic goals but also to fulfill the social 
and environmental aspects of their activities, in practice, by voluntarily setting high ethical 
standards, avoiding corruption, trying to minimize the negative impacts of their business on 
the environment, striving to be good employer, supporting the region in which they operate. 
They strive to realize on the three main pillars – economic efficiency, environmental responsi-
bility and social engagement – in the long term and as firmly as possible.

2. Corporate social responsibility

The modern history of corporate socially responsibility began to develop in the 1950s 
when the ideas of responsible entrepreneurship had fully penetrated the managers’ pro-
fessional literature. Howard R. Bowen, who wrote the book Social Responsibilities of the 
Businessman in 1953, is considered to be the first theorist of this concept. At the end of 
the 1960s and 1970s, under the influence of turbulent social change in the western society, 
and due to the boom of social sciences a number of definitions which were less empha-
sized by the manager’s personality in the corporation, and more focused on the interaction 
between the company and the socio-economic system. In the 1980s, interest was transferred 
from the theoretical societal theories of corporate responsibility to empirical research of 
social responsible companies [1]. Also, due to the attempt to operationalize this concept, it 
has been fragmentized and various alternative concepts have begun to emerge [2]. At the 
turn of the millennium, voluntary associations of responsible companies, non-governmen-
tal organizations and the European Union contributed to the definition of CSR. The rapid 
development and wide range of this concept results in a very high terminological disunity, 
as there is currently no single global definition [3]. Bowen [4] defines social responsibility 
as “the commitment of entrepreneurs to strive for such strategies, to make such decisions 
or to perform activities that are desirable in terms of the goals and values of our society.” 
According to the European Union [5], corporate responsibility is “the voluntary integration 
of social and environmental interests into day-to-day business activities and interactions 
with business stakeholders”. Kotler and Lee [6] define social responsibility as “a commit-
ment to improve the society's well-being through voluntary corporate activities and corpo-
rate resources”.

Bussard et al. [1] set out the basic characteristics of this concept, highlighting in particular:

• willingness – socially responsible companies voluntarily develop activities and accept com-
mitments that go beyond their obligations defined by the legislative provision,

• active collaboration and open dialog with all stakeholders – this commitment goes beyond the 
obligation of companies to behave responsibly towards their shareholders, but also applies 
to other stakeholders, whether employees, customers, suppliers or local communities,
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• corporate engagement – corporate socially responsible enterprises, that create new positive 
trends in society, have incorporated socially responsible business into their corporate strat-
egies and take them into account in creating business values or goals,

• systematicity and long-term time horizon – corporate social responsibility is a long-term is-
sue. The CSR concept should be part of the strategic planning, ongoing monitoring and 
evaluation of companies. Socially responsible companies are not focused only on short-
term economic goals and profits, but they also focus on long-term goals and long-term 
sustainability,

• credibility – only trusted social responsibility will enable the company to take full advan-
tage of the benefits of CSR principles and also identifies the four main assumptions for 
achieving public confidence – individuality, authenticity, transparency, and consistency,

• company operation with respect to the so – “Triple-bottom-line business” – corporate social re-
sponsibility is a modern concept of business that is on three pillars and therefore, as one of 
the basic ideas emphasizes, that companies should not only focus on maximizing profits 
and economic growth, but their attention must focus on addressing social and environ-
mental issues,

• responsibility towards society and companies commitment to contribute to the development of life 
quality – corporate responsibility is an ethical imperative to work for the benefit of society.

2.1. Fields of corporate social responsibility

Corporate social responsibility is a modern business concept that leads to a wider view of 
business and is built on three basic pillars, so called “triple-bottom-line” – economic, social 
and environmental pillar [7]. A company that adopts the concept of social responsibility does 
not only try to achieve profits in its business but its approach is more complex because it takes 
into account all three pillars and applies voluntarily, over and above its legislative responsi-
bilities, some principles in three basic areas, such as the economic, social, and environmental 
area [7]. The economic pillar of CSR focuses primarily on company transparency, establish-
ing good relationships with interest groups that affect the economic activity of the company. 
These are investors, owners, customers, suppliers, business partners, and entities that are 
significant to a company in this area. Company activities in this area relate to corporate gover-
nance, responsible customer access, relationship with suppliers and other business partners, 
and marketing and advertising [7]. The social area should be divided into two areas – internal 
and external. The internal area is also called the social policy of the company, and the external 
area is primarily concerned with philanthropy, altruism, cooperation with the local commu-
nity. Company social policy and its tools must work towards building a partnership with an 
employee about that an company thinks as a co-entrepreneur, giving him/her opportunities 
to exploit his/her active abilities, expanding his/her skills and skills, and achieving business 
goals by reaching his/her satisfaction. Activities within the framework of internal social policy 
concern engagement and communication with employees, remuneration for work, education 
and development, health and safety, work-life balance, outplacement, and equal complexity 
[8]. The external social area is mainly focused on philanthropy and cooperation with the local 
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• corporate engagement – corporate socially responsible enterprises, that create new positive 
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employee about that an company thinks as a co-entrepreneur, giving him/her opportunities 
to exploit his/her active abilities, expanding his/her skills and skills, and achieving business 
goals by reaching his/her satisfaction. Activities within the framework of internal social policy 
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community. Philanthropy is understood as a summary of activities that lead to the conscious 
support of others (individuals, groups, and organizations). It differs from altruism, which is 
an individual initiative and mostly focuses on the immediate surroundings. Philanthropy 
tries to solve the problems of the weaker or the handicapped people in a broader context, con-
ceptually and tends to organize itself into the whole care system for these problematic groups. 
Possible tools for working with the local community can include community support, col-
laboration with schools, or stakeholder engagement [9]. Environmental issues have become 
more and more important in recent years. Business leaders should be aware that corporate 
responsibility in this area is to be applied within the company itself as well as towards the 
external environment that the company affects in some way, whether it is landscape, noise, 
resource use, emissions, waste or traffic load. Company activities in the environmental field 
concern environmental policy, energy and water, waste and recycling, products and packag-
ing and shopping [7].

2.2. Tools of corporate social responsibility

Kotler and Lee [6] outline six CSR tools that can help society to promote society’s health, secu-
rity, education and employment, improve the environment, social and economic develop-
ment, and other basic human needs and desires. Support can take place in a variety of forms 
– from grants, paid advertising, through sponsorship, technical expertise, material contribu-
tions, business volunteers to access to distribution channels. These tools include:

Campaigns expanding awareness about social issue – the company develop an initiative 
to raise awareness and, above all, the public’s interest in social issue through campaigns, 
and to persuade it to support them by donating time, volunteering, financial or non-finan-
cial gifts. It uses research publishing, statistics, encourages proactive access, and effort 
to learn about the issue additional information in brochures or websites. This activity is 
carried out by the enterprise itself or cooperates with nonprofit organizations that address 
this issue.

Cause-related marketing – marketing activities associated with a publicly beneficial project. 
A company spends a certain amount of revenue from a particular product on a social or non-
profit organization. At the same time, it tries to wake up the buyer’s interest, which increases 
the revenues of the company and also the non-profit organization. Campaigns of this type 
are usually conducted only for a short period of time [10]. A company should try to make its 
behavior and initiatives as authentic and trustworthy as possible.

Social marketing – represents the development and implementation of a behavioral change 
campaign that aims to improve public health, safety, the environment, or the welfare of soci-
ety. These campaigns mostly focus on health issues (breast cancer, prostate cancer, and eating 
disorders), accident prevention (traffic safety), environmental problems (electricity savings 
and air pollution) and public involvement issues (blood donation and animal rights).

Corporate philanthropy – direct contribution by a company to charity or a social problem, 
most often in the form of cash grants, subsidies, or contributions in kind. Corporate phi-
lanthropy is the promotion of publicly beneficial projects beyond the company activity to 
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promote a good idea across the society or in a particular community. A company can realize 
activities related to corporate philanthropy along with nonprofit organizations.

Corporate volunteering – an initiative where a company supports employees, business 
partners and franchise members to volunteer their time to support local organizations and 
address social issues. Employees have support from the company to work as volunteers for 
some time on projects and activities created by company or a non-profit organization with 
which a company collaborates [11]. Alternatively, they have the opportunity to choose what 
volunteer initiative they are involved in. Volunteers can provide physical work, training, 
teaching or counseling.

Corporate social responsibility practices – a company voluntarily carries out business activi-
ties and investments that improve the conditions in the local community, whether socially or 
environmentally. These activities take place mainly within the company and relate to manu-
facturing processes, employee development and behavior.

Kuldova [3] assigns two other tools to these tools, namely:

Fair trade – the objective of this partnership between producer and buyer is to support disad-
vantaged producers in developing countries by controlling fair trade conditions, respecting 
labor law, not using child labor in production, protecting the environment, but also spread-
ing awareness of the situation of these manufacturers in developed countries. The manufac-
turer is guaranteed a minimum subscription and the minimum purchase price increased by 
the so called a social surcharge, which will ensure a fair price that could otherwise not be 
achieved.

Outplacement – support and assistance in placement of redundant workers on the labor mar-
ket. The aim is to mitigate the negative effects of redundancies.

2.3. Benefits and deficiencies of corporate social responsibility

For many companies, CSR is a means to improve the image, competitive advantage, or dif-
ferentiation. CSR is participated to creating value for the company as well as branding and 
builds customer loyalty and behavior after purchase. According to Hansen company, it is the 
reward for a company to stimulate customer buying behavior. The customer is the central 
determinant of who will be “rewarded” and who will be “punished”. Through his/her pur-
chasing decisions influences the profit of companies which compete on the market and indi-
rectly also the direction the economy is taking are affected. Not only companies get benefits 
from CSR. Stakeholders also became the profit parties [12]. The most important benefits for 
companies implementing CSR concept ideas in their day-to-day practice are cited by several 
authors:

CSR contributes to creating a good business environment – employees feel more involved with 
the company, increase their confidence in decision-making, motivation and productivity [13].

CSR increases attraction for investors – investors are interested in corporate CSR performance 
indicators that would support their decision to provide financial assistance [14].
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CSR builds trust and good name of company as well as brands from the perspective of the customers 
– the resulting image that the public creates about a company is emerging as a mosaic of many 
features and attributes, including engagement in individual areas of CSR [14].

CSR allows to gain a competitive advantage and increase customer loyalty – CSR activities can be 
seen as a distinctive element from the competition through which the company can reach a 
potentially interesting group of people who appreciate these activities and they are willing to 
pay more for a socially responsible product [6].

CSR reduces costs – most CSR activities require company funding. On the other hand, CSR 
activities are linked to innovations that can help the company reduce costs and increase effi-
ciency [13].

CSR improves risk management and reduces the cost of risk management – applying CSR to day-to-
day company practices brings to companies better risk management, reducing the risks in the 
environmental, economic or even media field [14].

CSR can attract new partners – potential business partners consider for long-term cooperation 
not only prices but also other factors such as product quality, ability to deliver goods on time 
and in the right place, solvency and payment terms in business [13].

CSR allows to become a “preferred supplier” – companies can become required suppliers through 
active access to responsible business [13].

CSR allows to increase the performance of the supplier-customer relationship – responsible access to 
partners contributes to building mutual trust, improving the quality of products and services 
and, ultimately, to achieving higher profits within the framework of business cooperation [6].

In spite of all the benefits, however, a company must also take into account the obstacles 
that may prevent it from putting the CSR concept into practice. The most common obstacles 
include [1]:

• adopting a corporate socially responsibility into a company strategy is a costly entry 
investment,

• CSR is characterized by its own language and covers all areas of company, from product 
design through management of all components of the company to external communication,

• CSR is based on the mutual cooperation of all three sectors of society. Some companies may 
be afraid to find trusted and proportionate partners to work with.

• unclear standards and tangles of codes applicable to different areas of activity may result in 
a conflict of priorities in meeting the objectives of a responsible business strategy.

2.4. CSR communication

Communication about CSR initiatives and performance is a critical factor for successful 
companies. This type of communication provides information to interest groups who are 
interested in buying the products of this company, want to invest into this company, or want 
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to support corporate activities in their community. The goal is to communicate CSR progress 
in a meaningful way that will have a positive impact on the company and will attract stake-
holders. CSR communication can provide additional benefits to a company, namely a higher 
level of customer satisfaction and loyalty, a better reputation for the company, brand and 
product, more motivated and productive employees, better relationships with the commu-
nity and public authorities, or better access to finance [15]. CSR communication can include 
information on the production of safe and quality products/services, on keeping customer 
satisfaction, early invoicing, local supplier support, information beyond the company’s core 
business, honest price information, adherence to marketing and advertising ethics, and con-
sumer rights beyond the purchasing contract, hard criteria for the selection of business part-
ners or information on working and living conditions [14]. The tools, means, channels and 
media through which the company can communicate its CSR initiatives and activities with 
external stakeholders include the CSR report, information packages, POS materials, vendor 
training, events, website, social media, brochures, newsletters, mailing lists, and advertising 
media [12, 15, 16].

3. Entrepreneurship with social responsibility in Slovakia

Corporate social responsibility has been actively promoted in Slovakia since 2000, especially 
by non-governmental organizations that have since remained the main advocates of this con-
cept at national level. The key carriers of the CSR concept with the largest commitment to 
promoting CSR in practice are multinational corporations in the Slovak business sector.

The Department of Economics of the University of Žilina conducted a survey among the rep-
resentatives of companies in Slovakia entitled “Perceptions of Corporate Social Responsibility 
from the perspective of companies in Slovakia”. The survey was conducted electronically via 
e-mail between October and December 2016 on a total sample of 434 companies randomly 
selected from a database of companies operating in Slovakia. Respondents were business 
owners, business executives, CSR employees, marketing department staff, and PR depart-
ment staff. Most micro-companies participated in the survey, i.e. enterprises with fewer than 
10 employees, namely 63.4%, followed by small companies (22.4%), large companies (8.1%) 
and medium-sized companies (6.2%). In terms of existence, most companies was category 
6–10 years old (29.3%) and 21 and more years old (27.2%). Within the legal form, the largest 
representation had the commercial corporation (82.7%), of which 93% were limited compa-
nies. In terms of industry, retail and wholesale (21%) and information and communications 
(14.7%) had the largest representation.

The results of the survey show that the concept of Corporate Social Responsibility is known to 
Slovak companies, as 68.7% of respondents stated this fact. Companies in Slovakia also know 
economic, environmental and social responsibility terms, as 75.6% of the companies surveyed 
expressed their positive opinion. Most Slovak companies are socially responsibly. In our survey, 
83.9% of the respondents expressed a positive opinion from the total number of companies, with 
39.4% of respondents saying “definitely yes” and 44.5% of answers “probably yes” (Figure 1).
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The survey also shows that almost half (43.5%) of surveyed companies are involved in all 
three areas of corporate social responsibility. In two areas are 25.8% of companies and only 
19.8% of companies are involved in one. Although the elaboration of the CSR strategy is a 
crucial step, because it analyzes the stakeholders and identifies the key areas of CSR, only 
11.1% of the companies addressed have a written CSR strategy and up to 82.3% do not have 
this strategy. Respondents consider the most important manifestation of their corporate social 
responsibility, in particular achieving the profits in an honest and ethical manner, namely 
38.7%. Other important manifestations include employee care (18.4%), compliance with statu-
tory standards and tax payments (13.6%) and the provision of quality products at a reason-
able price (13.4%) (Figure 2).

The reason, why companies behave in a socially responsible way, the management’s internal 
conviction was most often mentioned (50%), followed by efforts to improve relations with 
interested groups (7.6%) or better customer relations (7.8%). Corporate social responsibility 

Figure 1. Expressions of Slovakia companies, whether they are socially responsible. Source: authors.

Figure 2. Reasons why companies in Slovakia behave socially responsible. Source: authors.
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has five phases: defensive, charitable, promotional, strategic and system phase. A large num-
ber of respondents (45.6%) could not determine the phase of their company. Of the companies 
that could identify it, 15% said the charity phase, 13.4% promotional phase, 10.1% strategic 
phase, 9% system phase and 6.9% defensive phase. The respondents were also asked to deter-
mine the impact of CSR implementation on their customer relationships. Two-fifths of them 
said that CSR had a positive impact on customer relationships, with 4.6% of respondents 
reporting a significant impact. More than two-fifths were unable to determine the impact of 
CSR on their customer relationships and the negative impact did not come from any respon-
dent (Figure 3).

Companies in Slovakia (26.5%) inform their external environment about their CSR activities 
and projects in very small extend. These companies use mainly the Internet (18.7%) and social 
networks (14.7%) to communicate with their external environment. The least used tool for 
informing about CSR activities and projects is the CSR report (Figure 4).

In the case of changing or expanding the information tools for external environment about 
CSR activities and projects, the respondent stated in particular an internet site (28.6%) and 
social networks (15%). In this case, the least considered tool is the CSR report (3.7%) and 
newspaper articles (4.6%). Nearly two-fifths respondent do not consider about changing or 
expanding of tools (39.9%).

On the basis of the above, it is possible to state that the companies in Slovakia know the CSR 
concept and the majority of companies are involved in activities related to the CSR concept, 
but they do not pay more attention to it because a large part of the companies cannot deter-
mine the phase of CSR in which they are located and they do not know the impact of this 
concept for relationships with their customers. They cannot make full use of the benefits of the 
CSR concept, because only a very small part of Slovak companies communicate information 
about their CSR activities and projects.

Based on the survey results, we wanted to determine whether socially responsible behavior 
depended on selected company dentification data. We have set three hypotheses:

Hypothesis 1: There is no statistically significant dependence between the size of the company 
in the Slovak Republic and its socially responsible behavior.

Figure 3. Impact of CSR company strategy in Slovakia on customer relationships. Source: authors.
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Figure 2. Reasons why companies in Slovakia behave socially responsible. Source: authors.
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has five phases: defensive, charitable, promotional, strategic and system phase. A large num-
ber of respondents (45.6%) could not determine the phase of their company. Of the companies 
that could identify it, 15% said the charity phase, 13.4% promotional phase, 10.1% strategic 
phase, 9% system phase and 6.9% defensive phase. The respondents were also asked to deter-
mine the impact of CSR implementation on their customer relationships. Two-fifths of them 
said that CSR had a positive impact on customer relationships, with 4.6% of respondents 
reporting a significant impact. More than two-fifths were unable to determine the impact of 
CSR on their customer relationships and the negative impact did not come from any respon-
dent (Figure 3).

Companies in Slovakia (26.5%) inform their external environment about their CSR activities 
and projects in very small extend. These companies use mainly the Internet (18.7%) and social 
networks (14.7%) to communicate with their external environment. The least used tool for 
informing about CSR activities and projects is the CSR report (Figure 4).

In the case of changing or expanding the information tools for external environment about 
CSR activities and projects, the respondent stated in particular an internet site (28.6%) and 
social networks (15%). In this case, the least considered tool is the CSR report (3.7%) and 
newspaper articles (4.6%). Nearly two-fifths respondent do not consider about changing or 
expanding of tools (39.9%).

On the basis of the above, it is possible to state that the companies in Slovakia know the CSR 
concept and the majority of companies are involved in activities related to the CSR concept, 
but they do not pay more attention to it because a large part of the companies cannot deter-
mine the phase of CSR in which they are located and they do not know the impact of this 
concept for relationships with their customers. They cannot make full use of the benefits of the 
CSR concept, because only a very small part of Slovak companies communicate information 
about their CSR activities and projects.

Based on the survey results, we wanted to determine whether socially responsible behavior 
depended on selected company dentification data. We have set three hypotheses:

Hypothesis 1: There is no statistically significant dependence between the size of the company 
in the Slovak Republic and its socially responsible behavior.

Figure 3. Impact of CSR company strategy in Slovakia on customer relationships. Source: authors.
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Hypothesis 2: There is no statistically significant dependence between the existence of the com-
pany in the Slovak Republic and its socially responsible behavior.

Hypothesis 3: There is no statistically significant dependence between the legal form of the 
company in the Slovak Republic and its socially responsible behavior.

To verify the statistical hypotheses, the x2-independent test was used and we used the SPSS 
software 16.0 to calculate it. At the chosen x2 – independence test, the zero hypothesis is 
rejected if the P-value is below the significance level. If the P-value is equal or higher than 
the significance level, we cannot reject the zero hypothesis. The difference can only be the 
result of choice and there is no relationship between the variables. We determined the level 
of significance of the test α = 0.05. We take into account the Pearson Chi-square value when 
verifying the hypotheses through the x2 – independence test and the p-value of the test is in 
the tables labeled Asymp. Sig.

We found that the P-value is higher than the chosen significance level when testing the first 
hypothesis. It means that H0 is not objectionable. We can argue that there is no statistically 
significant dependence between the size of the enterprise and whether the company is socially 
responsible in the Slovak Republic (Figure 5).

In the second hypothesis we found in the test that the P-value is higher than the chosen sig-
nificance level. It means that H0 is not objectionable. We can argue that there is no statistically 
significant dependence between the existence of the company and whether the company is 
socially responsible in the Slovak Republic (Figure 6).

Based on the results of x2 – the independence test we found in the third hypothesis that the 
P-value is higher than the chosen significance level. It means that H0 is not objectionable. It can 

Figure 4. Communication channels by which companies in Slovakia inform about CSR. Source: authors.
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be argued that there is no statistically significant dependence between the legal form of the com-
pany and whether the company is socially responsible in the Slovak Republic (Figure 7).

With regard to the results of the verification of statistical hypotheses, it can be stated that 
company identification data such as size, existence and legal form of an company do not affect 
whether the company is social responsible. In this case, the company’s decision on whether to 
be or not to be socially responsible depends on the internal conviction of management.

4. Entrepreneurship with social responsibility in abroad

Unlike Slovak companies most companies in Malta have developed a CSR strategy and iden-
tified the brand’s reputation as a keynote. The concept of CSR has a relatively large impact 
on the economy and society in Central European countries, where CSR concept will become a 
more mature in the future and more and more companies will be implementing it according 
to corporate representatives. They also identified the main issues and the most useful tools in 
implementing CSR and the most important benefits of the concept.

Figure 5. Calculation of hypothesis testing 1. Source: authors.

Figure 6. Calculation of hypothesis testing 2. Source: authors.

Figure 7. Calculation of hypothesis testing 3. Source: authors.
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PWC company [17] has launched a survey called “Corporate Responsibility Practices Survey” 
in Malta in the first quarter to find out how companies in Malta have a sense of CSR and how 
they evaluate its practices. The survey included 45 questions and assesses: internal and exter-
nal awareness, social responsibility and regulation, compliance and disclosures. Participation 
in this survey was open to all companies in Malta. The survey covered a wide range of sectors. 
The financial and insurance sector was actively involved in this survey, followed by manufac-
turing and information and communication sectors. In terms of size, a large part of companies 
was with a staff of 10–50 (26%) and a staff of 100–250 (26%) and the smallest part of companies 
was with a staff of 300–500 (4%). In terms of turnover, the most involved companies most 
had annual turnover of 0–2 mil. € (28%) and companies with a turnover of 10–20 mil. € (14%). 
Companies with an annual turnover of 2–5 mil. €, 5–10 mil. €, 50–100 mil. €, 100 and more had 
a similar 12%. The smallest representation had companies with a turnover of 20–50 mil. € [17].

The survey results show that 60% of companies have a CSR strategy or program, 38% 
expressed negative, and 2% have not been able to comment. Nearly half of the participants 
(48%) claim to have a department identified as responsible for corporate responsibility. This 
function appears to be the most common within the Public Relations/Marketing Department 
or the responsibility of a dedicated CSR team established for this purpose [17].

Participant companies feel strongly about the impact of corporate behavior on their image 
and brand reputation (70%). Companies state that this is not motivated by their stakeholders 
(18%). It is clear that stakeholders are not yet as influential as in other countries when it comes 
to expectations of responsible behavior. The drivers for action on corporate responsibility are 
mostly internal forces arising from the company’s corporate values (58%) and the belief that 
they should do their part for the environment and the community (68%) [17] (Figure 8).

At present, for 58% of companies the implementation of the CSR concept in their company is 
very important and 2% is even extremely important. In the next 5 years, this state of affairs will 
change and for 56% will be very important and for even 20% of companies will be extremely 
important. By contrast, 34% of companies said that CSR for their company is neither impor-
tant nor unimportant and for 6% is very unimportant. In the next 5 years, this situation should 
change, as for 20% of companies CSR will be neither important nor unimportant and very 
unimportant for just 4% of businesses [17].

In 2015, Deloitte company [18] conducted a survey called “CSR managers in Central Europe” 
to find out how the CSR concept has an impact on the economy and society in the Central 
European countries. This is the first survey to uncover CSR practices in 10 Central European 
countries, namely Bulgaria, the Czech Republic, Kosovo, Lithuania, Latvia, Romania, Serbia, 
Slovakia, Slovenia and Hungary. The survey was conducted from July to September 2015 and 
179 company representatives from 10 Central European countries expressed views on it. In 
terms of size, most enterprises with a total of 250 or more employees (63.1%) were involved 
in the survey. The majority of companies surveyed have a CSR concept implemented within 
5 years (60.9%), almost a third (27.9%) from 5 to 10 years and 10.6% of companies over 10 years.

According to this survey, 84% of respondents think that their business has contributed to 
addressing the country’s social problems in recent years. Thirty-six percent of respondents 
definitely agree with this argument and 48% rather agree. On the other hand, 13% of the 
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respondents did not agree and 2% did not comment on this issue. The results of the survey 
showed how the position of the CSR will develop from the point of view of the representa-
tives of the addressed companies. The possibility that the concept will become more ripe, 
as the business model will include social and environmental problems, was highlighted 
by company representatives from Romania (50%), Serbia (41%) and Lithuania (41%). The 
possibility that the concept will go ahead and more and more companies will implement 
it, officials from Bulgaria (60%), Lithuania (59%) and Slovakia (58%) said. The possibility 
that the concept of CSR will have the same position was highlighted by representatives 
from Czech (42%), Hungarian (35%) and Slovak (32%) companies. The question was not 
answered in particular by Hungarians (10%), Romanians (8%) and Slovenia (8%). As the 
main problem that will hinder the implementation of CSR in individual countries over the 
next 15 years, corporate representatives have identified “perceptions of CSR as sponsor-
ship”, which has been identified by 59% of representatives. Other problems include “lack 
of government incentives” (52%), “company reluctance to invest” (46%), “lack of commu-
nication with the public” (35%) or “insufficient consumer pressure” (24%). In the opinion 
of the CSR managers polled, the most useful in CSR implementation are tools and methods 
enabling employee involvement such as corporate volunteering (36%), ethical programmes 
for employees (29%) or dialog with stakeholders (35%). Respondents also named social cam-
paigns (29%) and pro-ecological programmes (29%) as useful initiatives. Managers pointed 
to socially responsible investing (40%) and inter-sectorial cooperation (32%) as tools that 
are underused and worth popularizing. Sustainability and CSR activities bring internal 
and external benefits to companies. According to the respondents, internally they ensure a 
stronger employee involvement (65%) and a better ethical awareness (46%). Externally, they 
improve the companies’ reputation (65%) and recognition of the brand as socially respon-
sible (51%) [18] (Figure 9).

Figure 8. Main driving forces behind Malta companies’ CSR efforts. Source: PWC company [17].
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Based on the information from these surveys, it can be said that the concept of CSR is perceived 
positively by companies in Malta, as evidenced by the fact that a large part of companies have a 
CSR strategy and almost half of them have a CSR department. For almost a third of companies, 
the implementation of the CSR concept is very important, and considers the improvement in 
brand reputation as the most important asset. For most companies in Central Europe, the CSR 
concept is important, because according to them, have contributed to solving social problems. 
According to the respondents, the concept will become more mature in the future and more 
and more companies will implement it. As well as companies in Malta, Central European com-
panies have also identified as the most important external benefit of the concept the improving 
reputation of companies. A significant internal benefit is to increase employee involvement.

5. Conclusion

The issue of corporate social responsibility is becoming an increasingly important element 
of strategic business management under the conditions of today’s globalized market. Society 
expectations of business performance are constantly rising. One of the twenty-first century 
trends in company competitiveness is the management style that is associated with the so 
called the fight for a good thing. Currently the companies have the competitive advantage that 
are capable of actively responding to the ever-changing customer expectations and involving 
socially responsible aspects in their business.

A relatively large number of companies in Slovakia know the concept of CSR and most com-
panies in Slovakia are socially responsible. Factors such as size, existence and legal form of 

Figure 9. CSR implementation benefits by companies in Central European countries. Source: Deloitte company [18].
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company do not influence whether the company is socially responsible. This is confirmed by 
the fact that the main reason for the implementation of CSR by companies is the internal convic-
tion of management. On the other hand, however, companies do not develop further activities 
aimed at improving this concept, because a large part of companies do not have a CSR strategy, 
cannot determine the impact of CSR implementation on customer relationships and also do not 
know the CSR phase of an company. Despite the fact that companies carry out social, economic 
and environmental social responsibility activities, a small part of the company inform their 
external environment about these activities and projects. A recommendation for companies 
in Slovakia, based on this information, is to develop a CSR strategy that analyzes company 
stakeholders, identifies key CSR areas, and defines main objectives for these areas. Another 
recommendation is to measure the success of CSR activities, to which companies can use the 
SROI approach that measures change in relation to social, environmental and economic results. 
The last recommendation is to implement CSR communication. The companies should focus 
on means of communication such as websites, social networks or the product and its packag-
ing. Unlike the Slovak companies, most companies in Malta have a developed CSR strategy 
and a department dedicated to activities and projects within this area. The concept of CSR is 
important for companies in Malta and will be of even greater importance in the future. Central 
European companies have said the CSR concept has helped solve social problems and, in their 
view, the concept will become more mature in the future and more and more companies will 
implement it. The biggest benefit of the CSR concept is improving the company’s reputation 
for the companies in Slovakia, Malta and Central Europe. Based on the above, it can be said that 
companies perceive the CSR concept positively, its implementation is important to them as well 
as to society, and in the future its importance will grow and become more developed.
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Abstract

Many organisations have already realised that if they want to be successful, they must
have a sense of responsibility not only for their business activities, but also for the whole
society. That approach is entirely consistent with the basic idea of the concept of corpo-
rate social responsibility (CSR). In the economic area of the CSR concept, corporate
governance plays an important role. Based on the OECD definition, corporate gover-
nance (CG) is a system by which business corporations are directed and controlled. The
chapter provides the first comprehensive survey of corporate governance, the way to
estimate the level of CG to individual companies on the Slovak capital market through
our own corporate governance index. In analytical part of this chapter, we investigate
disclosure of corporate governance in selected enterprises in Slovakia for the period
2011–2015 and on the basis of this information we prepare a corporate governance
index. The corporate governance index helps assess the level of compliance with CG
principles in companies whose securities are listed on the Bratislava Stock Exchange.
The chapter fulfils a need for advancing knowledge on corporate governance and pro-
vides a practical framework for responsible behaviour of shareholders and managers in
socially responsible enterprises.

Keywords: corporate social responsibility, corporate governance, corporate governance
index, Bratislava Stock Exchange, Slovakia, survey

1. Theoretical background

Responsibility in business again come to the fore and the current period is one of the factors that
can significantly contribute to achieving stability and sustainable growth in the global economic
environment. Enterprises should build their position on the principles of transparency and
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integrated approach to sustainable products and services, and the active cooperation of all
stakeholders contribute to the overall well-being of society and the entire planet.

Responsible behaviour is not a one-off or short-term matter; it has to be a long-term consistent
business philosophy. It often involves radical changes in the thinking of owners, managers and
employees of companies, who apart from their own corporate interests and needs and wishes
of customers also factor in long-term interests of the society.

Modern history of corporate social responsibility (CSR) began in the 1950s with the first
definition by CSR theorists Bowen [1] who perceived it as obligations of businessmen to
pursue those policies, to make those decisions or to follow those lines of action which are
desirable in terms of the objectives and values of our society. Other authors supported this
idea, elaborated it and supplemented it with additional dimensions [2–6]. In the 1980s, various
alternative conceptions of social responsibility developed and commitments of companies
widened in relation to all stakeholders [7–9].

Social responsibility is based on the triple-bottom-line which comprises ‘3P’: profit–people–
planet. It is a philosophy in business which says that overall performance of a company should
be measured by its combined contribution (1) to the economic prosperity, (2) to the quality of
the environment and (3) to the social capital [10–13]. Based on the triple-bottom-line, there are
three basic areas of the responsible behaviour of companies – economic, social and environ-
mental. Each of them includes various activities from which company can choose based on its
specialisation and stakeholders' requirements. In the economic field, CSR emphasis on trans-
parency in the business and building good relations with stakeholders who can influence
economic activity of the company, especially with the customers, suppliers, shareholders,
investors and business partners [14].

Corporate governance (CG) also plays an important role in the economic area of the CSR
concept, particularly in relation to shareholders and employees. Corporate governance has
become a significant factor in managing organisations in the current global and complex
environment. In order to understand CG, it is important to highlight its definition. There is no
single accepted definition for corporate governance but it can be defined as a set of processes
and structures for controlling and directing an organisation. It constitutes a set of rules, which
governs the relationships between management, shareholders and stakeholders [15]. The term
”corporate governance“ has a clear origin from a Greek word ”kyberman“ meaning to steer,
guide or govern. From a Greek word, it moved to Latin, where it was known as ”gubernare“
and the French version of ”governor“. It could also mean the process of decision-making and
the process by which decisions may be implemented [16].

Corporate governance includes all types of firms and its definitions could extend to cover all of
the economic and non-economic activities. Literatures in CG provide some form of meaning on
governance, but fall short in its precise meaning of governance. Corporate governance deals
with the ways in which suppliers of finance to corporations assure themselves of getting a
return to their investment [17]. Roubíček [18] states that the term corporate governance can
also be understood as an inner organisation of a company, that is, the structure of competency
of the advisory board and the board of directors and relations between shareholders and the
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management. According to Mallin [19] optimal management of a trading company means
protecting its creativity, freedom and flexibility and ensuring its continuous ability to create
wealth and welfare which is essential to the civil society. Authority is the brain of the company
cultivating executive to share the values with all shareholders and other parties involved.
Klírová [20] considers the assessment of business performance the main function of CG from
wider perspective than executive, that is, taking into consideration interests of all parties
legitimately involved, and in this way influencing the creation of business strategy by its
activity and its implementation with the aim of satisfying these interests. OECD’s [21] defini-
tion characterises the basis of CG very well – the system by which business corporations are
directed and controlled. The corporate governance structure specifies the distribution of rights
and responsibilities among different participants in the corporation, such as the board, man-
agers, shareholders and other stakeholders and spells out the rules and procedures for making
decisions in corporate affairs. Monks and Minow [22] also support this idea and define
corporate governance as relations between different parties during influencing the governance
and performance of companies, while shareholders and management are the primary parties
and employees, customers, suppliers, creditors and other interest groups are the secondary.
According to Mallin [19], the objective of corporate governance is to ensure that the firm is
managed in the best interest of shareholders and other stakeholders of the company. CG
supports transparency and accountability, which are key attributes for investors for the proper
management of the company.

The objective of creating and improving the corporate governance of companies is the devel-
opment of best practice based on the principles of good processed into a wide variety of
policies and codes. The first formulation of the CG principles was in 1992, when Sir Adrian
Cadbury, a member of the Institute of Directors, wrote the Cadbury Code of Best Practice of
Great Britain, in which he emphasises the principles of information openness, fairness and
responsibility in the terms of CG [23]. Later, in 1999 OECD composed basic principles of
management and governance. As a result of various accounting scandals at the end of the
millennium, European Commission issued Action Plan: European company law and corporate
governance – a modern legal framework for more engaged shareholders and sustainable
companies in 2003. At the same time The US Government accepted Sarbanes-Oxley Act with
the aim to increase investors' protection by enhancing demands on the accuracy and correct-
ness of published financial documents. OECD has updated the original principles in 2004 and
added a separated principle laid down by the national regulator, which should promote
transparent and efficient market, comply with the laws and clearly define the division of
responsibilities among different supervisory, regulatory and law enforcement institutions.
OECD principles became the basis for the creation of national codes of corporate governance
in the most developed countries of the world. OECD updated and composed new G20/OECD
principles of corporate governance with the aim to increase the confidence of companies and
investors in the capital market in September 2015 in Ankara [24].

In Slovakia, Central European Corporate Governance Association (CECGA) has yet again
initiated and achieved the revision of the National Code of Corporate Governance in cooper-
ation with the representatives of Public Administration (the respective ministries) and the
Bratislava Stock Exchange in 2016 [25]. The foundation for this revision was, besides the new
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the economic and non-economic activities. Literatures in CG provide some form of meaning on
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Klírová [20] considers the assessment of business performance the main function of CG from
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OECD principles became the basis for the creation of national codes of corporate governance
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G20/OECD principles, the recommendations of the European Commission for the area of corpo-
rate governance (CG) related to independent members of the organisations' bodies, remunera-
tion and reporting (recommendations No. 2004/913/ES, 2005/162/ES, 2009/385/ES and 2014/208/
EU). The Guidelines of the UNO on human rights of 2011 were also taken into consideration.

Corporate governance is becoming more difficult with the growing globalisation. Results of
inappropriate governance in (not only multinational) companies came out mainly during the
crisis and fully influenced not only companies themselves, but also the global economy. The
failure of using CG principles, insufficient transparency and information asymmetry were also
the reasons for the negative development. Information asymmetry or the imperfection of infor-
mation is considered as one of the reasons for the failure of the market mechanism and the price
system in allocating production sources. Stiglitz [26] defines it as a situation in which various
information are available for different people (or market entities). In this context the information
asymmetry emerges not only between managers and shareholders, but also between investors
and all stakeholders of the company. Each group follows its own interests with the aim to
maximise its own benefit which is the main motive for the information asymmetry formation.
One of the ways to eliminate information asymmetry is responsible implementation of corporate
governance principles, which many authors of foreign studies confirm [27–29].

Level of adherence to corporate governance principles can also indicate the development of
capital market and business environment of a country. Implementation of CG principles has
probably positive impact on a variety of corporate management’s areas [9, 16–17, 31]. Mallin
[19] and Claessens and Yurtoglu [32] summarise these positive impacts as follows:

• better access of the company to the external funding sources. Access to the funding
sources stimulates higher investments, higher growth and the creation of new jobs;

• lowering the costs of capital and related higher company valuation; company’s attractive-
ness for investors will increase which leads to growth and higher employment;

• improvement of operational performance thanks to better source allocation and more
effective governance which creates wealth in general;

• better relations with all company’s stakeholders – responsible implementation of CG
principles can generally minimise the occurrence of financial crises which imply economic
and social costs.

2. Data and methods

The chapter aims to investigate disclosure of information on corporate governance in compa-
nies whose securities are listed on the Bratislava Stock Exchange and on the basis on this
information to compile own corporate governance index, through which it is possible to assess
the level of compliance with corporate governance principles in these companies in Slovakia
for the period 2011–2015.
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The subject of our research was companies whose securities are listed on the Bratislava Stock
Exchange over the period 2011–2015. There were registered 87 share issuers and 11 issuers of
bonds in 2011, according to data from the National Bank of Slovakia. The total number of
companies in 2011 was 104 due to the fact that some companies issue shares and also bonds.
The total number of issuers in 2012 was 109 companies and in 2013 was 102 companies. The
issuer on the Bratislava Stock Exchange does not have information disclosure obligations to
receive a security for trading on a multilateral trading system. For this reason, we have
excluded companies on the Multilateral Trading Facility. There were 66 companies in 2014
and 65 companies in 2015. The number of companies which quote their shares and bonds is
in Table 1.

We obtained the information from the companies´ annual financial reports which are
available in the Central Register of Regulated Information (hereinafter ”CERI“), the Regis-
ter of Financial Statements (hereinafter ”RUZ“) and on the companies’ websites. We
researched the disclosure in the Register of Financial Statements for 2013. The amendment
to the Accounting Act No. 431/2002, as subsequently amended (hereinafter ”Accounting
Act“), which entered into force on 1 January 2014, introduces a new obligation for issuers
to publish the annual financial report in RUZ pursuant to § 23, paragraph 2 of this Act. The
Act on Stock Exchange No. 429/2002, as subsequently amended (hereinafter “the Act on
Stock Exchange“), has been amended as well. According to § 45, paragraph 1 of this Act,
the issuer is required to provide regulated information in CERI of the National Bank of
Slovakia. This legal obligation is fulfilled when the issuer has entered regulated informa-
tion in RUZ. For this reason, we have extended our evaluation to include information
disclosure in RUZ.

We have compiled our own corporate governance index in order to complete for an overall
assessment of the level of corporate governance in individual companies. Authors of foreign
studies [27–30] also used a corporate governance index in determining the level of corporate
governance, but often without specifically indicating its method. In our case, we could not take
over one of the models, but we have compiled own index suited to the Slovak capital market
standards and disclosure by companies. This index uses ordinal measures of various evalua-
tive criteria. The criteria were as follows:

2011 2012 2013 2014 2015

The number of shares issuers 87 92 84 47 48

The number of bonds issuers 11 11 11 13 11

The number of issuers of shares and also bonds 6 6 7 6 6

Total number of issuers 104 109 102 66* 65*

*The issuer does not have information disclosure obligations to receive a security for trading on a multilateral trading
system. For this reason, we have excluded companies in the multilateral trading system.

Table 1. The number of shares issuers and bonds issuers.
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2. Data and methods

The chapter aims to investigate disclosure of information on corporate governance in compa-
nies whose securities are listed on the Bratislava Stock Exchange and on the basis on this
information to compile own corporate governance index, through which it is possible to assess
the level of compliance with corporate governance principles in these companies in Slovakia
for the period 2011–2015.
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The subject of our research was companies whose securities are listed on the Bratislava Stock
Exchange over the period 2011–2015. There were registered 87 share issuers and 11 issuers of
bonds in 2011, according to data from the National Bank of Slovakia. The total number of
companies in 2011 was 104 due to the fact that some companies issue shares and also bonds.
The total number of issuers in 2012 was 109 companies and in 2013 was 102 companies. The
issuer on the Bratislava Stock Exchange does not have information disclosure obligations to
receive a security for trading on a multilateral trading system. For this reason, we have
excluded companies on the Multilateral Trading Facility. There were 66 companies in 2014
and 65 companies in 2015. The number of companies which quote their shares and bonds is
in Table 1.

We obtained the information from the companies´ annual financial reports which are
available in the Central Register of Regulated Information (hereinafter ”CERI“), the Regis-
ter of Financial Statements (hereinafter ”RUZ“) and on the companies’ websites. We
researched the disclosure in the Register of Financial Statements for 2013. The amendment
to the Accounting Act No. 431/2002, as subsequently amended (hereinafter ”Accounting
Act“), which entered into force on 1 January 2014, introduces a new obligation for issuers
to publish the annual financial report in RUZ pursuant to § 23, paragraph 2 of this Act. The
Act on Stock Exchange No. 429/2002, as subsequently amended (hereinafter “the Act on
Stock Exchange“), has been amended as well. According to § 45, paragraph 1 of this Act,
the issuer is required to provide regulated information in CERI of the National Bank of
Slovakia. This legal obligation is fulfilled when the issuer has entered regulated informa-
tion in RUZ. For this reason, we have extended our evaluation to include information
disclosure in RUZ.

We have compiled our own corporate governance index in order to complete for an overall
assessment of the level of corporate governance in individual companies. Authors of foreign
studies [27–30] also used a corporate governance index in determining the level of corporate
governance, but often without specifically indicating its method. In our case, we could not take
over one of the models, but we have compiled own index suited to the Slovak capital market
standards and disclosure by companies. This index uses ordinal measures of various evalua-
tive criteria. The criteria were as follows:

2011 2012 2013 2014 2015

The number of shares issuers 87 92 84 47 48

The number of bonds issuers 11 11 11 13 11

The number of issuers of shares and also bonds 6 6 7 6 6

Total number of issuers 104 109 102 66* 65*

*The issuer does not have information disclosure obligations to receive a security for trading on a multilateral trading
system. For this reason, we have excluded companies in the multilateral trading system.

Table 1. The number of shares issuers and bonds issuers.
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a. disclosure of the current annual report in Central Register of Regulated Information,

b. disclosure of the current annual report in Register of Financial Statements,

c. disclosure of the current annual report on the companies´ websites,

d. the scope and clarity of the information about corporate governance in annual report
according to § 20 of the Accounting Act,

e. the scope, clarity and quality of information in the corporate governance statement,

f. information about board members, such as names, experience, responsibility and
functions,

g. information about the structure and amount of remuneration for individual members of
the board,

h. information about risk management, defined predictable risks and risk quantification,

i. information about the establishment and activities of an Audit Committee, or the failure
to establish one,

j. information about the establishment and activities of a Remuneration Committee or the
failure to establish one and

k. information about the establishment and activities of a Nomination Committee or the
failure to establish one.

During the evaluation of corporate governance criteria there were several problems and
limitations. Legislation in force does not require the company to disclose information on the
website of the company. Obligations for companies that were the subject of the survey are to
disclose information for the current accounting period in CERI or RUZ. In order to appreciate
the efforts of the company to inform stakeholders through the website, corporate governance
index also took account of this fact. The company, which released information in CERI, RUZ
and on its website also, reached the highest score in that category. Assessment of the level and
quality of information in the Statement on Corporate Governance was another criterion.
Particular of the Statement on Corporate Governance are specified in § 20 of the Accounting
Act. Some companies in structuring the Statement on Corporate Governance followed the
legal requirements, but the content of the information was insufficient. Other companies used
the statement forms prepared by Central European Corporate Governance Association
(CECGA). Due to the objective assessment of the quality of information in the statement we
did not evaluate the structure of statements on corporate governance, but the quality of the
information, that is, whether the company said only general information or comprehensively
and concisely explain each point of statement, together with deviations from the Code. The
obligation to establish an audit committee is required by § 19 of the Accounting Act. Based on
this legal requirement, the entity does not have an audit committee if its supervisory board
performs the activities of the audit committee or the parent company has established a commit-
tee. The assessment of whether the company has established or has not established audit com-
mittee would not provide us an objective assessment. Therefore, we evaluated a comprehensive
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disclosure of the audit committee – information on the establishment of the Committee, the
explanation if the committee is not established, description of activities and results of the work
of the committee during the reporting period. We did the same with the other two committees.

We have compiled corporate governance index for each reporting company with aim to
estimate levels of corporate governance. The corporate governance index consists of the
criteria, which are to be assessed by ordinal character based on their importance. Weightings
are assigned to each criterion and are determined on the basis the expert estimation and
theoretically supported by Saaty´s method of determining the weights. The Saaty´s method
compares pairs and evaluation is entered into a matrix S = (sij) in the following way:

ðsijÞ ¼

1 – i and j are equivalent

2 – i is slightly preferred over j

5 – i is strongly preferred over j

7 – i is very strongly preferred over j

9 – i is absolutely preferred over j

8>>>>>><
>>>>>>:

(1)

The values 2, 4, 6 and 8 are the intermediate stage evaluation. For ease of calculation used
method of least squares logarithmic:

F ¼
Xk

i¼1

X
j>i

ln sij � ln vi � ln vj
� �� �2 ! min (2)

Conditions for validity:
Pk
i¼1

vi ¼ 1.

The solution is the geometric mean of the row of the matrix S:

vi ¼

Qk
j¼1

sij

" #1=k

Pk
i¼1

Qk
j¼1

sij

" #1=k (3)

where i = 1, …, k.

To an objective assessment of the importance of each criterion in corporate governance index
criteria, we assigned weights by expert estimate that are as follows:

CG index ¼ 0:095∗ aþ bþ cð Þ þ 0:079∗dþ 0:159∗eþ 0:079∗f þ 0:079∗gþ 0:079∗h
þ 0:079∗iþ 0:079∗jþ 0:079∗k

(4)

Individual assessment criteria were given a score and assigned a weight according to their
degree of importance. We set the value of coefficients based on expert estimation and supported
by Saaty´s method of determining the weights. We identified through expert estimation that
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criterion “the scope, clarity and quality of information in corporate governance statement” as the
most important criterion in the index. Other important criteria with lower value of the coefficient
were: “disclosure of the current annual report in CERI”, “disclosure of the current annual report
in RUZ” and “disclosure of the current annual report on the companies´ websites”. Other criteria
were the same coefficients with respect to their significance in comparison with the mentioned
higher ranked criteria in the index. Each monitored company was scored using a weighted sum
of the evaluated criteria. This allowed corporate governance comparisons across companies. We
have compiled Saaty´s matrix, which is shown in Tables 2 and 3, which is evaluated 11 criteria in
the index and their importance in pairwise comparisons.

a b c d e f g h i j k

A 1 1 1 2 0.33 2 2 2 2 2 2

B 1 1 1 2 0.33 2 2 2 2 2 2

C 1 1 1 2 0.33 2 2 2 2 2 2

D 0.5 0.5 0.5 1 0.33 1 1 1 1 1 1

E 3 3 3 3 1 3 3 3 3 3 3

F 0.5 0.5 0.5 1 0.33 1 1 1 1 1 1

G 0.5 0.5 0.5 1 0.33 1 1 1 1 1 1

H 0.5 0.5 0.5 1 0.33 1 1 1 1 1 1

I 0.5 0.5 0.5 1 0.33 1 1 1 1 1 1

J 0.5 0.5 0.5 1 0.33 1 1 1 1 1 1

K 0.5 0.5 0.5 1 0.33 1 1 1 1 1 1

Table 2. Saaty´s matrix.

Category Percentage Rank

Disclosure of the current annual report in CERI 11.5 2

Disclosure of the current annual report in RUZ 11.5 2

Disclosure of the current annual report on the companies´ websites 11.5 2

Quality of information in the corporate governance statement 6.1 5

Information about board members 22.9 1

Information about the structure and amount of remuneration 6.1 5

Audit Committee 6.1 5

Nomination Committee 6.1 5

Remuneration Committee 6.1 5

Information about risk management 6.1 5

Table 3. Weighting of each index criteria based on Saaty´s method.
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Corporate governance index with weights set through Saaty´s method is as follows:

CG index ¼ 0:115∗ aþ bþ cð Þ þ 0:061∗dþ 0:229∗eþ 0:061∗f þ 0:061∗gþ 0:061∗h
þ 0:061∗iþ 0:061∗jþ 0:061∗k:

(5)

3. Results

Aiming to emphasise the importance of applying the principles of corporate governance also
in the regulated Slovak market, we carried out a research in the period of 2011–2015 in
companies, whose securities are listed on the Bratislava Stock Exchange. Outcomes of the
research then became the foundation for creating corporate governance index which is the
determining indicator of the level of adherence to corporate governance principles in Slovakia.

3.1. Disclosure of information in the context of corporate governance

One of the basic governance framework in Slovakia is the framework on disclosure and
transparency. It is in the interest of the companies eliminate information asymmetry, which
occurs mainly between managers, shareholders, investors and other stakeholders.

According to § 34 of the Act on Stock Exchange, as subsequently amended, the companies that
issue securities are required to publish the Annual Financial Report, which shall include
information on corporate governance, no later than 4 months after the end of the financial
year. During the reporting period, there were companies that failed to meet this legal obliga-
tion and did not publish the information in CERI, RUZ and even on their website. In annual
comparison 2011–2013, the proportion of these companies remained almost unchanged (25
companies) and in 2013 the number dropped by only one company. After the exclusion of
companies without information obligations, we noticed a significant decreased in the number
of companies that did not disclose information in CERI, in RUZ and on company´s website
either.

In 2011 there were 23 companies (about 22%) that disclosed the current annual financial report
in CERI or on the website. In 2011 and 2013, researched companies preferred disclosure in
CERI. Inverse trend was recorded in 2012, which was dominated by disclosure of documents
on the company website. We appreciate the on-year increase in the proportion of companies
that published documents in CERI and on their website also. This share decreased from 53.8%
in 2011 to 24.6% companies in 2015. This fact indicates the effort to inform all stakeholders on
the part of most companies in Slovakia, which in the long term can contribute to the improve-
ment of transparency in the Slovak capital market.

During the evaluation of the transparency in 2013 we took into account the disclosure in RUZ,
for example, companies can disclose information in CERI, on their website and in RUZ. The
share of companies, that disclose documents in 2 of 3 options, was at 67.6/%, that is, 69
companies. The companies preferred to publish documents in CERI before in RUZ. In the year
2013, only eight companies published annual reports in RUZ. For the mentioned period, we
noticed only one company that published the documents in CERI, on the website and in RUZ.
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During the monitored years 2014–2015, we did not list companies that do not have the
information obligation (Multilateral Trading Facility). Interesting is the growing trend of
companies that have published information in CERI, RUZ and even on their website. The
number of companies mentioned was 43 (66.2%) for 2015 (Table 4).

3.2. Content of the annual report and the statement of compliance with corporate
governance

The annual financial report includes the annual report, financial statements and the statement
of the financial statements' fairness made by the issuer’s executives. According to § 20 of the
Accounting Act, the annual report includes the Statement on Corporate Governance as well.
Nevertheless, there are still a large percentage of companies that in their annual report did not
mention any information about corporate governance. As shown in Table 5, trying to inform
shareholders and investors was apparent mainly in 2012, when 64 companies disclose basic
information on corporate governance through their annual reports and companies also pro-
vided comprehensive information. The share of companies reporting minimum basic informa-
tion in their annual report was 54.8% in 2011 and increased to 61.5% in 2015.

The most important area of our research was to evaluate the content of the Statement on
Corporate Governance. Companies can write their statement based on the requirements of
the Accounting Act or use the statement form for the Statement on Corporal Governance Code
drafted by CECGA, which allows companies to comprehensively inform on the level of
implementation of the corporate governance principles. Some companies wrote the statement,
which contained only a reference to the internal company materials, the laws or information
were general. We conclude that these companies consider drafting the statement on corporate
governance as a formal matter (Table 6).

2011 2012 2013 2014 2015

No information is published in CERI, in RUZ and on company´s website either 25 25 24 0 2

Annual report is published in one of the three options (CERI, RUZ, company´s website) 23 8 8 6 4

Annual report is published in two of the three options (CERI, RUZ, company´s website) 56 76 69 21 16

Annual report is published in CERI, RUZ, company´s website 0* 0* 1 39 43

*Companies have an obligation to publish information in RUZ since 2015.

Table 4. Disclosure of information (the annual report).

2011 2012 2013 2014 2015

No information about CG 47 39 53 31 25

It contains partial information on CG 43 64 27 20 22

It contains information on CG and compliance with the Code 14 6 22 15 18

Table 5. Content of the annual report.
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3.3. Composition and remuneration of board members

According to the Code, Principle IV, paragraph 5, the company discloses information about its
board members, including their qualifications, selection process and their independence. This
obligation is also imposed by the Accounting Act, § 20, paragraph 6. Based on the recommen-
dations of the Code and the Accounting Act, we evaluated the disclosure of information about
the board members. The negative fact is that there are still companies which do not even
publish basic information on the composition of their boards. The number of these companies
was at 27 in 2011, increased to 33 companies in 2013 and then in 2015 the mentioned compa-
nies were only 10 (Table 7).

In context with the identified failures in corporate governance we also included in the survey
information on the remuneration of board members. The disclosure on remuneration of board
members is still an area that most companies have carefully protected. As can be seen from
Table 8, about 60% of companies did not disclose at least cumulative data and no further
information on the remuneration of board members.

Some companies paid remuneration to board members despite losses shown during the
reporting period. This may encourage managers to take a higher risk and thus adversely
affect the performance of the company. The risk of moral hazard for a member of a board
who is not punished for their failure is very high. The method of adjustment of remuneration

2011 2012 2013 2014 2015

No specific information on CG 57 61 68 28 30

The statement contains a brief explanation of each item 40 28 12 25 25

The statement contains an explanation of each item and the reason for deviation form
compliance with the Code

7 20 22 13 10

Table 6. Statement on corporate governance.

2011 2012 2013 2014 2015

No information 27 31 33 9 10

Only the names of board members 64 64 57 46 43

Published the names of board members, together with the qualifications, roles and
responsibilities and managerial posts

13 14 12 11 12

Table 7. Composition of board members.

2011 2012 2013 2014 2015

No information 61 63 65 47 51

Cumulative data about remuneration 34 39 32 15 10

Disclosed the amount of remuneration of board members and managers of the company
or remuneration disclosed for individual boards of the company

9 7 5 4 4

Table 8. Remuneration of board members.
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the board members. The negative fact is that there are still companies which do not even
publish basic information on the composition of their boards. The number of these companies
was at 27 in 2011, increased to 33 companies in 2013 and then in 2015 the mentioned compa-
nies were only 10 (Table 7).

In context with the identified failures in corporate governance we also included in the survey
information on the remuneration of board members. The disclosure on remuneration of board
members is still an area that most companies have carefully protected. As can be seen from
Table 8, about 60% of companies did not disclose at least cumulative data and no further
information on the remuneration of board members.

Some companies paid remuneration to board members despite losses shown during the
reporting period. This may encourage managers to take a higher risk and thus adversely
affect the performance of the company. The risk of moral hazard for a member of a board
who is not punished for their failure is very high. The method of adjustment of remuneration

2011 2012 2013 2014 2015

No specific information on CG 57 61 68 28 30

The statement contains a brief explanation of each item 40 28 12 25 25

The statement contains an explanation of each item and the reason for deviation form
compliance with the Code

7 20 22 13 10

Table 6. Statement on corporate governance.

2011 2012 2013 2014 2015

No information 27 31 33 9 10

Only the names of board members 64 64 57 46 43

Published the names of board members, together with the qualifications, roles and
responsibilities and managerial posts

13 14 12 11 12

Table 7. Composition of board members.

2011 2012 2013 2014 2015

No information 61 63 65 47 51

Cumulative data about remuneration 34 39 32 15 10

Disclosed the amount of remuneration of board members and managers of the company
or remuneration disclosed for individual boards of the company

9 7 5 4 4

Table 8. Remuneration of board members.
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and incentive system in companies has a significant impact on risk management and for this
reason we took into account information about risk management in the survey. Risk manage-
ment methods, defined predictable risks and in some cases the quantification of risks is very
valuable information for shareholders and potential investors. The Code, Principle IV, also
recommends disclosure of information on ex-ante risks to the extent that is necessary to fully
inform investors about serious and predictable risks associated with the company.
Favourable results were observed in the proportion of companies providing sufficient infor-
mation about risk management as well as predictable risks. The proportion of companies
increased from 15.38% (16 companies) in 2011 to 29.23% (19 companies) in 2015. According to
the Accounting Act § 20, the company has to describe the risk management systems in its
annual report. However, the most of monitored companies did not state any or insufficient
information on risk management. The number of the companies is shown in Table 9.

3.4. Audit, remuneration and nomination committees

Other criteria that were included in the survey related to the area of establishment of commit-
tees as recommended by the Code. The Audit Committee should make proposals and recom-
mendations on the performance of internal control and external audit. According to § 19 of the
Accounting Act, an audit committee is mandatory for companies that issue securities on a
regulated market. The Audit Committee does not have to be set up separately if the supervi-
sory board carries out activities normally done by this committee. It is surprising, that despite
the legal obligation, approximately 50% of companies did not provide information on the
Audit Committee in its annual report during the years 2011–2013. On the positive side, the
share of these companies fell to 38.46% in 2015. Clearly disclosed information on the establish-
ment and functioning of an Audit Committee during the reporting period had only 19, 13, 17
and 8 companies (Table 10).

2011 2012 2013 2014 2015

No specific information 72 82 69 43 38

Basic information about risk management and defined predictable risks 16 10 11 8 8

Comprehensive information about risk management and risk quantification 16 17 22 15 19

Table 9. Information on risk management.

2011 2012 2013 2014 2015

No information 51 55 50 31 25

Information on whether the committee was or was not established (reasons why it was
not established)

34 41 35 27 32

It is established, a description of the activities of the committee and the results of its
activities

19 13 17 8 8

Table 10. Audit committee.
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According to principle V of the Code, it is recommended to establish other committees in
companies as well: The Remuneration and Nomination Committees. In general, the survey
results in evaluation of these two committees are not favourable but after considering the
annual comparison, slight tendency to improve the disclosure was noted.

Approximately four (modus) of the companies did not provide any information on the Remu-
neration Committee, whose main role is to propose and make recommendations on the remu-
neration of board members and management. The Remuneration Committee was set up in 8
banking and insurance companies. Approximately 80% of companies do not disclosure infor-
mation about the Remuneration Committee (Table 11).

Even less attention is paid to the Nomination committee. Most of the companies (approxi-
mately 85% of the companies) do not report on whether the Nomination Committee was or
was not established. Over the period 2011–2013, only one company set up the Nomination
Committee and two companies in 2015. The number of the companies is shown in Table 12.

3.5. The number of board member, proportion of women and employees on Companies'
boards

One of the principles of corporate governance, the responsibilities of the board, is closely
related to the issue of gender equality. According to this principle the board should ensure
the strategic management of the company, the effective monitoring of management and should
act responsibly towards both society and shareholders. These activities may be determined by
many factors and one of them is gender equality. European Commission claims that the
progress in gender equality can have the following positive impacts [33]:

• improved company performance: companies with higher share of women at top levels can
deliver strong organisational and financial performance;

2011 2012 2013 2014 2015

No information 88 87 80 53 51

Information on whether the committee was or was not established (reasons why it was
not established)

12 18 17 10 10

It is established, a description of the activities of the committee and the results of its
activities

4 4 5 3 4

Table 11. Remuneration committee.

2011 2012 2013 2014 2015

No information 91 92 85 58 56

Information on whether the committee was or was not established (reasons why it was
not established)

12 16 16 8 7

It is established, a description of the activities of the committee and the results of its
activities

1 1 1 0 2

Table 12. Nomination committee.
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mately 85% of the companies) do not report on whether the Nomination Committee was or
was not established. Over the period 2011–2013, only one company set up the Nomination
Committee and two companies in 2015. The number of the companies is shown in Table 12.
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One of the principles of corporate governance, the responsibilities of the board, is closely
related to the issue of gender equality. According to this principle the board should ensure
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many factors and one of them is gender equality. European Commission claims that the
progress in gender equality can have the following positive impacts [33]:
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• better quality of decision-making: a more diverse board of directors can contribute to
better performance because decisions are based on evaluating more alternatives;

• improved corporate governance and ethics: the quality of corporate governance and
ethical behaviour can be higher in companies with a high share of women on boards;

• better use of the talent pool: 60% of university graduates in Europe are women. Systemat-
ically including suitable candidates of both sex ensures that new board members are
selected from the very best candidates, both male and female.

Due to the last argument of the European Commission, we decided to assess what the percent-
age of women directors and supervisory boards of companies on the Slovak regulated market
for the period 2011–2015. Table 13 presents the percentage of the share of women in the total
number of directors and the supervisory board.

We appreciate the rising median value, which was in 2011 at 17%, increased at 22% in 2013 and
in the last surveyed year 2015 was at 17%. The average representation of women increased
year on year 2012/2013 from 23 to 24%, while the average in the EU-28 was lower at 18%.
Among the companies were some that did not have any woman on the board or supervisory
board. The percentage of these companies decreased from 62.5% in 2011 to 55.4% in 2015.
Women on board of directors were not represented in 65 companies in 2011 and 2013 and in 70
companies in 2012. The number of these companies was twice more compared with companies
without the representation of women on the supervisory boards. The number of companies
which did not have representation of women on the supervisory board was 36 in 2011, 32 in
2013 and 29 in 2015. The percentage of these companies increased from 34.6% in 2011 to 44.6%
in 2015. The average number of women on boards of directors was around 0.44 and average
number of women on supervisory board oscillated around one women. Women were
represented on the supervisory boards more frequently than on boards of directors.

The number of members of the boards and supervisory board has an impact on the effective-
ness of these authorities, the company’s performance and the degree of information asymme-
try [29]. For the years 2011–2015, we found out how many members were in the board and the
supervisory board of the companies on the Slovak regulated market. The results are available
in Tables 14 and 15.

Median and mode number of directors for the whole period was three members and the same
conclusion was also in the number of supervisory boards members. Companies thus meet the

2011 2012 2013 2014 2015

Median 17% 20% 22% 16.67% 16.67%

Modus 0% 0% 0% 0% 0%

Average 23% 23% 24% 20.74% 22.55%

Standard deviation 20.02% 21% 21.05% 19.56% 21.24%

The number of companies with no female representation 24 29 26 19 19

Table 13. Proportion of women on companies’ boards.
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legal obligation (the Commercial Code no. 513/1991, § 200) about a minimum number of
members of the supervisory board.

3.6. Corporate governance index

We evaluated the level of corporate governance using the corporate governance index. Table 16
shows the basic characteristics of corporate governance index for the period 2011–2015. Cor-
porate governance index reached a minimum value at 0 and maximum at 1.63 for whole
reporting period. Companies achieved an average value of the index from 0.48 points to 0.66
points. Standard deviation of the mean had a growing tendency, from 0.38 in 2011 to 0.42
points in 2013 and then the value dropped to 0.46 points in 2015. Distribution asymmetry is
evident from the value of skewness and kurtosis parameters. A positive value of skewness
indicates to us that the mean is greater than the median – most of the values of the index are
lower than the mean. We found out that there were higher proportions of companies with

2011 2012 2013 2014 2015

Median 3 3 3 3 3

Modus 3 3 3 3 3

Average 3.5 3.34 3.38 3.53 3.22

Standard deviation 1.4 1.48 1.56 1.59 1.52

Table 14. The number of members of the board.

2011 2012 2013 2014 2015

Median 3 3 3 3 3

Modus 3 3 3 3 3

Average 3.81 3.72 3.57 3.91 3.63

Standard deviation 1.56 1.43 1.57 2.93 1.1

Table 15. The number of members of the supervisory board.

N Min Max Median Modus Mean Std. Deviation Skewness Kurtosis

Stat. Std. E Stat. Std. E

CG Index 2011 104 0.00 1.38 0.4275 0.00 0.4847 0.38007 0.405 0.237 �0.738 0.469

CG Index 2012 109 0.00 1.38 0.4270 0.00 0.5094 0.39455 0.332 0.231 �0.838 0.459

CG Index 2013 102 0.00 1.38 0.4270 0.00 0.5072 0.42421 0.420 0.239 �1.01 0.474

CG Index 2014 66 0.10 1.47 0.6335 0.348 0.6548 0.33109 0.357 0.295 �0.721 0.582

CG Index 2015 65 0.00 1.63 0.5230 0.443 0.6624 0.34098 0.604 0.297 �0.127 0.586

Table 16. Descriptive statistics of corporate governance index.

Importance of Corporate Governance in Socially Responsible Behaviour of Enterprises
http://dx.doi.org/10.5772/intechopen.70536

261



• better quality of decision-making: a more diverse board of directors can contribute to
better performance because decisions are based on evaluating more alternatives;

• improved corporate governance and ethics: the quality of corporate governance and
ethical behaviour can be higher in companies with a high share of women on boards;

• better use of the talent pool: 60% of university graduates in Europe are women. Systemat-
ically including suitable candidates of both sex ensures that new board members are
selected from the very best candidates, both male and female.

Due to the last argument of the European Commission, we decided to assess what the percent-
age of women directors and supervisory boards of companies on the Slovak regulated market
for the period 2011–2015. Table 13 presents the percentage of the share of women in the total
number of directors and the supervisory board.

We appreciate the rising median value, which was in 2011 at 17%, increased at 22% in 2013 and
in the last surveyed year 2015 was at 17%. The average representation of women increased
year on year 2012/2013 from 23 to 24%, while the average in the EU-28 was lower at 18%.
Among the companies were some that did not have any woman on the board or supervisory
board. The percentage of these companies decreased from 62.5% in 2011 to 55.4% in 2015.
Women on board of directors were not represented in 65 companies in 2011 and 2013 and in 70
companies in 2012. The number of these companies was twice more compared with companies
without the representation of women on the supervisory boards. The number of companies
which did not have representation of women on the supervisory board was 36 in 2011, 32 in
2013 and 29 in 2015. The percentage of these companies increased from 34.6% in 2011 to 44.6%
in 2015. The average number of women on boards of directors was around 0.44 and average
number of women on supervisory board oscillated around one women. Women were
represented on the supervisory boards more frequently than on boards of directors.

The number of members of the boards and supervisory board has an impact on the effective-
ness of these authorities, the company’s performance and the degree of information asymme-
try [29]. For the years 2011–2015, we found out how many members were in the board and the
supervisory board of the companies on the Slovak regulated market. The results are available
in Tables 14 and 15.

Median and mode number of directors for the whole period was three members and the same
conclusion was also in the number of supervisory boards members. Companies thus meet the

2011 2012 2013 2014 2015

Median 17% 20% 22% 16.67% 16.67%

Modus 0% 0% 0% 0% 0%

Average 23% 23% 24% 20.74% 22.55%

Standard deviation 20.02% 21% 21.05% 19.56% 21.24%

The number of companies with no female representation 24 29 26 19 19

Table 13. Proportion of women on companies’ boards.

Entrepreneurship - Development Tendencies and Empirical Approach260

legal obligation (the Commercial Code no. 513/1991, § 200) about a minimum number of
members of the supervisory board.

3.6. Corporate governance index

We evaluated the level of corporate governance using the corporate governance index. Table 16
shows the basic characteristics of corporate governance index for the period 2011–2015. Cor-
porate governance index reached a minimum value at 0 and maximum at 1.63 for whole
reporting period. Companies achieved an average value of the index from 0.48 points to 0.66
points. Standard deviation of the mean had a growing tendency, from 0.38 in 2011 to 0.42
points in 2013 and then the value dropped to 0.46 points in 2015. Distribution asymmetry is
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below-average value of corporate governance index. Approximately 20% of companies in each
reference year did not disclose information in the right form or information not disclosed at all.
Therefore, we could not prepare corporate governance index for these companies. Based on the
negative values of the kurtosis there were confirmed a platykurtic distribution. We can con-
clude that the incidence of extreme value is less frequent compared to the normal distribution
for the period 2011–2015.

The main benefit of CG index creation is seen in the fact that on the basis of our proposed
procedure, the level of corporate governance in selected companies in Slovakia has been
estimated for the very first time. With our help, the CECGA thus achieved a detailed picture
of the level of information which is available for public in these enterprises, and at the same
time it obtained an overview of which enterprises appear to be the best in this field. This
enables a year-to-year comparison, or an estimate, of how the trend develops in time.
Awarding the best companies by Central European Corporate Governance Association for
2012, 2013, 2014 and 2015 based on our index have an impact on the visibility of corporate
governance topics in Slovakia and increase the motivation of companies to report quality
information on compliance with corporate governance principles.

4. Conclusions

Adverse long-term development in the Slovak capital market has significantly strengthened
the position of commercial banks in the financial market. Companies tend to preferentially
provide information to commercial banks as opposed to publicly inform potential investors
about the company. From on-year comparison it was apparent slight increase in awareness and
the quality of the reported information on corporate governance. The most significant changes
were observed in evaluating the disclosure of information in the share of companies that their
annual report is published in CERI, RUZ and on company´s website.

Positive changes occurred also in the establishment of committees and availability of informa-
tion on their activities, as well as in the evaluation of risk management. The survey has
revealed us areas where there was a decrease in the level of reporting. We evaluated negatively
disclosure the Statement on Corporate Governance and content of the information in this
statement. The share of companies that did not have the Statement on Corporate Governance
or information in the Statement was not sufficient exceeded approximately 50% during
selected years. The negative trend was also identified in the increase of the share of companies
that not disclosed enough information about board members and their remuneration. The
percentage of these companies increased from 58.7 in 2011 to 78.5 in 2015. It is important to
notice that there are still companies that rely on outdated Unified Code or develop their own
code. The positive finding is that the number of such companies decreased.

Based on the presented results of the survey, we compiled the corporate governance index for
each company which securities are listed on the Bratislava Stock Exchange. The Central Europe
Corporate Governance Association now uses our proposed methodology and compile and
publish the ranking of the companies in context their CG principles implementation every year.
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Outputs of the survey have expanded our knowledge of corporate governance in Slovakia and
showed significant weaknesses in compliance with fundamental legal obligations by compa-
nies. A positive fact is we indicate the efforts by companies of at least some disclosure of
information on corporate governance. We expect that the activities of the CECGA and annual
awarding the best companies based on our compiled index, will increase interest in the topic
of corporate governance, help to raise awareness and attract the attention of a wider audience.
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Abstract

Strategic management is a current direction of management types. It is applied in all 
types of businesses, including small and medium-sized enterprises. However, the use 
of its principles is limited in SMEs. The limits are caused by the size of these enterprises 
related to greater focus on operational management. For SMEs, cumulating of functions 
is also typical; oral communication is more common than written, etc. Despite those 
limitations, implementation of strategic principles in the management of SMEs is able 
to increase their competitiveness, reduce costs, improve decision-making, facilitate the 
introduction of employee motivation, shorten delivery times, provide better customer 
care, etc. The paper discusses whether and to what extent SMEs implement the prin-
ciples of strategic management and whether its use is effective. The basic principle of 
strategic management is the formulation and selection of a strategy. Most of the SMEs in 
the sample formulated a strategy. However, a written strategy was designed mostly by 
enterprises with more than 25 employees; enterprises with fewer employees designed a 
written strategy only exceptionally. Classified by the type of activity, a strategy is seen 
less frequently in wood-work enterprises. On the other hand, enterprises operating in 
trade and services, including transport, designed a strategy, or even a written strategy, 
the most often. Quality and stabilisation were the most monitored characteristics, regard-
less of the number of employees or business type. Profit was the least monitored strategy 
in the sample. Positive effects after the introduction of strategic management principles 
were rated as significant by 27% of the subjects analysed and by 36% as moderate, and 
38% of enterprises had no positive effects. The most striking positive effect, after the 
introduction of strategic management principles, was achieved by 44% in decision-mak-
ing and costs. The smallest number of enterprises, only 8%, had a positive effect of the 
introduction of strategic management principles in the area of internal communication. 
The results show that the introduction of strategic management has a positive impact on 
small and medium enterprises, and it is highly desirable that its principles were intro-
duced into these entities.
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1. Introduction

Development of small and medium-sized enterprises reduces unemployment rates. This group 
of companies more quickly and more readily responds to demand changes [1]. Disadvantages 
in comparison to large enterprises are represented by situations when insufficient use of capaci-
ties leads to increased manufacturing costs, which may be seen as a barrier to further develop-
ment including management development [2] or, in extreme cases, as the cause of the company 
wind up. Another disadvantage is represented by prevailing orientation of small and medium-
sized enterprises to local markets and limited ability to enter international markets. Another 
frequent problem is represented by insufficient funds for research, development, orientation 
and further education of employees and the facilitators and barriers to workplace learning [3].

As asserted by Srpová [4], SME management has a number of specifics. In a small com-
pany with a low staff and managerial staff numbers, many functions are cumulated in a few 
employees. Small enterprises are also characterised by prevalence of oral overwritten internal 
communication [5].

SMEs target at effective governance leading to competitive edge. For an enterprise to suc-
cessfully stand up to its challenges, compliance between company goals and human resource 
management is desirable [6]. In a hierarchically managed company, people mainly do what 
they are evaluated by. That is why performance indicator setting is so important as a mea-
surable target in compliance with corporate strategic objectives [7]. Achievement of strategic 
objectives is conditioned by the ability of company managers to choose the right direction of 
investment in human resources and assess return of such an investment on the basis of cost 
analysis, gains and expected risks like in other areas of corporate governance [8].

Today, quality of their human capital is one of the key factors of success for more and more 
SMEs [9]. In the past human work could be assessed by methods exactly specifying individual 
performance or operations, such as work standardisation [10]. At present the demand for 
human work and its quality is much higher, and in addition human capital quality is under-
stood in a much broader context [11]. With the increasing proportion of services in economy, 
the work is more and more often based on mental abilities and skills of the worker which 
cannot be measured and assessed with indicators like standard quantity and quality [12]. 
Therefore the benchmarks today must correspond to the current requirements for human 
resource management and evaluation [13].

The area of human resource management includes all activities focused on increase of profes-
sional competences of employees, their lifelong education, high-standard internal communica-
tions within the company, harmonisation of professional and private life and implementation 
of tools against all kinds of discrimination [10]. This also includes an active approach of the 
company to employment of disabled employees, activities against all kinds of social exclu-
sion, etc. Human resource management, like other processes implemented in SMEs, has its 
specifics making it different from processes applied in large corporations. Bateman [14] states:

• Their markets are usually much more local and compact.

• They operate in many small areas with significant dependence on the local environment. 
Most employees come from the area as well as most customers.

Entrepreneurship - Development Tendencies and Empirical Approach270

• They are free to invest in activities directly connected with the local environment and tar-
geting the given local conditions.

• Their planning horizon is shorter, and advantages of investment show early in obtaining 
of more orders. SME stability then retrospectively strongly affects their commercial success 
and is beneficial for the local area (taxes, employment, etc.).

• SMEs find it harder to seek ways towards unifying and sharing information.

• Reports on their activities are disseminated with merciless impact.

• Sponsoring is often detached from corporate strategy.

• SME administration is relatively noncomplex, allowing for quicker and not so cost-inten-
sive introduction of changes.

Results of research dealing with processes implemented in SME with an emphasis on the 
human resource management process have shown that only 37.09% of businesses out of 
the total research population (188 companies) have a human resource management strat-
egy, with just 5.96% having the strategy in written form. The same research has also shown 
that the order of preference of individual processes on the part of SMEs (evaluated by 
managers or manager-authorised respondents) differs from the generally declared state-
ments and knowledge. In the context of relevance of the examined processes, the human 
resource management area is ranked sixth (in the opinion of managers of the addressed 
companies).

These point to the fact that human resource management is not yet understood by company 
managers as one of the key factors of business success, even though authors of theoretical 
publications [15, 16] and managers in general speak about HR management as a crucial fac-
tor. Human capital is accumulated knowledge and skills existing within the company and 
representing employee capital [17]. Human capital can be measured by employee acquisition 
and maintenance (employee fluctuation), costs of employee training and development and 
ability to innovate. Management of human and intellectual capital is more than just attracting 
and attaining employees. It also means giving the employees a chance to develop as that will 
increase the corporate knowledge base, both for the individuals and for the company as a 
whole [18]. Good working conditions and a good reputation help the company to be attractive 
and maintain and develop its human capital further [19].

Another outcome of the present research is the extent to which the HR management process 
works in SMEs. Table 1 shows that according to the company managers’ opinion, this process 
works at 69.09%, which makes it rank fifth among the other corporate processes. So much 
for HR management as a whole, the following chapters will focus on selected aspects of HR 
management, in particular:

External communications. External communications in the context of strategic decision-
making are highly relevant for increased performance of SMEs and optimisation of their 
governance. Effective communication link setting is important not only for harmonisation 
of all work activities but also for encouraging performance, work conduct, employee loyalty 
and motivation [20].
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Social responsibility. Corporate social responsibility (CSR) is a policy every company can 
incorporate in its business activity voluntarily. This is a policy formerly reserved for big com-
panies, but now it is expanding to the SME area as well. Its basic strategy may consider moral 
and ethical aspects in excess of standard business and managerial activities. This means con-
sideration of sustainable development, environment-friendliness, employee and stakeholder 
relation fostering and transparent business conduct. In the area of human resource manage-
ment, this tightly corresponds to employee education and career development, motivation, 
stabilisation and fluctuation.

Employee motivation and stabilisation. Employment with a SME has its advantages in 
comparison to being an employee of a big company. These include a personal approach to 
employees and their motivation. Employee motivation has recently been increasingly sup-
ported by more demanding work requiring more time, flexibility and independence. SMEs 
usually do not offer career development, promotion, or a secured job, which on the other 
hand worsens the employee relationship to their company. That is why correct employee 
motivation is a vital part of managerial work. Good employment relationships, involvement 
of employees in the governance process, acceptance of their proposals for improvement of 
corporate processes and quality of their work, whether in the form of continuous or radical 
innovation, may contribute to employee loyalty and stabilisation and reduction of voluntary 
fluctuations.

2. Main focus of the chapter

2.1. Evaluation of external communication process functioning in SMEs

The process of external communications in SMEs focuses on communication with suppliers and 
customers. This chapter, however, deals with the third component of external  communication, 

Types of processes 1—most important
9—least important

Rank of preferences

Production process and services 1.80 1

Business activity and sales 2.25 2

Financial management 3.01 3

Quality management 3.08 4

Marketing 4.41 5

Human resource management 4.48 6

Internal communications 5.28 7

Social responsibility 6.04 8

Communication with the public, media 6.26 9

Table 1. Order of preference of individual processes in the opinion of respondents (own survey).
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i.e. PR or communication with media (for the sake of simplicity, further text uses the summary 
term external communication for this purpose) and channels used in this type of communica-
tion (oral, written and electronic). And last but not least, the authors also asked about the impor-
tance of external communications for managers of the studied companies in the South Bohemia 
region in the course of the years 2013 and 2014.

In the context of this query, the managers were given a chance to evaluate functioning of the 
external communication process on a scale from 0% (nonexistence of the external communica-
tion process) to 100% (faultless functioning of the process). Mean evaluation by SME manag-
ers involved in this research reached 52% for the process of external communication. This 
also supports the fact that SMEs never implement all components of external communication 
listed in theory, which is an area for improvement within SMEs. In the studied population of 
respondents, 19% of managers assessed this process as unsatisfactory (0–20%), 12% as below 
average (21–40%), 22% as average (41–60%) and 47% as satisfactory to excellent (61–100%). 
More than half of the studied companies assessed their process of external communication as 
unsatisfactory, below average or average. This result is supported by the fact often mentioned 
in professional literature that SMEs suffer from lack of resources, both financial and human, 
with the required level of experience. In this case, the authors are allowed to conclude that 
SMEs often lack finance and employees with the required qualifications and experience for 
positive procurement and use of information from the external and the internal environment 
of the company, by means of project preset formal communication networks. On the other 
hand, the research results show that about a half of all SMEs (48%) are able to implement 
external communication from in-house resources on an excellent or at least satisfactory level 
(Figure 1).

Figure 1. Evaluation of external media communication process in SMEs (own survey).
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Classification of the inquired companies by size revealed that managers of small enterprises 
were least satisfied with their external communication process. The lowest level of satisfac-
tion should in theory be expected from managers of micro-companies with the assumption 
of the lowest resources for this type of external communication. The results show rather the 
opposite, as shown by Table 2 and Figure 2, where this process is assessed as excellent by the 
highest percentage (27%) of micro-company managers and only 19% of managers of medium-
sized enterprises, where the size classification was expected to reveal the best prerequisites 
for existence of all necessary resources for high-standard external communication. Small 
enterprises assessed this process as excellent in 23% of cases. This process was assessed as 
unsatisfactory or below average by an identical 30% of managers of micro- and medium-sized 
enterprises and 31% of managers of small enterprises.

2.2. Channels used for external communication of SMEs in the South Bohemia region

External communication takes oral, written as well as electronic form. Taking the process of 
external communication as a whole, this chapter will show the use of the individual chan-
nels for fulfilment of this task. Managers are asked to specify the percentage of the use of 
the selected channel type (oral, written, electronic) for external communication. These results 
were further grouped into the below percentage intervals (Figure 3).

Across the inquired population, the interval of 0–20% usage was reported for written communi-
cation, used within this scope by 62% of companies, 45% of companies used oral communication 
within this interval (0–20% usage) and 33% used electronic communication within this scope. 
Maximum usage (81–100%) of the individual channels for external communication was only 
reported by 3% of the inquired companies in the case of oral communication, 5% in the case of 
electronic communication and 1% in the case of written communication. All available channels 
were reported to be used for external communication, which is also confirmed by the results 

Types of processes Evaluation of the functioning (%) Rank

Production process and services 87.99 1

Quality management 81.39 2

Business activity and sales 80.60 3

Financial management 79.07 4

Human resource management 69.09 5

Internal communications 65.25 6

Social responsibility 61.82 7

Marketing 61.32 8

Communication with the public, media 52.18 9

Table 2. Evaluation of how individual processes work in the opinion of respondents (own survey).
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Figure 2. Evaluation of external communication process by enterprise size (own survey).

Figure 3. Percentage of the use of individual channels for external communication by small and medium-sized 
enterprises (own survey).
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Figure 2. Evaluation of external communication process by enterprise size (own survey).

Figure 3. Percentage of the use of individual channels for external communication by small and medium-sized 
enterprises (own survey).
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shown in Figure 4, with just a small percentage of companies using just one of the channels for 
their external communication and even here the percentage of usage was between 81 and 100%. 
An extreme case of usage of just a single communication channel for external communication 
was not reported by any of the inquired companies. On average for the whole population of 
respondents, oral communication is used in 36%, written in 26% and electronic in 38%.

In classification of the companies by size, usage of individual channels for external com-
munication showed a similar pattern. All communication channels were reported to be 
used by the companies mostly within the interval of 0–20%. Just small enterprises men-
tioned the use of electronic communication within the scope of 21–40% in the largest group 
of respondents (30%), and 28% of companies reported the interval of 0–20%. This category 
included one example when none of the inquired medium-sized companies used written 
communication for its corporate external communications within the scope of 81–100%.

Most companies therefore use all types of communication most often within the scope of 
0–20%, but none of these companies mentioned 0 with any communication type.

The above text presents results for the individual SME sizes. The authors focused on a couple 
of basic questions to characterise the relationship of SMEs to external media communication. 
Functioning of this process was evaluated by individual company sizes in a very similar man-
ner, with micro-companies evaluating the process functioning with 52%, small companies 
with 53% and medium-sized companies with 53%.

The individual communication methods are used as follows by the individual SME size 
groups. Micro-companies use for their external media communication oral communication 
in 48% of cases, written communication in 18% and electronic communication in 34%. Small 
companies use oral communication in 37%, written communication in 21% and electronic 
communication in 42%, and medium-sized companies used oral communication in 38%, 
written communication in 25% and electronic communication in 37%. Oral communication is 
mainly used by micro- and medium-sized companies, while small companies mostly use an 
electronic form of communication.
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In terms of a conclusion, SMEs, regardless of their size, mainly use oral and electronic com-
munication, value functioning of external media communication with 47–57%, and rank this 
process in the relevance hierarchy seventh to eighth of nine, above intracompany information 
processes and corporate social responsibility. CSR ranks lowest for most SMEs.

There is a big area of improvement for SMEs in the field of external media communication, 
and for the reason of limited resources, these companies should choose a single technique 
for every group of external recipients they want to address or inform or even influence with 
truthful information and use the chosen technique for long term. It is recommended as most 
beneficial for these companies to join their economic and human resources and experience 
and proceed jointly in this area according to their connection by one of the logical links (field 
of activity, geographic region, etc.).

Comparing our results with results of similar inquiries 10 or 15 years ago, a huge step for-
ward can be seen in SMEs in this field. But despite that further improvement of this process 
by SMEs is still needed, as a way towards increasing their competitive edge on the market.

2.3. Corporate social responsibility and small and medium-sized enterprises

CSR increasingly becomes part of corporate practices of SMEs as a way of sustainable 
development.

Obstacles to progress, declared by SMEs [14], correspond to obstacles to development of cor-
porate social responsibility. Identification with these activities and their practicing causes 
concern in SME representatives. The declared obstacles to involvement of SMEs in CSR activi-
ties are as follows:

• Increased cost concern

• Lack of time and human resources

• Lack of internal motivation

• Bureaucracy concern

• Lack of knowledge of CSR activities and how to get involved in them and become benefi-
cial to the society

However, the authors of the present essay point out that effective and successful engage-
ment in CSR brings benefit to companies. A company that is ready to invest in CSR will be 
interested in the effect of its investment in these activities, the effect of the investment on its 
image, goodwill, perception of its engagement by its customers and employees, reactions of 
other stakeholders, whether employee loyalty has increased due to it and whether responsible 
conduct increases sales and number of orders.

Practicing of corporate social responsibility in the area of human resources inside and outside 
the company shows how this policy manifests itself in the internal and the external dimension:

Social engagement of employees is less visible but not less important. Helping employees 
develop their skills and increase their motivation may enhance their innovation activity and 
creative approach to work.
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shown in Figure 4, with just a small percentage of companies using just one of the channels for 
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However, the authors of the present essay point out that effective and successful engage-
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The inquiry in the South Bohemia region further revealed areas of corporate responsibility in 
which the inquired companies were engaged. The respondents speaking for their companies 
reported most activities within the corporate social responsibility scope in the areas of dona-
tions, voluntary work and sponsorship in 62.70%. Further CSR engagement included minimi-
sation of negative impact on the environment: in 43.32%. 13.20% of companies are engaged in 
super-standard employment policy, and 20.79% report engagement in other further unspeci-
fied activities, and 17.16% reported no CSR engagement. The research further revealed that 
engagement in CSR in the areas of human resources and employment policy was on a low level 
in SMEs, with percentage of engagement in these activities reaching only up to 13.20% of the 
companies (Table 3).

The question is whether SME managers include all activities in their social and employ-
ment policies. ISO 26000 lays down that the organisation should be interested in facilita-
tion of educational courses, vocational training and lifelong education of its employees 
as these activities substantially contribute to assertion of interests of the organisation as 
such.

What this means for SMEs [21] is that they are not likely to implement corporate social 
responsibility policies as their rate of return is slow. Social and environmental responsibil-
ity is vital, though, for financial performance in relation to its impact strengthening. Most 
companies should take introduction of the corporate social responsibility concept as an 
investment and not as a cost. There is a general assumption that consumers will appreciate 
responsible conduct and will prefer suppliers behaving responsibly. In reality consumers 
rather prefer suppliers behaving responsibly in relation to not the society but the consum-
ers alone, though.

2.4. Employee stabilisation

This chapter presents results of selected factors affecting employee stabilisation.

A questionnaire inquiry was used to find out whether companies follow the indicator of the 
number of employees that left your company in 2012, which should be measured to calculate 
fluctuation rate. Out of the analysed sample, 66.8% respondents answered that they followed 
this indicator, 26.1% of them did not follow it, and 7.1% did not answer this question. The 
results within the defined company size categories based on the reported staff numbers are 
shown in Table 4.

Engagement of companies in CSR activities Engagement of companies (%)

Donations, volunteer work, sponsorship 62.70

Minimisation of environmental impact of business 43.23

Super-standard employment policy 13.20

Other activities 20.79

No CSR activities 17.16

Table 3. Engagement of companies in individual CSR activities in per cent (own survey).
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Table 4 shows that this indicator was most often followed by medium-sized companies 
(75.3%), followed by small enterprises (70.5%), with micro-companies ranking lowest, with a 
relatively balanced proportion of answers (while 43.9% of respondents reported that they did 
monitor this indicator; 40.3% of respondents did not follow it).

In addition to the actual monitoring of the number of employees that left your company in 
2012 and its value, further questions concerned the long-term trend of this indicator develop-
ment and satisfaction with the informative value of this indicator. Although some respon-
dents answered that they did not monitor the number of employees that left your company in 
2012, they subsequently specified the actual number, trend or satisfaction with the indicator 
value. Figure 5 shows a summary of all answers to the question concerning the long-term 
trend of development of the indicator of the number of employees that left your company in 
2012, given by 70.5% of the analysed companies.

The most frequently reported trend was a constant situation, and this applied to all com-
pany size categories based on staff numbers (as for the percentage the constant trend was 

Size of enterprises Indicator is monitored Indicator is not monitored Not specified

Micro-enterprises (%) 43.9 40.3 15.8

Small enterprises (%) 70.5 24.8 4.7

Medium-sized enterprises (%) 75.3 19.1 5.6

Table 4. Indicator: number of employees that left your company in 2012 (own survey).

Figure 5. Long-term trend of the number of employees that left your company in 2012 indicator (own survey).
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Engagement of companies in CSR activities Engagement of companies (%)
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Other activities 20.79

No CSR activities 17.16

Table 3. Engagement of companies in individual CSR activities in per cent (own survey).
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Table 4 shows that this indicator was most often followed by medium-sized companies 
(75.3%), followed by small enterprises (70.5%), with micro-companies ranking lowest, with a 
relatively balanced proportion of answers (while 43.9% of respondents reported that they did 
monitor this indicator; 40.3% of respondents did not follow it).

In addition to the actual monitoring of the number of employees that left your company in 
2012 and its value, further questions concerned the long-term trend of this indicator develop-
ment and satisfaction with the informative value of this indicator. Although some respon-
dents answered that they did not monitor the number of employees that left your company in 
2012, they subsequently specified the actual number, trend or satisfaction with the indicator 
value. Figure 5 shows a summary of all answers to the question concerning the long-term 
trend of development of the indicator of the number of employees that left your company in 
2012, given by 70.5% of the analysed companies.

The most frequently reported trend was a constant situation, and this applied to all com-
pany size categories based on staff numbers (as for the percentage the constant trend was 

Size of enterprises Indicator is monitored Indicator is not monitored Not specified

Micro-enterprises (%) 43.9 40.3 15.8

Small enterprises (%) 70.5 24.8 4.7

Medium-sized enterprises (%) 75.3 19.1 5.6

Table 4. Indicator: number of employees that left your company in 2012 (own survey).

Figure 5. Long-term trend of the number of employees that left your company in 2012 indicator (own survey).
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mentioned in 55.3% of all provided answers regardless of the company size). Another 
reported trend was decreasing (22.1% of all companies). The growing trend percentage 
increased with the company size based on staff number, amounting to 3.5% in the case 
of micro-companies, 11.1% in the case of small enterprises and 15.5% in the case of the 
medium-sized enterprise category based on staff numbers. Satisfaction with the value of 
the indicator differed and was connected with the reported long-term trend of the indica-
tor: the value of the number of employees that left your company in 2012 indicator was 
satisfactory or completely satisfactory in the case of 88.6% of answers who reported con-
stant long-term development of this indicator, while exactly 50% of respondents reporting 
a growing trend of this indicator were dissatisfied or absolutely dissatisfied with the value 
of this indicator. Table 5 shows results reflecting relative frequencies of answers concern-
ing the trend related to the discussed indicator and satisfaction with its value. These results 
were correlated where the respondents answered both questions.

2.5. Fluctuation rate

The fluctuation rate could only be calculated where the respondents filled out both data 
needed for the fluctuation calculation formula.

Most companies (39.9%) fell within the interval of fluctuation rate higher than 10%. The sec-
ond biggest group included companies with calculated zero employee fluctuation (23.0% of 
the companies). This category was tightly followed by companies with calculated fluctuation 
rate falling within the defined interval of 5.01–10%, whose percentage was 22.4%.

The companies were then again classified by staff number to micro-companies, small and 
medium-sized enterprises with the fluctuation rate values again sorted by the predefined 
intervals. The results of this classification are shown in Figure 6 (micro-companies), Figure 7 
(small enterprises) and Figure 8 (medium-sized enterprises).

The calculated fluctuation rates in micro-companies based on their reported data only cov-
ered the two marginal categories, i.e. the interval with fluctuation rates exceeding 10% (rep-
resented by more than two-thirds of all inquired micro-companies) and the interval with zero 
fluctuation rate (met by nearly one-third of the micro-companies).

Satisfaction indicator Long-term trend indicator satisfaction (%)

Increasing Constant Decreasing

Completely satisfied 16.7 26.3 46.7

Satisfied 33.3 62.3 378

Dissatisfied 45.8 7.9 13.3

Completely dissatisfied 4.2 0.0 0.0

Unknown 0.0 3.5 2.2

Table 5. Satisfaction with indicator value: number of employees that left your company in 2012 indicator and its long-
term trend (own survey).
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Fluctuation rates in small enterprises showed a different pattern than micro-companies 
when divided among the defined intervals. The strongest category in the case of small 
enterprises was again the category with fluctuation rates higher than 10%, but with the 
actual  percentage much lower (36.8%) in comparison to micro-companies. The next rank-
ing category with a similar percentage of represented companies was fluctuation rate 
range 5.01–10% (reached by 28.4% of the respondent companies), followed by the zero 
fluctuation category (23.2%).

Fluctuation rate calculation classification in the category of medium-sized enterprises based on 
staff number again showed the fluctuation rates over 10% as the most frequently represented 

Figure 6. Fluctuation rate in micro-companies in classification based on staff number (own survey).

Figure 7. Fluctuation rate in small enterprises in classification based on staff number (own survey).
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interval, covered by nearly half of all companies of this size (47.7%). The second ranking inter-
val was fluctuation rates between 5.01 and 10% (represented by 21.5% of medium-sized com-
panies), closely followed by companies with calculated fluctuation rates between 3.01 and 5% 
(18.4% of companies).

The comparison of fluctuation rate intervals in companies classified by size shown in Table 6 
reveals that the number of companies falling within the category of fluctuation rate above 
10% increases in direct proportion to the company size defined by staff number (with the 
lowest percentage in the micro-company category and the highest in the medium-sized enter-
prise category). The same trend then appears in the fluctuation rate intervals of 0.1–3% and 
3.01–5%. The opposite trend can be traced in the category with zero fluctuation (0%), where 
the number of represented companies decreases as the company size increases (with the 
highest number of micro-companies and the lowest number of medium-sized enterprises).

The median calculated fluctuation rate in the assessed population of companies was 8.0. The 
median values were then also calculated for all company size categories.

2.6. Employee benefits in SMEs

The benefits most frequently reported by employees of SMEs included “catering”, which in the 
summary of all results highly out-ranked all other mentioned categories. The “catering” benefit 
definition included all sorts of contributions to meals at work, including but not limited to the 

The size of the enterprise according to the given number of employees

Micro-enterprises Small enterprises Medium-sized enterprises All enterprises

Median 0 8.3 9.3 8.0

Table 6. Median rates of employee fluctuations in companies (own survey).

Figure 8. Fluctuation rate in medium-sized enterprises in classification based on staff number (own survey).
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“meal vouchers” or company canteens, or all sorts of refreshments provided at workplaces or 
drink offer. The second ranking benefit was represented by “pension schemes”. Although some 
respondents mentioned other insurance types (such as life or all-risk insurance) among the pro-
vided employee benefits, pension schemes were so much more frequent that we decided to make 
them a separate category. Respondents further mentioned various types of bonuses which may 
be said to represent a material (financial) stimulator. Bonuses are generally represented here by 
the category called “unspecified bonuses”. Other also relatively frequently mentioned benefits 
included “paid leave” or “sports and culture”. Benefits falling within the “paid leave” category 
often included extra paid leaves (such as 1 extra week of summer holiday but also longer time 
periods) or contributions to holiday stays. “Sports and culture” represented a wide spectrum of 
benefits including various contributions to sports, relaxation or cultural events, free admission 
tickets to various sports facilities, tickets to cultural events, etc. Another often offered benefit was 
also connected with telephones. This last benefit concerned provision of a mobile phone for pri-
vate purposes or contributions to the toll or its full coverage by the employer. “Education” as a 
category of benefit included various training courses, language courses or team-building events. 
These benefits were defined as subcategories (“education, other”; “Education, languages”; and 
“education, team building”) and were left separate. There is one more frequently mentioned 
benefit category, and that is represented by “discounts”, including discounted sales of in-house 
goods produced or services provided by the company to its employees or various other types of 
discounts. The “performance award” category mentioned by the respondents included various 
financial rewards for work done, completed projects, plan fulfilment, etc. as well as contribu-
tions for “zero sickness leave” or various performance bonuses. The “Christmas” category then 
represented a wide range of different benefits related in one way or another to the holiday (sea-
son): such as financial bonuses as Christmas presents, provisions of various Christmas vouchers 
as well as material Christmas gifts. Some respondents also mentioned jubilee benefits: such as 
financial vouchers or gift packs (Table 7).

Ranking Micro-enterprises Small enterprises Medium-sized enterprises

1. Catering Catering Catering

2. Discounts Pension schemes Pension schemes

3. Unspecified bonuses Unspecified bonuses Vacation

4. Telephone use Sports and culture Unspecified bonuses

5. Sports and culture Telephone use Education

6. Pension schemes Christmas contributions Sports and culture

7. Christmas contributions Vacation Bonus at anniversary

8. Clothing Automobile use Insurance

9. Vacation Performance rewards Performance rewards

10. Performance rewards Education Telephone use

11. Automobile use Discounts Discounts

12. Insurance Enterprise products Automobile use

Table 7. Employee benefits in SME, in order of frequency (own survey).
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The comparison allows for the conclusion that there were differences in the provided ben-
efit structure among companies of different size categories, with the exception of “catering”, 
which was the most frequently provided benefit in all three size categories. The pension 
scheme category ranked second in frequency in small and medium-sized enterprises based 
on staff numbers, while micro-companies mentioned this benefit as sixth ranking in the order 
of frequency. Employee benefits related to summer holiday were accentuated in medium-
sized companies and decreasing staff number correlated to decreasing frequency of men-
tioning this benefit. Discounts in the discussion about employee benefits were most relevant 
for micro-companies where the discounts category ranked second while small and medium-
sized enterprises based on staff numbers ranked this discount category as low as 11th as 
concerns frequency of its mentioning.

3. Solution and recommendations

The theme of human resource management in small and medium-sized enterprises is relatively 
complex. This is confirmed both by theories and by conclusions drawn on the basis of the present 
inquiry. The present publication maps selected aspects of human resource management in SMEs. 
The submitted conclusions and recommendations may contribute to improvement of human 
resource management quality in SMEs and subsequently to increase of their competitiveness.

There is a big area of improvement for SMEs in the field of external media communication, 
and for the reason of limited resources, these companies should choose a single technique 
for every group of external recipients they want to address or inform or even influence with 
truthful information and use the chosen technique for long term. It is recommended as most 
beneficial for these companies to join their economic and human resources and experience 
and proceed jointly in this area according to their connection by one of the logical links (field 
of activity, geographic region, etc.).

Involvement of corporate social responsibility in the business strategies and in this context 
development of strategies of human potential management and employee management 
becomes inevitable considering global development factors. Every company must watch not 
only its financial health and regulatory obligations but also wider social and economic rela-
tions. Every company should behave responsibly, whatever its field of business, inland or 
international domicile or size of a small, medium or large company. There is a legitimate 
effort to teach organisations to respect unwritten standards, whether in the form of codes of 
conduct or the ever more widespread “social marks”. Companies and organisations should 
increase their involvement in and identification with the philosophy of CSR, integrate CSR 
in their strategies and also actually apply it. They should declare their activities within the 
framework of CSR and their CSR policy.

Open dialogue of SMEs with interest groups and mainly with employees may help compa-
nies better control trends and expectations. Open dialogue helps businesses to notice oppor-
tunities by means of better understanding of expectations of the society and risk minimisation 
by assuring good relationships with their employees and the society in which they operate.

Entrepreneurship - Development Tendencies and Empirical Approach284

For a company to be able to see the advantages brought to it by CSR, its corporate social 
responsibility must be trusted. Its uniqueness is one of the prerequisites of its trustworthiness: 
the general public is attracted by an individual approach to CSR, by its difference from others; 
authenticity, the company management as well as employees is convinced about correctness 
of CSR; by its transparency, willingness of the company to provide information about itself 
and allow for independent assessment; and by its consistency, consistent observance of CSR 
principles.

The policy of education of company employees develops qualified, educated and skilled 
employees needed for satisfaction of present and future needs of the organisation. To achieve 
this it is necessary that the employees are ready and willing to be educated, understand what 
they need to know and do and are prepared to take up responsibility for their qualification 
increase by making the active use of existing education resources including assistance of their 
superiors. For these reasons education gains importance in companies that understand the 
huge value of human resources they possess. If a company is to maintain its competitiveness, 
it must be able to flexibly adapt to the changing conditions. An important remark in this con-
text is that people should be aware that the area of education and development does not only 
include education of individuals or groups alone but also motivation of individual or groups 
for education, i.e. employees themselves must be prepared and willing to get educated in 
areas where they sense their shortcomings [22].

Small and medium-sized enterprises are considered the backbone of the national economy. In 
addition to employment and social cohesion, innovation as a process of continuous develop-
ment is often mentioned in connection with the contribution of SMEs to the national economy. 
The purpose of innovation is assurance of development, competitiveness and process and 
manufacturing effectiveness. In practice there is a connection between research and education 
(or the system of education), both contributing to development of the knowledge of society 
[23, 24]. Knowledgeable society is able to innovate or continuously improve its procedures, 
which is necessary for its future.

4. Future research directions

Further research should focus on other regions of the Czech Republic, or comparable 
European regions, and find out differences in approaches to human resource management 
in SMEs.

5. Conclusion

Utilisation of human resource management principles in small and medium-sized enter-
prises has its limitations. This is mainly caused by the size of these enterprises and the related 
increased focus on assurance of their very existence. There is also the accumulation of func-
tions in SMEs, with prevalence of informal management, preference of oral communication 
to written, etc.
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The present publication introduces results of a research aimed at specification of factors and 
tools that might support decision-making of managers in the area of human resource manage-
ment in small and medium-sized enterprises.

This chapter describes the current status in selected areas of human resource management 
focusing on the soft factors.

The main conclusions of this chapter include:

While most of the analysed SMEs do not develop strategies for human resource management 
at all (62%), 32% do create these strategies, and 18% even prepare them in writing. Written 
human resource management strategies were mainly reported by small and medium-sized 
companies.

The analysed small and medium-sized companies considered as their strong points internal 
communication, employee education and development and remuneration.

As for problem areas in human resource management in SMEs, about 20% of the respondents 
mentioned employee recruitment, 16% mentioned communication and some respondents 
also mentioned qualifications, expertise and employee development.

In the opinion of the respondents, the most important process out of the selected corporate 
processes included product manufacture and service provision, with 134 companies allocating 
the top rank to this process in the importance ranking, 96 companies ranking sales and trade 
first, 19 respondents mentioned quality management, 16 respondents considered as most 
important finance management, 15 respondents mentioned marketing, 9 human resource 
management, 7 corporate social responsibility and 4 companies placed in-house information 
systems at the top of the importance ranking.

Key human resource management areas whose monitoring was most emphasised by small 
and medium-sized companies were productivity of work and an effective recruitment 
process.

The process of communication (internal as well as external) was assessed by managers of the 
analysed SMEs in the South Bohemia region as less important and more poorly functioning 
at the same time.

Small and medium-sized companies of the studied sample, regardless of their size or orienta-
tion, mostly reported the use of oral and electronic communication.

The analysed SMEs valued functioning of external media communication with 47 to 57% 
and ranked this process in the relevance hierarchy seventh to eighth of nine, above intra-
company information processes and corporate social responsibility. CSR ranks lowest for 
most SMEs.

Most representatives of the analysed small and medium-sized enterprises gave preference to 
cohesion (small power detachment) to respect (large power detachment), team spirit (collec-
tivism) to individual liabilities (individualism) and investment (long-term benefit) to immedi-
ate profit (short-term benefit).
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Key terms and definitions

Fluctuation: Employee turnover in the company or organisation. Fluctuation rate is expressed 
in per cent as the ratio of terminated employment contracts to the mean staff number per unit 
of time.

External communications: By means of external communication, the institution influences its 
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Abstract

Entrepreneurship intention for graduate students like many other job and work career 
options depends on other considerations. Individuals who pursue their intentions are 
most likely to implement their intention. Interest in entrepreneurship as career appears 
to be growing. Reviews show the need in investigating the determinants of entrepre-
neurship as a career intention of students and it has remains the focus of most of the 
recent studies. This is due to the facts that entrepreneurs are creating jobs and driv-
ing economic development of a nation. In this study, the Theory of Planned Behaviour 
is applied to investigate students’ entrepreneurial motivation and entrepreneurship 
intention. A total of 413 sets of completed questionnaire collected using the structured 
sampling methodology from the various faculties, races and student seniority at a 
University located in Batu Pahat, Johor, Malaysia were used in the analyses. The factors 
of entrepreneurial motivation affecting career entrepreneurship intention were found 
to be behavioural control, subjective norm, and attitude towards entrepreneurship. 
Behavioural control is found to be at a very good level while subjective norm and atti-
tude towards entrepreneurship are both at a good level. Multiple regression analyses 
indicated that subjective norm and attitude of self-employment are both significantly 
related to student immediate and future entrepreneurship intentions. The behavioural 
control entrepreneurial motivation indicated significant relationship with student 
immediate career intention. However it was found that it is not related to entrepreneur-
ship career intention. This study implies that young aspirant entrepreneur can be identi-
fied and targeted for development via the Planned Behaviour model for entrepreneurial 
interventions initiatives.
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1. Introduction

Entrepreneurship creates jobs, economic growth and development of a nation. It is crucial to 
drive a nation’s economy. An entrepreneur setup a new business, take risk and faces uncer-
tainty to make profit and grow the business by identifying available opportunities, gather 
the necessary resources to exploit those opportunities that were identified [1]. Entrepreneurs 
prefer to be in control of their own resources, prefer to take calculated risk, and possesses 
attributes of confidence and belief in self, self-reliance, perseverance, traits for immediate 
feedback, with higher level of energy which are usually higher than the average person. They 
dream big and are achievement motivated. Karimi et al. [2] and Souitaris et al. [3] reviewed 
that literature revealed that more research works are needed to investigate the determinants 
of entrepreneurship intentions of students. Entrepreneurial motivation is not the same as 
“uniquely entrepreneurial personality traits”. Carsrud and Brännback [4] further reiterated 
that entrepreneurship motivation is a crucial topic and there is a need for more entrepreneur 
research work. Carsrud et al. [5] and Edelman et al. [6] reported that it is a much neglected area 
of research. This is most previous researchers assumed that entrepreneur can be adequately 
defined by identifying the unique personality traits [4]. Nevertheless, due to its significant 
thrust to the economic growth and development to a nation, investigating the determinants of 
entrepreneurship intentions as a career intention of students has remains the focus of most of 
the recent studies. This study investigated the levels of student’s entrepreneurial motivation 
and entrepreneurship intention at a public University and the relationship between these two 
factors using the Planned Behaviour Model.

2. Literature review

Policy makers are emphasising the importance entrepreneurship education to groom and 
nurture entrepreneurship among students for career employability in the drive for economic 
growth [7]. Entrepreneurial process emphasises on the behavioural linkage of entrepreneur-
ship intentions, ideas and action [8, 9]. The theory of planned behaviour set that an individ-
ual’s intention towards an activity with perceived behavioural control will be able to predict 
the behaviour accurately [8]. According to Krueger et al. [10], intention is a single best predic-
tor of planned behaviour.

2.1. Behavioural theory

Expectancy Theory has instituted a common line in relating the various process-oriented 
explanations of entrepreneurial motivation (Vroom, 1964). Vroom (1964) theorised that an 
individual will make the best choice through the behaviour that will lead to the most antici-
pated outcome. The underlying factors that influence such a behaviour are the motivation 
factors [8]. These motivational factors comprise of individual’s attitude towards the behav-
iour, subjective norm and perceived control are the factors of the planned behaviour (TPB) 
model and are assumed to influence and shape the behavioural intention. Attitude impacts 
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on behaviour beliefs. An individual with a higher attitude towards the behaviour is expected 
to be more likely to take the action that is being monitored [11]. The individuals’ perceptions 
of values, beliefs and norms of influential individuals including family members, teachers, 
other entrepreneurs, friends etc. are subjective norms which are important to the individual’s 
desire to conform to those norms. Thus, it follows that an individual intention towards entre-
preneurship can be moulded. Cieślik and Stel [12] found significant relationship between 
those students who are actively involved in their parents’ business are more likely to join 
their family business rather than starting their own business. Conversely, Krueger et al. [10] 
claimed that an individual having high internal locus of control, social norms are less predic-
tive of intentions. [8] contended that behavioural control influences an individual’s intention 
to act basing perceived degree of effort of that specific behaviour which conceptually is alike 
to the Social Cognitive Theory [13] of an individual’s belief in their capability to perform a 
specified action.

2.2. Entrepreneurial motivation

Motivation is a potent driver behind goal pursuit in daily lives. According to Ryan and Deci 
[14], it’s the core of biological, cognitive, and social regulation [14]. It channels energy, direc-
tion, determination, persistence and intention behind daily lives pursuits. Goals and motives 
are able to predict human behaviour. Thus, the linkage between intentions, motivations, and 
behaviour. Motivation drives actions and the reason behind actions is the orientation of the 
motivation. Krueger and Carsrud [9] reported that there is a lack of basis to support on inten-
tion-action linkage although intentions have been centred as predictors of future action. The 
link has been used loosely as implied or assumed. They then argued that motivation provides 
the link between intension-action. According to Edelman et al. [6], motivations stimulus could 
transform a latent intention to drive entrepreneurship. They reiterated that it could be the link 
between intentions and action. It thus suggests that the causal attitudes and goal of entrepre-
neurial motivation is able to generate entrepreneurship intention. Edelman et al. [6] reiterated 
that more research work in this area is needed.

2.3. Entrepreneurship career intention

Higher education institutions are actively promoting entrepreneurship as an attractive and 
worthwhile career option among graduate students. Entrepreneurship offers graduate stu-
dent self-employment opportunity. Literature has frequently states that it is a career option 
for the youth and graduates [15, 16]. It lessens social ills and improve employability. Public 
policy makers are encouraging and engaging graduates from higher learning institutions to 
choose entrepreneurship to address employability [7]. It has thus resulted in the focus of 
research works on entrepreneurship career intention especially in how attract graduate stu-
dents to engage in entrepreneurship. Entrepreneurial career intention is the conscious state 
of mind. It precedes the action of an individual and directs the attention towards an entre-
preneurial career goal to start a new business ([10, 17, 18]). Krueger et al. [10] envisaged that 
entrepreneurial inclination can be better determined through entrepreneurship intention 
rather than personality traits, demographic characteristics, or situational factors. Individuals 
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who pursue their intentions are most likely to implement their intention [19]. Intension such 
as desire to gain status, to be success and ability to influence economic growth which Geri 
(2013) elaborated has a positive relation between risk taking tendencies and entrepreneurial 
motives (Artess et al. [20]).

Empirical research works by Kim-Soon et al. [21] on motivators and obstacles to youth entre-
preneurship with entrepreneurial intention of young entrepreneurs reported that youths who 
are serious as would be entrepreneur to start and own a new business can be identified and 
targeted to develop via government entrepreneurship intervention initiatives. Ajzen’s model 
of planned behaviour and Engle et al. [22] found that social norm is a strong and consistent 
predictor of intentions. They reported that the attitude towards the behaviour, subjective 
norm, and perceived behavioural control significantly increased the likelihood of students 
that are inclined towards the formation of entrepreneurial intentions. Ummah [23] recom-
mended that decision makers in higher education and nation policy makers should use the 
factors influencing the desirability of self-employment to channel and energise an individual 
intention towards self-employment. Fitzsimmons and Douglas [24] reported that a person’s 
perceived desirability and perceived feasibility had a negative interaction effect in the forma-
tion of entrepreneurial intentions. In line with a prevention-focused orientation, they suggest 
that situational factors may induce individuals involved in the process of forming entrepre-
neurial intentions to adopt a prevention focus.

2.4. Entrepreneurial motivation and entrepreneurship career intentions

TPB model has been used by Malebana [25] to investigate entrepreneurship intention of stu-
dents study in a South African rural university and reported that most of the students would 
start a business in the future. Most researchers are in consensus that the relevant embedded 
theory underlying the research work on entrepreneurship intention is the planned behaviour 
[10, 26, 27]. TPB model is useful for instituting and guiding behavioural changes by evaluat-
ing the behavioural performance [28, 29]. In recent years, researchers have popularly used the 
theory of planned behaviour under various contexts to investigate and research on motiva-
tion and predicting entrepreneurial intentions ([16, 25, 30, 31]; Ritzsimmons and Douglas, 
2011; [22, 32]).

3. Research methodology and findings

3.1. Research framework

The research framework of this study is modelled on the Theory of Planned Behaviour which 
is frequently been used in the prediction of behavioural intention. The independent vari-
ables are the entrepreneurial motivational factors which are comprised of attitude towards 
self-employment, subjective norm, and behavioural control while the dependent variable is 
entrepreneurial intention.
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3.2. Questionnaire design, measurement and sample size

The survey questionnaire used in this research comprised of three parts. Part A is questions 
that require the respondents to provide their background. Part B is on entrepreneurial moti-
vational factors comprises of questions about attitude towards self-employment, subjective 
norm, and behavioural control. The respondents were required to mark the level of their 
agreement of the statements about their motivation to choose entrepreneurship as their career 
by circling on a scale 1 to 5 where 1 = Strongly disagree 2 = Disagree 3 = Not Sure 4 = Agree 
5 = Strongly agree for each of the respective statements. Part C requires the respondent to 
mark their degree of entrepreneurship intention by rating the level of agreement on scale 1 
to 5 (1 = Strongly disagree 2 = Disagree 3 = Not Sure 4 = Agree 5 = Strongly agree) through 
circling the number for each of the respective statements. The statements in Section B and 
Section C were adapted from the questionnaire used by Fatoki [32]. A pilot study was con-
ducted to test the developed questionnaire with a sample of 30 respondents for factor reduc-
tion and reliability of the measures of items in Part B and Part C of the questionnaire prior to 
the research data collection process.

The sample size of this research is 450. This is based on the population size of 14,000 students 
pursuing the degree course at the selected inside the campus of a Public University. With ref-
erence to the Krejcie and Morgan [33] table, the sample size is slightly larger. The convenient 
and structured random sampling method has been used to collect the data the respondents 
from the various faculties, the different races and genders, years of studies and seniority. 
Upon cleaning the dataset, a total of 413 (92%) duly completed questionnaires conforming to 
the requirements of more than 70 to 80% return of the questionnaire [34] were used for the 
analysis.

3.3. Scope of study and profile of respondents

Table 1 tabulates the demographic profile of the respondents. The estimated number of stu-
dents in the table is based on the random sample structure proportionately to the distribution 
of the population of the respective demographic categories.

3.4. Factor analysis

The results of factor analysis using Principle Component Analysis with Varimax Rotation 
tabulated in Tables 2 and 3. KMO (Measure of Sampling Adequacy) with outliers of loading 
of less than 0.5 were removed to achieve clearer separation of factors, and only Eigenvalues 
above one were accepted [35].

The dimensions on student’s motivation to choose entrepreneur are comprise of behavioural 
control, subjective norm and attitude towards self-employment while dimensions measur-
ing student’s entrepreneur career intention are comprise of immediate intention and future 
entrepreneurship intention.
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3.5. Levels of attitude towards self-employment, subjective norm and behavioural  
control motivations, and entrepreneurial intention

Table 4 tabulates results on the levels of attitude towards self-employment, subjective norm 
and behavioural control motivations, and entrepreneurial intention. The level of behav-
ioural control entrepreneurial motivation indicates that it is very good level while subjec-
tive norm and attitude on self-employment entrepreneurial motivations are at good level. 
Entrepreneurship intention for both immediate term and future intention to be an entrepre-
neur are all rated as good level.

3.6. Relationships of entrepreneurial motivation and entrepreneurship intension

3.6.1. Correlations analysis

The results the correlations results among the variables is tabulated in Table 5. It shows 
that correlation (p < .01) exist between the factors of entrepreneurial motivation with both 

Demographic Categories Frequency (%)

Gender a. Male 206 49.9

b. Female 207 50.1

Age (years) a. 19 to 20 180 43.6

b. 21 to 22 109 26.4

c. 23 to 27 124 30.0

Faculty a. FPTPK 85 20.6

b. FSKTM 58 14.0

c. FKMP 82 19.9

d. FKEE 78 18.9

e. FKAAS 89 21.5

f. FTE 21 5.1

Seniority at UTHM a. Degree year 1 121 29.6

b. Degree year 2 100 24.2

c. Degree year 3 103 24.9

d. Degree year 4 83 21.5

Race a. Malay 231 55.9

b. Chinese 100 24.2

c. Indian 45 10.9

d. International student 37 9.0

Table 1. Profile of the respondents (N = 413).
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immediate and future entrepreneurship among the students. The Correlation Coefficient 
with r = +.70 or higher between the two variables indicates very strong positive relationship, 

Dimension on motivation to choose entrepreneur as a career Factor loading

Factor 1 Factor 2 Factor 3

Behavioural control (Self-efficacy beliefs)

1.To be my own boss .821 .226 .152

2.To realise my dream .697 .266 .204

3.Increase my prestige and status .696 .300 .151

4.For my personal freedom .694 .099 .356

5.Enjoy myself .638 .306 .147

6.Good economic environment .618 .368 .240

7.To challenge myself .616 .337 .316

8.For my own satisfaction and growth .577 .346 .295

Subjective norm (Tolerance for risk)

1.To use the skill learned in the university .136 .755 .332

2.Entrepreneurial family culture .349 .750 −.010

3.Follow the example of someone that I admired .410 .690 .084

4.To invest personal savings .171 .671 .377

5.To maintain my family .484 .655 .102

6.I enjoy taking risk .212 .637 .195

Attitude (desirability) towards self-employment

1.To provide job security −.029 .381 .762

2.To provide employment .196 .228 .735

3.To take advantage of my creative talent .396 .054 .703

4.Earn a reasonable living .476 .104 .683

5.Opportunities in the market .462 .177 .613

Reliability (alpha) 0.90 0.87 0.85

Eigen value 4.60 4.05 3.39

Percentage variance explained 46.96 7.90 7.12

Total variance explained 61.98

Kaiser-Meyer-Olkin measure of sampling adequacy 0.92

Note: extraction method: principal component analysis. Rotation method: Varimax with Kaiser normalisation. Bartlett’s 
test of Sphericity Sig. at p < 0.001.

Table 2. Factor and reliability analyses on motivation to choose entrepreneur as a career.
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Understanding the Motivation that Shapes Entrepreneurship Career Intention
http://dx.doi.org/10.5772/intechopen.70786

297



Variable Dimension No. of 
items

Mean Std. Dev. Level

1 Entrepreneurial  
motivational factors

a. Behavioural control 8 3.81 0.72 Very good

b. Subjective norm (Tolerance for 
risk)

6 3.62 0.77 Good

c. Attitude on self-employment 
(Desirability)

5 3.66 0.68 Good

2 Entrepreneurship  
career intention

a. Entrepreneur immediate term 
career intention

9 3.34 0.77 Good

b. Entrepreneur career intention in 
the future

3 3.34 0.81 Good

Note: (N = 413); Range is based on Likert Scale of 1 to 5 where 1.00–2.33 = Low; 2.34–3.66 Good and 3.67–5.00 = Very 
Good).

Table 4. Mean of variables and levels of motivational factors (attitude towards self-employment, subjective norm, 
behavioural control) and entrepreneurship intention with their standard deviation.

Dimension of entrepreneurship career intention Factor loading

Factor1 Factor2

Immediate term intention

1. I prefer to be an entrepreneur rather than to be an employee in a company .850 .057

2. I am prepared to do anything to be an entrepreneur .793 .263

3. I am very interested to be an entrepreneur .777 .245

4. I shall work very hard at becoming an entrepreneur .717 .243

5. I have already prepared myself to become an entrepreneur .707 .364

6. My professional goal is to become an entrepreneur .704 .209

7. I’ll put every effort to start and run my own business .659 .336

8. I have thought seriously to start my own business after completing my study .652 .479

9. I want to be my own boss .538 .399

Future intention

1. I’m determined to create a firm in the future .292 .833

2. I will start my business in the next 10 years .076 .787

3. I have strong intention to start a business someday .340 .713

Reliability (alpha) 0.92 0.78

Eigenvalue 5.14 2.99

Percentage variance explained 53.11 9.41

Total variance explained 62.57

Kaiser-Meyer-Olkin measure of sampling adequacy. 0.91

Note: extraction method: principal component analysis. Rotation method: Varimax with Kaiser normalisation. Bartlett’s 
test of Sphericity Sig. at p < 0.001.

Table 3. Factor and reliability analyses on entrepreneurship career intention.
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while a value of +.40 to +.69 indicates strong positive relationship and value of +.30 to +.39 
shows moderate positive relationship. Thus, all the relationships between the respective 
variables indicated very strongly positive relationship at significant level of p < 0.01.

3.6.2. The variations between entrepreneurial motivational factors and entrepreneurial intention

Figures 1–5 illustrate the how the variation of entrepreneurial motivation factors influences 
on students’ entrepreneurship career intentions. In Figure 1, it shows that when the value of 
motivation is low then the entrepreneurship career intention is also low, when the motiva-
tion is moderate, the intention of entrepreneurship career is also moderate and when the 

Dimension Entrepreneurial motivation Entrepreneurship 
intention

Factors 1a. 
Behavioural 
control

1b. Subjective norm 1c. Attitude 
on self-
employment

2b. Immediate 
intention

2b. 
Future 
intention

1a Behavioural control 1 .714** .665** .549** .490**

1b Subjective norm .714** 1 .564** .552** .652**

1c Attitude on 
self-employment

.665** .564** 1 .576** .498**

2a Immediate 
intention

.549** .552** .576** 1 .616**

2b Future intention .490** .652** .498** .616** 1

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

Table 5. Pearson correlations (N = 413) among variables.

Figure 1. The variation between motivations with entrepreneurship career intention.
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entrepreneurial motivation is high, the entrepreneurship career intention is also at a high 
level too. This trends are also illustrated for all the other factors of entrepreneurial motiva-
tion as in Figure 2 for education levels with entrepreneurship career intention, Figure 3 for  
entrepreneurial personal characteristic on entrepreneurship career intentions, Figure 4 for 
personality with entrepreneurship career intention and in Figure 5, the variation of personal 
satisfaction with entrepreneurship career intention. It thus indicate that higher level of factors 
of entrepreneurial motivation influences entrepreneurship career intention.

Figure 2. The variation between educational levels with entrepreneurship career intention.

Figure 3. The variation of entrepreneurship personal characteristic on entrepreneurial intention.
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3.6.3. Regression of entrepreneurial motivation and entrepreneurship career intension

The model summary of predicting the statistical relationships and explains the underlying 
relationships between entrepreneurial motivation with immediate entrepreneurship career 
intension is presented in Table 6. The coefficient of determination is .42 indicates that 42% 

Figure 5. The variation of personal satisfaction with entrepreneurial intention.
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of the variance in the immediate entrepreneurship career intension (dependent variable) is 
explained by the 3 motivational factors. The standardised coefficient behavioural control is . 
137 at p < .05, subjective control is .226 and attitude is .335 contributed significantly to the variance  
explained. The F change (p < 0.001) indicates that variance was significantly explained by the 
model. The Durbin Watson value of 1.76 shows that the result of regression model is valid.

Table 7 shows that the 2 motivational factors explain 45% of the variance of future entrepre-
neurship career intension. Subjective norm motivational factor with a standardised coefficient 
of .577 is significant at p < .001, and attitude with .216 is significantly contributing to the  

Independent Variables Beta standardised

Model

Model variables

Behavioural control (self-efficacy beliefs) .137**

Subjective norm (Tolerance for risk) .266***

Attitude (Desirability) of self-employment .335***

R2 .42

Adj. R2 .41

R2 change .42

F change 96.68***

Durbin-Watson 1.76

Note: ***Sig. at .001 **Sig. at .05.

Table 6. The effect of entrepreneurial motivation on immediate entrepreneurship career intention.

Independent Variables Beta standardised

Model

Model variables

Behavioural control (self-efficacy beliefs) −.066

Subjective norm (Tolerance for risk) .577***

Attitude (Desirability) of self-employment .216***

R2 .45

Adj. R2 .45

R2 change .45

F change 112.14***

Durbin-Watson 1.77

Note: ***sig. At .001.

Table 7. The effect of entrepreneurial motivation on future entrepreneurship career intention.
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variance explained at p < .001 level. However, the behavioural control motivational factor 
is not significant. The significant F change value at p < 0.001 indicates that variance was sig-
nificantly explained by the model. The Durbin Watson value of 1.77 shows that the result of 
regression model is valid.

4. Discussion

Demographic elements including gender, age, and religion affect entrepreneurship intention 
[36]. Thus, in the present study, data on the gender, age, seniority at the University, faculty 
and race are being controlled to reduce its influences the results. Entrepreneurship education 
has been found to be able reduce reducing graduate unemployment [37]. Thus, entrepreneur-
ial education should be introduced into the tertiary institutions that are not currently offering 
entrepreneurship courses (Samuel et al. [36] to equip students that possess competencies for 
job creation and self-employment. Thus, universities should explore the offering a wide range 
of entrepreneurship development activities to groom and nurture entrepreneur, seek practices 
that train and re-orientate students to embrace a more clearly defined element of personal and 
career development, human resource capacity building and academia development of the 
university. This will also create the opportunity to mould key entrepreneurial behaviours and 
practices through Centre of Excellence, the engagement of corporate entrepreneurship devel-
opment, entrepreneurship curriculum besides the requirement that all undergraduates need 
to take at least a subject on entrepreneurship in their respective degree programme.

In this study, the levels of motivational factors which are attitude towards self-employment, 
subjective norm and behavioural control, and entrepreneurial intention are all rated good. 
This is in effect different from the finding by Fatoki [32] which reported weak results. The 
current research found that the variance of future entrepreneurship career intension (depen-
dent variable) is explained by only the 2 motivational factors, the subjective norm and atti-
tude motivational factors with the non-significant factor of behavioural control motivation. 
Nevertheless, all the three factors of entrepreneurial motivation are related to the immedi-
ate entrepreneurship career intension significantly. Biraglia and Kadile [38] found that an 
individual must feel self-efficacious enough to pursue entrepreneurial career. Universities 
entrepreneurship and curricular development programmes are crucial to assist students to 
acquire increased understanding of entrepreneurship. Thus, in elevating low entrepreneurial 
intention among African students, Fatoki [32] suggested that motivators must be reinforced 
and the organising practical trainings for students involved in entrepreneurship education or 
who would like to be involved in entrepreneurial practices, non-governmental organisations 
should be well funded through local and international grants to help with the training need 
of graduate entrepreneurship, training seminars can also be organised regularly to students 
as well as a “learning from peers” or mentorship approach can be instituted by government 
agencies to help students to get involved in entrepreneurship trainings at tertiary institu-
tions. There are other research works that reported entrepreneurship education programs are 
not successful to develop students’ entrepreneurial capabilities as an entrepreneur [39–41]. 
In this sense, this study has reiterated and supported the argument by Linan et al. [42] that 
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individuals having the necessary entrepreneurial competencies will favour entrepreneurial 
behaviour if those close to them are supportive and valued entrepreneurship positively. This 
has thus supported the call by Kim-Soon et al. [21] that authorities should identify and target 
those youths who are really serious to venture into entrepreneurship and own a business to 
be developed through entrepreneurship interventions initiatives.

5. Conclusion

Entrepreneurship is crucial to new business start-ups, developing existing businesses, job 
creation and economic growth. At the higher learning institutions entrepreneurship skills, 
knowledge and behaviours are integrated across its curriculum. The level of behavioural con-
trol of entrepreneurial motivation at in this study conducted at a public university has been 
rated very good, subjective norm and attitude towards entrepreneurship are both at good 
level.

The result of regression analysis indicated that the motivation in choosing entrepreneurship 
as a career option among the students is positively and significantly related with entrepre-
neurship intention statistically. The entrepreneurial motivation factors affecting career inten-
tion to be an entrepreneur are the social norms comprising of individual perception of the 
significance of how others value and support the establishment of a new business), subjec-
tive norm (individual perceptions of their abilities and tolerance to perform entrepreneurial 
tasks), and attitude towards behaviour (individual awareness of the importance and value of 
entrepreneurship) entrepreneurial motivations. Subjective norm (tolerance for risk) and atti-
tude (desirability) of self-employment are significantly related to the student’s immediate and 
future intention to be an entrepreneur. However, behavioural control entrepreneurial moti-
vation is found to be significantly related to the student’s immediate career intention but not 
significantly related to the student’s future entrepreneurship career intention in this study. 
This could be argued using Krueger et al. [10] argument that individuals with high internal 
locus of control, social norms are less predictive of intentions. Behavioural control influences 
an individual’s intention of action basing perception of degree of difficulty of performance 
of that specific behaviour [8]. This conceptually is similar Bandura’s [13] Social Cognitive 
Theory explaining how an individual’s belief in their abilities to perform a specified action.

Universities have put much effort to raise the profile of graduate entrepreneurship and to 
attract graduate students to seriously engage in entrepreneurship. Whether it is technical 
engineering or the non-engineering programmes, the antecedents of entrepreneurship inten-
tion should be embedded into entrepreneurship curriculum and pedagogical strategy and 
be a component to the main programme. Entrepreneurship is crucial to the future career, 
economy and social development necessary for nation building. Creating opportunity for 
practice of key entrepreneurial behaviours is seen as being crucial in cultivating entrepre-
neurial behaviours. This study supported the This has thus supported the call that authorities 
should identify and target those youths who are really serious to venture into entrepreneur-
ship and own a business to be developed through entrepreneurship interventions initiatives.
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Leadership ethics tend to emphasise the benefits of implementing ethical practices 
within organisations, focussing on the importance of a leader’s values and virtues and 
the positive effects of a leader’s behaviour on employees’ satisfaction, the organisa-
tional culture and stakeholders’ relationships. Drawing from this premise, the work 
addresses entrepreneurial and managerial leadership model, such as charismatic and 
virtues-based leadership, and its contribution in developing sustainability-oriented 
strategy. Using a methodological approach which merges the inductive and deductive 
perspective, a critical review of leadership approaches is followed by the empirical 
analysis based on a case study relative to a large Italian public company—Brunello 
Cucinelli Spa—driving attention to the effectiveness of sustainable business models 
which require managers and entrepreneurs to govern the internal and external com-
plexity and actively contribute to both the sustainability of the company and the local 
and global environment.
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1. Introduction

Since the 1950s, numerous theoretical frameworks that posit leadership at the core have been 
developed and extensive research has been undertaken on leadership behaviour.

Recently, several studies—which are part of the theoretical framework of corporate social 
responsibility (CSR)—have underlined how entrepreneurial behaviours and values lie at the 
base of CSR-oriented strategies and actions [1]. The business ethics literature emphasises the 
values dimension of entrepreneurial and managerial activity. Within this theoretical construct, 
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concepts such as management integrity, authenticity and virtues have been introduced, becom-
ing widespread in the corporate context and giving rise to sustainable business models [2] 
and models of good governance aimed at constructing a civil economy [3, 4]. Leadership eth-
ics tend to emphasise the benefits of implementing ethical practices within organisations, the 
importance of a leader’s values and virtues [5–7] and the positive effects of a leader’s behaviour 
on employees’ satisfaction, the organisational culture and stakeholders’ relationships [8, 9].

At the same time, the relevance of leadership has been growing in regard to innovative forms 
of social, environmental and integrated reporting, which place a strong emphasis both on the 
business model and the quality of leadership that directly or indirectly affects it. However, 
at present, the relationship between CSR and leadership has not been adequately ampli-
fied. Although some innovative topics, such as responsible leadership, have been emerging 
[10, 11], Du et al. [12] clearly highlight the persistence of certain deficiencies with regard to 
the interface between leadership and CSR: “despite a growing body of research document-
ing the business case of CSR, our knowledge of organisational antecedents to CSR remains 
embryonic” [12], p. 156. Addressing this gap, they investigate the roles of transformational 
and transactional leadership and the influence on the effectiveness of CSR in generating 
positive organisational outcomes.

Lack of research calls for further studies aimed to consider leadership components and prac-
tices. In particular, among the fields that are still underdeveloped, the relationship between 
CSR orientation and entrepreneurial/managerial virtues has not been adequately investigated 
or only partly addressed [6, 13], nor have previous studies expressively analysed entrepre-
neurial virtues intended as a transcendental perspective and virtues-based leadership and 
how they are reflected on the business model.

Drawing from these premises, the work aims to focus on entrepreneurial and managerial 
leadership models, such as charismatic and virtues-based leadership, and their contribution 
in developing sustainability-oriented strategies, capable of leading companies toward effec-
tive models of sustainable development [14]. The research question that orients the study can 
be summarized as follows: How does leadership affect the business model and its orientation 
toward sustainability?

Using a methodological approach, which merges the inductive and deductive perspective, 
this question orients a critical review of ethical-based leadership approaches, followed by 
the empirical analysis focused on a single case study [15] relative to a large Italian public 
company—Brunello Cucinelli Spa—driving attention to the models that are more coherent 
with the actual socio-economic context which require managers and entrepreneurs to govern 
the internal and external complexity and actively contribute to both the sustainability of the 
company and the local and global environment.

2. Leadership ethics: ethical and moral-based leadership

Leadership has a crucial role in shaping ethical organisational culture through leaders’ 
moral behaviour, corporate mission, vision and values, ethical criteria for recruiting/
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selection/promotions, evaluation processes and monitoring, ethical training programs, 
applying ethical values to decision making, daily routine and in intra-organisation pro-
cedures and structures [16]. Leadership behaviour ethics tend to emphasise the leaders’ 
behaviour and their values [8, 17].

The benefits of implementing ethical practices have been demonstrated by focusing on 
personal virtues held by leaders [6, 7, 13]. A fundamental pillar for the effectiveness of 
ethical commitments and the development of internal and external trust lies in a strong 
‘steer’ from the top [18, 19]. Ethical leadership requires personal attributes (honesty, abil-
ity to listen, allowing others autonomy of choice, openness, willingness to consult and to 
learn) and manifests itself in a series of executive behaviours (i.e., gaining a real under-
standing of the culture; building ethics and values into ‘hearts and minds’ by means of eth-
ics training programs; building ethical achievement into performance evaluation, creating 
channels of communication between the company and stakeholder groups, starting with 
employees) [20]. There are leaders who freely admit that they are driven by an intrinsic 
and contagious commitment to values. Leadership is not possible without ethics, because 
“being a moral leader and doing, acting with moral leadership are one” [21], p. 4 as shown 
in Table 1.

Moral behaviour and leadership are interrelated: on one hand, moral behaviour is influenced 
by situational factors such as role modelling, diffusion of responsibility, conformity, etc.; on 
the other hand, individual differences (i.e., personality and values) act as an antecedent of 
moral behaviour [22].

Moral leadership is inspired by constitutive moral elements: innovation, intuition and 
imagination [21]. Moral imagination entails perceiving norms, social roles and relation-
ships entwined in managerial decision-making. Moreover, it involves the ability to envi-
sion and evaluate new models that create new possibilities to reframe problems and create 
new solutions in ways that are economically viable and morally justifiable [23], p.93. 
Creative value management depends on the attention paid to all values that are at stake. 
Moral creativity fosters dynamic and innovative CSR strategies and actions and is linked 
to responsible and sustainable leadership [24, 25]. The organisational culture imbued with 

Being informed by values, emotional and  
reasoning capability, caring, visionary, proactive  
and innovative

Doing informed by relationships with all stakeholders, 
wanting to achieve the best for all and the common good

Balanced/in harmony with yourself
Reason and emotions
Integer (integrity)
Vision
Passionate
Responsible (ethical)
Trustworthy

Relational
Affective
Being there (crisis)
Caring
Communicating
Involving others
Responsive

Source: Our adaptation of Ref. [21].

Table 1. Doing and being a moral leader.
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moral leadership enjoys several benefits: understanding of the interdependence between 
stakeholders; learning environment; respect and trust; cooperation; responsibility and 
accountability. This is not an idealistic approach, being that it is possible to find companies 
(i.e., the Norwegian company Stormberg A/S, see [26]; The Loccioni Group, see [27]) that 
apply it.

2.1. Charismatic, transcendental and virtues-based leadership

The ability to “walk the talk of morals” is emphasised when maintaining trustworthiness and 
model attractiveness [28, 29] and is positively related to charismatic and transformational 
leadership [7, 30, 31]. Charismatic leaders are capable of turning problems into opportuni-
ties and resources thanks to their ability “to see the world” differently [32] and to create and 
maintain a work environment where people are emotionally and intellectually committed to 
the organisation’s goals. They build an energetic and positive attitude in others and inspire 
them to do their very best by creating a common sense of purpose [31]. Personal responsibil-
ity, vision, moral virtues, integrity, faith in personal commitment, shared social responsibility 
and solidarity are typical attributes of charismatic leaders [32], which leverage a virtuous 
corporate culture in an organisation [33].

The Globe research [34] identified several leadership dimensions, among which are ranked: 
charisma and ability to motivate members of the organisation by leveraging the transmis-
sion of corporate values; ability to create and manage working groups, orienting them 
toward common goals; level of members involvement in the decision-making process; level 
of compassion and generosity and the ability to provide human support to the members 
of the organisation.

When linked to spirituality, moral leadership has been viewed as the means by which reli-
gious beliefs impact leaders, the workplace and the society [32]. Ethical standards in busi-
ness settings, levels of corporate responsibility and the role of religion in business ethics 
are the interrelated concepts that support the idea of business “as a calling,” which leads 
to creating an ethical organisational culture, developing CSR and providing servant leader-
ship [35–37].

Although the world of business is dominated by rationality, efficiency and the pursuit of 
material goals, spiritual leadership assumes that leaders create a sense of spiritual mean-
ing in followers through values such as honesty, wisdom and humility [38]. Malloch [19] 
provides several examples of “spiritual enterprises” in which virtues are daily applied in the 
operative, organisational and strategic management. These companies—also called visionary 
companies—possess a high level of social and spiritual capital, are characterised by differ-
ent religious faiths and are diffused both in developed and emerging countries. Managers 
who hold a spiritual perspective on life are more ethical in their business conduct than those 
who do not hold a spiritual perspective [39]. In the Western world, the link to religion has 
often placed morality and wisdom into the private sphere, excluding it from being discussed 
openly as relevant to management and business altogether [18, 20]. The pursuit of material 
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goals “have dominated economic thinking both in theory and practice” [21], p. 9. However, 
literature comprising spirituality at work and spiritual leadership theory has become highly 
influential, especially in the USA. At the same time, this research strand has also attracted 
significant criticism [39].

Virtue ethics represent a developing approach within business, following with the recovery 
of the idea of virtue in mainstream philosophical ethics in the second half of the twentieth 
century [40, 41]. Among the virtue ethics there is a Neo-Aristotelian approach, which is 
applied to business ethics by several authors [42, 43]. Virtue ethics contribute to an environ-
ment for business that fosters the best practices [13] and allows us to understand the authen-
tic “roots” of CSR. Flores and Green [6] used the “Leadership Virtues Questionnaire” to 
measure four leader virtues (cardinal virtues): prudence, fortitude, temperance and justice, 
which were positively related to assessments of authentic leadership, ethical leadership and 
transformational leadership. A stakeholder dialogue and engagement based on virtue ethics 
is concerned about the development of a virtuous corporate culture that takes a long-term 
view [44].

As mentioned in the previous sections, Bastons [45] points out that such virtues intervene 
in the structuring of the decision-making processes and allow the integral development of a 
company and its stakeholders.

Bertland [41] states that one can better understand the action of a leader when viewed from 
the perspective of the capabilities approach. This perspective reflects on the role of organ-
isations in developing individual abilities and enriching the setting of the virtues ethics. 
Virtuous managers will be able to encourage employees and strengthen their talent, enhanc-
ing dignity, promoting positive relationships with customers and involving shareholders in 
social commitment.

Virtuous leadership goes beyond the debate on effectiveness, shifting the discourse to the 
concern of values, attitudes and behaviours that encourage transcendental development of 
leaders and followers [46]. Fry [38] defines transcendental leadership as a holistic model that 
concerns the whole person as it integrates the four essences of human existence: the body 
(physical essence), the mind (logical/rational thought), the heart (emotions and feelings) and 
the spirit.

The diffusion and growth of virtues in a company, however, oppose the barriers that Martin 
[47] identifies, primarily lacking, among the business leaders of today, a vision.

2.2. Responsible and sustainable leadership for a sustainable business model

The theoretical construct of responsible leadership derives from the intersection of the moral-
based leadership concepts with those of social responsibility and sustainability. It is charac-
terised by a multilevel approach that places the leader, his behaviour, attitudes and choices 
in the centre of the management of a company, a division or a team [48]. “A responsible 
leadership theory broadens the notion of leadership from a traditional leader-subordinate 

Entrepreneurship, Leadership and Charisma: Which Are the Links with Business Models…
http://dx.doi.org/10.5772/intechopen.70535

313



moral leadership enjoys several benefits: understanding of the interdependence between 
stakeholders; learning environment; respect and trust; cooperation; responsibility and 
accountability. This is not an idealistic approach, being that it is possible to find companies 
(i.e., the Norwegian company Stormberg A/S, see [26]; The Loccioni Group, see [27]) that 
apply it.

2.1. Charismatic, transcendental and virtues-based leadership

The ability to “walk the talk of morals” is emphasised when maintaining trustworthiness and 
model attractiveness [28, 29] and is positively related to charismatic and transformational 
leadership [7, 30, 31]. Charismatic leaders are capable of turning problems into opportuni-
ties and resources thanks to their ability “to see the world” differently [32] and to create and 
maintain a work environment where people are emotionally and intellectually committed to 
the organisation’s goals. They build an energetic and positive attitude in others and inspire 
them to do their very best by creating a common sense of purpose [31]. Personal responsibil-
ity, vision, moral virtues, integrity, faith in personal commitment, shared social responsibility 
and solidarity are typical attributes of charismatic leaders [32], which leverage a virtuous 
corporate culture in an organisation [33].

The Globe research [34] identified several leadership dimensions, among which are ranked: 
charisma and ability to motivate members of the organisation by leveraging the transmis-
sion of corporate values; ability to create and manage working groups, orienting them 
toward common goals; level of members involvement in the decision-making process; level 
of compassion and generosity and the ability to provide human support to the members 
of the organisation.

When linked to spirituality, moral leadership has been viewed as the means by which reli-
gious beliefs impact leaders, the workplace and the society [32]. Ethical standards in busi-
ness settings, levels of corporate responsibility and the role of religion in business ethics 
are the interrelated concepts that support the idea of business “as a calling,” which leads 
to creating an ethical organisational culture, developing CSR and providing servant leader-
ship [35–37].

Although the world of business is dominated by rationality, efficiency and the pursuit of 
material goals, spiritual leadership assumes that leaders create a sense of spiritual mean-
ing in followers through values such as honesty, wisdom and humility [38]. Malloch [19] 
provides several examples of “spiritual enterprises” in which virtues are daily applied in the 
operative, organisational and strategic management. These companies—also called visionary 
companies—possess a high level of social and spiritual capital, are characterised by differ-
ent religious faiths and are diffused both in developed and emerging countries. Managers 
who hold a spiritual perspective on life are more ethical in their business conduct than those 
who do not hold a spiritual perspective [39]. In the Western world, the link to religion has 
often placed morality and wisdom into the private sphere, excluding it from being discussed 
openly as relevant to management and business altogether [18, 20]. The pursuit of material 

Entrepreneurship - Development Tendencies and Empirical Approach312

goals “have dominated economic thinking both in theory and practice” [21], p. 9. However, 
literature comprising spirituality at work and spiritual leadership theory has become highly 
influential, especially in the USA. At the same time, this research strand has also attracted 
significant criticism [39].

Virtue ethics represent a developing approach within business, following with the recovery 
of the idea of virtue in mainstream philosophical ethics in the second half of the twentieth 
century [40, 41]. Among the virtue ethics there is a Neo-Aristotelian approach, which is 
applied to business ethics by several authors [42, 43]. Virtue ethics contribute to an environ-
ment for business that fosters the best practices [13] and allows us to understand the authen-
tic “roots” of CSR. Flores and Green [6] used the “Leadership Virtues Questionnaire” to 
measure four leader virtues (cardinal virtues): prudence, fortitude, temperance and justice, 
which were positively related to assessments of authentic leadership, ethical leadership and 
transformational leadership. A stakeholder dialogue and engagement based on virtue ethics 
is concerned about the development of a virtuous corporate culture that takes a long-term 
view [44].

As mentioned in the previous sections, Bastons [45] points out that such virtues intervene 
in the structuring of the decision-making processes and allow the integral development of a 
company and its stakeholders.

Bertland [41] states that one can better understand the action of a leader when viewed from 
the perspective of the capabilities approach. This perspective reflects on the role of organ-
isations in developing individual abilities and enriching the setting of the virtues ethics. 
Virtuous managers will be able to encourage employees and strengthen their talent, enhanc-
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relationship to a leader-stakeholder relationships” [12], p. 156. Responsible leadership is in 
fact described as “an ethical and socio-relational phenomenon that occurs in social interac-
tion processes” [10], p. 99. Accordingly, “building and cultivating ethically sound relations 
toward different stakeholders is an important responsibility of leaders in an interconnected 
stakeholder society” [10], p. 101.

Theories on responsible leadership thus emphasise the importance of approaching leader-
ship in the context of stakeholder theory [28, 49]. Responsible leadership requires leader to 
also engage in involving stakeholders with virtue and integrity to build the best community 
and workplace [50]. Therefore, it enables the integration of the leaders within the stakeholder 
community.

Magni and Pennarola [48] point out that the competencies of responsible leadership are 
centred on communication, involvement of people and the importance attributed to the 
development of a new corporate culture based on values and moral convictions. The 
responsible leadership model they developed rests on five pillars: stakeholder consider-
ation and ethical climate; integrity and climate oriented toward justice; role modelling and 
empowerment; climate geared toward diversity and inclusion and long-term orientation. 
Through this model, the responsible leader triggers a resilience path that guides the com-
pany toward sustainable development. Coherently, key factors of leadership style are the 
people strategy (the human resources management) and the culture (which enhances the 
basic values, such as accountability and transparency).The people strategy must be based 
on the enterprise conceived as a community of people. Therefore, its value is measured 
based on the commitment in bringing out the skills of its employees and this leads to the 
virtue of humility [51].

Responsible leadership rests on the idea that the responsible person must have flexible think-
ing (i.e., strategic and systematic), which includes the dimensions of logic (to sort, select and 
plan), ethics (foresight, transparency and perseverance) and aesthetic. Therefore, it requires 
specific cardinal virtues, such as prudence and perseverance.

Many approaches used for implementing CSR and sustainability have been predominantly 
inward-oriented and incapable of linking firms’ social responsibilities to the core business 
and the value creation processes [25]. The need for more outward-oriented approaches 
has been pointed out, claiming the relevance of a sustainable business model with regard 
to the firms’ value creation processes as a starting point [52, 53]. A sustainable business 
model is built upon the creation of value for all stakeholders and the natural environment, 
encompassing a wide range of changes that affect the company culture and values, trans-
lated into business practices and strategies, skills and knowledge, the leadership model 
and the internal and external relationship [54]. The sustainable business models are con-
structed through the interactions between individuals and groups inside and outside of 
companies [53, 55, 56]. Inquiring the nature of CSR leadership, Visser [25] observed that 
many characteristics (traits, styles, skills and knowledge) were associated with CSR lead-
ers. Namely, a set of key characteristics that distinguishes the leadership approach taken 
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by individuals tackling sustainability issues includes: systemic understanding, emotional 
intelligence, values orientation to shape culture, compelling vision, inclusive style, innova-
tive approach and a long-term perspective.

The theoretical constructs of sustainable leadership is thus closely linked to that of respon-
sible and CSR leadership. It shares the same theoretical setting and differs from the latter 
only because of a greater focus on the three dimensions of sustainable development (people, 
planet and profits) and the creation of a social capital necessary to face times of difficulty 
and crisis [49]. Namely, three main elements characterise sustainable leadership [57]: (1) the 
need to cultivate a way of being and acting immersed in sustainability values; (2) the root-
edness to the life processes and (3) being a dynamic, inclusive and collaborative process. 
Therefore, the leader’s role does not rest in guiding others, but in guiding with the others 
as a result of sharing the values and the vision of sustainability inside and outside of the 
company.

A possible “missing link” between theory and practice of sustainability in the daily life of 
companies can thus be attributed to the lack of attention toward a key factor for concretely 
implementing a sustainable business model, which is an authentic leadership model consis-
tent to the sustainability orientation and based on a moral and ethical construct. Sustainable 
leaders should be innovative and proactive in driving the change inside and outside the 
company toward sustainability. They should be capable to take the initiative without wait-
ing for political decisions or forced by norms and laws. They should not be oriented to a 
short-term financial and competitive success and to an opportunistic use of CSR, merely 
aimed to increase the company (and their own) legitimacy [58]. In other words, they should 
be authentic.

The word authentic derives from authento, “to have full power” [59]. Aristotle’s view of eth-
ics focused on one’s pursuit of the “higher good” achieved through self-realisation when 
the activity of the soul is aligned with virtue to produce a complete life. Such self-realisation 
is tied to one’s well-being or eudaemonia, a form of happiness that, in contrast to hedonism, 
arises from successfully performing activities that reflect one’s true calling. Departing from 
ancient Greek philosophy, a variety of leader authenticity definitions have advanced over the 
years and several theoretical, empirical and practitioner publications have been produced 
[60]. Authenticity encompasses four key components: (1) awareness (i.e., knowledge and trust 
in one’s thoughts, feelings, motives and values); (2) unbiased processing (i.e., objectivity in 
regard to the acceptance of one’s positive and negative attributes); (3) behaviour (i.e., acting 
based on one’s true preferences, values and needs rather than merely acting to please oth-
ers, secure rewards or avoid punishments) and (4) relational orientation (i.e., achieving and 
valuing truthfulness and openness in one’s close relationships [61]. This multi-component 
conceptualisation of authenticity has provided the theoretical foundation for several theories 
of authentic leadership [62].

Authenticity as a driver of entrepreneurial and managerial behaviour relates to the expres-
sion of integrity [9]. Entrepreneurial and managerial authenticity influences the nature and 
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extent of CSR approaches and explains the tendency toward a genuine and intrinsically 
based orientation to CSR and sustainability [25]. A lack of integrity in the organisation’s 
functioning, as well as in organisational practices, constitutes “companies’ vices,” which 
are often diffused in large public companies [20]. In the framework of leadership studies, 
authenticity emerges as a key factor. Fundamental pillars of authentic leadership include: 
the goal, the values, the heart, the relationships and self-discipline [63]. An authentic leader 
possesses a positive psychological capital (confidence, optimism, hope and resilience) and 
an elevated level of morality. He/she develops authentic relationships with followers, incre-
ments confidence and builds a work environment and a pleasant organisational climate, 
oriented toward sustainability. The mission-driven companies, which are guided by an 
authentic leader, are able to generate a much higher value (in economic, social and environ-
mental terms) than those who exclusively research profit results [63], such as the following 
case study demonstrates.

3. Methodology

The empirical research design has been developed using a qualitative approach [64] based 
on a single case study method [15, 65]. As a research strategy, the distinguishing character-
istic of the case study is that it attempts to examine: (a) a contemporary phenomenon in its 
real-life context, especially when (b) the boundaries between phenomenon and context are 
not clearly evident [66]. The ability of a case study researcher to portray a comprehensive 
analysis of phenomenon becomes important to capture the original vantage points from both 
sides [66], p. 260.

The case study is relative to an Italian company, namely Brunello Cucinelli, belonging to the 
fashion industry and based in the Umbria region. The company has been selected for its traits 
of excellence, both relative to the business model and the leadership model, which makes it an 
interesting laboratory on a scientific and managerial level. Brunello Cucinelli (the founding 
entrepreneur) has been collaborating for years with different universities and national and 
international research centres.

Data have been collected from two main sources. First, a document analysis of materials 
downloaded from the Internet site in a period of 3 months (Dec 2016–Feb 2017) have been car-
ried out. The documents include: annual and infra-annual reports, press releases and infor-
mation on the company’s principles posted on the website [67].

Secondly, a document analysis of books and articles relating to the company and their entre-
preneurs/managers published in newspapers in the last 5 years (2012–2016) (national and 
international newspapers downloaded by the company corporate website) has been carried 
out [68].

Information have been selected in order to cover the following topics: mission and basic 
values of the companies; business models; leadership model; strategies and stakeholder 
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initiatives (stakeholder engagement). A manual coding of the texts and statements/speeches 
of managers/entrepreneurs has been performed.

4. Brunello Cucinelli Spa

4.1. Company profile

Brunello Cucinelli Spa is an Italian couture house of approximately 1400 employees listed on 
the Italian electronic stock exchange (MTA). The company was founded in 1978 by Brunello 
Cucinelli, stylist and entrepreneur, in the medieval hamlet of Solomeo, a small hilltop village 
located on the outskirts of Perugia (Umbria, Italy). Currently, it represents one of the most 
exclusive brands and testimonials of Italian lifestyle worldwide in the international luxury 
prêt-à-porter sector, specialised in cashmere. Brunello Cucinelli Spa’s success, whose financial 
results are briefly shown in Table 2, is rooted in the history and legacy of great craftsmanship 
as well as in modern design: a quality strategy founded on a combination of high quality 
material, innovation, creativity and artisan skill.

Brunello Cucinelli, Chairman and CEO of the company, commented on this data: “Another 
splendid year for our industry has just ended with double digit revenue growth and a very agreeable 
image of our brand at a universal level. To all our esteemed employees, co-workers, clients and share-
holders, who help us feel like custodians of creation, we would like to express our most heartfelt thank 
you, thank you, thank you.”

Brunello Cucinelli brand is an expression of a sophisticated concept of a contemporary life-
style. The brand is firmly rooted in quality excellence, Italian craftsmanship and creativity, 
which are the foundations on which the company’s growth can be built in the long run. The 
positive results that have been achieved confirm the sustainability of the business model 
and mark the company’s long-term growth project, which together with the development of 
human resources falls in with the concept of “humanistic capitalism,” an integral part of the 
Group’s DNA.

Net revenues €456.0 million, +10.1% at current exchange rates compared to December 31, 2015

Growth in all distribution 
channels

Retail mono-brand +17.1%, wholesale mono-brand +2.4% and wholesale multi-
brand +4.2%

Net debt Approximately €51 million on December 31, 2016, a decrease on the figure of €56.4 
million on December 31, 2015

Investment Approximately €30 million in 2016

2015 EBITDA € 69.1 million (up by 11.0% compared to 2014)

Source: Corporate website: www.brunellocucinelli.com

Table 2. Brunello Cucinelli Spa’s preliminary results (2016).
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4.2. The leader’s philosophy and the business model

The humanistic enterprise model trigged by the so-called Prince of Solomeo [68] derives from 
the vision and charisma of the founder, Brunello Cucinelli, born in 1953 in a peasant family 
in Castel Rigone, a fifteenth century little hamlet near Perugia. After obtaining a diploma as 
surveyor, he enrolled in the faculty of Engineering. However, he dropped out in 1978 to set up 
a small company and implement his basic intuition. The business idea was to dye cashmere, 
which at that point had mainly come in natural or more basic colours. In 1982, after getting 
married, Brunello moved to Solomeo, a small, ancient town in Umbria, where, in 1985, he 
purchased the fourteenth century tumbledown castle that became the corporate headquarters 
and venue, making his dreams come true.

Indeed, Solomeo became a great workshop for him to build his success as an entrepreneur 
capable of putting a contemporary form of “neo-humanistic capitalism” into practice, which 
is a different way of doing business in the twenty-first century, where profit can be sought 
without damaging mankind. This concept of contemporary capitalism has been defined by 
the press as an innovative example of “humanistic capitalism.” This vision was rooted in 
Brunello as a boy, when he witnessed his father working in an unwelcoming environment. 
He became a close observer of the world, thus developing his dream to promote a concept of 
work that ensured respect for the moral and economic dignity of human beings. This is the 
key element to understanding Brunello’s personality and the success of his business, which is 
intended not only as a wealth-generating entity but also as a driver to develop capitalism that 
enhances human beings. Brunello’s philosophy can be summarised in his words: “During my 
lifetime, I have always nurtured a dream: useful work to achieve an important goal. I have always felt 
that business profit alone was not enough to fulfil my dream and a higher purpose was to be found.” 
Over the years, Brunello has been acknowledged by national and international honours, such 
as the “Knight of Industry” nomination assigned by the President of the Italian Republic and 
an honorary degree in Philosophy and Ethics of Human Relations from the University of 
Perugia.

In 2012, the company was listed in the Stock Exchange market, not only for financial reason 
but also because the wider participation in his business activity represented an opportunity to 
spread Brunello’s ideals of capitalism, conceived as a new Renaissance in its infancy, a golden 
century resting on the great values of humanity. Sustainability of growth and healthy profit-
ability are distinctive features of the company.

Accordingly, many projects were triggered to make these ideals come true. In 2013, the 
Solomeo School of Arts and Crafts was established and is located in the Forum of Art, 
built exclusively by Umbrian master craftsmen. It also includes the Neo-humanistic 
Aurelian Library, the Gymnasium, the Amphitheatre and the Theatre, because Brunello’s 
vision requires that the memory of an important humanistic factor such as craftsman-
ship is preserved and passed on to future generations. Moreover, the Project for Beauty 
presented in 2014 and supported by the Brunello and Federica Cucinelli Foundation 
entails the creation of three huge parks in the valley at the foot of the Solomeo hill (the 
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Agricultural Park, the Secular Youth Club Park and the Industry Park), recovering part 
of the property occupied by old abandoned factories and using it to grow trees, orchards 
and lawns. This initiative symbolises the crucial value of earth, “from which all things 
are” and highlights the duty to restore the dignity of the land and to act as a guardian 
of creation. Excellent quality, Italian craftsmanship, creativity and exclusive distribution 
are the pillars and foundations of corporate identity and philosophy, which nurture the 
business model (Figure 1).

The foundations of the business model are (1) search for top-notch quality, excellence in 
craftsmanship and manual work and skills; (2) exclusive products, which are expressions of 
authentic Made in Italy and (3) the preservation of values that make up the company’s DNA: 
dignity of work, profit and a special relationship with the surrounding territory, in a “gra-
cious” and constant long-term development plan (Tables 3 and 4). Brunello Cucinelli has set 
up an innovative business dimension, that is, a reality in which the human being lies at the 
core of the company and work is seen as an expression of human value, where profit becomes 
a means to achieve the higher end of the ultimate good to improve the workers’ lives. Besides 
the fundamental values and general principles of compliance with the law, honesty, transpar-
ency, fairness and good faith (as per the company’s Code of Ethics), strategic priority is given 
to sustainable development objectives, including the well-being of all those working for and 
cooperating with the company as well as the company’s responsibility vis-a-vis humanity. 
This orientation represents a value proposition for customers who are always receptive to 
ethics and sustainability.

Figure 1. Brunello Cucinelli Spa’s business model. Source: Brunello Cucinelli Annual report (2016).
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as the “Knight of Industry” nomination assigned by the President of the Italian Republic and 
an honorary degree in Philosophy and Ethics of Human Relations from the University of 
Perugia.

In 2012, the company was listed in the Stock Exchange market, not only for financial reason 
but also because the wider participation in his business activity represented an opportunity to 
spread Brunello’s ideals of capitalism, conceived as a new Renaissance in its infancy, a golden 
century resting on the great values of humanity. Sustainability of growth and healthy profit-
ability are distinctive features of the company.

Accordingly, many projects were triggered to make these ideals come true. In 2013, the 
Solomeo School of Arts and Crafts was established and is located in the Forum of Art, 
built exclusively by Umbrian master craftsmen. It also includes the Neo-humanistic 
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vision requires that the memory of an important humanistic factor such as craftsman-
ship is preserved and passed on to future generations. Moreover, the Project for Beauty 
presented in 2014 and supported by the Brunello and Federica Cucinelli Foundation 
entails the creation of three huge parks in the valley at the foot of the Solomeo hill (the 
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Agricultural Park, the Secular Youth Club Park and the Industry Park), recovering part 
of the property occupied by old abandoned factories and using it to grow trees, orchards 
and lawns. This initiative symbolises the crucial value of earth, “from which all things 
are” and highlights the duty to restore the dignity of the land and to act as a guardian 
of creation. Excellent quality, Italian craftsmanship, creativity and exclusive distribution 
are the pillars and foundations of corporate identity and philosophy, which nurture the 
business model (Figure 1).

The foundations of the business model are (1) search for top-notch quality, excellence in 
craftsmanship and manual work and skills; (2) exclusive products, which are expressions of 
authentic Made in Italy and (3) the preservation of values that make up the company’s DNA: 
dignity of work, profit and a special relationship with the surrounding territory, in a “gra-
cious” and constant long-term development plan (Tables 3 and 4). Brunello Cucinelli has set 
up an innovative business dimension, that is, a reality in which the human being lies at the 
core of the company and work is seen as an expression of human value, where profit becomes 
a means to achieve the higher end of the ultimate good to improve the workers’ lives. Besides 
the fundamental values and general principles of compliance with the law, honesty, transpar-
ency, fairness and good faith (as per the company’s Code of Ethics), strategic priority is given 
to sustainable development objectives, including the well-being of all those working for and 
cooperating with the company as well as the company’s responsibility vis-a-vis humanity. 
This orientation represents a value proposition for customers who are always receptive to 
ethics and sustainability.

Figure 1. Brunello Cucinelli Spa’s business model. Source: Brunello Cucinelli Annual report (2016).
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Gracious growth and healthy profitability, deriving from the attention that Brunello Cucinelli 
shows unconditionally and consistently to the surrounding community and all stakeholders, 
are the key to long-term development.

In the annual report section devoted to Shareholders and Values, we can read his statement: 
“I would like our products to speak of our land and place of origin, while we strive to work 
with dignity, tolerance and respect”. Being shareholders of Brunello Cucinelli means: sup-
porting and sharing a value system and philosophy that places the human being at the core 
of every business project; sharing a very long-term project of sustainable and ethical profit 
growth, according to a business model that has enabled the brand to become a world-class 
member of the “absolute luxury” segment thanks to craftsmanship, top-notch quality and 
exclusive distribution and investing in a sound company whose balance sheets report positive 
results year in and year out, with sustainable growth that enables the brand to safeguard its 
exclusivity and positioning in the absolute luxury category, seizing long-term development 
opportunities.

The decline of consumerism in 
favour of a fair use of things

“Consuming means impoverishing and depleting, whereas if we use our 
resources reasonably, they have the time to grow back. The well-being of 
society coincides with a fair use of things, therefore a gracious, sustainable 
and healthy growth turns out to be perhaps more human. We need agracious 
growth” (La Repubblica, September 20, 2014).

Humanist artisans of the web “Thanks to new technological horizons our tradition of seeking knowledge, 
human relations and the circulation of ideas can reverberate with new exciting 
energy, a deeply ethical and social one. The quality of knowledge and therefore 
of life improves only if critical thinking progresses along with innovation. The 
time has come to humanise the web” (QN, June 22, 2016).

Pleasant peripheries “Peripheries are often seen in a negative fashion. However, city outskirts, such 
as Solomeo, are beautiful places when their humanity and the dignity of the 
people living there can express themselves fully. We must be able to envisage 
and imagine a new concept of periphery, a place that respects the dignity of 
human beings and things alike.”
“In ancient Greek the word ‘periphery’ signified circumference, a circle, 
namely the most perfect of all shapes. Peripheries must be pleasant places, 
where people acknowledge their identity and find meaning in their existence. 
“The Project of beauty carried out in Solomeo means giving back to nature and 
to the wonderful landscape of the Umbrian hills covering over 80 hectares of 
land” (La Repubblica, November 27, 2014).

A fair working life “A fair working life rests on the same ideal principles as a fair use of things. 
Work, regardless of its nature and kind, should never encroach upon people’s 
life, their rest, the time they need to find a balance between their soul and 
their body. In our company, it is forbidden to work past the agreed working 
time. Employers should never steal the soul of their workers by depriving 
them of the time they need to lead a healthy life. In this regard, it is worth 
recalling a suitable statement by Saint Benedict who warned that every day 
we should ‘look after our mind through study and our soul through prayer 
and work’ (La Repubblica: Capitalism must keep step with mankind,” June 21, 
2016).

Source: Our elaboration from the Brunello Cucinelli website.

Table 3. Some pillars of Brunello’s philosophy and sustainable business model.
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Principle/pillar Practice

Italian craftsmanship and manual skills
“passion for beauty and the recognition of talented 
people who can make items that are sought after across 
the globe.”
“Italian craftsmanship and manual skills epitomise 
the beauty of our products, our culture, our identity. 
Being acknowledged as “artisanal industrialists” is a 
value that is maintained over time”

The design of collections and development of samples are carried 
out in-house by a team of over 100 people striving to combine 
innovation, creativity and manual skills and are entrusted to over 
300 independent highly specialised artisan workshops mostly 
based in Umbria

Centrality of communication (transparency): 
the corporate philosophy is strongly rooted 
in the humanistic culture and in the teachings 
of ancient figures (such as Socrates, Aristotle, 
Seneca, Saint Benedict, Saint Francis and Saint 
Augustine) targeting social and existential “well-
being” that goes hand-in-hand with the growth 
of the company’s true value

The corporate communication strategy hinges on:
- communicating the values embodied in the company’s 

philosophy
- communicating the taste and lifestyle of the Brunello Cucinelli 

universe and his way of interpreting humanity

Valuing people: to take interest in each employee 
as a person, not just as a resource

Brunello Cucinelli calls the employees “thinking souls,” thus 
revealing the people-centred approach, the concept of work as a 
full expression of the human being and the philosophical inquiry 
and care of workers
“Our comprehensive quality is the result of the inner quality of each 
and every one of us” (B. Cucinelli)

Developing people: to treat everyone (employees 
and collaborators) with great respect, favouring 
opportunities for personal and professional 
growth and promoting change inside and 
outside the organisation

Dignity and guardianship: Brunello Cucinelli is a humanistic 
company, based on ethics and production. “I found it increasingly 
difficult not to adopt a concept of work and human action based on 
positivity and belief in the future” (B. Cucinelli)

Building community
Brunello Cucinelli built a sense of community 
within the organisation by always nurturing the 
growth of personal and community culture and 
socio-economic environment

The entrepreneur is a genuine expression of the Umbrian region. 
He carefully safeguards the sensitivity and values of this land
“We must listen to the genius loci, the spirit of place: for centuries, 
Solomeo has produced olive oil and wine, and now it produces 
cashmere” (B. Cucinelli)
The humanistic vision, the search for the beauty and the passion for 
original handcrafted products are generated by a spiritual tension, 
that has its roots in the medieval and Renaissance history and 
culture, enlightened by the religious experiences of Saint Francis of 
Assisi and Saint Benedict of Norcia, by Giotto’s and Perugino

Displaying authenticity
The leader displays authenticity in personal and 
professional choices

“Beauty generates value. We feel responsible for the beauty in the 
world” (B. Cucinelli).
The School of Arts and Crafts in Solomeo aims to train human 
beings and strives to dignify work focusing on “Art, culture and 
spirituality, which meet in absolute freedom to enhance human 
awareness” (B. Cucinelli). Culture and beauty emphasise human 
creativity; they are a treasure to be safeguarded which enable 
Brunello Cucinelli to blend tradition and modernity and work in 
harmony with the local and global dimensions

Sharing leadership
The entrepreneur puts trust in employees 
and leads by example inspiring vision of the 
organisation’s future

In their pursuit of the “humanistic enterprise,” people work to 
achieve a shared objective, a system of non-material values that 
represent the living core of the company
“We believe that success is something to be shared” (B. Cucinelli)

Source: Our elaboration.

Table 4. Business and leadership model features in theory and practice.
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5. Discussion and concluding remarks

Drawing from the case analysis, several traits characterise the ethical-based and charismatic 
leadership model emerged [31–33, 36, 37]. Since its foundation, the company pursues a sus-
tainable-oriented business model that is positively affected by a leadership style tied to a 
moral-based and servant leadership and is founded on integrity [27]. The latter is coherent 
and consistent to the business strategy, its mission, goals and organisational culture.

A leadership model imbued with a moral foundation rests on values and virtues. Accordingly, 
at the centre, the entrepreneur/manager puts people, their lives and well-being. Valuing people, 
respecting and protecting the environment, preserving the social and cultural framework and 
sharing ideas and objectives with stakeholders are the pillars of the company’s success [25].

Even if the results of the empirical analysis cannot be generalised, the explorative study con-
tributes to grasp some important traits of the leadership model, which are positively con-
nected to a multidimensional and long-term growth, oriented to pursue economic, social and 
environmental objectives.

First, responsible leadership may be widespread within businesses, affecting the different 
levels: individual (favouring the passage from “me to us” through collaboration and shared 
responsibility); team (through the development of mutual relations of trust and open commu-
nication) and organisation (structuring a coherent vision and a mission). It rests on the idea 
that the responsible person must have flexible thinking (i.e., strategic and systematic), which 
includes the dimensions of logic (to sort, select and plan), ethics (foresight, transparency and 
perseverance) and aesthetic. Therefore, it requires specific cardinal virtues, such as prudence 
and perseverance [44].

Second, entrepreneurial and managerial leadership styles and models play a crucial role 
in shaping organisational culture, especially through leaders’ moral behaviour and val-
ues and the ethical criteria applied to decision-making, which affect daily routine and 
intra-organisation procedures and structures [16]. Namely, a set of key characteristics 
that distinguishes the leadership approach taken by individuals tackling sustainability 
issues includes [25]: systemic understanding (a responsible leadership results from the 
interaction between an organisation’s social, environmental and economic context and 
the characteristics of individual leaders); emotional intelligence (the ability and the real 
inspiration to unlock human potential and motivate people); values orientation to shape 
culture (a values-based approach nurtured by morality and spirituality is critical); com-
pelling vision (the ability to effectively communicate a compelling narrative on how their 
organisations can contribute to creating a better world); inclusive style (the leader and the 
followers working together to get to certain outcomes); innovative approach (a willingness 
to innovate and be radical, stimulating lateral thinking and cross-functional, collaborative 
problem solving since complex problems require creative solutions) and a long-term per-
spective (long-term thinking on impacts in terms of sustainability).

In light of these preliminary results, additional research should deepen the link and coher-
ence between sustainable business models and leadership models as well as the benefits and 

Entrepreneurship - Development Tendencies and Empirical Approach322

outcomes of the ethical-based and charismatic leadership model. Moreover, further empiri-
cal studies could provide rich descriptions of this observation in a variety of organisational 
sectors [53, 56]. Despite its limitations, due to the fact that results cannot be generalised, 
being based on a single case study, the work has both scientific and managerial implications. 
On the one hand, it contributes to understand the relationship between leadership and the 
business model, which is still under-investigated. On the other hand, it exemplifies resilience 
derived from a sustainable business model, activated through relationships among internal 
and external stakeholders and supported by a coherent leadership approach. As such, the 
research project helps to improve the education of the sustainability-oriented process and 
sustainable leadership in the real business context, thus opening new trajectories for a fruitful 
convergence of theory and practice.
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1. Introduction

Entrepreneurship can be seen today as the engine for economic growth and one of the most 
important factors of competitiveness. In a world of constant change, this process is associated 
with the individuals’ ability to adapt successfully to the constant transformations in society. 
Therefore, it is imperative to promote and enhance entrepreneurship and foster an “entre-
preneurial culture” in society with a view to achieving social, economic, technological, and 
organizational development [1, 2].

Everyone can be an entrepreneur, as long as the context provides the necessary stimuli; 
education is an example par excellence of one way of achieving this goal, while leverag-
ing business and job creation. The teaching-learning process allows combining the acquisi-
tion of knowledge and skills, which are of utmost importance for the active integration of 
young people into society [3]. Hence, the role and importance of entrepreneurship in the 
academic arena becomes essential in terms of groundwork for skills development, a process 
that can best prepare students for the job market. To corroborate this statement, the European 
Commission believes that the increased investment in entrepreneurship must be carried out 
preferably through education, namely entrepreneurship education, which may contribute to 
increasing the levels of innovation and economic growth of a nation or country (Comissão das 
Comunidades [4]). Although structural conditions play a key role in the moment to under-
take, individuals’ perception of themselves and their skills is equally important [5].

In this study, we analyzed the role of the predictor variables entrepreneurial motivations (scale 
validated by Parreira et al. [6]), opportunities and resources to undertake (scale validated by 
Parreira et al. [7]), incentives for entrepreneurship (scale validated by Parreira et al. [8]), and self-
efficacy [9] on students’ entrepreneurial potential, while controlling for the academic preparation 
and desire to undertake variables.

In order to provide a framework for this research, a literature review was performed on the 
concepts and factors associated with the topic. Afterward, data were collected using question-
naires that were designed and validated by the research team for this purpose. Data were ana-
lyzed and processed, and the results were interpreted based on the perspectives found in the 
literature review and the model underlying the Poliempreende project. This study describes 
these steps, the study limitations, and proposals for future research.

2. Development

2.1. Entrepreneurship

According to Sarkar [10], entrepreneurship is not a recent phenomenon, although it has 
been used in different contexts throughout history. Nevertheless, the literature suggests that 
its popularity has been revived, emerging as a “sudden discovery” for economic develop-
ment, especially in times of crisis. The term entrepreneur derives from the French words entre 
(between) and prendre (to take), and means being in the market between the supplier and 
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the consumer. In other words, the entrepreneur acts as an “intermediary,” as someone who 
facilitates the exchange process between the supplier and the market. According to Saraiva 
[11], entrepreneurship “corresponds to an articulated set of cultural aspects, attitudes, meth-
odologies, stimuli mechanisms, and environments that aim to promote an integrated imple-
mentation of cycles of dream, design, implementation, and acceleration of new organizational 
realities, creating added value” (op. cit., p. 34).

In the twentieth century, this concept changed profoundly when Schumpeter [12] rejected the 
prevailing terminological definition and argued that the entrepreneur should be the driving 
force of the economic system, simultaneously playing the role of leader and agent of innova-
tion. In this sense, entrepreneurship can be defined as an innovative act that leads to a new 
capacity to create wealth [13], or the creation of a new organization [14]. There are many defi-
nitions of entrepreneurship in the literature, but the definition of its constitutive elements is 
not consensual. However, several authors have proposed different definitions with elements 
in common. These elements will be described later on.

The entrepreneurship movement expanded the most in the 1980s [1], particularly in some 
countries. In fact, in countries where the academy invested in entrepreneurship education, 
the increasingly recognized value of entrepreneurship as an engine for development and 
fight against unemployment has led to an increase in the number of jobs available and the 
reduction of unemployment rates [1, 15]. According to these authors, these results suggest 
that entrepreneurs are the real drivers of the market economy. As previously mentioned, if 
entrepreneurship is considered as the discovery, exploration, and evaluation of opportuni-
ties to create goods and services, by creating conditions for the development of an entrepre-
neurial culture, we are supporting the economic, social, and/or technological development 
and growth of societies. Therefore, entrepreneurship is very likely to have a positive impact 
on value creation, as a powerful engine for economic and social development, in which the 
entrepreneur plays a crucial role [2]. The agents of entrepreneurship are able to take risks 
and transform ambiguous situations into business opportunities in order to achieve success 
[16, 17]. Entrepreneurs can then be seen as individuals with the ability to take risks by facing 
ambiguous situations from an optimistic perspective, seeing them as an opportunity or possi-
bility for business or value creation, who are capable of designing and implementing projects, 
and encouraging those who collaborate with them, with an attitude of constant challenge and 
desire to overcome indifference.

2.2. Education in higher education and incentives

According to Volkmann [18], entrepreneurship education began in American universities. 
The Harvard Business School was the first institution to design and implement a program in 
this area in 1947. Since then, several business schools and universities have started to offer 
entrepreneurship education and promoting academic paths in this area based on the premise 
that entrepreneurship can be taught and learned [19]. In this respect, Gerba [20] sees entre-
preneurship education as an educational program that aims to provide students with knowl-
edge, skills, and motivation to boost business success. It is also seen as a means to develop 
entrepreneurial intentions by raising students’ interest for entrepreneurship. In this way, 
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Parreira et al. [7]), incentives for entrepreneurship (scale validated by Parreira et al. [8]), and self-
efficacy [9] on students’ entrepreneurial potential, while controlling for the academic preparation 
and desire to undertake variables.

In order to provide a framework for this research, a literature review was performed on the 
concepts and factors associated with the topic. Afterward, data were collected using question-
naires that were designed and validated by the research team for this purpose. Data were ana-
lyzed and processed, and the results were interpreted based on the perspectives found in the 
literature review and the model underlying the Poliempreende project. This study describes 
these steps, the study limitations, and proposals for future research.

2. Development

2.1. Entrepreneurship

According to Sarkar [10], entrepreneurship is not a recent phenomenon, although it has 
been used in different contexts throughout history. Nevertheless, the literature suggests that 
its popularity has been revived, emerging as a “sudden discovery” for economic develop-
ment, especially in times of crisis. The term entrepreneur derives from the French words entre 
(between) and prendre (to take), and means being in the market between the supplier and 
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the consumer. In other words, the entrepreneur acts as an “intermediary,” as someone who 
facilitates the exchange process between the supplier and the market. According to Saraiva 
[11], entrepreneurship “corresponds to an articulated set of cultural aspects, attitudes, meth-
odologies, stimuli mechanisms, and environments that aim to promote an integrated imple-
mentation of cycles of dream, design, implementation, and acceleration of new organizational 
realities, creating added value” (op. cit., p. 34).

In the twentieth century, this concept changed profoundly when Schumpeter [12] rejected the 
prevailing terminological definition and argued that the entrepreneur should be the driving 
force of the economic system, simultaneously playing the role of leader and agent of innova-
tion. In this sense, entrepreneurship can be defined as an innovative act that leads to a new 
capacity to create wealth [13], or the creation of a new organization [14]. There are many defi-
nitions of entrepreneurship in the literature, but the definition of its constitutive elements is 
not consensual. However, several authors have proposed different definitions with elements 
in common. These elements will be described later on.

The entrepreneurship movement expanded the most in the 1980s [1], particularly in some 
countries. In fact, in countries where the academy invested in entrepreneurship education, 
the increasingly recognized value of entrepreneurship as an engine for development and 
fight against unemployment has led to an increase in the number of jobs available and the 
reduction of unemployment rates [1, 15]. According to these authors, these results suggest 
that entrepreneurs are the real drivers of the market economy. As previously mentioned, if 
entrepreneurship is considered as the discovery, exploration, and evaluation of opportuni-
ties to create goods and services, by creating conditions for the development of an entrepre-
neurial culture, we are supporting the economic, social, and/or technological development 
and growth of societies. Therefore, entrepreneurship is very likely to have a positive impact 
on value creation, as a powerful engine for economic and social development, in which the 
entrepreneur plays a crucial role [2]. The agents of entrepreneurship are able to take risks 
and transform ambiguous situations into business opportunities in order to achieve success 
[16, 17]. Entrepreneurs can then be seen as individuals with the ability to take risks by facing 
ambiguous situations from an optimistic perspective, seeing them as an opportunity or possi-
bility for business or value creation, who are capable of designing and implementing projects, 
and encouraging those who collaborate with them, with an attitude of constant challenge and 
desire to overcome indifference.

2.2. Education in higher education and incentives

According to Volkmann [18], entrepreneurship education began in American universities. 
The Harvard Business School was the first institution to design and implement a program in 
this area in 1947. Since then, several business schools and universities have started to offer 
entrepreneurship education and promoting academic paths in this area based on the premise 
that entrepreneurship can be taught and learned [19]. In this respect, Gerba [20] sees entre-
preneurship education as an educational program that aims to provide students with knowl-
edge, skills, and motivation to boost business success. It is also seen as a means to develop 
entrepreneurial intentions by raising students’ interest for entrepreneurship. In this way, 
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education on this topic has become increasingly relevant, and some authors even believe that 
entrepreneurship education goes beyond the mere training for the creation of a new business. 
For example, Ramayah et al. [21] consider that entrepreneurship allows individuals to learn to 
be innovative, to have the ability to integrate experiences, to easily improve knowledge, atti-
tudes, and behaviors, which, in turn, will help them to create, innovate, and evaluate business 
opportunities. In addition, according to the Commission of the European Communities [22], 
entrepreneurship education has clear benefits, helping students to become more creative and 
self-confident in their tasks and to act in a socially responsible way toward success.

According to Testas and Moreira [19], there are few entrepreneurs in Portugal, which means that 
the educational system needs to be restructured to respond to the current crisis and high level 
of unemployment. According to Duarte and Esperança [17], entrepreneurship in Portuguese 
higher education faces some barriers, both in relation to students and teachers/researchers: stu-
dents lack entrepreneurial skills and motivation to undertake and have difficulty in obtaining 
financial support; teachers and researchers face a clearly weak link between academic/teaching 
environment, the business world, and the real market needs, as well as difficulties in obtaining 
funding for projects with the consequent lack of motivation and little investment in this area. 
Therefore, the financial and governmental support is insufficient to promote entrepreneur-
ship, and the incentives are still poorly and ineffectively managed. In this way, opportunities 
to support valuable projects are often lost, with an impact on economy and society. As previ-
ously said, in the fulfillment of their role to train students, higher education institutions should 
empower and motivate them for entrepreneurial initiatives, stimulating the creation of compa-
nies that simultaneously generate jobs and develop the economy [2, 23].

2.3. Entrepreneurial motivations

Many authors believe that there are motivational factors that guide the individual to undertake, 
making the entrepreneurial process clearer and more understandable [24–26]. Motivation helps 
to describe the process that impels individuals to engage in entrepreneurial behaviors (Hornsby 
& Kuratko, [27]). In addition, it is essential to identify the entrepreneurial motivations so that 
policy-makers, within their sphere of influence, can suggest more effective programs to sup-
port and promote a successful entrepreneurship [28]. Entrepreneurial motivations have been 
widely discussed, largely due to the wide range of influencing factors. In recent years, several 
authors have been investigating the influences of the environment and the characteristics of 
the opportunities to create businesses. In addition to these factors, individuals’ characteristics 
and specificities should be taken into account given their key role in decision-making [29]. 
Therefore, understanding what motivates individuals to undertake, as well as identifying 
entrepreneurs’ typical personality traits, is important for both researchers and academics [1].

The need for achievement is one of the most extensively studied motivator and is derived 
from McClelland’s human motivation theory [30]. The achievement drive translates into the 
individual’s ambition to start new businesses and guide their growth. This motivator helps to 
understand the entrepreneurial activity [30, 31] and may be associated with knowledge acqui-
sition, motivating students to create their businesses based on their own analyses [2]. A study 
on the characteristics of entrepreneurs found higher scores in the need for independence 
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among entrepreneurs than among the general population [32]. This motivator is also found 
among academic communities [14, 33], although it characterizes most entrepreneurs rather 
than being restricted to these communities [31]. Another motivator for most entrepreneurs is 
the accomplishment of a business opportunity as a real possibility, with an effective potential 
for achievement [2]. According to Shane and Venkataraman [34], opportunities allow intro-
ducing new services, goods, and organizing methods into the market in a profitable way. This 
is why opportunity is seen as one of the best motivators that guide entrepreneurial behaviors. 
Although the need for admiration and recognition is a human trait, we live in a “harmfully” 
competitive society, where recognition and acceptance from others become a necessity early 
in life [35]. Notoriety and social status can also motivate most entrepreneurs to establish their 
own businesses [2]. Finally, the family’s role is also a motivator to undertake to the extent that 
family plays a key social and economic role in business creation and development. Family 
businesses are among the main sources of job creation in market economies [36].

2.4. Environmental influences

The influence of the environment in entrepreneurial behaviors has been extensively inves-
tigated. Several studies have provided relevant information to create favorable conditions 
for the development of entrepreneurship ([37]; Taylor, [38]). According to these authors, the 
environment consists of a set of exogenous factors that create conditions for the develop-
ment of entrepreneurial activities. Thus, institutions, regulations, laws, policies, knowledge, 
and networks influence the entrepreneurial activity. According to Kuratko and Hodgetts 
[39], the environment consists of external opportunities that influence the organization. 
Entrepreneurship, as a social dynamic process, results from the interaction between entrepre-
neur, team, opportunity, idea, and available resources [40].

According to Gartner [41], the discussion about the environment should refer to the avail-
ability of resources, the existence of skilled labor force, the accessibility of suppliers, mar-
kets, and customers, the governmental influences, the purchasing power, the conditions 
of the implementation area, and the level of industrialization. In addition to the environ-
ment, other authors emphasize the importance of culture as a factor capable of promot-
ing or restricting entrepreneurial behaviors. Therefore, the environmental analysis should 
encompass economic, infrastructural, and political aspects [37]. According to Nayab [42], 
the major environmental influences are cultural and social variables, such as governmental 
and economic policies, and resource availability. Social and cultural influences relate to 
social organization, the social attitudes toward the business and its beginning [43], and 
the beliefs that have an impact on individuals’ behaviors and attitudes [2]. Demographic 
changes and changes resulting from more consumerist lifestyles are also environmental 
influences, with an emphasis on social networks since they influence individuals’ entrepre-
neurial behaviors [2, 44].

Carsud and Johnson [44] advocate that, with regard to the governmental influences expressed 
in the State ideologies, there is a tendency for more liberal governments to have a more positive 
perspective of entrepreneurship as a strategic and development area of society. However, these 
policies tend to be unstable and temporary, which can encourage or discourage entrepreneurship. 
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education on this topic has become increasingly relevant, and some authors even believe that 
entrepreneurship education goes beyond the mere training for the creation of a new business. 
For example, Ramayah et al. [21] consider that entrepreneurship allows individuals to learn to 
be innovative, to have the ability to integrate experiences, to easily improve knowledge, atti-
tudes, and behaviors, which, in turn, will help them to create, innovate, and evaluate business 
opportunities. In addition, according to the Commission of the European Communities [22], 
entrepreneurship education has clear benefits, helping students to become more creative and 
self-confident in their tasks and to act in a socially responsible way toward success.

According to Testas and Moreira [19], there are few entrepreneurs in Portugal, which means that 
the educational system needs to be restructured to respond to the current crisis and high level 
of unemployment. According to Duarte and Esperança [17], entrepreneurship in Portuguese 
higher education faces some barriers, both in relation to students and teachers/researchers: stu-
dents lack entrepreneurial skills and motivation to undertake and have difficulty in obtaining 
financial support; teachers and researchers face a clearly weak link between academic/teaching 
environment, the business world, and the real market needs, as well as difficulties in obtaining 
funding for projects with the consequent lack of motivation and little investment in this area. 
Therefore, the financial and governmental support is insufficient to promote entrepreneur-
ship, and the incentives are still poorly and ineffectively managed. In this way, opportunities 
to support valuable projects are often lost, with an impact on economy and society. As previ-
ously said, in the fulfillment of their role to train students, higher education institutions should 
empower and motivate them for entrepreneurial initiatives, stimulating the creation of compa-
nies that simultaneously generate jobs and develop the economy [2, 23].

2.3. Entrepreneurial motivations

Many authors believe that there are motivational factors that guide the individual to undertake, 
making the entrepreneurial process clearer and more understandable [24–26]. Motivation helps 
to describe the process that impels individuals to engage in entrepreneurial behaviors (Hornsby 
& Kuratko, [27]). In addition, it is essential to identify the entrepreneurial motivations so that 
policy-makers, within their sphere of influence, can suggest more effective programs to sup-
port and promote a successful entrepreneurship [28]. Entrepreneurial motivations have been 
widely discussed, largely due to the wide range of influencing factors. In recent years, several 
authors have been investigating the influences of the environment and the characteristics of 
the opportunities to create businesses. In addition to these factors, individuals’ characteristics 
and specificities should be taken into account given their key role in decision-making [29]. 
Therefore, understanding what motivates individuals to undertake, as well as identifying 
entrepreneurs’ typical personality traits, is important for both researchers and academics [1].

The need for achievement is one of the most extensively studied motivator and is derived 
from McClelland’s human motivation theory [30]. The achievement drive translates into the 
individual’s ambition to start new businesses and guide their growth. This motivator helps to 
understand the entrepreneurial activity [30, 31] and may be associated with knowledge acqui-
sition, motivating students to create their businesses based on their own analyses [2]. A study 
on the characteristics of entrepreneurs found higher scores in the need for independence 
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among entrepreneurs than among the general population [32]. This motivator is also found 
among academic communities [14, 33], although it characterizes most entrepreneurs rather 
than being restricted to these communities [31]. Another motivator for most entrepreneurs is 
the accomplishment of a business opportunity as a real possibility, with an effective potential 
for achievement [2]. According to Shane and Venkataraman [34], opportunities allow intro-
ducing new services, goods, and organizing methods into the market in a profitable way. This 
is why opportunity is seen as one of the best motivators that guide entrepreneurial behaviors. 
Although the need for admiration and recognition is a human trait, we live in a “harmfully” 
competitive society, where recognition and acceptance from others become a necessity early 
in life [35]. Notoriety and social status can also motivate most entrepreneurs to establish their 
own businesses [2]. Finally, the family’s role is also a motivator to undertake to the extent that 
family plays a key social and economic role in business creation and development. Family 
businesses are among the main sources of job creation in market economies [36].

2.4. Environmental influences

The influence of the environment in entrepreneurial behaviors has been extensively inves-
tigated. Several studies have provided relevant information to create favorable conditions 
for the development of entrepreneurship ([37]; Taylor, [38]). According to these authors, the 
environment consists of a set of exogenous factors that create conditions for the develop-
ment of entrepreneurial activities. Thus, institutions, regulations, laws, policies, knowledge, 
and networks influence the entrepreneurial activity. According to Kuratko and Hodgetts 
[39], the environment consists of external opportunities that influence the organization. 
Entrepreneurship, as a social dynamic process, results from the interaction between entrepre-
neur, team, opportunity, idea, and available resources [40].

According to Gartner [41], the discussion about the environment should refer to the avail-
ability of resources, the existence of skilled labor force, the accessibility of suppliers, mar-
kets, and customers, the governmental influences, the purchasing power, the conditions 
of the implementation area, and the level of industrialization. In addition to the environ-
ment, other authors emphasize the importance of culture as a factor capable of promot-
ing or restricting entrepreneurial behaviors. Therefore, the environmental analysis should 
encompass economic, infrastructural, and political aspects [37]. According to Nayab [42], 
the major environmental influences are cultural and social variables, such as governmental 
and economic policies, and resource availability. Social and cultural influences relate to 
social organization, the social attitudes toward the business and its beginning [43], and 
the beliefs that have an impact on individuals’ behaviors and attitudes [2]. Demographic 
changes and changes resulting from more consumerist lifestyles are also environmental 
influences, with an emphasis on social networks since they influence individuals’ entrepre-
neurial behaviors [2, 44].

Carsud and Johnson [44] advocate that, with regard to the governmental influences expressed 
in the State ideologies, there is a tendency for more liberal governments to have a more positive 
perspective of entrepreneurship as a strategic and development area of society. However, these 
policies tend to be unstable and temporary, which can encourage or discourage entrepreneurship. 
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Therefore, other types of support are necessary, such as more funding, less bureaucracy, and the 
creation of infrastructures to facilitate entrepreneurship.

The economic factors that influence entrepreneurship encompass the organization of the 
economy, the purchasing power, and the levels of confidence in the economy of a given soci-
ety. Although the economic development of a society impacts the creation of opportunities, 
these tend to emerge in times of recession [1, 2].

Despite this, resource availability is regarded as another important factor, namely the avail-
ability of financial, human, material, and physical resources; human resources allow for busi-
ness accomplishment and the creation of a reliable team, while material and physical resources 
influence the productive processes [2]. According to these authors, Portuguese entrepreneurs 
highlight eight environmental factors: profit expectation, predisposition to seek incentives, 
easy supply, easy creation of structure, taking advantage of other companies’ lack of success,  
easy identification of customers, family support and easy creation of a business, and, finally, easy  
identification and understanding of the competition. In parallel, it is important to understand 
these environmental influences and factors to raise awareness about entrepreneurship, and, 
consequently, boost the economy.

2.5. Self-efficacy

Self-efficacy can be defined as a personality trait that is easily associated with various desirable 
characteristics in the modern world, such as the motivation to learn or persistence, rather than a 
professional goal or performance [45–47]. Its analysis can provide important guidance and self-
knowledge tools since perceived self-efficacy is positively correlated with an individual’s suc-
cess in specific activities [48]. According to Bandura [49, 50], self-efficacy beliefs are among the 
factors that comprise the psychological mechanisms governing motivation. In fact, this author 
was a pioneer in the conceptual definition of self-efficacy and proposed a “Social Learning 
Theory,” which suggests that learning happens through behavioral modeling. Self-efficacy 
enables individuals to shape their perceptions about their own ability to perform a certain task 
successfully (or not). According to Bandura [5], perceived self-efficacy is defined as people’s 
beliefs about their capabilities to produce designated levels of performance that exercise influ-
ence over events that affect their lives. According to this theory, individuals’ self-efficacy can 
influence their feelings, thoughts, behaviors, or motivation in a given activity or situation.

Bandura [5, 50, 51] argues that self-efficacy is a dynamic construct that changes as new infor-
mation and experiences are acquired. The author proposes four sources that may affect the 
level of perceived self-efficacy. The first source relates performance outcomes, suggesting that 
people’s perception of their capabilities tend to improve if their prior experience provided 
them with positive information. The second source—vicarious experiences—relates to the pos-
sibility of the individual observing others experiencing situations of success and/or failure. 
According to Bandura [5], seeing similar people succeed through personal effort raises the 
observers’ belief that they too have the skills to perform and succeed in comparable situa-
tions. The third source of influence on the individual’ self-efficacy is verbal persuasion, which 
suggests that a person can influence the level of self-efficacy of another person by providing 
verbal information about the task and the person’s ability to perform it. Finally, the fourth 
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source of influence is physiological feedback (emotional arousal), through which people experi-
ence sensations from their body and the way they perceive this emotional arousal influences 
their beliefs of efficacy; thus, individuals are more likely to experience success if they do not 
feel anxious about a social object or situation. According to Marakas et al. [52], two assump-
tions are particularly important in Bandura’s proposal [50]: self-efficacy is a strong predictor 
of task performance, and all the definitions of the construct refer to how people perceive their 
capabilities to successfully perform a specific task.

In this way, self-efficacy and self-perception can be considered essential in entrepreneurship 
since individuals with higher self-efficacy are able to invest more effort and persist longer 
than those with low self-efficacy [49].

3. Method

3.1. Sample

The sample is composed of students from 17 Portuguese higher education polytechnic institu-
tions that integrate the Poliempreende project. The sample was divided by polytechnic insti-
tute, study area (health, management, technology, and social sciences), and degree year, as 
well as by gender, student status, marital status, and the existence of entrepreneurs in the 
family. A total of 40 questionnaires were applied to each degree year of each of the above-
mentioned areas. The final sample included 6532 students with a mean age of 22 years (mini-
mum age of 17 and maximum age of 59 years), and was mostly composed of female students 
(64%). Table 1 describes the sample in detail.

3.2. Instruments

Data were collected using a self-administered questionnaire entitled Personal Motivations 
and Facilitating Factors of Entrepreneurship. The questionnaire was designed by a team of five 
experts from different areas [2] based on scales about the reasons for creating a business, 
the social and environmental influences, and the support for business creation. These scales 
took into account the work done by the Society for Associated Researchers on International 
Entrepreneurship (SARIE) to which several renowned theorists contributed (e.g., [53]; 
Baumal, [54]), as well as McClelland’s achievement motivators [30], the work of Pereira [31] 
on entrepreneurs’ social representations, and the relevant issues arising from the reality of the 
institutions or the Poliempreende project.

3.2.1. Scale of opportunities and resources to undertake

The scale was composed of 22 items rated on a 5-point Likert scale (1—of little importance 
to 5—very important). Respondents rated each item based on the degree of importance that 
they assigned to the opportunities and resources to undertake. An exploratory factor analysis 
(EFA) was performed with half of the sample (randomly divided), from which four factors 
emerged: resource availability, business stability, economic and political instability, and business  
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Therefore, other types of support are necessary, such as more funding, less bureaucracy, and the 
creation of infrastructures to facilitate entrepreneurship.

The economic factors that influence entrepreneurship encompass the organization of the 
economy, the purchasing power, and the levels of confidence in the economy of a given soci-
ety. Although the economic development of a society impacts the creation of opportunities, 
these tend to emerge in times of recession [1, 2].

Despite this, resource availability is regarded as another important factor, namely the avail-
ability of financial, human, material, and physical resources; human resources allow for busi-
ness accomplishment and the creation of a reliable team, while material and physical resources 
influence the productive processes [2]. According to these authors, Portuguese entrepreneurs 
highlight eight environmental factors: profit expectation, predisposition to seek incentives, 
easy supply, easy creation of structure, taking advantage of other companies’ lack of success,  
easy identification of customers, family support and easy creation of a business, and, finally, easy  
identification and understanding of the competition. In parallel, it is important to understand 
these environmental influences and factors to raise awareness about entrepreneurship, and, 
consequently, boost the economy.

2.5. Self-efficacy

Self-efficacy can be defined as a personality trait that is easily associated with various desirable 
characteristics in the modern world, such as the motivation to learn or persistence, rather than a 
professional goal or performance [45–47]. Its analysis can provide important guidance and self-
knowledge tools since perceived self-efficacy is positively correlated with an individual’s suc-
cess in specific activities [48]. According to Bandura [49, 50], self-efficacy beliefs are among the 
factors that comprise the psychological mechanisms governing motivation. In fact, this author 
was a pioneer in the conceptual definition of self-efficacy and proposed a “Social Learning 
Theory,” which suggests that learning happens through behavioral modeling. Self-efficacy 
enables individuals to shape their perceptions about their own ability to perform a certain task 
successfully (or not). According to Bandura [5], perceived self-efficacy is defined as people’s 
beliefs about their capabilities to produce designated levels of performance that exercise influ-
ence over events that affect their lives. According to this theory, individuals’ self-efficacy can 
influence their feelings, thoughts, behaviors, or motivation in a given activity or situation.

Bandura [5, 50, 51] argues that self-efficacy is a dynamic construct that changes as new infor-
mation and experiences are acquired. The author proposes four sources that may affect the 
level of perceived self-efficacy. The first source relates performance outcomes, suggesting that 
people’s perception of their capabilities tend to improve if their prior experience provided 
them with positive information. The second source—vicarious experiences—relates to the pos-
sibility of the individual observing others experiencing situations of success and/or failure. 
According to Bandura [5], seeing similar people succeed through personal effort raises the 
observers’ belief that they too have the skills to perform and succeed in comparable situa-
tions. The third source of influence on the individual’ self-efficacy is verbal persuasion, which 
suggests that a person can influence the level of self-efficacy of another person by providing 
verbal information about the task and the person’s ability to perform it. Finally, the fourth 
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source of influence is physiological feedback (emotional arousal), through which people experi-
ence sensations from their body and the way they perceive this emotional arousal influences 
their beliefs of efficacy; thus, individuals are more likely to experience success if they do not 
feel anxious about a social object or situation. According to Marakas et al. [52], two assump-
tions are particularly important in Bandura’s proposal [50]: self-efficacy is a strong predictor 
of task performance, and all the definitions of the construct refer to how people perceive their 
capabilities to successfully perform a specific task.

In this way, self-efficacy and self-perception can be considered essential in entrepreneurship 
since individuals with higher self-efficacy are able to invest more effort and persist longer 
than those with low self-efficacy [49].

3. Method

3.1. Sample

The sample is composed of students from 17 Portuguese higher education polytechnic institu-
tions that integrate the Poliempreende project. The sample was divided by polytechnic insti-
tute, study area (health, management, technology, and social sciences), and degree year, as 
well as by gender, student status, marital status, and the existence of entrepreneurs in the 
family. A total of 40 questionnaires were applied to each degree year of each of the above-
mentioned areas. The final sample included 6532 students with a mean age of 22 years (mini-
mum age of 17 and maximum age of 59 years), and was mostly composed of female students 
(64%). Table 1 describes the sample in detail.

3.2. Instruments

Data were collected using a self-administered questionnaire entitled Personal Motivations 
and Facilitating Factors of Entrepreneurship. The questionnaire was designed by a team of five 
experts from different areas [2] based on scales about the reasons for creating a business, 
the social and environmental influences, and the support for business creation. These scales 
took into account the work done by the Society for Associated Researchers on International 
Entrepreneurship (SARIE) to which several renowned theorists contributed (e.g., [53]; 
Baumal, [54]), as well as McClelland’s achievement motivators [30], the work of Pereira [31] 
on entrepreneurs’ social representations, and the relevant issues arising from the reality of the 
institutions or the Poliempreende project.

3.2.1. Scale of opportunities and resources to undertake

The scale was composed of 22 items rated on a 5-point Likert scale (1—of little importance 
to 5—very important). Respondents rated each item based on the degree of importance that 
they assigned to the opportunities and resources to undertake. An exploratory factor analysis 
(EFA) was performed with half of the sample (randomly divided), from which four factors 
emerged: resource availability, business stability, economic and political instability, and business  
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Total (N = 6532)

n % M SD

Gender

Male 2252 34.5

Female 4194 64.2

No answer 86 1.3

Age (years) 22.28 5.34

Degree area

Health 1816 27.8

Technology 1647 25.2

Social sciences 1336 20.5

Management 1500 23.0

No answer 233 3.6

Degree year

1st year 2055 31.5

2nd year 2218 34.0

3rd year 1706 26.1

4th year 462 7.1

No answer 91 1.4

Student status

Students 5359 82.0

Working students 1077 16.5

No answer 96 1.5

Marital status

Single 5836 89.3

Divorced 89 1.4

Married 409 6.3

Co-habiting 108 1.7

No answer 90 1.4

Polytechnic Institute (PI)

PI Beja 469 7.2

PI Bragança 255 3.9

PI Castelo Branco 387 5.9

PI Cávado e Vale do Ave 322 4.9

PI Coimbra 513 7.9

PI Guarda 463 7.1
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opportunities, which are responsible for 60.37% of total variance. A confirmatory factor analy-
sis (CFA) was performed with the other half of the sample, which showed good indices of 
fit, namely normed fit index (NFI) = .949 [55] and standardized root mean square residual 
(SRMR) = .045 [56], and acceptable indices of fit, namely tucker-lewis index (TLI) = .945 [56], 
comparative fit index (CFI) = .954 [57], and root mean square of approximation (RMSEA) = .050 
[55, 58], thus confirming the dimensional structure previously found in the principal compo-
nent analysis (PCA). Cronbach’s alpha coefficient showed an excellent reliability, α = .903, 
since it is greater than .80 [59].

3.2.2. Scale of entrepreneurial motivations

The scale was composed of 17 items measured on a 5-point Likert scale (1—of little impor-
tance to 5—very important). Respondents rated each item based on the degree of importance 
that they assigned to the motivations to undertake. An EFA was performed with half of the 
sample (randomly divided), from which four factors emerged: motivation—family and social 
achievement, motivation—resources and income, motivation—prestige, and motivation—learning and  
development. A CFA was performed with the other half of the sample, which showed good indi-
ces of fit (NFI = .906, CFI = .911, TLI = .887, and RMSEA = .070). The scale showed discriminant 
validity and reliability. In both samples, Cronbach’s alpha coefficients were greater than .70, 
indicating an adequate internal consistency.

3.2.3. Scale of incentives to entrepreneurship

The final version of this scale was composed of 15 items measured on a 5-point Likert scale 
(1—of little importance to 5—very important). Respondents rated each item based on the 
degree of importance that they assigned to the incentives to create a business.

Total (N = 6532)

n % M SD

PI Leiria 492 7.5

PI Lisboa 276 4.2

PI Portalegre 150 2.3

PI Porto 448 6.9

PI Santarém 500 7.7

PI Setúbal 405 6.2

PI Viana Castelo 477 7.3

PI Viseu 549 8.4

PI Tomar 187 2.9

ESEnfC 185 2.8

EST-UAlgarve 454 7.0
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Total (N = 6532)

n % M SD

Gender

Male 2252 34.5

Female 4194 64.2

No answer 86 1.3

Age (years) 22.28 5.34

Degree area

Health 1816 27.8

Technology 1647 25.2

Social sciences 1336 20.5

Management 1500 23.0

No answer 233 3.6

Degree year

1st year 2055 31.5

2nd year 2218 34.0

3rd year 1706 26.1

4th year 462 7.1

No answer 91 1.4

Student status

Students 5359 82.0

Working students 1077 16.5

No answer 96 1.5

Marital status

Single 5836 89.3

Divorced 89 1.4

Married 409 6.3

Co-habiting 108 1.7

No answer 90 1.4

Polytechnic Institute (PI)

PI Beja 469 7.2

PI Bragança 255 3.9

PI Castelo Branco 387 5.9

PI Cávado e Vale do Ave 322 4.9

PI Coimbra 513 7.9

PI Guarda 463 7.1
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opportunities, which are responsible for 60.37% of total variance. A confirmatory factor analy-
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development. A CFA was performed with the other half of the sample, which showed good indi-
ces of fit (NFI = .906, CFI = .911, TLI = .887, and RMSEA = .070). The scale showed discriminant 
validity and reliability. In both samples, Cronbach’s alpha coefficients were greater than .70, 
indicating an adequate internal consistency.
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An EFA was performed with half of the sample (randomly divided), from which two factors 
emerged: financial and governmental incentives, and educational and consultancy incentives, which 
account for 58.87% of the variance.

The CFA performed with the other half of the sample confirmed the two-factor structure 
obtained, showing good indices of fit (NFI = .888, SRMR = .049, CFI = .890, TLI = .868, and 
RMSEA = .06). In both samples, Cronbach’s alpha coefficients were greater than .85, indicating 
a good internal consistency.

3.2.4. Composite scores

Three composite scores were derived for this research: entrepreneurial potential, academic prepa-
ration to undertake, and desire to undertake. All three composites were rated on a scale from 1 to 
5, in which 1 is of little importance and 5 is very Important.

The composite score for the entrepreneurial potential resulted from the score sum obtained in 
the following items: I find entrepreneurship attractive; As an entrepreneur I would achieve my life 
goals, and As an entrepreneur I would feel satisfied with my job. The composite score for academic 
preparation to undertake, was obtained through the following items: My degree prepares me to 
be self-employed (autonomous), and My degree prepares me to create my own business. Finally, the 
composite score for the desire to undertake was calculated based on the following items: My 
desire to be self-employed (autonomous) and My desire to create my own business.

All scores showed a Cronbach’s alpha coefficient greater than .80, thus revealing a good inter-
nal consistency (Nunnally, [60]): α = .819 in entrepreneurial potential, α = .841 in academic prepa-
ration, and α = .861 in desire to undertake.

3.2.5. Self-efficacy

Finally, self-efficacy was measured based on the mean scores of the following items to assess 
the self-efficacy dimension of the Self-Concept Clinical Inventory [9], measured on a 5-point 
Likert scale (from 1—strongly disagree to 5—strongly agree): I am capable of assuming responsi-
bility for something until the end, even though it may have unpleasant consequences; Generally speak-
ing, I usually face my problems and solve them; When I have an idea that seems to be good, I like to put 
make it work; As a rule, I am persistent in solving my problems; I consider myself competent in what I 
do; I like to succeed in the things I undertake; and I always find energy to overcome my problems. 
PCA indicated the unidimensionality of the self-efficacy measure: eigenvalue = 3.28, 18.25% of 
explained variance, with s > .653, for an adequate sample, kaiser-meyer-olkin measure of sampling 
adequac (KMO) = .864, Bartlett’s test with X2(21) = 11585.38, p < .001. It showed a Cronbach’s 
alpha coefficient of α = .809, indicating a good internal consistency (Nunnally [60]).

3.3. Procedures

The questionnaires were distributed and applied to the students of the higher education 
polytechnic institutes by the Poliempreende project coordinators, who were also responsible 
for collecting them after completion in their respective institution. All ethical principles of a 
research study were complied with the researchers explained the study purposes, partici-
pants gave their informed consent, and anonymity was ensured at all times.
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4. Results

In the scale of entrepreneurial motivations, the highest scores were obtained in the factors 
motivation—family and social achievement (M = 4.11, SD = .69) and motivation—learning and devel-
opment (M = 4.01, SD = .59). In relation to the scale of opportunities and resources to undertake, 
the highest mean scores were obtained in the factors resource availability (M = 3.86, SD = .68) 
and business stability (M = 3.82, SD = .59). In the scale of incentives to entrepreneurship, the 
factors financial and governmental incentives (M = 3.94, SD = .69) and educational and consultancy 
incentives obtained the same mean score (M = 3.94, SD = .68).

The entrepreneurial potential score showed the higher mean score (M = 11.17), standing above 
the midpoint of the score (9 points). Taking into account that the reference values are the 
same, students’ entrepreneurial potential is higher than their desire to undertake, t(6429) = 146.12, 
p < .001. The academic preparation to undertake score, composed of two items, showed a mean 
score above the midpoint of the score (5.6). The same is not true for the desire to undertake 
score, whose mean score is significantly below the mid-point of the score. These results are 
presented in Table 2.

The entrepreneurial potential has only a moderate correlation (values between .30 and .50) with 
the factor motivation—learning and development from the scale of entrepreneurial motivations 
(r = .36). Most of the correlations between the entrepreneurial potential and the remaining fac-
tors are low (values between .10 and .30). Therefore, in the scale of entrepreneurial motiva-
tions, the factors motivation—family and social achievement (r = .21), motivation—resources and 
income (r = .18), and motivation—prestige (r = .17) show a low correlation with the entrepreneurial 
potential. In this scale, motivation—learning and development is the only factor that shows no cor-
relation with the entrepreneurial potential. In the scale of opportunities and resources to under-
take, the factors resource availability (r = .27), business stability (r = .29), and business opportunities 
(r = .12) show a low correlation with the entrepreneurial potential. In this scale, economic and 
political instability is the only factor that shows no correlation (r = .08) with the entrepreneurial 
potential. Finally, in the scale of incentives to Entrepreneurship, both factors have a low cor-
relation with the entrepreneurial potential: the first factor, financial and governmental incentives, 
shows a correlation of r = .27, and the second factor, education and consultancy incentives, shows 
a correlation of r = .26. The academic preparation also shows a low correlation with the entrepre-
neurial potential (r = .22). These results are shown in Table 3.

Based on the results obtained in Model 1, the academic preparation explained 4.7% (R2 = .047) 
of the entrepreneurial potential. From Model 1 to Model 2, the delta is equal to .115, which 
means that students’ entrepreneurial motivations increased by 11.5% the predictive ability of 
the entrepreneurial potential. In Model 3 (R2 = .175), the introduction of predictors related to 
opportunities and resources to undertake only increased by 1.4% (=.014) the explained vari-
ance of the entrepreneurial potential. In Model 4 (R2 = .182), the introduction of the incentives 
to entrepreneurship only increased the entrepreneurial potential by 0.7% (ΔR2 = .007). Finally, 
the introduction of the self-efficacy measure, in Model 5, contributed to a 3.6% increase 
(ΔR2 = .036) of the variance in the entrepreneurial potential in relation to the previous models. 
In total, all of the predictors accounted for 21.8% of the entrepreneurial potential. These results 
are shown in Table 4.
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emerged: financial and governmental incentives, and educational and consultancy incentives, which 
account for 58.87% of the variance.

The CFA performed with the other half of the sample confirmed the two-factor structure 
obtained, showing good indices of fit (NFI = .888, SRMR = .049, CFI = .890, TLI = .868, and 
RMSEA = .06). In both samples, Cronbach’s alpha coefficients were greater than .85, indicating 
a good internal consistency.

3.2.4. Composite scores

Three composite scores were derived for this research: entrepreneurial potential, academic prepa-
ration to undertake, and desire to undertake. All three composites were rated on a scale from 1 to 
5, in which 1 is of little importance and 5 is very Important.

The composite score for the entrepreneurial potential resulted from the score sum obtained in 
the following items: I find entrepreneurship attractive; As an entrepreneur I would achieve my life 
goals, and As an entrepreneur I would feel satisfied with my job. The composite score for academic 
preparation to undertake, was obtained through the following items: My degree prepares me to 
be self-employed (autonomous), and My degree prepares me to create my own business. Finally, the 
composite score for the desire to undertake was calculated based on the following items: My 
desire to be self-employed (autonomous) and My desire to create my own business.

All scores showed a Cronbach’s alpha coefficient greater than .80, thus revealing a good inter-
nal consistency (Nunnally, [60]): α = .819 in entrepreneurial potential, α = .841 in academic prepa-
ration, and α = .861 in desire to undertake.

3.2.5. Self-efficacy

Finally, self-efficacy was measured based on the mean scores of the following items to assess 
the self-efficacy dimension of the Self-Concept Clinical Inventory [9], measured on a 5-point 
Likert scale (from 1—strongly disagree to 5—strongly agree): I am capable of assuming responsi-
bility for something until the end, even though it may have unpleasant consequences; Generally speak-
ing, I usually face my problems and solve them; When I have an idea that seems to be good, I like to put 
make it work; As a rule, I am persistent in solving my problems; I consider myself competent in what I 
do; I like to succeed in the things I undertake; and I always find energy to overcome my problems. 
PCA indicated the unidimensionality of the self-efficacy measure: eigenvalue = 3.28, 18.25% of 
explained variance, with s > .653, for an adequate sample, kaiser-meyer-olkin measure of sampling 
adequac (KMO) = .864, Bartlett’s test with X2(21) = 11585.38, p < .001. It showed a Cronbach’s 
alpha coefficient of α = .809, indicating a good internal consistency (Nunnally [60]).

3.3. Procedures

The questionnaires were distributed and applied to the students of the higher education 
polytechnic institutes by the Poliempreende project coordinators, who were also responsible 
for collecting them after completion in their respective institution. All ethical principles of a 
research study were complied with the researchers explained the study purposes, partici-
pants gave their informed consent, and anonymity was ensured at all times.
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4. Results

In the scale of entrepreneurial motivations, the highest scores were obtained in the factors 
motivation—family and social achievement (M = 4.11, SD = .69) and motivation—learning and devel-
opment (M = 4.01, SD = .59). In relation to the scale of opportunities and resources to undertake, 
the highest mean scores were obtained in the factors resource availability (M = 3.86, SD = .68) 
and business stability (M = 3.82, SD = .59). In the scale of incentives to entrepreneurship, the 
factors financial and governmental incentives (M = 3.94, SD = .69) and educational and consultancy 
incentives obtained the same mean score (M = 3.94, SD = .68).

The entrepreneurial potential score showed the higher mean score (M = 11.17), standing above 
the midpoint of the score (9 points). Taking into account that the reference values are the 
same, students’ entrepreneurial potential is higher than their desire to undertake, t(6429) = 146.12, 
p < .001. The academic preparation to undertake score, composed of two items, showed a mean 
score above the midpoint of the score (5.6). The same is not true for the desire to undertake 
score, whose mean score is significantly below the mid-point of the score. These results are 
presented in Table 2.

The entrepreneurial potential has only a moderate correlation (values between .30 and .50) with 
the factor motivation—learning and development from the scale of entrepreneurial motivations 
(r = .36). Most of the correlations between the entrepreneurial potential and the remaining fac-
tors are low (values between .10 and .30). Therefore, in the scale of entrepreneurial motiva-
tions, the factors motivation—family and social achievement (r = .21), motivation—resources and 
income (r = .18), and motivation—prestige (r = .17) show a low correlation with the entrepreneurial 
potential. In this scale, motivation—learning and development is the only factor that shows no cor-
relation with the entrepreneurial potential. In the scale of opportunities and resources to under-
take, the factors resource availability (r = .27), business stability (r = .29), and business opportunities 
(r = .12) show a low correlation with the entrepreneurial potential. In this scale, economic and 
political instability is the only factor that shows no correlation (r = .08) with the entrepreneurial 
potential. Finally, in the scale of incentives to Entrepreneurship, both factors have a low cor-
relation with the entrepreneurial potential: the first factor, financial and governmental incentives, 
shows a correlation of r = .27, and the second factor, education and consultancy incentives, shows 
a correlation of r = .26. The academic preparation also shows a low correlation with the entrepre-
neurial potential (r = .22). These results are shown in Table 3.

Based on the results obtained in Model 1, the academic preparation explained 4.7% (R2 = .047) 
of the entrepreneurial potential. From Model 1 to Model 2, the delta is equal to .115, which 
means that students’ entrepreneurial motivations increased by 11.5% the predictive ability of 
the entrepreneurial potential. In Model 3 (R2 = .175), the introduction of predictors related to 
opportunities and resources to undertake only increased by 1.4% (=.014) the explained vari-
ance of the entrepreneurial potential. In Model 4 (R2 = .182), the introduction of the incentives 
to entrepreneurship only increased the entrepreneurial potential by 0.7% (ΔR2 = .007). Finally, 
the introduction of the self-efficacy measure, in Model 5, contributed to a 3.6% increase 
(ΔR2 = .036) of the variance in the entrepreneurial potential in relation to the previous models. 
In total, all of the predictors accounted for 21.8% of the entrepreneurial potential. These results 
are shown in Table 4.
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Model 1 shows that the academic preparation significantly predicts the entrepreneurial poten-
tial (β = .217). In Model 2, after the introduction of variables from the scale of entrepreneur-
ial motivations, the academic preparation (β = .149) and motivation—learning and development 
(β = .303) were the most predictive variables of the entrepreneurial potential. In Model 3, after 
the introduction of the variables from the scale of opportunities and resources to undertake, 
the predictive variables were academic preparation (β = .147), motivation—learning and develop-
ment (β = .253) from the scale of entrepreneurial motivations, and the variable business stability 
from the scale inserted in this model (β = .115). After the introduction of the scale of incentives 
to entrepreneurship to Model 4, the predictive variables of the entrepreneurial potential were 
the academic preparation (β = .151), and motivation—learning and development (β = .239) from 
the scale of entrepreneurial motivations. In this model, the predictive variable of the scale of 
incentives to entrepreneurship, although with a low predictive value, was the financial and 
governmental incentives (β = .076). Finally, after the introduction of the self-efficacy to Model 5, 
the academic preparation (β = .135), motivation—learning and development (β = .181) from the scale 
of entrepreneurial motivations, and the variable self-efficacy (β = .216) inserted in this model 
were the most predictive variables of the entrepreneurial potential.

Reference 
values Min. Max. M SD

Entrepreneurial motivations
F1. Family and social achievement

1–5 1 5 4.11 0.69

F2. Resources and income 1–5 1 5 3.26 0.81

F3. Prestige 1–5 1 5 3.45 0.82

F4. Learning and development 1–5 1 5 4.01 0.59

Total scale 1–5 1 5 3.75 0.55

Opportunities and resources to undertake
F1. Resource availability

1–5 1 5 3.86 0.68

F2. Business stability 1–5 1 5 3.82 0.59

F3. Economic and political instability 1–5 1 5 2.96 1.06

F4. Economic and political instability 1–5 1 5 3.28 0.95

Total scale 1–5 1 5 3.67 0.54

Incentives to entrepreneurship
F1. Financial and governmental incentives

1–5 1 5 3.94 0.69

F2. Educational and consultancy incentives 1–5 1 5 3.94 0.68

Total scale 1–5 1 5 3.93 0.64

Academic preparation to undertake 2–10 2 10 6.11 1.97

Entrepreneurial potential 3–15 3 15 11.17 2.11

Desire to undertake 2–10 2 10 6.63 2.71

Self-efficacy 1–5 1 5 4.04 0.52

Table 2. Reference values, minimum, maximum, and standard deviations for the measures under analysis.
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Model 1 shows that the academic preparation significantly predicts the entrepreneurial poten-
tial (β = .217). In Model 2, after the introduction of variables from the scale of entrepreneur-
ial motivations, the academic preparation (β = .149) and motivation—learning and development 
(β = .303) were the most predictive variables of the entrepreneurial potential. In Model 3, after 
the introduction of the variables from the scale of opportunities and resources to undertake, 
the predictive variables were academic preparation (β = .147), motivation—learning and develop-
ment (β = .253) from the scale of entrepreneurial motivations, and the variable business stability 
from the scale inserted in this model (β = .115). After the introduction of the scale of incentives 
to entrepreneurship to Model 4, the predictive variables of the entrepreneurial potential were 
the academic preparation (β = .151), and motivation—learning and development (β = .239) from 
the scale of entrepreneurial motivations. In this model, the predictive variable of the scale of 
incentives to entrepreneurship, although with a low predictive value, was the financial and 
governmental incentives (β = .076). Finally, after the introduction of the self-efficacy to Model 5, 
the academic preparation (β = .135), motivation—learning and development (β = .181) from the scale 
of entrepreneurial motivations, and the variable self-efficacy (β = .216) inserted in this model 
were the most predictive variables of the entrepreneurial potential.

Reference 
values Min. Max. M SD

Entrepreneurial motivations
F1. Family and social achievement

1–5 1 5 4.11 0.69

F2. Resources and income 1–5 1 5 3.26 0.81

F3. Prestige 1–5 1 5 3.45 0.82

F4. Learning and development 1–5 1 5 4.01 0.59

Total scale 1–5 1 5 3.75 0.55

Opportunities and resources to undertake
F1. Resource availability

1–5 1 5 3.86 0.68

F2. Business stability 1–5 1 5 3.82 0.59

F3. Economic and political instability 1–5 1 5 2.96 1.06

F4. Economic and political instability 1–5 1 5 3.28 0.95

Total scale 1–5 1 5 3.67 0.54

Incentives to entrepreneurship
F1. Financial and governmental incentives

1–5 1 5 3.94 0.69

F2. Educational and consultancy incentives 1–5 1 5 3.94 0.68

Total scale 1–5 1 5 3.93 0.64

Academic preparation to undertake 2–10 2 10 6.11 1.97

Entrepreneurial potential 3–15 3 15 11.17 2.11

Desire to undertake 2–10 2 10 6.63 2.71

Self-efficacy 1–5 1 5 4.04 0.52

Table 2. Reference values, minimum, maximum, and standard deviations for the measures under analysis.
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Predictor variables Dependent variable: entrepreneurial 
potential

r R2 ΔR2 F(df1, df2) b EP β t

Model 1 .217 .047 — 317.76 (1, 64)

Academic preparation to  
undertake .233 .013 .217 17.83***

Model 2 .402 .162 .115 219.74 (4, 64)

Academic preparation for 
entrepreneur .160 .013 .149 12.74***

Entrepreneurial motivations—
Family and social achievement .093 .043 .030 2.15*

Entrepreneurial motivations—
Resources and income .132 .038 .050 3.51***

Entrepreneurial 
motivations—Prestige .060 .037 .023 1.59*

Entrepreneurial motivations—
Learning and development 1.08 .046 .303 23.42***

Model 3 .419 .175 .014 26.36 (4, 64)

Academic preparation to  
undertake .158 .012 .147 12.69***

Entrepreneurial motivations—
Family and social achievement .019 .044 .006 0.44*

Entrepreneurial motivations—
Resources and income .074 .038 .028 1.94*

Entrepreneurial 
motivations—Prestige .049 .037 .019 1.33*

Entrepreneurial motivations—
Learning and development .905 .050 .253 17.98***

Opportunities and resources to 
undertake—Resource availability .100 .050 .032 2.01*

Opportunities and resources to 
undertake—Business stability .406 .058 .115 6.95***

Opportunities and resources to 
undertake—Economic and political 
instability

.031 .025 .016 1.23*

Opportunities and resources to 
undertake—Business opportunities −.016 .030 −.007 −.54*

Model 4 .427 .182 .007 26.48 (2, 64)

Academic preparation to undertake .162 .012 .151 13.04***

Entrepreneurial motivations—
Family and social achievement −.011 .044 −.004 −.249*
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Predictor variables Dependent variable: entrepreneurial 
potential

r R2 ΔR2 F(df1, df2) b EP β t

Entrepreneurial motivations—
Resources and income .080 .038 .031 2.09*

Entrepreneurial 
motivations—Prestige .054 .037 .021 1.45*

Entrepreneurial motivations—
Learning and development .856 .051 .239 16.88***

Opportunities and resources to 
undertake—Resource availability .015 .051 .005 .29*

Opportunities and resources to 
undertake—Business stability .270 .061 .077 4.42***

Opportunities and resources to 
undertake—Economic and political 
instability

.013 .025 .007 .53*

Opportunities and resources to 
undertake—Business opportunities −.018 .030 −.008 −.61*

Incentives to entrepreneurship—
Financial and governmental 
incentives

.232 .051 .076 4.54***

Incentives to entrepreneurship—
Educational and consultancy 
incentives

.136 .052 .044 2.64**

Model 5 .467 .218 .036

Academic preparation to undertake .145 .012 .135 11.91***

Entrepreneurial motivations—
Family and social achievement −.081 .043 −.027 1.89*

Entrepreneurial motivations—
Resources and income .126 .037 .048 3.38**

Entrepreneurial 
motivations—Prestige .042 .036 .016 1.15*

Entrepreneurial motivations—
Learning and development .647 .051 .181 12.69***

Resource availability .015 .050 .005 .29*

Business stability .232 .060 .066 3.88***

Economic and political instability .026 .025 .013 1.07*

Business opportunities −.020 .029 −.009 −.68*

Incentives to entrepreneurship—
Financial and governmental 
incentives

.165 .050 .054 3.31**
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5. Discussion

The literature review conducted on the topic underlying this study highlighted the 
importance of entrepreneurship as an engine for a country’s economic, social, and techno-
logical growth and development. According to the results obtained, Portuguese polytech-
nic higher education students believe that academic preparation is essential to undertake. 
Taking into account that academic preparation explained approximately 5% of the entrepre-
neurial potential and that it remained significant in all hierarchical regression models, even 
in the presence of other significant predictors, we believe that this students’ academic 
preparation to undertake should be further explored. Universities and polytechnics must 
intervene and prepare students for entrepreneurship, regardless of their training area 
[19]. Although 5% of explained variance of the entrepreneurial potential based on academic 
preparation may seem a low percentage, we believe the opposite in comparison with the 
percentage of variance explained by self-efficacy, which was around 3%. Nevertheless, self-
efficacy is also an equally important predictor, since it is an individual’s self-perception 
that helps him/her in the decision to undertake or not. Individuals with higher self-effi-
cacy are able to invest more effort and persist longer in a task than those with low self-
efficacy [61].

According to Parreira et al. [6], entrepreneurial motivations are important to undertake. The 
results of this study show that the main driving factor for entrepreneurship seems to be stu-
dents’ motivation for learning and development, rather than a desire for prestige or notoriety. 
As already pointed out in McClelland’s human motivation theory [30], individuals feel the 
need to develop themselves to satisfy their various needs, such as the need for fulfillment, 
independence, and business opportunities. With respect to environmental influences and 
based on the results obtained [7], individuals tend to seek or create a stable business. This 
is probably due to the fact that entrepreneurship, as a dynamic social process, results from 
the interaction between entrepreneur, team, opportunity, idea, and available resources [40]. 
In addition, governmental and economic policies, resource availability, and the culture of 

Predictor variables Dependent variable: entrepreneurial 
potential

r R2 ΔR2 F(df1, df2) b EP β t

Incentives to entrepreneurship—
Educational and consultancy 
incentives

.071 .051 .023 1.39*

Self-efficacy .878 .051 .216 17.22***

*p ≤ .05
**p ≤ .01
***p < .001.

Table 4. Hierarchical regression analysis of the expected entrepreneurial potential based on the motivations related 
to family and social achievement, resources and income, prestige, learning and development, resource availability, 
business stability, economic and political instability, business opportunities, financial and governmental incentives, and 
educational and consultancy incentives.
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the moment in which individuals intend to undertake influence their perception of entre-
preneurship as a positive or negative process. With regard to incentives [8], the surveyed 
students value financial and governmental incentives the most. In fact, although educational 
and consultancy incentives are essential for students to become familiar with entrepreneur-
ship, they seem to assign greater importance to financial incentives. With regard to correla-
tions, the results on the entrepreneurial potential should be highlighted. This predictor was only 
moderately correlated with the variable motivation—learning and development. Such evidence 
shows that the more educated students are about entrepreneurship, the greater is their entre-
preneurial potential. To this end, students should be trained and informed about this topic so 
that entrepreneurship is no longer seen as an unknown and foreign idea coming from abroad. 
To a lower extent, the entrepreneurial potential was also correlated with several variables of 
the three scales used in this study. Among these correlations, the most significant variables 
were related to the environmental influences and incentives for entrepreneurship. The results 
obtained in this study corroborate the need to take into account the availability of resources, 
the existence of a skilled labor force, the accessibility of suppliers, markets and customers, 
the governmental influences, and the purchasing power [41]. Among the variables related to 
environmental influences and opportunities and resources to undertake, resource availability 
and business stability showed a low correlation with the entrepreneurial potential, as well as both 
variables related to the incentives for entrepreneurship—financial and governmental incentives 
and educational and consultancy incentives.

To enhance these results, we need to focus again on the key relationship between higher 
education institutions, the state, and students. According to Parreira et al. [6], the academia 
occupies, for various reasons, a privileged position to encourage, promote, motivate, and 
develop students’ entrepreneurial skills, contributing to the general development of society 
and sustaining the Triple Helix model [62–68]. The authors of this model assign a key role 
to the academia in the creation of knowledge-based societies. In recent years, the academia 
has become part of the social, business, and economic development, thus asserting itself as 
an Entrepreneurial University, with an emphasis on the triangulation of strategies that sup-
port the needs of the industry and public sectors. This Entrepreneurial University is able to 
offer responses supported by the academia and based on governmental policies aimed at 
the development of such entrepreneurial skills.

Individuals who are more educated and trained on this specific area and have more finan-
cial and governmental support are more likely to undertake following their desire to “take 
risks.” In addition, if they have more resources at their disposal, individuals will feel more 
stable toward their business and will be more likely to undertake based on their income. In 
this way, these individuals will be seen as someone of trust and prestige. At the same time, 
self-efficacy seems to play a key role in entrepreneurship. According to the results obtained, 
this measure is moderately correlated with several variables such as learning and develop-
ment, business stability, financial, governmental, educational and consultancy incentives, and 
entrepreneurial potential. As previously mentioned, these results suggest that individuals 
who are more educated and prepared on this topic will search for new learning experiences 
in this area and have a greater ability to undertake. Self-efficacy [57] tends to drive individu-
als in their  decision to undertake. A greater self-perception brings a greater entrepreneurial 
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ment, business stability, financial, governmental, educational and consultancy incentives, and 
entrepreneurial potential. As previously mentioned, these results suggest that individuals 
who are more educated and prepared on this topic will search for new learning experiences 
in this area and have a greater ability to undertake. Self-efficacy [57] tends to drive individu-
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potential to the extent that the entrepreneurship process is strongly associated with the char-
acteristics of the individual, who is the main agent of decision-making and the main respon-
sible for performing the associated tasks [69]. Individuals will also experience greater stability 
in their business. Furthermore, the level of incentives offered by the State and Educational 
Institutions will make individuals feel more comfortable to learn and invest, which will, con-
sequently, lead to a higher perceived self-efficacy.
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potential to the extent that the entrepreneurship process is strongly associated with the char-
acteristics of the individual, who is the main agent of decision-making and the main respon-
sible for performing the associated tasks [69]. Individuals will also experience greater stability 
in their business. Furthermore, the level of incentives offered by the State and Educational 
Institutions will make individuals feel more comfortable to learn and invest, which will, con-
sequently, lead to a higher perceived self-efficacy.
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Abstract

The involvement of different stakeholders has created a positive dynamics in the context 
of higher education, on the one hand by the reinforcement of entrepreneurship linked 
to innovation, the transference of technology, and the creation of companies and on the 
other hand by offering extracurricular activities in the formal curricular plans involv-
ing different academic stakeholders. Although there are countless initiatives and entre-
preneurship programmes, in Portugal there are no (or, at least, no known) studies that 
analyse the non-formal and informal apprenticeships conceived and implemented by 
the stakeholders in order to clarify the potential development of entrepreneurial com-
petences. Our results gathered from the research project: “Entrepreneurial learnings, 
cooperation and labour market: good practices in higher education (POAT-FSE)” show 
which are the main stakeholders or interface institutions between the university and the 
surrounding community in the process of technological and knowledge transfer. Our 
analysis proceeds to a report of the profiles, fields of work, advantages and factors of 
marked obstacles. By highlighting the contributions of these results, used for the inno-
vation and revitalisation of the partnership networks in the field of science, technology 
and knowledge transfer, we intend to anchor the discussion about the relevance of the 
stakeholders in European Higher Education governance.

Keywords: Portugal, higher education, entrepreneurship, stakeholder, non-formal learning

1. Introduction

The involvement of different stakeholders has created a positive dynamics in the context of 
higher education [1–3] at two main levels. The first level can be seen in the reinforcement 
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Abstract

The involvement of different stakeholders has created a positive dynamics in the context 
of higher education, on the one hand by the reinforcement of entrepreneurship linked 
to innovation, the transference of technology, and the creation of companies and on the 
other hand by offering extracurricular activities in the formal curricular plans involv-
ing different academic stakeholders. Although there are countless initiatives and entre-
preneurship programmes, in Portugal there are no (or, at least, no known) studies that 
analyse the non-formal and informal apprenticeships conceived and implemented by 
the stakeholders in order to clarify the potential development of entrepreneurial com-
petences. Our results gathered from the research project: “Entrepreneurial learnings, 
cooperation and labour market: good practices in higher education (POAT-FSE)” show 
which are the main stakeholders or interface institutions between the university and the 
surrounding community in the process of technological and knowledge transfer. Our 
analysis proceeds to a report of the profiles, fields of work, advantages and factors of 
marked obstacles. By highlighting the contributions of these results, used for the inno-
vation and revitalisation of the partnership networks in the field of science, technology 
and knowledge transfer, we intend to anchor the discussion about the relevance of the 
stakeholders in European Higher Education governance.
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1. Introduction

The involvement of different stakeholders has created a positive dynamics in the context of 
higher education [1–3] at two main levels. The first level can be seen in the reinforcement 
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of entrepreneurship linked to innovation, the transference of technology and the creation of 
companies. This direct stimulus has substantiated in the constitution of new academic struc-
tures and interfaces in the entrepreneurship/employment area; a second one, which results 
from this momentum is reflected in an increasing offer of extracurricular activities in the for-
mal curricular plans on the one hand and on the increase of aids and measures that enable 
skills arising from the practical experience and of the networks of expertise of different stake-
holders on the other hand.

In this context, one of the main aspects of privileged action higher education level is geared 
towards the promotion of a “culture” of entrepreneurship among the students and the grad-
uates, which contemplates the “ability to identify opportunities in the marketplace and to 
create new businesses”, but also “the attitudes and behaviours associated with creativity, 
innovation and risk” [4–6] Although there are countless initiatives and entrepreneurship pro-
grammes, in Portugal there are no (or, at least, no known) studies that analyse the non-formal 
and informal apprenticeships conceived and implemented by the stakeholders in order to 
clarify the development potential of the entrepreneurial competences. The non-formal and 
informal apprenticeships embrace, on the one hand, a wide array of initiatives that enable the 
personal and professional development of students/graduates (e.g., participation in intern-
ships or professional experiences, extracurricular activities, youth associations, mobility 
programmes, organisation of events, volunteering); and conversely, actions and initiatives, 
which are more guided towards the creation of graduates’ own businesses/self-employment 
(e.g., specific training and modules or courses), as well as mentoring and follow-up activi-
ties set up in order to implement projects (e.g., incubation, tutorials, specialised technical 
consulting).

Bearing in mind these suppositions, we will use the main results of the research project: 
“Entrepreneurial learnings, cooperation and labour market: good practices in higher educa-
tion (POAT-FSE)”, which aimed to identify fundamental entrepreneurship programmes and 
support existing infrastructures and their capacity to generate relevant entrepreneurial com-
petences for the labour market; in addition, our goal is to analyse critically the collaborative 
dynamics of the different stakeholders and their engagement in the initiatives and entrepre-
neurship programmes.

In this chapter, we focus on the contributions of these stakeholders or interface institutions 
between the university and the surrounding community in the process of technology and 
knowledge transfer. We will begin by discussing both “third mission” and the relevance of 
the stakeholders in European Higher Education governance. Next, the goals and the research 
design that sustained this study will be presented. Our analysis will then proceed to display 
a report of the profiles, fields of work, advantages and factors of marked obstacles. We will 
conclude with a review and assessment provided to the set of initiatives implemented in the 
period between 2007 and 2013. By highlighting the contributions of these results, used for the 
innovation and revitalisation of the partnership networks in the field of science, technology 
and knowledge transfer, we intend to anchor the discussion about the relevance of the stake-
holders in European Higher Education governance [7].

Entrepreneurship - Development Tendencies and Empirical Approach352

2. “Third mission”, entrepreneurship and stakeholders

Over the last few years, Higher Education Institutions (HEI) perform an essential task in con-
temporary societies, since they create strategies to face citizens’ challenges and expectations. In 
order to improve the quality of higher education, institutions look for answers in three direc-
tions or missions: (i) teach and educate, (ii) research and innovate and (iii) transfer knowledge 
and serve the community. This last dimension, called “third mission”, encompasses knowl-
edge management and the cooperation with different community entities, besides questioning 
the place the HEI occupy in the development of societies. With the growing internationalisa-
tion of the HEI, we witness the promotion of cooperation and critical dialogue among several 
partners and/or stakeholders. This dynamics presupposes a particular focus on the field of 
entrepreneurship, reinforced in the Europa 2020 framework, in which universities and R&D 
centres are summoned to participate more actively in consortium networks and multidisci-
plinary teams, contributing to increase the competitive advantages of each country and region.

This enhancement of the “third mission” presupposes a “new” focus, not only on the research 
and development areas, but mainly on the models of governance, autonomy and flexibility 
models of these institutions through the presence of “external entities”, namely of stakehold-
ers defined as “third parties that act between the two main partners – the academic community 
and the interests of society” [7, 16]. Likewise, Freeman [8, 46] defines stakeholder as “any 
group or individual that may affect or be affected by the organisational goals.” In this case, the 
concept widens to include any internal or external group, which may simultaneously influence 
and be influenced by the decisions of the organisation. Moreover, in the context of growing 
interdependence, it is no longer expectable that the HEI are single actors, since they interact 
with industry, community and government, thus being a part of national and/or regional sys-
tems of innovation, constituting in the critical component of the “triple helix” principle” [9].

It is true that no consensus has yet been reached in literature, regarding the roles and senses 
assigned to these “third parties”, mainly because they referred to the trend towards the mer-
chandising of scientific knowledge or the corporatisation of university [10, 7].

Notwithstanding the existing controversies in literature on this subject, both the national gov-
ernments and the local public universities have aimed to offer a wide array of programmes that 
envisage promoting entrepreneurship at different levels: financial aid, technical support and 
specific formatting and qualification programmes geared towards the creation of own busi-
ness/self-employment. Through diverse empirical evidences [9], many of the HEI have been 
adopting an enterprising and entrepreneurial attitude, creating goals for the establishment and 
commercialisation of knowledge and intellectual property. According to the authors, the entre-
preneurial activities developed by the HEI promote the regional and national development 
and enhance, specifically, the performance of the institution itself and of its academic staff.

In a more specific way, it is important to have entities and experiences that promote the cre-
ation and maintenance of an ecosystem among the different stakeholders involved in the 
HEI. This presupposes diversified strategies to foster the entrepreneurial culture/spirit, 
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ties set up in order to implement projects (e.g., incubation, tutorials, specialised technical 
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Bearing in mind these suppositions, we will use the main results of the research project: 
“Entrepreneurial learnings, cooperation and labour market: good practices in higher educa-
tion (POAT-FSE)”, which aimed to identify fundamental entrepreneurship programmes and 
support existing infrastructures and their capacity to generate relevant entrepreneurial com-
petences for the labour market; in addition, our goal is to analyse critically the collaborative 
dynamics of the different stakeholders and their engagement in the initiatives and entrepre-
neurship programmes.

In this chapter, we focus on the contributions of these stakeholders or interface institutions 
between the university and the surrounding community in the process of technology and 
knowledge transfer. We will begin by discussing both “third mission” and the relevance of 
the stakeholders in European Higher Education governance. Next, the goals and the research 
design that sustained this study will be presented. Our analysis will then proceed to display 
a report of the profiles, fields of work, advantages and factors of marked obstacles. We will 
conclude with a review and assessment provided to the set of initiatives implemented in the 
period between 2007 and 2013. By highlighting the contributions of these results, used for the 
innovation and revitalisation of the partnership networks in the field of science, technology 
and knowledge transfer, we intend to anchor the discussion about the relevance of the stake-
holders in European Higher Education governance [7].

Entrepreneurship - Development Tendencies and Empirical Approach352

2. “Third mission”, entrepreneurship and stakeholders

Over the last few years, Higher Education Institutions (HEI) perform an essential task in con-
temporary societies, since they create strategies to face citizens’ challenges and expectations. In 
order to improve the quality of higher education, institutions look for answers in three direc-
tions or missions: (i) teach and educate, (ii) research and innovate and (iii) transfer knowledge 
and serve the community. This last dimension, called “third mission”, encompasses knowl-
edge management and the cooperation with different community entities, besides questioning 
the place the HEI occupy in the development of societies. With the growing internationalisa-
tion of the HEI, we witness the promotion of cooperation and critical dialogue among several 
partners and/or stakeholders. This dynamics presupposes a particular focus on the field of 
entrepreneurship, reinforced in the Europa 2020 framework, in which universities and R&D 
centres are summoned to participate more actively in consortium networks and multidisci-
plinary teams, contributing to increase the competitive advantages of each country and region.

This enhancement of the “third mission” presupposes a “new” focus, not only on the research 
and development areas, but mainly on the models of governance, autonomy and flexibility 
models of these institutions through the presence of “external entities”, namely of stakehold-
ers defined as “third parties that act between the two main partners – the academic community 
and the interests of society” [7, 16]. Likewise, Freeman [8, 46] defines stakeholder as “any 
group or individual that may affect or be affected by the organisational goals.” In this case, the 
concept widens to include any internal or external group, which may simultaneously influence 
and be influenced by the decisions of the organisation. Moreover, in the context of growing 
interdependence, it is no longer expectable that the HEI are single actors, since they interact 
with industry, community and government, thus being a part of national and/or regional sys-
tems of innovation, constituting in the critical component of the “triple helix” principle” [9].

It is true that no consensus has yet been reached in literature, regarding the roles and senses 
assigned to these “third parties”, mainly because they referred to the trend towards the mer-
chandising of scientific knowledge or the corporatisation of university [10, 7].

Notwithstanding the existing controversies in literature on this subject, both the national gov-
ernments and the local public universities have aimed to offer a wide array of programmes that 
envisage promoting entrepreneurship at different levels: financial aid, technical support and 
specific formatting and qualification programmes geared towards the creation of own busi-
ness/self-employment. Through diverse empirical evidences [9], many of the HEI have been 
adopting an enterprising and entrepreneurial attitude, creating goals for the establishment and 
commercialisation of knowledge and intellectual property. According to the authors, the entre-
preneurial activities developed by the HEI promote the regional and national development 
and enhance, specifically, the performance of the institution itself and of its academic staff.

In a more specific way, it is important to have entities and experiences that promote the cre-
ation and maintenance of an ecosystem among the different stakeholders involved in the 
HEI. This presupposes diversified strategies to foster the entrepreneurial culture/spirit, 

Higher Education, Entrepreneurship and Learning by Practice: Collaborative Work…
http://dx.doi.org/10.5772/intechopen.70539

353



namely: (i) curricular units present in the formal academic courses and trainings, (ii) pro-
grammes of extracurricular activities at the regional, national and international levels, which 
involve several stakeholders and aim to improve the corporate culture and (iii) structures that 
support entrepreneurial initiatives with the goal of transferring knowledge to the market and 
to promote the local/national development.

Also, Pinho and Sá [11] corroborate these strategies and consider that entrepreneurship has 
been considered as one of the key factors in increasing employment, growth and competitive-
ness by the countries of the European Union. The connection between education and entre-
preneurship takes on particular prominence, especially the relation that is directed towards 
the discussion of pedagogical strategies of experiential learning, with the direct involvement 
of different academic stakeholders. Research related to this subject is vast [1, 12–15]. These 
studies comprise a substantial body of research on topics such as pedagogy in the curriculum, 
mapping of educational offer in entrepreneurship and extracurricular activities.

This redefinition of the role of the HEI does not only arise from the needs of internal evo-
lution, but also from external influences, namely financial constraints (continuous cuts in 
the transfers of the state budgets to the HEI), significant socio-economic mutations and the 
reassertion of the society based on knowledge [16–19]. Particularly visible are the demands 
related with the integrated quality systems and accountability (production of relevant indica-
tors for the public exercise of provision of accounts), and more recently, the positioning of the 
HEI in the international rankings.

These governance, transparency and social responsibility demands on the part of the HEI are 
mutually reinforcing because we recognise that the HEI have a public mission: that is, they 
produce services with benefits for a broader society and for that reason, at least partially, they 
are financed by the State. The importance of building trust and being socially responsible is 
particularly relevant in the context of commodification, deregulation and decentralisation. In 
this new era, it does not suffice to show excellence in the traditional sense. On the contrary, 
the demand for this excellence has been complemented—in many cases overlapped—by its 
relevance, that is, universities have proved that they have contributed to the society of knowl-
edge. This implies that in the same way that companies aim to develop the surrounding envi-
ronment economic and socially, the HEI have to be intervening agents in the resolution of 
important problems that society faces, problems which require several types of innovation: 
social, economic and cultural.

3. Methodology

3.1. Project Link.EES

Link.EES is the acronym for the project “Entrepreneurial learnings, cooperation and labour 
market: good practices in higher education (POAT-FSE)”, which has been structured on 
the basis of a dual approach: (i) identify and analyse the entrepreneurial non-formal and 
informal learnings within the scope of entrepreneurship programmes and existing support 
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 infrastructures in the Higher Education Institutions (HEI) and (ii) contribute to the under-
standing of the collaborative dynamics of the different key actors and stakeholders, with the 
purpose of knowing the main constraint factors and potentialities of inter-organisational 
collaboration.

The non-formal and informal initiatives and programmes that, in parallel with the formal 
learning projects, take place in the context of higher education, are relatively unknown, such 
as innovation and knowledge and technology transfer centres, business incubators, integra-
tion/entrepreneurship offices and intellectual property offices. These learning tend to report 
to a set of initiatives that enable the personal and professional development of the students/
graduates through the participation in internships or professional experiences, extracur-
ricular activities, youth associations, mobility programmes, event organisation, volunteer-
ing, among others; and, on the other hand, actions and initiatives, which are more directed 
towards the setting up of their own business/self-employment, namely specific training and 
training courses or modules. Besides these activities, others are included such as mentoring 
and monitoring for project implementation, in particular, incubation, tutorials and techni-
cal-specialised consultancy. Above all, we are not aware of the importance of the latter as 
regards their impact in the qualification of the graduates and the development potential of 
their entrepreneurial competences that may make a difference in the daily life of the youths. 
Still, we do not know the importance of these stakeholders among graduates when these opt 
to build, alternatively, a professional career set on a relationship of hierarchical and organisa-
tional autonomy to set up their own business. Regardless of the controversies and contentious 
issues associated with the distinctions between formal, non-formal and informal learnings, it 
is important to analyse the latter and better understand the role of the stakeholders in their 
revitalisation [6].

In that sense, the current study pursued more specific goals anchored in three key axes: (1) it 
aimed at accomplishing a comprehensive mapping of the main experiences of non-formal and 
informal entrepreneurial learnings developed in public higher education in Portugal (2007–
2013) directed towards the promotion of employability and/or entrepreneurship, (2) identify-
ing a set of “good practices” in higher education, that is, projects/initiatives of promotion of 
non-formal and informal entrepreneurship learnings and (3) and proposing a repertoire of 
cross-sectional and entrepreneurial competences, from the perspective of the stakeholders 
involved in the study.

3.2. Research design

In terms of research design, this was focused on the triangulation of sources, observational 
plans and research instruments and with the presentation of three distinct stages, namely: 
stage 1—application of an online survey to 41 stakeholders from a universe of 57, which 
enabled the collection of detailed and consistent information about the profiles of these stake-
holders that belong to the Portuguese public higher education system. Subsequently, we pro-
ceeded to the drafting of the survey via an online survey, taking into account the goals ranked 
in the stage of the study design. In this respect, the online survey tried to obtain information 
and data on the following points: (i) characterisation of the stakeholders and their  operating 
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modalities (designation, legal status, scope of action, number of collaborators); (ii) forms of 
inter-organisational collaboration and work networks/partnerships; (iii) entrepreneurial ini-
tiatives developed by each entity in the period between 2007 and 2013 and overall balance 
of the aforementioned initiatives; (iv) cross-sectional competences that facilitate the process 
of work integration and the creation of own employment/self-employment; and (v) opinion of 
the survey respondents concerning general aspects of entrepreneurship in higher education .

In stage 2, 12 case studies were accomplished from a selection of entities/initiatives consid-
ered paradigmatic in the promotion of entrepreneurial apprenticeships with a non-formal 
and informal nature and accomplishment of in-depth interviews to the respective key-actors. 
Finally, in the stage 3, a report of entrepreneurial skills was elaborated and subsequently 
submitted to validation with the key actors, mobilising the Delphi technique with the achieve-
ment of two rounds among the key actors involved in stage 1.

4. Academic stakeholders, employability and entrepreneurship

4.1. Profile of the academic stakeholders

The 41 stakeholders that participated in this national study—representing 72% of the target 
universe of entities was previously selected by us—take up functions that have direct respon-
sibility in the programmes or existing infrastructures in public higher education (university 
and polytechnic), located preferably in the regions of Lisbon (22), North (17) and Centre (13). 
Such geographic distribution coincides with the greater population concentration, location 
of HEI and business revitalisation. In terms of legal status and self-denomination, more than 
half state assume the regime of organic unit or sub-unit of higher education university/poly-
technic (51.2%), followed by non-profit private law associations (31.7%). Regarding the ways, 
the actors designate themselves, it was possible to conclude that nearly half define themselves 
as an interface/transfer unit of S&T (Science and Technology) (24.4%) and the centre/innova-
tion office and/or entrepreneurship (24.4%). On the contrary, only a minority defines itself as 
an incubator of companies, or as an office of professional integration, both with residual val-
ues of 2.4%. These results allow us immediately to reinforce the idea, on the one hand, about 
the greater visibility of the activities of knowledge transfer with a technological basis and the 
identification of “patterns” supported in the rapport between university-industry, and on the 
other hand, a minor visibility of the transition activities.

These entities are mainly small scale ones, in other words, micro-organisations, 73.2% of which 
are constituted by up to nine workers and were created in the first decade of the twenty-first 
century. The entities that emerged in the 1980s are only residual (4.9%), which allows us to 
reinforce the argument about the importance of public policies in the national framework and 
above all European, related with the initiatives of knowledge transfer, entrepreneurship and 
employability of both students and graduates.

When questioned about the operating mode and the performance of the HEI to which they are 
linked, the respondents evaluate their degree of autonomy with the university or polytechnic 
as being predominantly partial (56.1%). Even so, 31.7% state that they have little (19.5%), or no 

Entrepreneurship - Development Tendencies and Empirical Approach356

autonomy (12.2%) in terms of performance and operating mode when compared to the HEI to 
which they are affiliated. This more restricted organisational autonomy is in line with the high 
degree of commitment of these entities in the development of their activities regarding the 
mission of the university/polytechnic where they are based and 70.7% referred to that degree 
of commitment as being total.

It is important to consider the diversity of the services rendered and it matters even to consider 
their diversity. In effect, these stakeholders reveal they make the following services available: 
information about aids, programmes and initiatives; training activities in entrepreneurship 
(courses, workshops, e-learning); support at the stage of submitting applications to projects and 
preparation/drafting of business plans; accomplishment of information and awareness-build-
ing sessions (seminars and conferences), mentoring/monitoring of projects or business ideas 
and the organisation of idea contests of business plans. To a lesser extent, on balance in these 
services we should refer to the technical consultancy, specialisation in management of compa-
nies and the participation in academic training, in the formal component of the curricular plan.

Lastly, the results also reveal that the geographic scope with major relevance among these 
key actors is the local or regional (42%), followed by the national one (32%). The international 
dimension assumes a minor relevance in the operational area framework of these entities, 
gathering 26% of the answers.

4.2. Networks and partnership advantages

In the current context of growing uncertainty and competiveness, it matters that the different 
stakeholders and entities involved in the initiatives and projects of non-formal and infor-
mal learnings find new and better ways of getting organised, since the revitalisation of inter-
organisational networks as one of the most relevant modalities in this area of intervention. 
In this case, the relation of cooperation established with other entities inside and outside the 
academic scope should be noted.

Effectively, the majority of the respondents establish collaborative dynamics with other insti-
tutions/organic units of higher education, with business/commercial/industrial associations 
and with public entities of entrepreneurial promotion, as well as with businessmen agents.

The main advantages perceived by the actors of these collaborative dynamics are related to 
the access to a broader and diversified volume of information, to a greater projection/dis-
semination of the activities developed by the entities, the confirmation of knowledge of new 
practices and work methods and with the enhancement of resources available. Despite the 
acknowledgement of the existence of benefits deriving from the established collaborative 
dynamics, it was equally possible to detect the occurrence of difficulties and obstacles in the 
range of the cooperation activities. Effectively, 48.8% of the respondent academic stakehold-
ers stated they faced difficulties in the framework of the cooperation activities developed, 
namely: communication problems, management of industrial property, peer competition, 
different work methodologies, different financial resources, different organisational models 
(time management, timetables, scheduling of the activities, objectives and mission of the enti-
ties, administrative and bureaucratic procedures) and other cultural differences, as is the case 
of international scope partnerships.
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4.3. Balance and assessment of the accomplished initiatives

First and foremost, we would like to highlight the non-linearity in the performance of the 
stakeholders, by taking into account the three sequential stages of the process of entrepre-
neurial learning. Moreover, we can confirm the difficulty in distinguishing the different enti-
ties through the operating focus, which is why it is expectable that there should be some 
overlapping in the collaboration or network in the scope of higher education. As one can 
observe from Table 1, the entities are positioned in the three stages of the learning process, 
namely: (i) awareness, (ii) training, (iii) mentoring and follow-up. Nonetheless, it was possible 
to observe a higher concentration of answers in activities such as (i) organisation of clarifica-
tion sessions and awareness devoted to the topic of entrepreneurship (92.7%), (ii) organisa-
tion of training sessions in entrepreneurship (e.g., courses, workshops, e-learning) (87.8%) 
and (iii) promotion and/or participation in the organisation of idea contests (85.4%). In other 
words, a large part of these entities focuses their activity on the awareness and training stage 
and a smaller percentage focuses exclusively on the activities related to mentoring and moni-
toring. Effectively, this observation does not create perplexity since the activities framed in 
this last stage demand a greater organisational and financial complexity and complexity of 
services rendered that these entities still do not hold, partly due to their reduced seniority.

From the assessment of the profile of the participants in these initiatives, we mainly highlight 
the participation of students, graduates and academic staff, the elements who are directly 
linked to the HEI. We observe that there is a reduced expression of participants outside the 
academic community, in particular, those that are framed in the “professional” category. 
However, even if this larger presence of these elements is obvious, the assessment that the 
stakeholders make of their participation is moderate, since 58.5% recognise a partial adhesion 
and 19.5% point to “low” involvement in the stimulated initiatives. This moderate evaluation 
may point out that there is the need to invest in this domain, in a way to boost the levels of 
participation of the individuals involved in these initiatives.

Initiatives accomplished in the different acting stages of the stakeholders (%)

Awareness Organisation of clarification sessions and awareness dedicated to the issue 
of entrepreneurship

92.7

Promotion and/or participation in the organisation of idea contests 85.4

Production of information materials on the topic of entrepreneurship 65.9

Training Organisation of training sessions on entrepreneurship (e.g., courses, 
workshops, e-learning)

87.8

Mentoring and monitoring Concession of physical spaces for incubation and speeding-up of 
entrepreneurship ideas/projects

51.2

Support to patent registration and/or protection of intellectual property 
rights

53.7

Development of mentoring and monitoring activities of entrepreneurial 
projects/business ideas

80.5

Table 1. Initiatives to promote entrepreneurship/employability (2007–2013).

Entrepreneurship - Development Tendencies and Empirical Approach358

As for the training area of the participants, we noticed a clear predominance of participants 
whose training areas are engineering, information technology and similar technical areas 
(30.5%) and also economics and entrepreneurial sciences (19.0%). In other words, we are wit-
nessing training areas that are apparently more aware about the issue of entrepreneurship 
and which are traditionally associated with more “entrepreneurially-prone” areas.

Regarding organisational issues related with the initiatives, overall, the respondent entities 
consider the resources mobilised (human, financial, logistic/material, of the infrastructures 
and of the means of dissemination/promotion) as “adequate” or “very adequate”. Even so, 
it was possible to detect a less favourable evaluation with regard to the adequacy of the 
financial resources and of the means of dissemination. Stipulating the area of the financial 
resources, the main sources of funding of the initiatives developed referred are their own 
revenues (32.9%) and the patronage or the sponsorship of private entities (22.0%). Only 7.3% 
of the respondent entities mentioned as main source of funding, the “transfer of funds from 
the Higher Education Institution” they are linked to.

The critical aspects identified in their activity report to aspects such as: (i) the management 
of large teams, (ii) the coordination of timings and agendas in the scope of the partnerships 
and collaborations with other entities, (iii) the lack of motivation of the students and of the 
academic staff towards the topic of entrepreneurship, (iv) the low adhesion of the students 
to the extracurricular activities (partly due to the already high hourly load of the students), 
(v) the difficulty in mobilising/involving other entities, (vi) the difficulty in the promotion of 
the activities, (vii) the scarcity of resources, namely human, financial and material, (viii) the 
complexity of the financing processes associated with the revitalisation of the initiatives, as 
well as (ix) the existence of some resistance towards the issue of entrepreneurship.

In broad terms, the perceived assessment of the impact of the initiatives developed with 
greater importance derive from the stimulus of the creative capacity and entrepreneurial 
spirit (51.2%), of the development of entrepreneurial competences (48.8%) and of the increase 
of the information about supports to entrepreneurship and funding (46.3%). On the contrary, 
they consider that there is a minor impact in aspects such as: (i) the emergency of entrepre-
neurship with a social nature/third sector (56.1%), (ii) the revitalisation of the R&D activities 
(36.6%) and (iii) the creation of networks to support entrepreneurship (19.5%).

5. Final remarks

Entrepreneurial education challenges universities to draw new collaborative training strategies 
focused on the students, involving the whole academic community and diversified stakehold-
ers in the learning process. This perspective is anchored on the concepts of “Apprenticeship 
Society” and “Lifelong Education Learning”, wagering on the complementarity between for-
mal, non-formal and informal learnings.

It is in this broader framework that we intended to understand the importance of entrepre-
neurial learnings via the intervention of the stakeholders and reflect upon the importance that 

Higher Education, Entrepreneurship and Learning by Practice: Collaborative Work…
http://dx.doi.org/10.5772/intechopen.70539

359



4.3. Balance and assessment of the accomplished initiatives

First and foremost, we would like to highlight the non-linearity in the performance of the 
stakeholders, by taking into account the three sequential stages of the process of entrepre-
neurial learning. Moreover, we can confirm the difficulty in distinguishing the different enti-
ties through the operating focus, which is why it is expectable that there should be some 
overlapping in the collaboration or network in the scope of higher education. As one can 
observe from Table 1, the entities are positioned in the three stages of the learning process, 
namely: (i) awareness, (ii) training, (iii) mentoring and follow-up. Nonetheless, it was possible 
to observe a higher concentration of answers in activities such as (i) organisation of clarifica-
tion sessions and awareness devoted to the topic of entrepreneurship (92.7%), (ii) organisa-
tion of training sessions in entrepreneurship (e.g., courses, workshops, e-learning) (87.8%) 
and (iii) promotion and/or participation in the organisation of idea contests (85.4%). In other 
words, a large part of these entities focuses their activity on the awareness and training stage 
and a smaller percentage focuses exclusively on the activities related to mentoring and moni-
toring. Effectively, this observation does not create perplexity since the activities framed in 
this last stage demand a greater organisational and financial complexity and complexity of 
services rendered that these entities still do not hold, partly due to their reduced seniority.

From the assessment of the profile of the participants in these initiatives, we mainly highlight 
the participation of students, graduates and academic staff, the elements who are directly 
linked to the HEI. We observe that there is a reduced expression of participants outside the 
academic community, in particular, those that are framed in the “professional” category. 
However, even if this larger presence of these elements is obvious, the assessment that the 
stakeholders make of their participation is moderate, since 58.5% recognise a partial adhesion 
and 19.5% point to “low” involvement in the stimulated initiatives. This moderate evaluation 
may point out that there is the need to invest in this domain, in a way to boost the levels of 
participation of the individuals involved in these initiatives.

Initiatives accomplished in the different acting stages of the stakeholders (%)

Awareness Organisation of clarification sessions and awareness dedicated to the issue 
of entrepreneurship

92.7

Promotion and/or participation in the organisation of idea contests 85.4

Production of information materials on the topic of entrepreneurship 65.9

Training Organisation of training sessions on entrepreneurship (e.g., courses, 
workshops, e-learning)

87.8

Mentoring and monitoring Concession of physical spaces for incubation and speeding-up of 
entrepreneurship ideas/projects

51.2

Support to patent registration and/or protection of intellectual property 
rights

53.7

Development of mentoring and monitoring activities of entrepreneurial 
projects/business ideas

80.5

Table 1. Initiatives to promote entrepreneurship/employability (2007–2013).

Entrepreneurship - Development Tendencies and Empirical Approach358

As for the training area of the participants, we noticed a clear predominance of participants 
whose training areas are engineering, information technology and similar technical areas 
(30.5%) and also economics and entrepreneurial sciences (19.0%). In other words, we are wit-
nessing training areas that are apparently more aware about the issue of entrepreneurship 
and which are traditionally associated with more “entrepreneurially-prone” areas.

Regarding organisational issues related with the initiatives, overall, the respondent entities 
consider the resources mobilised (human, financial, logistic/material, of the infrastructures 
and of the means of dissemination/promotion) as “adequate” or “very adequate”. Even so, 
it was possible to detect a less favourable evaluation with regard to the adequacy of the 
financial resources and of the means of dissemination. Stipulating the area of the financial 
resources, the main sources of funding of the initiatives developed referred are their own 
revenues (32.9%) and the patronage or the sponsorship of private entities (22.0%). Only 7.3% 
of the respondent entities mentioned as main source of funding, the “transfer of funds from 
the Higher Education Institution” they are linked to.

The critical aspects identified in their activity report to aspects such as: (i) the management 
of large teams, (ii) the coordination of timings and agendas in the scope of the partnerships 
and collaborations with other entities, (iii) the lack of motivation of the students and of the 
academic staff towards the topic of entrepreneurship, (iv) the low adhesion of the students 
to the extracurricular activities (partly due to the already high hourly load of the students), 
(v) the difficulty in mobilising/involving other entities, (vi) the difficulty in the promotion of 
the activities, (vii) the scarcity of resources, namely human, financial and material, (viii) the 
complexity of the financing processes associated with the revitalisation of the initiatives, as 
well as (ix) the existence of some resistance towards the issue of entrepreneurship.

In broad terms, the perceived assessment of the impact of the initiatives developed with 
greater importance derive from the stimulus of the creative capacity and entrepreneurial 
spirit (51.2%), of the development of entrepreneurial competences (48.8%) and of the increase 
of the information about supports to entrepreneurship and funding (46.3%). On the contrary, 
they consider that there is a minor impact in aspects such as: (i) the emergency of entrepre-
neurship with a social nature/third sector (56.1%), (ii) the revitalisation of the R&D activities 
(36.6%) and (iii) the creation of networks to support entrepreneurship (19.5%).

5. Final remarks

Entrepreneurial education challenges universities to draw new collaborative training strategies 
focused on the students, involving the whole academic community and diversified stakehold-
ers in the learning process. This perspective is anchored on the concepts of “Apprenticeship 
Society” and “Lifelong Education Learning”, wagering on the complementarity between for-
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these hold in the development of approaches, which are more integrated of their performance 
in the academic context. The results of the study evince the need to: (i) accomplish territori-
alised diagnoses about the conditions and usage of support infrastructures to these learn-
ings; (ii) acknowledge the entities bearing a relevant role in the “preparation for work”; (iii) 
promote greater articulation of the performance of the entities in the different learning stages; 
(iv) recognise the tension between “informalisation” of the initiatives and the demand for for-
malisation of the learnings through their integration in the curricular plans and (v) promote 
the integration of a cross-sectional approach based on gender equality and opportunities in 
the design of programmes in this area.

It should be highlighted that the emergency of the entrepreneurial HEI constitutes an answer, 
both to the social and economic challenges and to the growing importance of knowledge 
in the regional/national development through innovative systems. The inter-institutional 
dynamics may be renamed as network, because they act in a dynamic environment, of coop-
eration, operationalised through a multiplicity of regular connections and between different 
key actors. To sum up, the countries which encourage the creation of cooperation networks 
and of strategic alliances between the different key actors tend to obtain a competitive advan-
tage, and especially, to divulge the knowledge produces local and nationally.

This study may have an enormous impact among the different political, academic, business 
agents, for it is constituted as a pilot example of the mapping and evaluation of initiatives to 
promote entrepreneurship in the academic context.
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1. Introduction

1.1. Being an entrepreneur

Being an entrepreneur requires to have—or to acquire—a series of skills at either ways, indi-
vidual and collective. Because the entrepreneurship is a human being’s ability for going for-
ward, moving on and growing in a creative and different way, with renewed ideas—and 
actions.

For most people, entrepreneurship is a relatively modern and novel concept, but this fea-
ture itself has always been present throughout the history of humanity. Nevertheless, it is 
important to emphasise why this term has become so relevant in the last decade: because of 
the resurgence of the way in which economic situations have been managed, being led with 
new ideas. That is, because of the current economic movements and the way to overcome the 
financial crisis.

The word “entrepreneurship”, from the French word “entrepreneur”, means pioneer: it is the 
person’s ability of making an extra effort in order to reach a goal. The term is also used for 
referring to a person who starts a new business or project, as well as people who add a value 
to an already existing product.

We depart from the definition that considers the entrepreneur as a person with inquisitiveness 
to learn and improve, that is, the definition related to the aptitude and attitude of the person, 
which allows him or her to undertake new challenges and new projects. If we focus on the 
well-known strengths, weaknesses, opportunities and threats (SWOT) matrix, an entrepre-
neur person is able to take advantage of threats, weaknesses, or dissatisfaction situations in 
order to reverse that condition and give rise to a beneficial and helpful situation. Because the 
constant search for changes and solutions for problems is a basic feature of the entrepreneur.

In that sense, the university plays an important role in providing a basic and appropriate 
training to their students, a training that qualifies them to reach their vital or business goals 
[1–5]. Entrepreneurs are people generating ideas who, at the same time, develop the required 
competences to be better business people and better citizens.

Nevertheless, Europe is the continent who concedes less importance to the education in entre-
preneurship: 25% of EU citizens regard this kind of education as important, a low number if 
we compare it with the 51% existent in the USA [6]. According to [7], “this gap is not neces-
sarily caused by the EU citizens’ rejection of entrepreneurship, but rather the result of a com-
bination of structural, administrative and cultural factors that inhibit entrepreneurial spirit”. 
In fact, these kinds of barriers were highlighted in the results of this study.

1.2. The Spanish universities’ role in entrepreneurship

If we focus on Spain, there is a clear need to foster an entrepreneurial spirit among young 
university graduates in order to improve the rates of start-ups in the medium and long term, 
thereby boosting the country’s competitiveness and productivity. In this task, universities are 
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called to participate actively as a training centre par excellence, generating new knowledge 
[8]. In this last point, the role of the university becomes a great source of innovation and tech-
nological development, as [9] points out:

The transformation of the university as part of the national system of science and technology makes it 
not only a centre for basic research but also the incubator of new industries in a science and technology 
dominated economy. The creation of an entrepreneurial culture, of a favourable attitude in young people 
before the creation of business is the basis of new projects.1

In this way, most Spanish universities have taken on the challenge of fostering the entrepre-
neurial spirit among their students and of supporting the creation of new companies, as [10] 
affirms. That is why, in Spain, a series of entrepreneurship initiatives have emerged within 
the University:

• The first initiative to promote entrepreneurship from a Spanish university was in 1992. 
The Universidad Politécnica de Valencia2 (UPV), along with Instituto Valenciano de la Mediana 
y Pequeña Empresa3 (IMPIVA), carried out the project “Program of initiatives for the devel-
opment of new companies (IDEAS)” with the aim of stimulating the entrepreneurs of the 
UPV to create technology-based companies, becoming the only program of this nature in 
Spain until 1997.

• On this date, three other business creation programmes were established at the Universi-
dad Complutense de Madrid4 (UCM), the Universidad Pública de Navarra5, and Universidad de 
Euskadi,6 starting a growing trend that had its highest level in 2000 with the creation of 10 
new programmes.

• In 2004, 55% of the 68 Spanish universities already had a programme to create companies. 
These programmes have contributed to the creation of about 900 new companies techno-
logically and innovative based as well as conventional. Despite these important achieve-
ments, there is still a long way to go since, unlike what has been happening for years in 
universities in more advanced countries, the formation of new entrepreneurs remains a 
residual and methodologically poor subject to which it is provided little attention in most 
Spanish universities [11].

1.3. The teacher as entrepreneur in the knowledge society

The training and education in a high level, in a university level, has as its goal to educate the 
individual in a wide, relevant and qualitative way, that is, not only teaching the individual a 
profession but also making him or her grow as a person, as an adult, and making him or her 

1Translated from the original text in Spanish: “La transformación de la Universidad es parte del sistema nacional de 
ciencia y tecnología, la convierte no sólo en centro de investigación básica, sino también en la incubadora de nuevas 
industrias en una economía dominada por la ciencia y la tecnología. La creación de una cultura emprendedora, de una 
actitud favourable en los jóvenes ante la creación empresarial es la base de nuevos proyectos.”
2Polytechnic University of Valencia.
3Valencian Institute of Small and Medium-sized Enterprises.
4Complutense University of Madrid.
5Public University of Navarra.
6University of Euskadi.
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think. That is why higher education must not only be contemplated with a sole external vision 
about the teaching-learning process, but also as an internal condition of the teacher. For that 
reason, education is almost seen in the duty of facilitating the development of new personal 
abilities, as the abilities of innovating, finding creative solutions or adapting to changes and 
new realities. This is not an easy task, and that is why “creating an entrepreneurial univer-
sity requires a multi-dimensional, multi-layered, complex, and long-term focused perspective 
from policymakers and university administrators” [1].

However, in the latest years, the educative planning is changing. Authors like [12] or [13, 14] 
support theories that pursue a revolution since their initial idea. These researchers consider 
that not only the study organisation should be changed, but also its purpose and the dedica-
tion time, which should move from being a one-time training and with pre-established times 
to a lifelong training.

For that reason, we can affirm that a university teacher is a citizen of the knowledge society 
who faces the challenge in the presence of changes, responding in a positive way with new 
ideas and new ways of doing things, with initiative and determination when facing several 
circumstances. This person is an entrepreneur teacher who has developed certain compe-
tences to the citizen performance, who is competent and knows what should be done, allow-
ing the so-called “Lifelong learning”7 in order to develop specific abilities. First, it is necessary 
to develop oneself as a person so that you can be able to acquire professional of specific human 
competences, and later that could be transmitted afterwards.

The development of these competences should take place in a contextualised frame in univer-
sity environments. In this frame, students are adolescents who are becoming adults and, for 
that reason, they should experience an active and relevant learning, because it will let them 
use their acquired competences in others places and context. Thus, they will be able to trans-
mit what they have learned. Besides, this fact becomes even more important if we take into 
account studies as the one of [15], which has showed that “entrepreneurial characteristics that 
predict entrepreneurial careers appear early in life”.

The quality of the university education has to be in harmony with the training that prospec-
tive graduates are receiving. In that sense, the teacher should think about his or her pedagogi-
cal and methodological work, about the appropriateness and applicability of what he or she 
is teaching. Hence, the teacher will conclude that he or she has to unlearn and learn new tech-
niques and to increase his or her abilities’ borders in order to provide the students the training 
that they need. In that point is where the entrepreneurship appears as a suitable evaluating 
and teaching technique. As [16] expresses, “as educators it is valuable to understand the effect 
of one’s teaching particularly because this has far-reaching impact not only on students but 
also on social praxis in terms of fostering new, sustainable entrepreneurs”.

Therefore, the standpoint that belongs to this new paradigm of higher education is focused on 
a training based on competences. In that way, as [17] explains:

The training based on competences constitutes a proposal that departs from the significant learning 
and is focused on comprehensive human training as essential condition of all pedagogical project; it 

7“Lifelong learning” is used to describe a permanent education. This concept refers to a movement that expects to bring 
the education to all levels and human states—it wants not only to focus on adults training, but on every level of training.
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integrates the theory with the practice in different activities; it promotes the continuity between all 
educative levels and between them and the labour and cohabitation processes; it encourages the building 
of the autonomous learning, orients the training and the strengthening of the ethical life project; it looks 
for the entrepreneur spirit development as the base of personal growth and socioeconomic development, 
and it settles on the curricular organization with base in projects and problems, transcending hence the 
curriculum based on compartmentalized subjects.8

This kind of training insists on a different teacher’s role from the traditional one, because 
now the teacher is not the epicentre of the process, but the student—the teacher has as a role 
of coordinator, companion, guide, advisory and guiding, being the student the true protago-
nist. In that sense, according to [16], “to promote entrepreneurial awareness and mind-set, 
we need to move away from entrepreneurship education as being teacher-led to being more 
student-centred and focused on lifelong learning practices”. This brings a radical change in 
the teacher’s pedagogical task, in the dominant mentality, in the evaluation system, etc. The 
reason is that, in order to get this kind of training, the teacher should generate places in his or 
her classes which contribute to reflection, critique, teamwork and self-training, leaving apart 
the master class as an only tool—an important tool, anyway.

Thus, a good strategy to support and make easier the student’s self-training would be the 
delimitation and definition of the autonomous work in the diverse curricular design using 
ECTS credits.

• Therefore, we have to guide the student’s work encouraging the competences training in 
this way:

• Focusing the learning on the students and not on the teaching or the teacher.

• Setting up the pedagogical strategies with the own students’ participation.

• Guiding the student in the achievement of sources to the execution of activities suggested 
by the teacher.

• Orienting the students so that they can build the strategies of each competence’s knowledge.

• Agreeing with the students what competences they are going to develop, considering the 
expectations and the social-environmental and labour requirements.

2. Objectives

If, as we have made clear, we depart from an idea in which the student is now the centre of 
the educational process, moving from being a passive subject in the lecture room to a much 
more committed student in the learning process, we can also affirm that the student is the 

8Translated from the original text in Spanish: “La formación basada en competencias constituye una propuesta que 
parte del aprendizaje significativo y se orienta a la formación humana integral como condición esencial de todo proyecto 
pedagógico; integra la teoría con la práctica en las diversas actividades; promueve la continuidad entre todos los niveles 
educativos y entre estos y los procesos laborales y de convivencia; fomenta la construcción del aprendizaje autónomo, 
orienta la formación y el afianzamiento del proyecto ético de vida; busca el desarrollo del espíritu emprendedor como 
base del crecimiento personal y del desarrollo socioeconómico y fundamenta la organización curricular con base en 
proyectos y problemas, trascendiendo de esta manera el currículo basado en asignaturas compartimentadas.”
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responsible one of his or her own help relationships with the teacher and the outdoor world, 
even more when the student is approaching to the latest years of the University.

Our aim with this implementation of the learning based on entrepreneurship projects pursues 
several purposes:

• The creation of a possible profitable business idea, so, at the same time, we pursue others 
objectives:

• Bringing the business reality closer to the student.

• Searching for creativity.

• Encouraging teamwork.

• Making the student emphatic with the environment.

• Working for the ability of adaptation.

• Introducing the student to the participation in public and private tenders.

• Identifying the contributions that the “Learning based on Projects” introduces in the 
graduate’s training.

• Identifying the specific strategies that could get the teaching-learning process better and 
assigning them to the ECTS credits concept.

• Instilling in the students the responsibility and cooperation sense in a real-case scenario.

• The self-employment search.

• The improvement of the students’ personal CV in those students who are about to become 
graduates.

• The orientation of the students in their solvency at the time to face the job search problem.

With this method, we find a different option from the current docent assignment models. 
Moreover, this option is gaining popularity, circumscribed to the economic and social situa-
tion in which we are.

Reference [18] affirms that “nothing is educative per se and, at the same time; all in life is liable 
of promoting an educative situation”. Besides, [19] claims:

The education is not a neutral action. Ethical values are in the reason and in the objective of the educa-
tive action. Learning is, above all, educating, training the own human being. And this is a process that 
is developed in a permanent way during all our lives.9

For these reasons, from the conception of this research, we are going to study the education 
in a different way, applying the entrepreneurship principles to the degree in Advertising and 
Public Relation and to the degree in Audiovisual Communication.

9Translated from the original text in Spanish: “La educación no es una acción neutra. Los valores éticos se encuentran en 
la razón y el objetivo de la acción educativa. Aprender es ante todo educarse, formar el propio ser. Y este es un proceso 
que se desarrolla de forma permanente a lo largo de nuestras vidas.”
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3. Method

Through an empirical work, we try to delimit the most relevant factors from the standpoint of 
the several groups that define the university context. Hence, this analysis has been carried out 
from a double perspective—on the one hand, from the demand perspective, that is, people 
who show interest in entrepreneurship; and, on the other hand, from the offer perspective, 
taking into account the available information and existing sources for the business creation, 
besides the from the Spanish translation of Research Results Transference Office (OTRI’s) and 
the business tenders initiatives.

Therefore, we can point out two main phases in this study. First, there is a phase related to 
the data collection, in which in-depth interviews with students, university entrepreneurs and 
university teachers were conducted.

The students sample is composed by students from the Cartuja Campus in the University 
of Seville, and from the Jerez de la Frontera Campus in the University of Cadiz. At the same 
time, these samples were subdivided in encouraged students—that means: students with 
some previous thoughts about becoming an entrepreneur, and non-encouraged students, 
being interviewed 26 students in total—13 encouraged and 13 non-encouraged.

In relation to the entrepreneurs, they were graduates in Advertising and Public Relations 
and graduates in Audiovisual Communication from one of the two Universities that we had 
chosen. Besides, we interviewed several university teachers who had, as a feature, some kind 
of link with the business or entrepreneurship world, being interviewed six teachers in total.

Once interviews were conducted, recorded and transcribed, we systematically proceeded to collect 
the information of the main institutions—in Seville and Cadiz—that have programmes to encour-
age and promote the entrepreneurs or that give students information and personalised advice. 
The collection of this information was selected according to the university students’ interest.

In order to analyse the collected information, and due to the use of the in-depth interview as a 
qualitative technique, the content analysis was used. In that way, transcribed interviews were 
analysed and classified according to information groups, in which answers were organised 
following interviewees’ comments. These comments defined the final model that we propose 
in Section 6.

Hence, the interviewee’s own verbalisations were used as qualitative data to support the idea 
emphasised in results.

4. Results

Obtained results were analysed taking into account three wide thematic groups that were 
defined according to the several themes that appear in the interviews:

• Factors that can motivate or obstruct the own business creation.
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responsible one of his or her own help relationships with the teacher and the outdoor world, 
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• Factors that define entrepreneur and non-entrepreneur subjects.

• The university role in the learning process for entrepreneurs.

The main obtained results were the following.

4.1. University students’ interviews

We depart from the huge difference between students in relation to the information about entre-
preneurship, grants or tenders that they have. And we also depart from the fact that students, on 
their own, have low entrepreneurship attitude—besides, this is increased in humanistic degrees.

4.1.1. Factors that help become an entrepreneur

In that sense, which are the factors that stimulate the fact of becoming an entrepreneur? Many 
factors can favour the student’s intention of creating his or her own business.

Between psychological factors, we can underline the following:

• Having the “entrepreneur’s spirit”: Students who see themselves as entrepreneurs com-
ment that this is something that it is written on their daily task, on the way of organising 
and focusing everything that surrounded them. In the same way, non-entrepreneurs seem 
that they attribute this spirit to a character or a certain personality.

• Self-fulfilment desire: Students consider that subjects who actually have a project and who 
link themselves to it as a personal development project are the subjects that will find the 
motivation to become entrepreneurs.

• Possible appearance of an idea.

• Independence and being their own bosses sensation.

Between the sociocultural factors, we can point:

• Job searching.

• Familiar tradition.

4.1.2. Factors that complicate becoming an entrepreneur

Like the last case, factors that prevent students from becoming entrepreneurs are several 
kinds of factors.

Psychological:

• A fear of taking risks—economic, personal, or social risks-.

• A self-perception of immaturity and lack of qualification and experience.

Sociocultural and institutional:

• Economic problems and the inability of getting the necessary initial funding.

• Excessive bureaucracy.
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4.1.3. The entrepreneur’s and non-entrepreneur’s profile

The psychological aspects of the personal profile of both, the entrepreneur and non-entre-
preneur, have been emphasised. On the one hand, the creative and independent personality, 
besides the individuals’ business spirit, strengthens that entrepreneur’s profile. From a social 
point of view, three relevant elements are perceived regarding the role that the entrepreneur 
executes in the current society:

• Social sacrifice.

• Generation of wealth.

• Social advance.

In addition, from a general perspective, an allusion to the entrepreneur’s training or experi-
ence is made. As an entrepreneur’s feature, it is appreciated his or her ability to face unstruc-
tured situations and, even, it is appreciated a preference for the dynamism and changes for 
getting away from the monotony. This tendency is observed in motivated students, and its 
cultivation during their stay in the university will make easier their future entrepreneur task.

However, on the other hand, we also analyse and observe the non-entrepreneur’s profile. That 
is because the students pointed out, basically, psychological factors inside of another kind of 
factors. In that way, students, basing on the lack of creativity between other features, noted 
that the non-entrepreneur is associated to certain personality characteristics or to innate, 
static, and passive elements.

4.1.4. The university’s role in the training of entrepreneurs

We also collected students’ opinions about the business projects proposed by teachers in 
several subjects related to entrepreneurship and business creation. In that sense, we need to 
highlight that encouraged students clearly show a bigger knowledge than non-encouraged 
students.

In a psychological level, the only factor that we have found is the university’s role as a moti-
vation source when there are classes or informative talks, or when business projects are sug-
gested as an evaluation method.

In a sociocultural level, we can emphasise the lack of coherent, responsible, and ethical mod-
els to follow. Students bring up the necessity of sessions that are more informative and, above 
all, specific training about the creation of a business as a real project. The opening of a student 
attention service also was suggested by the students; that is, a place where entrepreneur ini-
tiatives demanded by university students can be strengthened.

4.2. Entrepreneur’s interviews

4.2.1. Factors that help the entrepreneurship

The entrepreneurs interviewed stressed the business idea as the basic motor. From a psycho-
logical point of view, entrepreneurs who were consulted commented as the main element the 
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• Independence and being their own bosses sensation.
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• Job searching.

• Familiar tradition.
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Like the last case, factors that prevent students from becoming entrepreneurs are several 
kinds of factors.

Psychological:

• A fear of taking risks—economic, personal, or social risks-.

• A self-perception of immaturity and lack of qualification and experience.

Sociocultural and institutional:

• Economic problems and the inability of getting the necessary initial funding.

• Excessive bureaucracy.
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knowledge and work experience before the creation and launch of a business. Nevertheless, it 
is interesting that a certain number of entrepreneurs who did not have any work experience 
considered the possibility of the entrepreneurship due to internal and innate motivations.

From a sociocultural focus, entrepreneurs point out the Spanish current labour situation and 
the models and familiar values as elements that can favour the appearance of new entrepre-
neurs. Besides, they emphasise that in the first moments the institutions role is essential.

4.2.2. Factors that complicate the entrepreneurship

The barriers that prospective entrepreneurs find are, basically, institutional barriers. 
Entrepreneurs complained about the initial problems that they find when they want to develop 
their idea, as the lack of funding, the lack of reliable information sources, or the excessive 
bureaucracy in the moment of the business launch—with the resulting lack of time and efforts.

4.2.3. The entrepreneur’s and non-entrepreneur’s profile

When the own entrepreneurs were asked which ones of their main features were more suit-
able to define them and distinguish them from non-entrepreneurs individual, they suggest 
psychological features: projects implication, entrepreneurship attitudes, creativity, ambition, 
labour ability, decision-making attitude, autonomy, etc.

In relation to non-entrepreneurs’ features, the most used terms were “stereotypical employee”, 
“conformity”, “low efficiency”, “passivity”, etc.

4.2.4. The university’s role in the training of entrepreneurs

In a psychological level, some of the more repeated comments were “the university should 
promote more conferences, activities, or seminars” or even “the student should be guided 
from the university”.

At an institutional level, the interviewees commented the university’s role from a positive 
point of view, through the diverse foundations that link the university with the business, 
making easy to get the contact with other institutions. However, they also criticized the uni-
versity when they were referring to it saying that “sometimes it is excessively theoretical, 
there is a lack of real world”.

4.3. University teachers’ interviews

4.3.1. Factors that help become an entrepreneur

Between the psychological factors that incite to be an entrepreneur, from the university teach-
ers’ perspective, it is highlighted in the interviews the existence of an internal motivation, a 
personal necessity, an inquisitiveness, or a familiar heritage. Other elements that encourage 
the entrepreneurship were sociocultural ones, more than other kind of elements:

• Economic-labour necessity.

• Favourable familiar environment.

• Business contacts that encourage the creation of a business idea.
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4.3.2. Factors that complicate becoming an entrepreneur

As barriers or obstacles that complicate the entrepreneurship, the university teachers who 
were interviewed mentioned:

• Politicization of institutions.

• Non-entrepreneur’s passive profile.

• Uncertainty and fear of risk.

4.3.3. The entrepreneur’s and non-entrepreneur’s profile

In relation to what aspects distinguish an entrepreneur from a non-entrepreneur individual, 
the following were pointed out from the psychological point of view:

• Entrepreneur spirit vs. non-entrepreneur spirit.

• Enthusiasm vs. passivity.

• Excitement vs. pusillanimity.

• Observation ability vs. observation inability.

4.3.4. The university’s role in the training of entrepreneurs

In general, these university teachers noticed a lack of information about entrepreneurship in 
their universities. They were convinced that the student would consider being an entrepre-
neur as a real option if he or she received more motivation for that from the class. In this line, 
they subsequently talked about an ideal education model in which the entrepreneurship is 
taken into account as a job opportunity, encouraging student’s entrepreneurship abilities.

Nevertheless, the university teachers also valued and were aware of the emerging tasks 
related to entrepreneurship that are carrying out several Spanish universities.

5. Discussion and conclusion

This research helped us to define the scarcity and the improvements in relation with entrepre-
neurship in both campuses of these Spanish universities. With in-depth interviews we could 
be aware of the importance of the university’s role in providing entrepreneurial education to 
the students; not only to those who already have the “entrepreneur’s spirit”, but also to those 
who do not know yet what to do after finishing their university studies. Therefore, entrepre-
neurship is a job alternative that needs to be encouraged at the University.

From a general perspective, the most relevant and repeated factors that can motivate the own 
business creation were the internal motivation of the subject, a favourable familiar environ-
ment and the Spanish current economic situation. On the other hand, the most powerful fac-
tors that obstruct becoming an entrepreneur were the fear of taking risks and, above all, the 
initial barriers—economic and bureaucratic—that the entrepreneur can face when dealing 
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with institutions. The university can intercede in these circumstances, in the first place, by 
encouraging the “entrepreneur’s spirit” of students through an educational model centred on 
the students, and, in the second place, by providing them support so that they can easily face 
the bureaucratic obstacles.

Besides, results also show that the entrepreneur is a well-considered person in the society, 
always related to creativity and ambition, just the opposite of the non-entrepreneur person, 
who is seen as a passive and conformist individual. In that sense, the university has to take 
advantage of that thinking adapting the commented entrepreneur’s characteristics to the 
objectives to reach in subjects. In that way, even if students do not consider themselves to 
carry the “entrepreneur’s spirit”, at least they see themselves with the ability of searching new 
solutions to same problems.

Finally, in relation to the university’s role in the training of entrepreneurs, it is clear that all 
groups that were interviewed agreed with the need of more activities focused on the entre-
preneurship, as informative talks or projects about creating your own business. At this point, 
the pressing needs of carrying out entrepreneurship projects in the bosom of the university 
are confirmed, introducing new focus on the subjects, new ways of teaching, and new places 
where the student can be informed and oriented.

In general, the growing consciousness about entrepreneurship can be highlighted from 
this study. People are looking at the option of becoming an entrepreneur as a real job 
opportunity. Besides, it can be appreciated that this fact is mostly encouraged by the cur-
rent Spanish economic context, in which graduates are having their expectations of work-
ing in something related to their field frustrated. Thus, the university’s role is essential. 
The university needs to set methods of teaching focused on students, trying to make them 
discover the potential of their entrepreneur’s abilities. Moreover, there are certain compe-
tences that students normally relate to the entrepreneur—as it has been observed in the 
study—and these competences can be learned and developed at the university, as a useful 
tool in their daily life.

As a result of this study, fruit of the II Plan Propio de Docencia de la Universidad de Sevilla10 and 
done in collaboration with a call of Proyectos de Innovación Docente de la Universidad de Cádiz,11 
we find ourselves deep into the creation of an office of entrepreneur’s attention. It is being 
established in the Campus Cartuja of the University of Seville and in the Campus Jerez of the 
University of Cadiz. This project, which is currently in the height of its development, has had 
a specific funding in order to support the entrepreneur through:

• Organisation of conferences and seminars.

• Creation of a prize to the best business idea.

• Tutorship of a business project.

• Bureaucracy information for the business launch.

10II Own Plan of University Teaching of the University of Seville.
11Projects of University Teaching Innovation of the University of Cadiz.
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Because supporting the entrepreneur implies wealth generation in both an economic and 
social sense, and, in a labour environment of uncertainty as the one in which we are currently 
involved, the researchers of this project firmly believe in the power of business creation as 
both: personal self-fulfilment and job generation and social and community welfare.

Author details

Gloria Jiménez-Marín1*, Rodrigo Elías Zambrano2 and Elena Bellido-Pérez1

*Address all correspondence to: gloria_jimenez@us.es

1 University of Seville, Seville, Spain

2 University of Cadiz, Cádiz, Spain

 References

[1] Beyhan B, Findik D. Student and graduate entrepreneurship: Ambidextrous universi-
ties create more nascent entrepreneurs. Journal of Technology Transfer. 2017;[Online 
First]:1-29. DOI: 10.1007/s10961-017-9590-z

[2] Castro OAP, Arias CLR, Ibáñez JEJ, Bulla FJM. Universities fostering business develop-
ment: The role of education in entrepreneurship. In: Information Resources Management 
Association, editor. Entrepreneurship: Concepts, Methodologies, Tools, and Applications. 
Hershey: IGI Global; 2017. p. 466-496. DOI: 10.4018/978-1-5225-1923-2

[3] Gallardo-Vázquez D, Pajuelo-Moreno ML. How Spanish universities are promoting entre-
preneurship through your own lines of teaching and research. In: Information Resources 
Management Association, editor. Entrepreneurship: Concepts, Methodologies, Tools, 
and Applications. Hershey: IGI Global; 2017. p. 1344-1368. DOI: 10.4018/978-1-5225-1923-2

[4] Miranda FJ, Chamorro-Mera A, Rubio S. Academic entrepreneurship in Spanish uni-
versities: An analysis of the determinants of entrepreneurial intention. European 
Research on Management and Business Economics. 2017;23(3):113-122. DOI: 10.1016/j.
iedeen.2017.01.001

[5] Roach M. Encouraging entrepreneurship in university labs: Research activities, research 
outputs, and early doctorate careers. PLoS One. 2017;12(2):e0170444. DOI: 10.1371/jour-
nal.pone.0170444

[6] Eurobarometer. Entrepreneurship in the EU and Beyond. Analytical Report [Internet]. 
2009. Available from: http://www.data.europa.eu/euodp/data/dataset/S765_283 [Accessed: 
2017-07-06]

[7] Roman T, Maxim A. National culture and higher education as pre-determining factors 
of student entrepreneurship. Studies in Higher Education. 2017;42(6):993-1014. DOI: 
10.1080/03075079.2015.1074671

The Entrepreneurship in Communication as an Educational-Learning Method: University…
http://dx.doi.org/10.5772/intechopen.71369

375



with institutions. The university can intercede in these circumstances, in the first place, by 
encouraging the “entrepreneur’s spirit” of students through an educational model centred on 
the students, and, in the second place, by providing them support so that they can easily face 
the bureaucratic obstacles.

Besides, results also show that the entrepreneur is a well-considered person in the society, 
always related to creativity and ambition, just the opposite of the non-entrepreneur person, 
who is seen as a passive and conformist individual. In that sense, the university has to take 
advantage of that thinking adapting the commented entrepreneur’s characteristics to the 
objectives to reach in subjects. In that way, even if students do not consider themselves to 
carry the “entrepreneur’s spirit”, at least they see themselves with the ability of searching new 
solutions to same problems.

Finally, in relation to the university’s role in the training of entrepreneurs, it is clear that all 
groups that were interviewed agreed with the need of more activities focused on the entre-
preneurship, as informative talks or projects about creating your own business. At this point, 
the pressing needs of carrying out entrepreneurship projects in the bosom of the university 
are confirmed, introducing new focus on the subjects, new ways of teaching, and new places 
where the student can be informed and oriented.

In general, the growing consciousness about entrepreneurship can be highlighted from 
this study. People are looking at the option of becoming an entrepreneur as a real job 
opportunity. Besides, it can be appreciated that this fact is mostly encouraged by the cur-
rent Spanish economic context, in which graduates are having their expectations of work-
ing in something related to their field frustrated. Thus, the university’s role is essential. 
The university needs to set methods of teaching focused on students, trying to make them 
discover the potential of their entrepreneur’s abilities. Moreover, there are certain compe-
tences that students normally relate to the entrepreneur—as it has been observed in the 
study—and these competences can be learned and developed at the university, as a useful 
tool in their daily life.

As a result of this study, fruit of the II Plan Propio de Docencia de la Universidad de Sevilla10 and 
done in collaboration with a call of Proyectos de Innovación Docente de la Universidad de Cádiz,11 
we find ourselves deep into the creation of an office of entrepreneur’s attention. It is being 
established in the Campus Cartuja of the University of Seville and in the Campus Jerez of the 
University of Cadiz. This project, which is currently in the height of its development, has had 
a specific funding in order to support the entrepreneur through:

• Organisation of conferences and seminars.

• Creation of a prize to the best business idea.

• Tutorship of a business project.

• Bureaucracy information for the business launch.

10II Own Plan of University Teaching of the University of Seville.
11Projects of University Teaching Innovation of the University of Cadiz.
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Because supporting the entrepreneur implies wealth generation in both an economic and 
social sense, and, in a labour environment of uncertainty as the one in which we are currently 
involved, the researchers of this project firmly believe in the power of business creation as 
both: personal self-fulfilment and job generation and social and community welfare.
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Entrepreneurship is an important driver of innovation that is a critical factor to boost the
competitiveness of modern economies. However, the rate of failure of start-ups tends to
be quite significant. This chapter offers a new understanding of entrepreneurship
inasmuch as a particular attention is given to different insights on the business plan in
the creation of start-ups. In this context, we propose a broader understanding of the
business plan integrating it in a holistic understanding of the business planning process.
This investigation project results from the merits associated with the concomitant
approach that combines planning and learning when creating new businesses. We
support the adoption of this approach by developing a scheme that combines two
processes that seem to be opposite. One focuses on the business planning and the other
on the information collected from customers and other stakeholders. This scheme is
likely to guide entrepreneurs and managers when they choose the concomitant
approach that combines planning and learning over the other approaches previously
studied. Furthermore, we also establish the foundation for future scientific research to
develop a framework that can be used to help decrease the number of new businesses
that do not survive in the market.
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1. Introduction

With the economic and financial recession in Europe, entrepreneurship has gained greater
importance as a driver of innovation and competitiveness, both critical to boosting the economy
in a global world [1]. The growing importance of entrepreneurship raises two critical questions:

• Which initiatives are entrepreneurial in nature?

• Who is an entrepreneur?

We agree that the high number of new businesses that do not survive is a concern [2]. One of
the reasons seems to be the process that is traditionally adopted by individuals to transform an
idea into a business [2, 3], and the writing of business plans seems to be the main source of
controversy [4]. Some authors contend this practice [5, 6], emphasizing its advantages; others
present some arguments against it [7, 8], while, in some cases, alternatives are presented [2].

This chapter addresses nascent entrepreneurship and the approach to creating new businesses.
We specifically analyze the importance of the business plan and the business planning process
itself to entrepreneurs by researching and going through several interpretations of those
concepts. As concluded during our previous research work, the existing literature is missing a
broader understanding of the business plan concept and its objectives and effects [5].

The structure of this chapter is as follows. After this introductory section, we put in evidence
the main goal of the chapter as well as the methodological approach adopted in our research.
Then, we share the ideas that resulted from our review of the existing literature as far as
approaches to creating new businesses are concerned and the importance of the business plan
nowadays. The chapter finishes with a section dedicated to the conclusions that summarizes
the main contributions and suggests lines for further research.

2. Aims and methodology

To answer the questions raised in the beginning of the introductory section, the chapter
conducts an in-depth literature review. This begins with a comprehensive view of the different
concepts of entrepreneurship, followed by an analysis of the approaches to creating new
businesses. Then, we elaborate on the more holistic perspectives of the business plan and the
correlation between business plan and business planning as a process. Based on the strengths
and weaknesses of these two practices, we put in evidence the advantages of adopting an
approach that combines planning and learning principles.

The research aims at understanding the several approaches to creating new businesses in the
existing literature—which differ mainly as far as the business plan and the business planning
process are concerned—and how these affect the success of business initiatives [9]. Another
objective is to establish the foundation for future scientific research to develop a framework
that can combine the planning and learning processes when evaluating business opportunities
—together with public organizations—to reduce the number of start-ups that do not survive.
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From a methodological point of view, we explore the pluses of two approaches perceived as
opposing, combining the stages of a process that is concentrated in business planning and the
stages of a process that involves collecting information from potential clients and other busi-
ness partners. This results in the creation of a scheme that, taking into account the merits
associated with the adoption of the concomitant approach that combines planning and learn-
ing—studying the various business constraints—helps us understand the path that entrepre-
neurs take with the objective of developing business ideas and assessing their viability.

3. Literature review

3.1. Concepts of entrepreneurship

Quite distinctive actors have used the term entrepreneurship in different contexts. This con-
trasts with the attempts to define it made by researchers in the field of management.

While reviewing the existing literature, we observed the coexistence of different definitions for
this concept. Some authors [1, 10] suggest that we should group definitions based on the actions
we perceive as entrepreneurial or based on the individual who performs them—the entrepreneur.

Following our analysis of the definitions of entrepreneurship based on entrepreneurial actions,
we propose subdividing those definitions depending on the extent of initiatives included.
Narrowly speaking, entrepreneurship relates to the creation of new businesses [11] with the
goal of benefiting from a business opportunity or as an answer to an unemployment situation
[12, 13]. From a broader perspective, entrepreneurship is associated with the exploitation of
opportunities, namely, business opportunities [10]. In the case of new or existing businesses—
implementing diversification strategies—they aim to obtain profit. On the other hand, entre-
preneurs, in general, can explore opportunities only with the social well-being in mind [10].

The definitions on entrepreneurship based on the entrepreneur itself are related mainly to the
entrepreneur’s characteristics. For example, entrepreneurship can be perceived as a predispo-
sition to innovate [14] or to pursuit profit or a social change [10].

So far, definitions of entrepreneurship present the entrepreneur as an individual, a company,
or a nonprofit organization—this gives sense to the expression “entrepreneurial thinking”
used by some authors [1, 11] and to the definition of entrepreneurship as a lifestyle [15].
However, none of the previously presented categories or definitions reflect this view on
entrepreneurship. Thus, we suggest the addition of a new definition group that perceives
entrepreneurship as a social denominator from a societal perspective.

Table 1 summarizes the specific aspects of the several mentioned definitions of entrepreneur-
ship based on the categories and subcategories created.

In our study, we use the term entrepreneurship to designate the exploitation of opportunities—
not necessarily business opportunities—by some individuals that act alone or as formal or
informal working groups. This is a holistic understanding of the concept that has its origin in
the specific aspects of the definitions of entrepreneurship summarized in Table 1.

Business Plan: In or Out? A Holistic View of the Combination of Planning and Learning Processes when…
http://dx.doi.org/10.5772/intechopen.71844

379



1. Introduction

With the economic and financial recession in Europe, entrepreneurship has gained greater
importance as a driver of innovation and competitiveness, both critical to boosting the economy
in a global world [1]. The growing importance of entrepreneurship raises two critical questions:

• Which initiatives are entrepreneurial in nature?

• Who is an entrepreneur?

We agree that the high number of new businesses that do not survive is a concern [2]. One of
the reasons seems to be the process that is traditionally adopted by individuals to transform an
idea into a business [2, 3], and the writing of business plans seems to be the main source of
controversy [4]. Some authors contend this practice [5, 6], emphasizing its advantages; others
present some arguments against it [7, 8], while, in some cases, alternatives are presented [2].

This chapter addresses nascent entrepreneurship and the approach to creating new businesses.
We specifically analyze the importance of the business plan and the business planning process
itself to entrepreneurs by researching and going through several interpretations of those
concepts. As concluded during our previous research work, the existing literature is missing a
broader understanding of the business plan concept and its objectives and effects [5].

The structure of this chapter is as follows. After this introductory section, we put in evidence
the main goal of the chapter as well as the methodological approach adopted in our research.
Then, we share the ideas that resulted from our review of the existing literature as far as
approaches to creating new businesses are concerned and the importance of the business plan
nowadays. The chapter finishes with a section dedicated to the conclusions that summarizes
the main contributions and suggests lines for further research.

2. Aims and methodology

To answer the questions raised in the beginning of the introductory section, the chapter
conducts an in-depth literature review. This begins with a comprehensive view of the different
concepts of entrepreneurship, followed by an analysis of the approaches to creating new
businesses. Then, we elaborate on the more holistic perspectives of the business plan and the
correlation between business plan and business planning as a process. Based on the strengths
and weaknesses of these two practices, we put in evidence the advantages of adopting an
approach that combines planning and learning principles.

The research aims at understanding the several approaches to creating new businesses in the
existing literature—which differ mainly as far as the business plan and the business planning
process are concerned—and how these affect the success of business initiatives [9]. Another
objective is to establish the foundation for future scientific research to develop a framework
that can combine the planning and learning processes when evaluating business opportunities
—together with public organizations—to reduce the number of start-ups that do not survive.

Entrepreneurship - Development Tendencies and Empirical Approach378

From a methodological point of view, we explore the pluses of two approaches perceived as
opposing, combining the stages of a process that is concentrated in business planning and the
stages of a process that involves collecting information from potential clients and other busi-
ness partners. This results in the creation of a scheme that, taking into account the merits
associated with the adoption of the concomitant approach that combines planning and learn-
ing—studying the various business constraints—helps us understand the path that entrepre-
neurs take with the objective of developing business ideas and assessing their viability.

3. Literature review

3.1. Concepts of entrepreneurship

Quite distinctive actors have used the term entrepreneurship in different contexts. This con-
trasts with the attempts to define it made by researchers in the field of management.

While reviewing the existing literature, we observed the coexistence of different definitions for
this concept. Some authors [1, 10] suggest that we should group definitions based on the actions
we perceive as entrepreneurial or based on the individual who performs them—the entrepreneur.

Following our analysis of the definitions of entrepreneurship based on entrepreneurial actions,
we propose subdividing those definitions depending on the extent of initiatives included.
Narrowly speaking, entrepreneurship relates to the creation of new businesses [11] with the
goal of benefiting from a business opportunity or as an answer to an unemployment situation
[12, 13]. From a broader perspective, entrepreneurship is associated with the exploitation of
opportunities, namely, business opportunities [10]. In the case of new or existing businesses—
implementing diversification strategies—they aim to obtain profit. On the other hand, entre-
preneurs, in general, can explore opportunities only with the social well-being in mind [10].

The definitions on entrepreneurship based on the entrepreneur itself are related mainly to the
entrepreneur’s characteristics. For example, entrepreneurship can be perceived as a predispo-
sition to innovate [14] or to pursuit profit or a social change [10].

So far, definitions of entrepreneurship present the entrepreneur as an individual, a company,
or a nonprofit organization—this gives sense to the expression “entrepreneurial thinking”
used by some authors [1, 11] and to the definition of entrepreneurship as a lifestyle [15].
However, none of the previously presented categories or definitions reflect this view on
entrepreneurship. Thus, we suggest the addition of a new definition group that perceives
entrepreneurship as a social denominator from a societal perspective.

Table 1 summarizes the specific aspects of the several mentioned definitions of entrepreneur-
ship based on the categories and subcategories created.

In our study, we use the term entrepreneurship to designate the exploitation of opportunities—
not necessarily business opportunities—by some individuals that act alone or as formal or
informal working groups. This is a holistic understanding of the concept that has its origin in
the specific aspects of the definitions of entrepreneurship summarized in Table 1.

Business Plan: In or Out? A Holistic View of the Combination of Planning and Learning Processes when…
http://dx.doi.org/10.5772/intechopen.71844

379



Nonetheless, we agree to the use of the term entrepreneurship in a context of one or more
expressions to refer to specific situations. This relates to the affirmation of entrepreneurship as
an independent field of study [16], in which the rising of subareas of study in both the
literature and the syllabuses defines the nuances between the several definitions of entrepre-
neurship [10].

According to some researchers [10], to establish a new subfield, it is necessary to point out in
which dimension this subfield differentiates itself from the existing ones within entrepreneur-
ial studies. Table 2 encompasses the dimensions and criteria used to define the subfields
within entrepreneurial studies, as well as a summary of the current subfields and the unique
characteristics of each one of them.

We also propose the addition of a subfield named “nascent entrepreneurship” to the
preexisting subfields within entrepreneurial studies. This expression is used to name the
process of creating new businesses [17].

In the previous group, the new businesses were part of a subfield named “small business
entrepreneurship” [10], probably since usually new businesses are small at the time they enter
the market and face the same pros and cons that small businesses do. However, they face their
unique challenges in the life cycle stage they are in [18]—and their small dimension may be just
one of the challenges and not one of the most important ones.

Table 1. Interpretive summary of the various definitions of entrepreneurship.
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One of the challenges that entrepreneurs face is deciding on the right approach to transform an idea
into a business, as there is not a consensus regarding that matter in the existing literature [9, 18].

3.2. Approaches to creating new businesses

Entrepreneurs have been using two different approaches when transforming an idea into a
business—a traditional approach and a lean start-up approach. The traditional approach lies
on entrepreneurs following a sequence of stages [2]. There are five stages: writing a business
plan, pitching to potential investors, creating the working team, make the new product/service
available in the market, and an aggressive sales force strategy to sell to the target clients [2].

This approach is not widely accepted. Some authors [2, 3] find this approach to be responsible
for the significant rate of new businesses that do not succeed.

The most frequent criticism lies on the disengagement with potential clients throughout most
of the process [2, 19]. Sure enough, these are only engaged during the selling attempt actions
[2, 19]. This leads to a second criticism related to wasting resources on the development of a
product/service that customers do not wish or whose features are not valued by them [2, 3, 20].

Additionally, the use of the business plan as a tool of self-management for existing businesses
is questioned [2], since these companies are the only ones with the necessary precise and broad
information to create certain assumptions [9, 18].
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The lean start-up approach is an alternative to the traditional methods which enables
to mitigate failure episodes when entrepreneurs follow this approach [2]. This approach
involves three stages or techniques—the last two are simultaneous: sketch out hypotheses
regarding the business model, customer development, and agile product development [2].

The main difference regarding the traditional approach lies in the importance given to the
business model. According to the lean start-up approach, a new company should start by
searching for a business model and validate it together with potential clients, instead of
creating a business plan presuming its execution [2].

Table 3 shows this and other points of conflict between the traditional and lean start-up
approaches when creating new businesses.

There is also a third approach—opposite to the lean start-up approach—the concomitant
approach that combines planning and learning. Instead of abandoning the planning activity,
this approach combines it with another practice that targets a trial-and-error learning process.

In the context of the concomitant approach, the sequence of planning-executing—associated
with the traditional approach—is replaced by the trilogy planning-learning-doing [18]. This
overcomes the weaknesses related to the business planning process, the specific context in
which new businesses operate, and the existing assumptions regarding the business model
that needs testing [18].

We also recognize the merits of combining more than one approach or process when consider-
ing the business plan, which some researchers advocate to be an advantage to entrepreneurs
[5, 6] when evaluating business opportunities with the goal of creating new ventures.

The next section addresses the various interpretations of the business plan concept through a
holistic understanding that is integrated with the business planning process.

3.3. Holistic understanding of the business plan

As far as the traditional approach is concerned, the business plan has been the subject of
increased scrutiny [4]. There are published papers entirely dedicated to the discussion of the
business plan, whether analyzing the best practices for writing a business plan [4, 21] or its
importance in the creation of new businesses [5, 8, 22].

As far as the last is concerned, some researchers defend that entrepreneurs should write a
business plan [5, 6] as a complement to other managerial tools [18, 22]; other researchers
argument against writing a business plan [7, 8], and others suggest alternatives [2].

With this study, we realize that the previously observed rising interest of researchers on the
business planning process and not on the business plan [23] can turn this discussion into a
more complex one and one that revolves around the importance of the business plan, since it
creates a different interpretation and gives it a relative importance.

The existence of different opinions regarding the importance of the business plan when creat-
ing new businesses seems to be justified by the lack of a wider understanding of this concept
and its objectives and effects [5].
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Before specifying the merits associated with the business planning activity and business plan
that justify the adoption of the concomitant approach, we want to focus our attention on the
several definitions of business plan we can find in the existing literature and how these affect
the objectives associated with it and its format and content.

Table 3. Differences between approaches when creating new businesses.
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One of the definitions refers to the business plan as a managerial tool [7] that allows the
assessment of opportunities [5]. For that matter, the business plan assumes twomain functions:
the distinction between opportunities and ideas and the development of opportunities [5].

The business plan is also perceived as a document that provides information on the choices of
the new company regarding the target market, the products/services that will be available in
that market, the necessary resources to make the project viable, and the forecasted growth [6]
—looking to get funding from potential investors [21]. Given this context, we highlight the
following business plan functions: establishing the new business and entrepreneur character-
istics and legitimizing the new company [6]. The first one has to do with how the information
contained in the business plan can persuade potential investors about the business attractive-
ness [21] and the entrepreneur’s capacity to manage it [20]. The second one is related to the less
risky approach of observing a standard practice [8].

Finally, the business plan is described as a result [23] or a component [18] of the business
planning process. In consequence, business planning is the process that results in a business
plan [18] or that integrates a series of activities with the purpose of writing a business plan [24].
We compare these interpretations of the business planning process, although some authors do
not [18], since these express different importance levels as far as the business planning process
and the business plan are concerned, and regarding the reasons for the business planning
process, “is it worthy on its own or only if it results in a Business Plan?” In the light of the first
interpretation, some researchers [23] advocate that a business plan may not be written, namely,
if entrepreneurs decide not to move forward with the creation of a new company at the end of
the business planning process.

As a result of the business planning process, the business plan acts as a tool for internal
coordination and control [8], and we believe that its main objective is to support the entrance
in the market.

Based on the analysis of the several interpretations, we conclude that the business plan is both
a managerial tool and a supporting document and it results from a process that substantiates
it. Its assumption as a managerial tool or supporting document depends on the adopted
perspective: internal or external to the businesses.

3.4. Correlation between business plan and business planning process

The last definition of business plan refers to the necessity of understanding the business planning
process independently, as well as its advantages when creating new businesses. In fact, business
planning as a process that results in writing a business plan has been discussed over the last
years [6, 23]. Some researchers validate this practice through empirical studies [6, 9, 25, 26] and
theoretical frameworks [23], while others question it [8, 27] based on the particular aspects of
new business creation [18].

We will start by presenting the arguments in favor of the business planning process, which can
be grouped according to the ex ante or ex post perspectives on business planning [18, 23]. The
first perspective advocates that its effects are visible before a new business enters the market [23];
the second one claims that those effects are noticeable after a new business enters the market.
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The authors that adopted the ex ante perspective believe that the main goal of the business
planning process is to avoid flops, i.e., the transposition of bad business ideas to the market
[23]. In consequence, both the importance and the effectiveness of the business planning
process should be evaluated not only based on successful projects but also mainly based on
the reduction of unsuccessful cases [23].

Having the goal mentioned above in mind, we suggest adding two functions to the business
planning process considering this ex ante perspective: the evaluation of the business components
and the support in the entrepreneur’s decision-making process. Both functions are underpinned
by the learning and information values associated with the business planning process in the
literature related to the creation of new businesses [18, 23]. The first value refers to how the
things entrepreneurs take into account when making subsequent decisions influence the process
[23]; the second value is related to the received inputs that encourage or discourage the will to
create a new business and launch a new product/service in the market [23].

The ex post perspective of business planning considers the performance of new businesses to
be the main goal of the business planning process [23]. It can be measured after a new business
enters the market through the analysis of the positive effects the business planning process has
in its development [9, 25, 26, 28] and financial performance [27].

We would like to point out the following positive effects of business planning process in
business development as the most significant one: reduction of the risk to stop the project and
simplification of product/service development activities and structuring activities related to
the creation of new businesses [25, 28]. In short, we propose an association of the business
planning process with an orientation function to action—in the light of the ex post perspective.

Although both perspectives recognize the merits of the business planning process, these seem
to be constrained by some factors. The ex ante perspective highlights how the practice impor-
tance depends on its quality and the cost-benefit ratio [23]. Researchers that advocate the ex
post perspective, as well as the subsequent implementation of the business plan [25] and the
context-related factors [9, 18], also mention the quality factor.

Now that the different definitions of business plan and its connection to the business planning
process are clear, we would like to present our own holistic and integrated view of the several
concepts. We have mentioned that the business plan was simultaneously a managerial tool or a
supporting document and the result of the process on which it was based—the business
planning process. As opposed to this last definition, business planning was the process that
led to the writing of a business plan.

Following this view, we propose a connection and correlation between the various definitions
of business plan and business planning process, as stated in Figure 1. We suggest that the
business planning process provides the necessary information for business plan writing and
the business plan guides the research conducted during the business planning process by
indicating its core goal.

Considering only the interest in the business planning process because of its advantages before
a new business enters the market—which is justified by the ex ante perspective on business
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planning—the business plan as a managerial tool would guide the information search in the
business planning process, making it easy to distinguish between ideas and business opportu-
nities. On the other hand, the business planning process would make it easy to understand the
nature of the opportunity and obtain the necessary data to write the business plan. Writing a
business plan would be the result of the business planning process—taking place only in cases
in which a business opportunity was worth exploiting. The business plan would be written as
a supporting document in cases in which the entrepreneur needed funding.

Considering the ex post perspective, we also suggest linking the concepts of business planning
process and business plan—this last one is intended as a managerial tool and a result. Thus,
the business plan would guide entrepreneurs in search of information during the business
planning process. The business planning process would allow the entrepreneurs to make
improvements to the initial business idea and in the business operationalization, providing
the necessary information for writing a business plan. Writing a business plan would be the
result of the business planning process, guiding the team in the several tasks to be made and
alerting to possible deviations.

Concludingly, we recognize the existence of several interpretations in the existing business
plan literature. They all have an influence on the objectives associated with the business plan
and, coherently, in its format and content. We perceive the business planning process in the
same way. However, we assume that these definitions are not mutually exclusive, and the
lack of a broader understanding regarding the business plan concept does not justify its
exclusion by entrepreneurs, when these are creating new businesses. On the contrary, we
find that we should use the terms business plan and business planning process accurately

Figure 1. Correlation between business planning process and business plan.
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and support the extensive development of this theme that results mainly from such a keen
interest from researchers.

3.5. Advantages of a planning and learning-based process

The previous research shows that there are some weaknesses inherent to the business plan and
business planning process. In recent years, researchers have been questioning whether entre-
preneurs should write a business plan [2, 7, 8] or follow the business planning process [27]
when creating new businesses. There is even some evidence against this practice [25]. Next, we
present the criticism related to the business plan and business planning process we found in
the existing research, as well as the counterarguments used by the authors in favor of entre-
preneurs adopting them.

As far as the business plan is concerned, the areas of criticism have to do with its role as a
managerial tool and a supporting document. Some authors advocate that entrepreneurs do not
actually implement business plans—these seem to be just a standard practice that is motivated
by external pressures, and they lose their importance for external investors [8].

Those who support the practice of writing business plans argue that it assumes an important
role when creating new businesses since it is a way of evaluating opportunities [23] valued by
entrepreneurs [5]. They also argue that entrepreneurs who write business plans are able to get
more financial support than those who do not [6].

There is also some criticism related to the business planning process. Ex ante perspective critics
are based on the resources that are necessary for this practice [25]. Researchers challenging this
point of view argue that the business planning process should be understood as a group of
competencies that can be acquired, namely, the competence to analyze business opportunities
to avoid flops [23].

The relationship between the business planning process and the performance of new busi-
nesses, supported in the ex post perspective, is questioned due to the uncertain environment
and lack of quantitative and qualitative information available that new businesses face [18].
Some authors even deny it, advocating that the business planning process does not influence
the financial performance of businesses [27].

Researchers who defend the ex post perspective, on the other hand, present reasons that justify
the business planning process importance for new business, such as more accurate assump-
tions regarding the business through the assessment of the coherence between those assump-
tions during the business planning process [25]. Additionally, these authors advocate that the
goals set for a new business are milestones and not financial goals—entrepreneurs usually do
not expect positive cash flows in the first months of activity [25].

From the analysis of pro and con arguments, it is clear that discussions related to the business plan
and business planning process are not conclusive [5, 9, 23]. This supports the choice of a concom-
itant approach that combines planning and learning resulting from the various existing
approaches regarding the creation of new businesses. On the one hand, we cannot ignore the
weaknesses identified in the business planning process and business plan that are presented in the
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traditional approach, but on the other hand, we have to consider their proven advantages and not
just replace themwith the learning techniques of trial-and-error, as suggested by the lean start-up
approach. Thus, we believe that entrepreneurs should use the concomitant approach that com-
bines planning and learning, benefiting from the advantages identified in each of the processes.

Figure 2 shows that the path entrepreneurs can follow when adopting the concomitant
approach that combines planning and learning.

In the starting phase, the business plan acts as a managerial tool that guides the search for the
information that will allow entrepreneurs to evaluate a business opportunity during the
business planning process, by going through all the steps of the business plan.

The writing of the business plan must be based only on preexisting data. However, it is
also important to highlight the use of primary data—collected in the light of the lean start-up

Figure 2. Layout of the planning and learning processes.
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approach, which favors the opinion of potential clients and business partners when making
strategic business decisions.

The results of the data analysis, especially as far as the economic and financial viability of the
business idea is concerned, will determine the further continuity of the project—with the
implementation of the subsequent stages of the traditional approach and the formal creation
of a company.

However, the indicated path must be further studied, so a new framework that clearly guides
entrepreneurs through the process of applying the concomitant approach that combines plan-
ning and learning can be created—promoting the success of business initiatives.

4. Conclusions

As far as entrepreneurship is concerned, there are several initiatives we understand as entrepre-
neurial, such as the exploitation of business opportunities by new companies [10]. However,
these opportunities do not always result in positive outcomes, undermining the contribution of
entrepreneurship to the competitiveness of a country.

One of the main reasons pointed out by previous researchers on the high number of new
businesses that do not survive is related to the approach traditionally adopted for the activity
[2, 3], the business plan being the most popular and widely studied stage [4].

At the same time, some researchers defend this practice based on its advantages before [5]
and after creating a new business [6], while other researchers present some arguments
against it [7, 8], and in some cases, alternatives are also presented [2]. One of the alterna-
tives presented is replacing the traditional approach and the business plan by the lean start-
up approach and its techniques—and replacing the planning principle by the learning
principle [2].

This lack of consensus in the previous research is more serious when there is a need to develop
and assess the viability of a business idea, but there is little knowledge on how to proceed to
boost the chances of success. Additionally, it does not seem wise to abandon a managerial tool
that is proven effective. Thus, we present a scheme that crosses both the planning and learning
processes when developing and evaluating the viability of business ideas.

This is a result of adopting the concomitant approach that combines planning and learning —
an approach that combines both processes when evaluating business opportunities with the
goal to create new companies. These processes are advocated separately by different, and
sometimes opposite, research approaches—the traditional and the lean start-up approaches.

For that matter, we have explored the various definitions of business plan, showing how they
influence the goals associated with the writing of those business plans and, at a later stage,
their format and content. We also developed a link between these definitions and the concept
of business planning process to contribute to a holistic understanding of the business plan and
an integrated understanding of the directly associated business planning process. We gave
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Figure 2. Layout of the planning and learning processes.
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meaning to a body of knowledge that does not present reasons to abandon these practices. On
the contrary, it reinforces the richness of the previous research on this subject.

We highlight that the merits associated with the developed scheme to combine the planning
and learning processes are independent of the results. In cases in which the application of the
concomitant approach that combines planning and learning results in the decision of
abandoning the business idea, entrepreneurs should consider the resources saved and how
these can be applied to other projects that present greater chances of success.

We hope our study can help elucidate and guide entrepreneurs and professionals in the field of
management and other similar fields when they choose the concomitant approach that com-
bines planning and learning over the other existing approaches. We also hope to have
established the foundation for future scientific research to develop a framework that can be
used to decrease the number of new businesses that do not survive in the market.

Finally, we would like to point out the limitations of this chapter so that future projects can
enrich or even change the body of knowledge presented here. First, we have to recognize the
absence of scientific nature in the presented scheme to combine both planning and learning
processes that result from the traditional and lean start-up approaches. Future research could
benefit from validating a framework with the same principles to promote the success of
business initiatives. The scheme also misses detail regarding the information that should be
collected to fulfill each of the subsections accurately. In this regard, future research is needed to
assess the contents to be included.
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1. Introduction

The recent economic and financial crisis has had a strong impact on the Italian economy, and has 
put Italian companies into great difficulty. The number of bankruptcies and non-bankruptcy 
insolvency procedures has continued growing relentlessly [1]. However, in Italy, statistical 
data show that female enterprises have fared better and have resisted the economic crisis more 
effectively than male ones. For instance, in the period 2011–2012 the stock of Italian enterprises 
decreased by 0.49% (29.911 enterprises), while the number of female businesses showed only a 
very slight reduction (−0.04%, 593 enterprises). In the period December 2012–December 2013, 
moreover, the number of female businesses increased by 0.75% (+10,713 units), a value higher 
than that reported in all Italian companies, equal to 0.56%. More recently, using data available 
as on March 31, 2014, female businesses increased by 6605 units over the past 12 months, thus 
achieving a growth rate of 0.51%, more than twice that in the total enterprises (0.2%) [2].

These data clearly show that, at the aggregate level, Italian female businesses have shown a 
greater resistance and have been able to deal with the crisis better than male companies. In 
this context, it is important to understand how companies have dealt with the crisis and what 
strategies male and female businesses have taken to deal with the economic downturn.

In studies about business strategy, there is a range of strategies that companies can adopt when 
they face a crisis: innovation and development strategies; restructuring strategies; downsiz-
ing strategies and reorganization strategies [3–9]. These studies, however, do not consider the 
gender of the entrepreneur and do not take into account whether male and female businesses 
can opt for different solutions when they face with an economic downturn. In contrast, in 
other studies, especially in entrepreneurship studies, the existence of significant differences 
between men and women entrepreneurs is proven, for example, in terms of risk taking, pro-
pensity towards investments, innovation, development and growth [10–13].

These factors can significantly affect the choice of business strategies. For this reason, it is 
important to compare the behavior of male and female entrepreneurs, in order to understand 
if there are differences in the way they have dealt with the crisis. As stated, this is a so far 
neglected question in business strategy studies, as they dealt with strategies to face crisis situ-
ations and with factors affecting this choice, but they neglected the impact of gender. On the 
other hand, in entrepreneurship studies, some differences between men and women entrepre-
neurs have been identified, but their role in influencing how to deal with crisis has not been 
addressed. For this reason we propose the following research questions:

1. What strategies did men and women entrepreneurs adopted to face the economic crisis?

2. Did men and women entrepreneurs adopted similar or different strategies?

Economic downturns do not affect in the same manner and with the same intensity in all busi-
nesses. In fact there are different variables that can affect the impact of an economic down-
turn: size [14–18], industry [19–21], capital structure [22], business’ age [5]. That is why, when 
analyzing strategies adopted to face the recent economic crisis, it is also important to answer 
the following research question:
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3. Did variables, other than gender (industry, age of the business, performance and entrepre-
neurs’ age), influenced strategies adopted to face the economic crisis?

In order to answer these questions, a survey research was carried out and a questionnaire was 
submitted to a sample of 300 Italian micro-enterprises, located in Marche Region.

Results from this research contribute to the debate on gender’s influence in explaining behav-
iors of men and women entrepreneurs. This analysis in fact shows that, under the same exter-
nal conditions, men adopted offensive strategies more often than women. Differences in the 
approach to face the crisis were also identified with respect to company’s age, industry and 
impact of the crisis.

The paper is structured into four parts. In the first part, a literature review on strategic 
responses to economic crises and on factors influencing strategic choice is presented. Next, 
methodology employed in the empirical research is described. Finally, key results from the 
research are discussed and the main conclusions are drawn.

2. Literature review

2.1. Defensive or offensive strategies to face economic crises?

It is generally accepted that companies can adopt two types of strategies when they face an 
economic downturn: the first is the adoption of measures aimed at maintaining efficiency 
through cost-cutting, selling of non-strategic assets and reducing personnel costs; the second 
is realized through new investments, organizational/technological innovations, introduction 
of new products and processes, research for new markets and new customers. The first is 
a defensive choice, intended to guarantee business survival in the short-term, whereas the 
second is an offensive choice, aimed at creating opportunities for long-term value creation. 
According to Miles and Snow [23], the first corresponds to the defenders’s approach, while the 
second characterizes the behavior of firms labeled as prospectors.

From another perspective, firms may face an economic crisis by adopting externally or inter-
nally directed strategies. The former requires actions directed towards the market and aimed 
to change marketing strategies, pricing strategies, international orientation, etc. The latter 
involve actions directed towards the firm in order to change structures, processes, systems or 
resources used [9, 24].

In this wide range of possibilities, and combining both perspectives, four main strategies may 
be identified to explain how firms may respond to an economic crisis: restructuring strategies; 
resizing strategies; reorganization strategies and innovation strategies [5, 9, 25].

Restructuring strategies are internally directed actions that involve cutting costs in order to 
improve efficiency. Such strategies relate to traditional product/market combinations and do 
not involve significant dimensional variations. Firms try to improve efficiency by improv-
ing productivity and reducing expenses on a wide range of activities. Resizing strategies are 
external-directed actions oriented to refocusing the core business and disinvesting non-core 
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1. Introduction

The recent economic and financial crisis has had a strong impact on the Italian economy, and has 
put Italian companies into great difficulty. The number of bankruptcies and non-bankruptcy 
insolvency procedures has continued growing relentlessly [1]. However, in Italy, statistical 
data show that female enterprises have fared better and have resisted the economic crisis more 
effectively than male ones. For instance, in the period 2011–2012 the stock of Italian enterprises 
decreased by 0.49% (29.911 enterprises), while the number of female businesses showed only a 
very slight reduction (−0.04%, 593 enterprises). In the period December 2012–December 2013, 
moreover, the number of female businesses increased by 0.75% (+10,713 units), a value higher 
than that reported in all Italian companies, equal to 0.56%. More recently, using data available 
as on March 31, 2014, female businesses increased by 6605 units over the past 12 months, thus 
achieving a growth rate of 0.51%, more than twice that in the total enterprises (0.2%) [2].

These data clearly show that, at the aggregate level, Italian female businesses have shown a 
greater resistance and have been able to deal with the crisis better than male companies. In 
this context, it is important to understand how companies have dealt with the crisis and what 
strategies male and female businesses have taken to deal with the economic downturn.

In studies about business strategy, there is a range of strategies that companies can adopt when 
they face a crisis: innovation and development strategies; restructuring strategies; downsiz-
ing strategies and reorganization strategies [3–9]. These studies, however, do not consider the 
gender of the entrepreneur and do not take into account whether male and female businesses 
can opt for different solutions when they face with an economic downturn. In contrast, in 
other studies, especially in entrepreneurship studies, the existence of significant differences 
between men and women entrepreneurs is proven, for example, in terms of risk taking, pro-
pensity towards investments, innovation, development and growth [10–13].

These factors can significantly affect the choice of business strategies. For this reason, it is 
important to compare the behavior of male and female entrepreneurs, in order to understand 
if there are differences in the way they have dealt with the crisis. As stated, this is a so far 
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neurs have been identified, but their role in influencing how to deal with crisis has not been 
addressed. For this reason we propose the following research questions:
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2. Did men and women entrepreneurs adopted similar or different strategies?

Economic downturns do not affect in the same manner and with the same intensity in all busi-
nesses. In fact there are different variables that can affect the impact of an economic down-
turn: size [14–18], industry [19–21], capital structure [22], business’ age [5]. That is why, when 
analyzing strategies adopted to face the recent economic crisis, it is also important to answer 
the following research question:
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3. Did variables, other than gender (industry, age of the business, performance and entrepre-
neurs’ age), influenced strategies adopted to face the economic crisis?

In order to answer these questions, a survey research was carried out and a questionnaire was 
submitted to a sample of 300 Italian micro-enterprises, located in Marche Region.

Results from this research contribute to the debate on gender’s influence in explaining behav-
iors of men and women entrepreneurs. This analysis in fact shows that, under the same exter-
nal conditions, men adopted offensive strategies more often than women. Differences in the 
approach to face the crisis were also identified with respect to company’s age, industry and 
impact of the crisis.

The paper is structured into four parts. In the first part, a literature review on strategic 
responses to economic crises and on factors influencing strategic choice is presented. Next, 
methodology employed in the empirical research is described. Finally, key results from the 
research are discussed and the main conclusions are drawn.

2. Literature review

2.1. Defensive or offensive strategies to face economic crises?

It is generally accepted that companies can adopt two types of strategies when they face an 
economic downturn: the first is the adoption of measures aimed at maintaining efficiency 
through cost-cutting, selling of non-strategic assets and reducing personnel costs; the second 
is realized through new investments, organizational/technological innovations, introduction 
of new products and processes, research for new markets and new customers. The first is 
a defensive choice, intended to guarantee business survival in the short-term, whereas the 
second is an offensive choice, aimed at creating opportunities for long-term value creation. 
According to Miles and Snow [23], the first corresponds to the defenders’s approach, while the 
second characterizes the behavior of firms labeled as prospectors.

From another perspective, firms may face an economic crisis by adopting externally or inter-
nally directed strategies. The former requires actions directed towards the market and aimed 
to change marketing strategies, pricing strategies, international orientation, etc. The latter 
involve actions directed towards the firm in order to change structures, processes, systems or 
resources used [9, 24].

In this wide range of possibilities, and combining both perspectives, four main strategies may 
be identified to explain how firms may respond to an economic crisis: restructuring strategies; 
resizing strategies; reorganization strategies and innovation strategies [5, 9, 25].

Restructuring strategies are internally directed actions that involve cutting costs in order to 
improve efficiency. Such strategies relate to traditional product/market combinations and do 
not involve significant dimensional variations. Firms try to improve efficiency by improv-
ing productivity and reducing expenses on a wide range of activities. Resizing strategies are 
external-directed actions oriented to refocusing the core business and disinvesting non-core 
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assets. Disinvestment of products/product lines, withdrawing from markets, selling parts of 
the business, closure of plants or production sites are examples of resizing actions [5, 9].

Both restructuring and resizing strategies are defensive in nature [26] and they are the most 
common approaches adopted by firms to deal with economic crisis [5, 27–29], especially in the 
short-term [6]. Even in Italy, a recent survey involving a sample of small firms confirmed that 
defensive strategies were most frequently used to deal with the crisis [30, 31]. Some authors 
[28] argue that firms that adopt this approach tend to cut above all costs and assets that can be 
more easily repurchased, such as low-skilled workers, not strategic raw materials, etc.

About the effectiveness of such strategies in times of economic crisis opposing assessments 
can be made [5]. Adopting a positive perspective, an economic crisis can be an incentive to 
improve and rationalize the company, through a critical review of its products portfolio and 
focusing on its core business. A crisis also leads firms to improve efficiency and reduce operat-
ing costs by optimizing asset utilization and divesting marginal and less profitable activities. 
However, there are negative aspects. Cutting costs and activities, in fact, is often a knee-jerk 
reaction to adverse market conditions, but it did not involve any strategic repositioning of the 
company. As a consequence, cost- and asset-cutting can weaken business’s competitiveness 
and reduce its ability to successfully face the later stages of economic recovery.

Defensive strategies are very common for firms in times of crisis [17, 28, 32–34]. However, 
other studies suggest alternative strategies to cope with the crisis. They require countercy-
clical investments and technological/organizational innovations, aimed at strengthening the 
company and allow it to better tackle the economic crisis and become more competitive and 
better prepared for the post-recession phase. These strategic responses seem inspired by 
Penrose’s idea that “depression is sometimes looked on as a good time to expand: costs are 
low, plant can be constructed and equipment bought cheaply” [35].

Reorganization strategies and innovation and development strategies belong to this second 
group. Reorganization strategies are internally directed actions focused on improving organiza-
tional aspects, for instance by redefining responsibilities, enhancing information system controls, 
investing in human resources and so on. Such strategies aim to requalify the firm and improve 
its organizational structure. Some authors assert that investments in human resources [25, 36] 
and employee benefits are useful to maintain commitment during an economic crisis [37].

Innovation strategies are externally directed actions concerned with businesses’ competi-
tive position. They adopt an offensive approach [26] and examples include investment into 
new markets, new product development, business diversification and increased marketing 
investments [6, 9, 25]. These strategies require firms’ ability to perceive economic crisis as 
“opportunities to invest, innovate and expand into new market in order to achieve or extend 
a competitive advantage during the recession and beyond” [6]. However they are risky and 
not easy to implement, not only because they require firm’s ability to look beyond and not to 
dwell on the difficulties of the moment, but also because they often require large amount of 
financial resources, managerial competences and technical expertise.

Indeed during an economic crisis, business owners and managers have to face a dilemma: 
to favor a short-term perspective and thus protect the current financial performance, or to 
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look at the long-term and make new investments. The latter cause an immediate absorption 
of resources, but they can enhance companies’ competitive position and allow long-term 
advantages. The two alternatives cause opposing risks: emphasis on short-term performance 
is likely to weaken companies’ long-term competitiveness and their performances can dete-
riorate in the post-recession; on the contrary, focusing on long-term goals, companies should 
expend resources and thus cause a further deterioration of the immediate performance, fur-
ther threatening their survival. Some studies show that too much emphasis on downsizing 
and cost cutting strategies can lead to negative effects in the long-term [17], while anti-cyclical 
actions can facilitate achieving high performance in the phase of economic recovery [38, 39]. 
Pearce and Michael [15], through the analysis of a sample of start-up manufacturing firms, 
showed that firms that had made marketing investments achieved higher earnings than com-
panies that had cut costs during the recession.

A solution to this dilemma is the so-called ambidextrous strategies [6] that combine both effi-
ciency improvements and strategic investments [9, 27, 40].

2.2. Gender differences in strategies adopted to face the economic crisis

According to Shama [20], strategic response to an economic recession depends on how 
entrepreneurs/managers perceive its impact on their business. As a consequence, they 
will “take different tactical and/or strategic measures to adjust or even to exploit changes 
in the economic environment” ([20], p. 62). This means that companies’ response to an 
economic downturn may be conditioned by entrepreneurs’ set of priorities, motivations, 
preferences, skills, knowledge and abilities. Actually companies’ performances, rather 
than being the direct result of external factors, are affected by decisions and choices of the 
control group. These choices, in turn, also during economic downturn, are significantly 
affected by leader’s cultural, psychological and cognitive characteristics, as well as by his/
her skills and experiences. This means that in every business, the decision-maker makes 
his/her own personal assessment of the seriousness of the crisis and its possible conse-
quences in the short- and long-term. Based on these elements, he/she chooses what he/
she considers the most effective way to respond to the crisis [25, 41]. It follows that, facing 
the same economic scenario, different firms may adopt different behaviors, and this is 
particularly true during economic downturns. A crisis, in fact, is a complex phase and it is 
difficult to interpret, so that it is often impossible to foresee its evolution. In the absence of 
certainty, perceptions of managers and entrepreneurs are key to choose company’s reac-
tion to the crisis [24, 41].

The influence of decision-maker’s perceptions – in small businesses identified with the 
entrepreneur – in determining business’ reactions to an economic crisis is widely accepted  
[6, 9, 20, 25, 42]. Analysis focused on factors affecting the choice of strategies to tackle the 
crisis, however, have neglected entrepreneur’s gender. This is an important gap. In fact, there 
are many studies that show the existence of significant differences between male and female 
entrepreneurs – and more generally between men and women – in terms of risk taking, pro-
pensity towards investments, innovation, development and growth. These factors can signifi-
cantly affect the choice of business strategies.
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assets. Disinvestment of products/product lines, withdrawing from markets, selling parts of 
the business, closure of plants or production sites are examples of resizing actions [5, 9].

Both restructuring and resizing strategies are defensive in nature [26] and they are the most 
common approaches adopted by firms to deal with economic crisis [5, 27–29], especially in the 
short-term [6]. Even in Italy, a recent survey involving a sample of small firms confirmed that 
defensive strategies were most frequently used to deal with the crisis [30, 31]. Some authors 
[28] argue that firms that adopt this approach tend to cut above all costs and assets that can be 
more easily repurchased, such as low-skilled workers, not strategic raw materials, etc.

About the effectiveness of such strategies in times of economic crisis opposing assessments 
can be made [5]. Adopting a positive perspective, an economic crisis can be an incentive to 
improve and rationalize the company, through a critical review of its products portfolio and 
focusing on its core business. A crisis also leads firms to improve efficiency and reduce operat-
ing costs by optimizing asset utilization and divesting marginal and less profitable activities. 
However, there are negative aspects. Cutting costs and activities, in fact, is often a knee-jerk 
reaction to adverse market conditions, but it did not involve any strategic repositioning of the 
company. As a consequence, cost- and asset-cutting can weaken business’s competitiveness 
and reduce its ability to successfully face the later stages of economic recovery.

Defensive strategies are very common for firms in times of crisis [17, 28, 32–34]. However, 
other studies suggest alternative strategies to cope with the crisis. They require countercy-
clical investments and technological/organizational innovations, aimed at strengthening the 
company and allow it to better tackle the economic crisis and become more competitive and 
better prepared for the post-recession phase. These strategic responses seem inspired by 
Penrose’s idea that “depression is sometimes looked on as a good time to expand: costs are 
low, plant can be constructed and equipment bought cheaply” [35].

Reorganization strategies and innovation and development strategies belong to this second 
group. Reorganization strategies are internally directed actions focused on improving organiza-
tional aspects, for instance by redefining responsibilities, enhancing information system controls, 
investing in human resources and so on. Such strategies aim to requalify the firm and improve 
its organizational structure. Some authors assert that investments in human resources [25, 36] 
and employee benefits are useful to maintain commitment during an economic crisis [37].

Innovation strategies are externally directed actions concerned with businesses’ competi-
tive position. They adopt an offensive approach [26] and examples include investment into 
new markets, new product development, business diversification and increased marketing 
investments [6, 9, 25]. These strategies require firms’ ability to perceive economic crisis as 
“opportunities to invest, innovate and expand into new market in order to achieve or extend 
a competitive advantage during the recession and beyond” [6]. However they are risky and 
not easy to implement, not only because they require firm’s ability to look beyond and not to 
dwell on the difficulties of the moment, but also because they often require large amount of 
financial resources, managerial competences and technical expertise.

Indeed during an economic crisis, business owners and managers have to face a dilemma: 
to favor a short-term perspective and thus protect the current financial performance, or to 
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look at the long-term and make new investments. The latter cause an immediate absorption 
of resources, but they can enhance companies’ competitive position and allow long-term 
advantages. The two alternatives cause opposing risks: emphasis on short-term performance 
is likely to weaken companies’ long-term competitiveness and their performances can dete-
riorate in the post-recession; on the contrary, focusing on long-term goals, companies should 
expend resources and thus cause a further deterioration of the immediate performance, fur-
ther threatening their survival. Some studies show that too much emphasis on downsizing 
and cost cutting strategies can lead to negative effects in the long-term [17], while anti-cyclical 
actions can facilitate achieving high performance in the phase of economic recovery [38, 39]. 
Pearce and Michael [15], through the analysis of a sample of start-up manufacturing firms, 
showed that firms that had made marketing investments achieved higher earnings than com-
panies that had cut costs during the recession.

A solution to this dilemma is the so-called ambidextrous strategies [6] that combine both effi-
ciency improvements and strategic investments [9, 27, 40].

2.2. Gender differences in strategies adopted to face the economic crisis

According to Shama [20], strategic response to an economic recession depends on how 
entrepreneurs/managers perceive its impact on their business. As a consequence, they 
will “take different tactical and/or strategic measures to adjust or even to exploit changes 
in the economic environment” ([20], p. 62). This means that companies’ response to an 
economic downturn may be conditioned by entrepreneurs’ set of priorities, motivations, 
preferences, skills, knowledge and abilities. Actually companies’ performances, rather 
than being the direct result of external factors, are affected by decisions and choices of the 
control group. These choices, in turn, also during economic downturn, are significantly 
affected by leader’s cultural, psychological and cognitive characteristics, as well as by his/
her skills and experiences. This means that in every business, the decision-maker makes 
his/her own personal assessment of the seriousness of the crisis and its possible conse-
quences in the short- and long-term. Based on these elements, he/she chooses what he/
she considers the most effective way to respond to the crisis [25, 41]. It follows that, facing 
the same economic scenario, different firms may adopt different behaviors, and this is 
particularly true during economic downturns. A crisis, in fact, is a complex phase and it is 
difficult to interpret, so that it is often impossible to foresee its evolution. In the absence of 
certainty, perceptions of managers and entrepreneurs are key to choose company’s reac-
tion to the crisis [24, 41].

The influence of decision-maker’s perceptions – in small businesses identified with the 
entrepreneur – in determining business’ reactions to an economic crisis is widely accepted  
[6, 9, 20, 25, 42]. Analysis focused on factors affecting the choice of strategies to tackle the 
crisis, however, have neglected entrepreneur’s gender. This is an important gap. In fact, there 
are many studies that show the existence of significant differences between male and female 
entrepreneurs – and more generally between men and women – in terms of risk taking, pro-
pensity towards investments, innovation, development and growth. These factors can signifi-
cantly affect the choice of business strategies.
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Several researches in sociology and psychology have shown that women are less risk-oriented 
than men [11, 12]. According to Arch [43], this difference is due to the fact that men tend to 
interpret risky situations as challenges that stimulate their desire for involvement and par-
ticipation, while women tend to interpret them as threats and are so induced to avoid them. 
Lower women’s propensity for risk is also confirmed by other research [44–47], that compare 
the behavior of men and women involved in financial decisions. According to other authors, 
women have lower self-confidence than men [48, 49], especially in some typically masculine 
areas, just as finance. Barber and Odean [50] verify that men have a greater self-confidence 
and therefore take riskier financial choices than women.

Research on this topic, however, show that women’s preferences with regard to financial 
investments are not the result of their psychological characteristics, but they are affected by 
their social status. Women’s preference for investments with a lower financial risk, in fact, 
could be explained by their lower knowledge in financial matters (financial literacy) and their 
lower average incomes [51, 52]. Other research related to men and women entrepreneurs con-
firms the existence of gender-based differences in risk propensity, even if there are other stud-
ies that contradict these findings [53, 54]. According to Cliff [10], women are more concerned 
than male entrepreneurs about risks associated with rapid growth and this is why they delib-
erately prefer a slow and steady rate of expansion. According to Sexton and Bowman-Upton 
[55], women entrepreneurs are less willing than men to get involved in situations of high 
uncertainty, even when it comes to the opportunity to achieve financial and economic benefits. 
Moreover, they argue that women are not equipped with time, energy and resources necessary 
to manage a growth-oriented firm [56]. Other reasons that explain female businesses’ lower 
propensity to growth are [57]: women’s difficulties to balance work and family responsibilities; 
difficulties in accessing to financial resources [58, 59]; women mainly owned retail and service 
firms, that are less oriented to growth; women entrepreneurs are less concerned with achieving 
high financial performance while they are more interested in personal satisfaction and self-
fulfillment [60]; in female firms growth should be viewed in a qualitative perspective [60–67].

According to Pelger [13], women’s priorities play a central role in explaining female companies’ 
lower propensity to invest. The latter is not the result of financial problems or other limitations 
connected to the firm. It is rather the consequence of women’s goals when they engage them-
selves in entrepreneurial activity. As Pelger [13] pointed out, women entrepreneurs are less 
inclined to invest and they are less likely than men to name sales increases, innovation, R&D 
and implementation of new products as their investment goals. For this reason, women entre-
preneurs may have had a lower propensity towards innovation/development strategies, which 
would have required new investments and the willingness to accept risks associated with them.

Cliff [10] argues that women’s goal size on average is lower than that pursued by men. For 
women, the ideal size is the one that allows to maintain company’s control and to devote a 
proper amount of time and energy to business, in order to easily balance work and family. 
According to this author [10], “this more cautious approach toward business expansion may 
result in ventures that are able to out-survive those headed by entrepreneurs pursuing more 
risky, high-growth strategies”.

In conclusion, existing investigations about women entrepreneurs’ characteristics have 
revealed the existence of significant differences with men entrepreneurs, especially in terms of 
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propensity to risk, investment, growth and innovation. These differences may have resulted in 
a different approach to deal with the recent economic crisis. As stated in the previous pages, in 
fact, numerous and very different from each other are strategies that a company can adopt to 
deal with an economic downturn. This choice is very influenced by entrepreneurs’ perception 
and their individual characteristics. In turn, the latter are very different with respect to gender.

For this reason, we hypothesize as follows:

H1.Women entrepreneurs adopted offensive strategies less frequently than men to face the crisis.

2.3. Factors influencing strategies adopted to face the crisis

An economic recession on the national level may affect firms differently, depending on their 
regional location, industry or other factors. Actually economic crises do not affect in the same way 
and with the same intensity in all businesses. In fact many variables can affect the impact of a crisis 
on firm’s stability, as well as the ways in which each firm decide to deal with it. Some authors [14–
18] stress the importance of size and maintain that small firms are more vulnerable in situations of 
economic recession [5, 68]. The reason is their lack of resources and skills and, as a consequence, the 
more narrow range of answers they can develop to face the crisis [14, 15, 69]. Actually, data relating 
to recent Italian situation show that, other things being equal, small businesses have suffered with 
the effects of the crisis more than large firms [70]. Moreover, small businesses usually face the crisis 
with a more reactive than proactive approach, as they often lack necessary resources and skills to 
direct events in their favor. Small firms, however, possess more flexible organization and processes 
and are better able to quickly modify them to adapt to environmental changes [16, 18].

Apart from business size, the impact of an economic crisis may depend on business industry 
[19–21]. In Marche region, data from Bank of Italy confirms the importance of industry in 
determining the crisis’ impact. In this region, in fact, it was stronger for companies operating 
in certain sectors, such as construction and mechanics, while it was less strong for companies 
in the service sector.

Variables affecting crisis’ impact and strategies adopted to face it also include business’ age 
and experience. Latham [5], for instance, maintain that start-ups are more vulnerable, as they 
“typically lack the resource pools that may afford a “wait-it-out” approach during environ-
mental duress” ([5], p. 181). His research about software industry suggests that start-up orga-
nizations were much more inclined to pursue revenue-generating strategies to face economic 
crisis, while larger and more mature firms preferred cost reduction strategies.

Based on results of such analysis, we put forth the following hypotheses:

H2.Strategies adopted to face the economic crisis vary by business’s age.

H3.Strategies adopted to face the economic crisis vary by business’s industry.

H4.Strategies adopted to face the economic crisis vary by entrepreneur’s age.

H5.Strategies adopted to face the economic crisis vary by its impact on businesses.

In order to test these hypotheses, this paper results from an empirical analysis are presented.
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Several researches in sociology and psychology have shown that women are less risk-oriented 
than men [11, 12]. According to Arch [43], this difference is due to the fact that men tend to 
interpret risky situations as challenges that stimulate their desire for involvement and par-
ticipation, while women tend to interpret them as threats and are so induced to avoid them. 
Lower women’s propensity for risk is also confirmed by other research [44–47], that compare 
the behavior of men and women involved in financial decisions. According to other authors, 
women have lower self-confidence than men [48, 49], especially in some typically masculine 
areas, just as finance. Barber and Odean [50] verify that men have a greater self-confidence 
and therefore take riskier financial choices than women.

Research on this topic, however, show that women’s preferences with regard to financial 
investments are not the result of their psychological characteristics, but they are affected by 
their social status. Women’s preference for investments with a lower financial risk, in fact, 
could be explained by their lower knowledge in financial matters (financial literacy) and their 
lower average incomes [51, 52]. Other research related to men and women entrepreneurs con-
firms the existence of gender-based differences in risk propensity, even if there are other stud-
ies that contradict these findings [53, 54]. According to Cliff [10], women are more concerned 
than male entrepreneurs about risks associated with rapid growth and this is why they delib-
erately prefer a slow and steady rate of expansion. According to Sexton and Bowman-Upton 
[55], women entrepreneurs are less willing than men to get involved in situations of high 
uncertainty, even when it comes to the opportunity to achieve financial and economic benefits. 
Moreover, they argue that women are not equipped with time, energy and resources necessary 
to manage a growth-oriented firm [56]. Other reasons that explain female businesses’ lower 
propensity to growth are [57]: women’s difficulties to balance work and family responsibilities; 
difficulties in accessing to financial resources [58, 59]; women mainly owned retail and service 
firms, that are less oriented to growth; women entrepreneurs are less concerned with achieving 
high financial performance while they are more interested in personal satisfaction and self-
fulfillment [60]; in female firms growth should be viewed in a qualitative perspective [60–67].

According to Pelger [13], women’s priorities play a central role in explaining female companies’ 
lower propensity to invest. The latter is not the result of financial problems or other limitations 
connected to the firm. It is rather the consequence of women’s goals when they engage them-
selves in entrepreneurial activity. As Pelger [13] pointed out, women entrepreneurs are less 
inclined to invest and they are less likely than men to name sales increases, innovation, R&D 
and implementation of new products as their investment goals. For this reason, women entre-
preneurs may have had a lower propensity towards innovation/development strategies, which 
would have required new investments and the willingness to accept risks associated with them.

Cliff [10] argues that women’s goal size on average is lower than that pursued by men. For 
women, the ideal size is the one that allows to maintain company’s control and to devote a 
proper amount of time and energy to business, in order to easily balance work and family. 
According to this author [10], “this more cautious approach toward business expansion may 
result in ventures that are able to out-survive those headed by entrepreneurs pursuing more 
risky, high-growth strategies”.

In conclusion, existing investigations about women entrepreneurs’ characteristics have 
revealed the existence of significant differences with men entrepreneurs, especially in terms of 
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propensity to risk, investment, growth and innovation. These differences may have resulted in 
a different approach to deal with the recent economic crisis. As stated in the previous pages, in 
fact, numerous and very different from each other are strategies that a company can adopt to 
deal with an economic downturn. This choice is very influenced by entrepreneurs’ perception 
and their individual characteristics. In turn, the latter are very different with respect to gender.

For this reason, we hypothesize as follows:

H1.Women entrepreneurs adopted offensive strategies less frequently than men to face the crisis.

2.3. Factors influencing strategies adopted to face the crisis

An economic recession on the national level may affect firms differently, depending on their 
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In order to test these hypotheses, this paper results from an empirical analysis are presented.
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3. Method, sample and data collection

A survey research was carried out among a sample of Italian sole-proprietors, owners of 
micro-enterprises. Firms included in the sample are located in Marche region, in central Italy. 
Several reasons justify the choice of this region for the empirical research. Firstly, Marche has 
a particularly high concentration of micro and small enterprises; the average size of regional 
businesses is 3.6 employees, against the national average of 3.9 employees [31]. Secondly, the 
impact of the economic crisis has been particularly harsh in this region. In 2009, the regional 
GDP declined by 5.4% [31], the joint-stock companies’ mortality rate has been the highest in 
Italy (7.5%) [1] and the number of craft enterprises decreased by 5.1% between 2008 and 2012. 
Moreover the regional feminization rate (24.3%) is slightly higher than at the national level 
(23.6%). Even in this region, female businesses have resisted the crisis more effectively than 
male ones [2]. In the period June 2012–June 2013, in fact, in the Marche region, the balance of 
firms was negative (less than 608 units), while the balance of female businesses was positive, 
albeit slightly (+8 units equal to 0.02%) [2]. For all these reasons, Marche region is ideally 
suited to such a study.

The decision to involve only sole-proprietors in this survey has several reasons: (1) it is easier 
to establish a relationship between entrepreneur’s gender and strategies adopted to face the 
crisis (in companies with male and female members is not easy to determine if strategic deci-
sions are actually taken, or influenced, by a man or a woman); (2) despite the presence of 
many female companies and partnerships, in Italy sole proprietorships represent a very high 
percentage of the total number of female businesses (61% in 2010); (3) it was easier to correctly 
identify female businesses, as information about the gender of shareholders, partners and 
directors are not always available.

A non-proportional stratified sample, with the same number of men and women, was selected 
using the list of members of one of the main regional business associations. First of all, busi-
nesses founded after 2008 were excluded. The purpose of the survey, in fact, was to under-
stand how the onset of the crisis has changed male and female firms’ strategies. Starting from 
a list of 1627 sole-proprietors (429 women and 1198 men) a sample of 300 sole-proprietors (150 
men and 150 women) was randomly extracted.

Entrepreneurs selected this way, took part in a telephone questionnaire between October and 
November 2013 and were asked questions regarding actions implemented to face the crisis. 
Questions refer to the previous 5 years. Sample entrepreneurs were given a list of 16 strategic 
actions devised from prevailing literature on this subject (Table 1) and were asked the follow-
ing question: “In the last 5 years did you carry out any of the listed actions in order to deal 
with the crisis?” They were asked to score each action according to a 5-point Likert scale, in 
which 1 = Definitely not; 5 = Definitely. The survey enabled us to obtain 218 fully completed 
questionnaires. Women compiled 110 and men 108 questionnaires. The response rate was 
particularly high, standing at 73% and substantially similar for both genders (men: 72% and 
women: 73.3%).

Information gathered through the questionnaire has been used to:
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1. identify strategies adopted to face the economic crisis;

2. understand if male and female entrepreneurs faced the recession through similar or dif-
ferent strategies and

3. understand if other variables, other than gender, influenced strategies adopted to face the 
economic crisis.

Based on results from literature analysis, factors considered to compare strategies adopted 
to face the crisis, apart from gender, have been: (1) business’ age; (2) business industry; (3) 
entrepreneurs’ age and (4) crisis’ impact. We did not consider business size as our sample 
only includes micro-enterprises.

4. Main results

4.1. Men and women micro entrepreneurs in front of the crisis. Strategic responses

The most frequently adopted strategic actions were identified on the basis of scores given to 
each action listed in the questionnaire (Table 1). Data show that entrepreneurs dealt with the 

Mean Standard deviation Variance

Costs and waste reduction 4.32 0.973 0.947

Labor costs reduction 3.89 1.128 1.273

Deferment of investments 3.20 1.400 1.959

Production volumes reduction 2.26 1.305 1.703

Prices reduction 2.74 1.456 2.120

Improvement of production processes and products 1.46 0.854 0.729

Organisational or technological innovation 1.30 0.658 0.433

New products/services 1.49 0.932 0.869

Search for new clients 1.65 1.020 1.041

Communication and advertising 1.63 0.933 0.871

Interfirm collaboration 1.18 0.568 0.323

More qualified personnel 1.09 0.334 0.111

Staff training 1.21 0.606 0.367

Production volumes expansion 1.16 0.597 0.357

Prices increase 1.11 0.415 0.172

New collaborators or partners 1.10 0.358 0.128

Table 1. Strategic actions adopted to face the crisis (descriptive variables).
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crisis through a primarily defensive approach. Most frequently adopted measures were in 
fact related to restructuring and resizing strategies. The most frequent actions were: reduction 
of waste and costs, labor costs reduction, deferment of investments and production volumes 
reduction. On the other hand, actions related to innovation, development or reorganization 
were less widely adopted. Only few entrepreneurs expanded their activity and production 
volumes, invested in training projects, introduced innovations, invested in communication 
and advertising, improved production processes and/or products/services, introduced new 
products/services and sought for new clients.

It is interesting to note that only few entrepreneurs have taken action based on collaboration 
with other companies to address the crisis. This result is in contrast with the findings from 
similar research recently carried out in Spain [25]. According to this research collaboration 
between firms emerged as one of the more effective ways to address and overcome the crisis.

4.2. Factor analysis and strategic profiles

In the following step of the analysis, 16 actions listed in the questionnaire were submitted 
to factor analysis. In this way, we tried to more effectively outline entrepreneurs’ behavior 
during the crisis, by identifying a more limited number of factors describing typical strategic 
profiles [71]. The aim of the factor analysis was not to confirm the validity of the pre-existing 
model, but to identify the variety of strategic behaviors during the crisis. Consequently, a 
varimax orthogonal rotation analysis was carried out considering a non-correlation among 
factors. Factors were extracted considering a method of parallel analysis [72]. After having 
extracted four factors, the factor structure shown in Table 2 was obtained. In this phase, 
one strategic action was eliminated (lowering of prices), as it had a factor coefficient lower 
than 0.5 [73].

Extracted factors correspond to four different strategic profiles. Each profile corresponds to 
actions, which have resulted as the most significant to identify the strategic behavior of each 
entrepreneur.

Each factor has been labeled, in order to point out the typical behavior corresponding to each 
strategic profile. The strategic profiles corresponding to each factor are as follows.

Factor 1: Orientation to human resources qualification. Entrepreneurs corresponding to this profile 
interpreted the crisis as an opportunity to enrich their intangible assets and invested in particu-
lar in human resources. They employed more qualified personnel, looked for new collaborators 
and partners and participated in training courses in order to improve business’s qualification 
and skills. This strategic behavior may be based on the desire to differentiate themselves from 
competitors. Business requalification was followed by an increase in products/services’ costs, 
as clients should be willing to pay a premium price for products and services.

Factor 2: Orientation to development and growth. Entrepreneurs with this profile tried to counter 
the crisis with measures aimed at turning around the negative trend of demand and sales. 
Such an objective materialized in actions and investments aimed at reorganizing the business 
and renewing its technology, in order to increase volume of production and sales and improve 
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processes and products. A minority of entrepreneurs with this profile also started collabora-
tion with other entrepreneurs to share costs and investments and realize joint projects.

Factor 3: Orientation to downsizing. This profile corresponds to entrepreneurs who reacted to 
the crisis through a defensive approach. The initiatives adopted, in fact, include cost cutting, 
waste elimination, labor costs reduction, deferment and/or cancelation of investments and 
reduction of production volumes. Ultimately these entrepreneurs placed the priority on the 
survival of their businesses. Consistent with this purpose, they gave up making new invest-
ments, redefined their core business activities and tried to increase the efficiency of remaining 
activities.

Factor 4: Orientation to market. Entrepreneurs with this profile tried countering the crisis with 
actions aimed at resisting the negative trend of demand. They redefined their supply and 
sought new opportunities for expanding demand. Measures were mainly geared to introduc-
ing new products and services, exploring new markets and looking for new clients. Such 
actions were accompanied by initiatives of communication and advertising, to increase busi-
ness’ reputation and improving its image.

Strategic actions Strategic profiles

F1 F2 F3 F4

More qualified personnel 0.816

New collaborators or partners 0.807

Price increase 0.791

Training of staff 0.560

Improvement of production processes and products 0.807

Organisational or technological innovation 0.779

Expansion of the activity 0.685

Interfirms collaboration 0.519

Deferment of investments 0.807

Reduction of waste and costs 0.788

Reduction of labour costs 0.783

Reduction of production volumes 0.686

Communication and advertising 0.849

Search for new clients 0.754

New products/services 0.634

Percent Explained Variance 17.457 16.404 16.366 13.210

Test Bartlett < 0.5 e KMO > 0.7.
Overall, the four factors explain 63.437% of the total percentage variance.

Table 2. Factor analysis results. Strategic profiles matrix.
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4.3. Gender and other variables influencing strategic response to economic crisis

In order to answer our research questions, firms included in the sample have been divided 
into subgroups, identified according variables mentioned in research hypothesis. These vari-
ables are described in Table 3.

After having applied Levene’s test to verify the hypothesis of variance equality among groups, 
a t-test robust has been applied to evaluate the existence of significant differences among fac-
tors’ average scores, corresponding to strategic profiles described in Table 2. Results from 
t-test are described in Table 4.

Crisis’ impact was measured using entrepreneurs response to the questionnaire. They were 
asked to evaluate crisis’ impact on their business, using a 5-points Likert scale in which 
1 = Extremely important and 5 = No impact.

The comparison between men and women entrepreneurs shows that a significant differ-
ence exists with respect to strategic profiles corresponding to Factor 1 – Orientation to human 
resources qualification – and Factor 2 – Orientation to development and growth. In both cases 
men entrepreneurs have obtained a higher factor score than women entrepreneurs. On the 
contrary no significant differences emerge with regard to strategic profiles corresponding 
to Factors 3 and 4. This suggests that, although the prevalence of a defensive approach is 
what men and women entrepreneurs had in common (see also Table 1), men adopted an 
offensive approach more frequently than women. So this result confirms hypothesis in H1, as 
women entrepreneurs dealt with the crisis with an offensive approach less frequently than men 
and preferred downsizing their activities and increasing efficiency. To this end they reduced 
costs, cut unprofitable and marginal activities and focused on core business. Although such 
an attitude is rather widespread even among men entrepreneurs, the latter dealt with the 
crisis in a more diversified way. As a matter of fact, the percentage of men adopting offensive 
strategies, to requalify human resources and obtain business growth and development, has 
been markedly higher.

The comparison based on other variables described in Table 4 has shown some differences in 
how companies dealt with the crisis.

Variables Description

Gender • Woman
• Man

Business’ age • Young
• Mature

Industry • Service and trade
• Manufacturing and construction

Entrepreneur’s age • Young: less than 35
• Senior: more than 34

Crisis impact • Low: values lower than the sample median
• High: values higher than the sample median

Table 3. Variables.
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By comparing young and mature firms, a significant difference can be observed with regard 
to Factor 1. In fact mature firms have scored higher on strategies oriented to human resources 
qualification. No differences exist with regard to other factors. So hypotheses in H2 can be 
considered partially confirmed. However it must be noted that very young firms – start-ups – 
are not included in our sample. In fact, only firms founded before the beginning of the crisis 
(Autumn 2008) are included.

As regards industry, significant differences have been found with regard to Factors 2 and 3. In 
fact manufacturing firms have scored higher in strategies oriented to growth and to downsiz-
ing. This data confirms H3. This result appears contradictory, since growth and downsizing 
strategies have completely contrasting purposes and content. This result, however, may be the 
consequence of the different impact of the crisis in the two industries. As stated, in Marche 
region, the crisis was particularly strong in manufacturing and construction. In this scenario, 
firms operating in these industries may have been forced to react to the crisis with harder 
and more focused measures, and to adopt growth or resizing strategies. These strategies, on 
the contrary, were less frequently adopted by trade and services firms, which aimed more at 
preserving the status quo: they did not implement growth strategies because the crisis did not 
allow it; on the other hand they did not adopt downsizing measures because they were not 
strictly necessary, as the impact of the crisis was lower than in manufacturing and construction.

No significant differences have been found with regard to entrepreneurs’ age. This means that 
young and senior entrepreneurs faced the crisis with similar strategies, regardless of age. So 
H4 has not been confirmed.

Finally, some significant differences have also been found regarding crisis’ impact on busi-
nesses, consistently with H5. In fact businesses that suffered the greatest impact of the crisis 
adopted downsizing strategies more often and with greater intensity than businesses where 
the impact of the crisis was weaker.

Variables Description N F1 t-Test F2 t-Test F3 t-Test F4 t-Test

Gender Women 110 −0.179 *** −0.410 *** 0.057 ns −0.069 ns

Men 108 0.182 0.418 −0.058 0.070

Business’ age Young 46 −0.269 *** 0.080 ns 0.062 ns   0.015 ns

Mature 172 0.072 −0.021 −0.017 −0.004

Industry Service and trade 135 −0.025 ns −0.124 *** −0.135 ***   0.016 ns

Manufacturing 
and construction

83 0.040 0.201 0.219 −0.026

Entrepreneur’s 
age

Young 90 −0.063 ns −0.115 ns 0.012 ns   0.043 ns

Senior 128 0.044 0.081 −0.009 −0.030

Crisis impact Low 74 0.05 ns −0.07 ns −0.55 *** 0.02 ns

High 144 −0.03 0.04 0.28 −0.01

*** = p-Value < 0.05.

Table 4. t-Test results.
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preserving the status quo: they did not implement growth strategies because the crisis did not 
allow it; on the other hand they did not adopt downsizing measures because they were not 
strictly necessary, as the impact of the crisis was lower than in manufacturing and construction.

No significant differences have been found with regard to entrepreneurs’ age. This means that 
young and senior entrepreneurs faced the crisis with similar strategies, regardless of age. So 
H4 has not been confirmed.

Finally, some significant differences have also been found regarding crisis’ impact on busi-
nesses, consistently with H5. In fact businesses that suffered the greatest impact of the crisis 
adopted downsizing strategies more often and with greater intensity than businesses where 
the impact of the crisis was weaker.

Variables Description N F1 t-Test F2 t-Test F3 t-Test F4 t-Test

Gender Women 110 −0.179 *** −0.410 *** 0.057 ns −0.069 ns

Men 108 0.182 0.418 −0.058 0.070

Business’ age Young 46 −0.269 *** 0.080 ns 0.062 ns   0.015 ns

Mature 172 0.072 −0.021 −0.017 −0.004

Industry Service and trade 135 −0.025 ns −0.124 *** −0.135 ***   0.016 ns

Manufacturing 
and construction

83 0.040 0.201 0.219 −0.026

Entrepreneur’s 
age

Young 90 −0.063 ns −0.115 ns 0.012 ns   0.043 ns

Senior 128 0.044 0.081 −0.009 −0.030

Crisis impact Low 74 0.05 ns −0.07 ns −0.55 *** 0.02 ns

High 144 −0.03 0.04 0.28 −0.01

*** = p-Value < 0.05.

Table 4. t-Test results.
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5. Conclusions and implications

This paper provides insight into strategies that Italian micro-entrepreneurs adopted to sur-
vive the recent economic crisis.

Factor analysis allowed the identification of four strategic profiles: strategy oriented to human 
resource training (investment in intangible assets); market-oriented strategy (redefining sup-
ply and searching for new opportunities); development and growth strategy (focused on sales 
increasing and on product and process improving) and downsizing strategy (costs reduction, 
elimination of waste and redefining of core business). Findings suggest that entrepreneurs 
mainly adopted a defensive approach characterized by restructuring and resizing strategies 
aimed to improve efficiency and refocus the core business. An offensive approach – realized 
by innovation, development or reorganization strategies – was less common. The defensive 
approach characterized both men and women entrepreneurs, although the adoption of offensive 
strategies was less widespread among women. So we can say that, in front of the same external 
economic conditions, men and women entrepreneurs made different choice to face the crisis.

Differences in strategies adopted to address the crisis have also been identified with regard 
to other factors, especially industry and crisis’ impact. In particular, some differences have 
been identified among companies that were differently affected by the crisis. In fact results 
show that where the impact of the crisis was stronger, businesses needed to “batten down the 
hatches” and defend themselves from the crisis, mostly through cost cutting measures, while 
they gave up making new investments, redefined their core business activities and tried to 
increase the efficiency of remaining activities.

Results from this research provide significant contributions, in the field of both scientific 
research and of real economy.

From a scientific perspective, data from this investigation contribute to the development of the 
debate on gender-based differences in behaviors, attitudes and preferences. Men and women 
entrepreneurs are compared considering a particular economic condition, characterized by 
recession. Until now, no analyses were carried out to compare the behavior of entrepreneurs 
of both genders in such situations and this is the first study to address this issue. Moreover, it 
must be observed that even if several research analyzed factors affecting the choice of strate-
gies to face a crisis, they ignored gender issues.

Data from our analysis allow us to get important information about how men- and women-
owned micro-enterprises reacted to economic downturns. Our analysis shows that, under 
the same external conditions, Italian men and women entrepreneurs adopted different strat-
egies to respond to the economic crisis. In this perspective, results are consistent with those 
of previous analyses comparing male and female entreprenurs’ behaviors. The defensive 
strategies mainly adopted by women entrepreneurs, in fact, are consistent with some of 
their distinguishing characteristics, compared to male entrepreneurs: lower risk orientation, 
lower preference for conditions of uncertainty, lower growth orientation and less willing-
ness to invest.
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In front of these data, we can wonder about the real effectiveness of strategies women entre-
preneurs adopted to tackle the economic crisis. Demographic data on birth and mortality rate 
of Italian firms show that female businesses showed better resistance towards the economic 
crisis. Therefore we could think that defensive strategies adopted by women have proven 
to be more effective in addressing the crisis and ensuring the survival of their enterprises. 
However, our analysis does not allow saying whether female businesses’ lower mortality 
rates are the consequence of the strategies they adopted to face the crisis. Indeed, in the litera-
ture on strategies to deal with economic crisis different opinions have been expressed about 
the effectiveness of defensive strategies. In some cases, it is argued that a defensive strategic 
approach can be considered positive in the short-term, as it aims at guaranteeing business’ 
survival. However, in the long-term, such an approach may undermine business ability to 
seize new opportunities and innovate, and consequently weaken business’s competitiveness.

For this reason, further analysis should be done to find out if there is a relationship between 
strategies adopted by male and female businesses and their financial and competitive perfor-
mance, in the short- and in the long-term.

Results from this research are also useful to understand which economic policy measures may 
be useful to help men and women entrepreneurs to address the crisis and ensure the survival of 
their businesses. Policy-makers who want to support female entrepreneurship should consider 
these aspects, in order to identify tools and policies that can help female firms to resist economic 
downturns more effectively and to seize new market opportunities in the recovery phase.

This study has important limitations related to the type of business analyzed (only sole pro-
prietors) and to the limited geographical context (only Italian firms from a single region). 
Results from this investigation, however, may serve as an important basis for international 
comparisons, in order to understand whether, in different geographical and cultural contexts 
and with different economic, political and institutional situations, men and women entre-
preneurs prove to have the same attitudes and the same behavior of their Italian colleagues.

As regard the role of other variables (business age, industry and crisis’ impact) in influencing stra-
tegic choices, further analysis should be carried out to understand how they interact with gender 
in affecting strategic responses to the crisis. In fact, our analysis does not allow us to establish 
which variable is the most significant in explaining differences in strategies adopted to face the 
crisis. In particular, further analysis should say if, other things being equal, gender continues to 
be significant in explaining the different strategies adopted by companies to face up to the crisis.
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In the literature, we have seen results stating that women are less efficient than men in
entrepreneurship. In this chapter, we have used data of informal enterprises in Burkina
Faso to test gender productivity difference. Our data support the assumption that men’s
enterprises employ and carry out more income than women’s enterprises. Nevertheless,
women’s enterprises are technically more efficient and stable than men’s enterprises. We
have also found out that to succeed in entrepreneurship, it is profitable for women to be
young. However, men need to get more experiences in order to become efficient in
informal entrepreneurship.
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1. Introduction

In the past, economists focused themselves on identifying factors that have been determining
women’s participation to labor market [1, 2, 3]. Nowadays, robust responses have been pro-
vided to this question. It has been shown that women are less represented among owners of
big formal enterprises [4, 5]. Most of them are owners of small and medium-sized enterprises
(SME) especially in developing countries (PED) [6]. If presently, the debate on the determinants
of women’s participation to entrepreneurship seems to be ended, questions on their SMEs’
productivity, dynamism, and survival are still topical.

Theoretically, the question of efficiency of enterprises run by women should not be subjected to
great debates. Etymologically, economy is defined as the art of managing well a home, that is
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to say more precisely the ability to have a more efficient internal organization. Now, it is
known that a woman is the right person to manage a home. For example, in Burkina Faso,
there is a common saying that goes as: “ Paglayiri,” meaning “ there shall never be a home
without a woman.” This implies that if the economist’s first objective is to avoid wastes,
everyone who agrees with this economy’s definition says likewise that, a woman would be
more efficient than a man in managing economic affairs.

Women have not yet got the opportunity to show their economic know-how because they have
long been discriminated on the labor market [2, 7]. Even if now, this discrimination is no more
too obvious, there are still certain types of employments that they cannot afford to fill [8]. The
importance of female entrepreneurship would then lie in its capacity to reduce discriminations
against women on the labor market. Welter et al. [9] show that economic sectors whereby
women are owners of private enterprises are sectors hiring more women. However, women’s
capacity to create and manage dynamic jobs supplying SMEs for their counterparts is often
limited by cultural and religious factors [10]. This implies that it will be erroneous to draw
conclusions of a woman’s performances in entrepreneurship without considering institutional
factors’ influences. In developing countries, informal institutions prevent women to fully and
freely take part in the private and individual process of wealth accumulation [11]. These
informal regulations or laws contribute to highlight discrimination against women in wages
rate setting and on labor market in general [12, 13]. According to Pressman [14], these same
informal institutions keep households run by women in poverty.

Therefore, even if women are predisposed to be more efficient than men in the economic arena,
formal or informal institutional norms that have kept women out of the labor market for a long
time could in the end damage their economic efficiency. For example, obligation for women to
always stay at home to care for children (in some developing countries) would contribute to
reduce their motivations to commit themselves to female entrepreneurship [10, 15, 16]. Udry
[17] notes that in households run by men, about 6% of the output of the plot of land farmed by
women is lost due to a bad distribution of production inputs in their disfavor.

Setting up a business in developing countries has always been difficult. The difficulty in
undertaking stems mainly from the market’s failure. Access to credit seemed to be the biggest
of these constraints. When we look particularly into this difficulty, we realize that women are
the most constrained [18–20]. It would then be plausible to justify the weak performances
experienced by enterprises run by women through their inability to acquire more physical
capital due to credit access’ constraints. Fafchamps et al. [21] show that even if credit access’
constraints limit women’s capacity to increase their investment in physical capital, this does
not explain why they are less efficient than those run by men. Other case studies, having been
carried out by De Mel et al. [22] in Sri Lanka, Banerjee and Sendhil [15] in India and Karlan and
Zinman [23] in the Philippines have also proven that the difference in terms of equipment
would not explain alone the difference of productivity observed between women’s and
men’s enterprises.

Lonstreth et al. [24] as well as Brush [25] think that women’s enterprises are less profitable than
men’s because the concern of maximizing profit does not appear in their objective function. They
create small informal production units just to busy themselves or to have a little financial and
economic freedom. As for Minguez-Vera andMartin [26], they justify women’s enterprises’weak
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performances by the fact that women take less risk than men when they are enterprises man-
agers. Broadly speaking, Amin [27] points out that labor productivity and the size of women’s
informal enterprises are by far inferior to those run by men. The output per capita of worker in
women’s enterprises represents only 76% to the one of men’s enterprises. Concerning the size, the
author thinks that men’s enterprises are 61% bigger than women’s enterprises. It even seems that
these results can be generalized in the case of formal enterprises. Brush et al. [28] show that
women’s formal enterprises generate an average income representing only 26% of men’s enter-
prises income. Through a study on 26 transition-state countries’ data, Sabarwal and Terrell [29]
reach the result stating that women’s enterprises are less profitable than men’s enterprises.

Even if everything leads to believe that men are more efficient than women in businesses, some
reports invite us to relativize these results. First, a woman works less for example in an
enterprise and more in housework. In certain parts of the world, institutional constraints
hinder them from being more educated compared to men. Second, when we study women’s
enterprises’ productivity compared to men’s, it needs to be carried out by using data collected
in the same field of activity. Chirwa [8] and Masters and Meier [30] assess that in developing
countries, women practice less profitable and less risky economic activities. In any case, we
must know that the above constraints will not and cannot justify by themselves the productiv-
ity differences observed between women and men in entrepreneurship. According to Amin
[27], these factors do not explain more than 30% of the productivity difference observed
between them.

Other justifying elements of this productivity difference have also been highlighted. For exam-
ple, men’s enterprises are often family firms bequeathed by parents. As women rarely benefit
from inheritance in certain regions of the world, this would explain why their enterprises are less
experienced than men’s enterprises. Other authors explain women’s coming to business not to
make profit but for other reasons which vary rapidly from a country to another. Women from
poor households engage themselves in economic activities to support their husbands in family
expenditure [31, 32]. The fact that some women reach a higher level of education motivates them
into practicing entrepreneurship [33, 34]. The deplorable thing is the fact that these latter practice
mostly in informal economic activities [35, 39]. For example, in developing countries, average
60% of working women hold an informal job. In Sub-Saharan Africa, 84% of women practicing
an economic activity work in a nonagricultural informal sector to 63% for men [40].

According to Nelton [41], women do not seek to maximize profit, they are rather concerned
with the quality of their enterprises’ output. This helps us to understand why their enterprises
grow a little slower than men’s [43, 44]. This idea has been seen otherwise by Rosa, et al. [45].
These authors say that women do not seek to increase the size and/or the number of employees
of their enterprises, they rather seek to perform their job well. Thus, one should not analyze
women’s enterprises only in terms of profitability, but one should also and especially consider
their efficiency. Brush [25] thinks that women are also efficient as men except that they do not
know how to cheat in business. This is especially true as Dollar et al. [46] have shown that
countries having a lot of women in their management departments are less corrupt. Johnson
and Storey [47] have also shown that women’s enterprises are more stable than men’s on the
long run. Rietz and Henrekson [48] show that even if men’s enterprises outsell women’s, there
would not be any difference between them in terms of profitability.
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The test of productivity difference between women’s enterprises and men’s enterprises is still
then topical. Most of the previous studies were mainly limited by using domestic data that
have covered several fields of activities. The reproach to these types of data is to have left out
the fact that fewer women are often represented in some sectors. Even if we make use of a
small sample like Rosa et al. [45] and Holmquist and Sundin [35], we have the advantage of
possessing data collected in sectors of activity whereby women and men are frequently seen as
owners of enterprises.

We use primary data collected in Ouagadougou to analyze informal enterprises’ perfor-
mances with particular attention to gender. Our data have been collected from very small
production units in such a way that their owners are almost poor. Thus, we shall make
gender correspond only to sex. The main question we shall try to answer is as follows: After
controlling by socioeconomic variables of the owner and by the characteristics of the busi-
ness environment as well, is it possible to justify SMEs’ productivity difference and dyna-
mism through gender?

In Ouagadougou, eight out of ten households get their income from an informal production
unit [36]. When we consider the informal sector’s actors, we realize that women are well
represented. We think that if their activities were not profitable, their number would have
decreased with time. According to INSD’s statistics, in the informal sector in Ouagadougou,
47.3% of enterprises are set up and managed by women. However, on the level of employees,
men were more paid than women. But, this is justified by the fact that men’s working hours
(60 hours per week) are longer than women’s (51 hours per week). The objective of our analysis
is consequently to test that women’s enterprises are more dynamic and more efficient than
men’s enterprises. In order to succeed, we will analyze issues of enterprises’ growths through
Evan’s model [37]. To derive these enterprises’ technical efficiency scores, we will use the
stochastic frontier model by Mayers and Liu [38].

At the end of our analyses, we realized that our data support the assumption stating that
women’s enterprises grow more rapidly than men’s enterprises. In general, we have also noticed
that women’s enterprises are younger than men’s enterprises. In average, women’s enterprises
technical efficiency is higher than men’s enterprises. Nevertheless, men’s enterprises employ
more workers than women’s enterprises.

The remaining of the chapter is segmented as follows. Section II briefly recalls a few empirical
results on the determinants of productivity difference between women and men. Section III
presents the models of the dynamism analysis and the technical efficiency and the data as well.
Section IV analyzes and discusses the results. The last section sums up the analysis’s results
and makes a few recommendations to ensure the survival of women’s enterprises.

2. Literature review on gender productivity difference

In literature, all the results seem to corroborate the fact that men’s enterprises perform better
than women’s enterprises both in developing and developed countries. Johnson and Storey
[47] show that from 289 enterprises’data in Great Britain, women’s enterprises are smaller than
men’s enterprises. From 400 enterprises’data from three different industrial sectors, Kalleberg
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and Leicht [43] show that determinants of survival and success of enterprises in Indiana (USA)
were independent from the owner’s sex. Other studies having been carried out in developed
countries have also shown that women’s enterprises produce less incomes and even employ
fewer workers than men’s enterprises [25, 49]. Even if it is accepted that there is a difference in
women’s and men’s enterprises’ output, Kalleberg and Leicht [43] estimate that this productivity
difference is overestimated when one uses national data. To reduce this overestimation, these
authors recommend the use of data of the same sector of activity.

Certain studies carried out on data collected in developed countries have often supported the
assumption that in some cases, women perform better than men. Carter and Cannon [42] have
shown that even if women’s enterprises focus too much on qualitative aspects in a short term,
quantitative performance indicators are also their concern on the long run. Rosa, et al. [45]
have reached the results stating that when we consider small-sized enterprises (1–5
employees), we realize that women’s enterprises grow faster while for medium enterprises
(more than 20 employees), men’s enterprises grow faster.

Education is the variable determining the survival of women’s enterprises in Africa. Chirwa [8]
has got to the result that education improves informal enterprises’ profitability. Akouwerabou
[50] has obtained an opposite result on a case study of Burkina Faso’s informal enterprises. The
author justifies the fact that education affects negatively enterprises’ growth due to the fact that
qualified owners are in the informal and looking for a job in the public service or in big
enterprises. On data from Malawi, Chirwa finds out that women’s enterprises grow faster than
men’s enterprises. This result is contrary to McPherson’s findings [51] in the case of South Africa.
Akouwerabou [50] from Burkina Faso’s informal enterprises’data and Chirwa [8] have found a
reversed U relation between the informal enterprise’s profitability and its experience. This would
signify that whether it belongs to a woman or a man, young enterprises grow less rapidly than
the old ones.

Even if this seems to vary very quickly from a country to another, in Africa, we notice that on
the scale of informal enterprises, women have more access to credit than men have. This is
justified by the fact that microfinance is little developed, and it grants more credits to women
than men in towns as well as in rural areas. In Malawi, Chirwa [8] finds out that women have
more access to credit than men, while in South Africa, Abor and Biekpe [52] have got to an
opposite result.

3. Methods and data

In the current analysis, we seek to test the hypothesis according to which men-owned enter-
prises perform more than women-owned ones. The purpose of the chapter is to show that the
outcomes (dynamism and technical efficiency) of men-owned informal enterprises are better
than women ones.

3.1. Data

We use data collected within the framework of education production in informal activities.
These data were collected by Western and Center of African Network for Research in
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more access to credit than men, while in South Africa, Abor and Biekpe [52] have got to an
opposite result.
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Education1 and covered four activities branches in Ouagadougou. The informal sector activi-
ties covered by this survey are hairdressing salon, motor bike mechanics, sewing, and carpen-
try. In this study, we used only the data of hairdressing salon and sewing, which are the
activities sectors where we meet men-owned and women-owned enterprises.

The survey was carried out in 2010 and related to 300 small production units in Ouagadougou.
With the objective to prevent the production units to count in the same area, 60 informal
production units were retained in each of the five districts of Ouagadougou. Informal produc-
tion unit’s number per sub-category of activity is retained according to the representativeness
of each sub-category activity according to the data collected by INSD in 2001 in the whole of
Ouagadougou town [53]. Collected information are related to the employees number (at the
activity starting year and in 2010) and their socio demographic characteristics (age, education
level, the type of leasing contract established with the landlord, number of lost working days
by the unit members due to disease, etc.)

3.2. Model

From theoretical view, one can imagine that the efficiency of a microenterprise influences its
dynamism and vice versa. Efficiency influences dynamism through the process of self-financing.
When the micro enterprise is efficient, this helps it to achieve more cash flow and then more
resource that will supply its self-financing. The past results (dynamism) of the enterprise also
influence its current capacities through the process of learning by doing. A microenterprise that
carried out good performances from the past must be able to do the same now. These relations
may be summed up through the following system:

dyt ¼ f effit�s; x; z
� �

effit ¼ g dyt�1; x; z
� �

,with s ≥ 2

(
(1)

Where dy represents thedynamismor the enterprise growth, x the characteristics of enterprise, z the
characteristics of environment where the enterprise is, effimeasures the efficiency, and t the time.

The analysis of system Eq. (1) requires data of at least two periods. But, the data at our disposal
are data of one passage. Consequently, we will replace effit�s by some proxies like most of loyal
customers in the microenterprise’s earnings. The system relations Eq. (1) form a system of
sequential equations, and the equations can be estimated individually.

Evans [37] proposed to consider the enterprise growth as a function of its growth rate and its
characteristics. The author estimates that the enterprise growth is mainly influenced by its initial
size and age. Let G be the variable measuring the micro enterprise growth, we can write that:

G ¼ St0
St

¼ g St;Að Þh x; zð Þ (2)

1
Akouwerabou et al., (2010) Microeconomic analysis of the impact of education on the job market in Urban district of
Ouagadougou. http://www.rocare.org/grants/2010/grants2010bf1.pdf
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In the relation Eq. (2), St0 represents the number of employees of the most recent year and St the
number of employees at the enterprise’s year of creation. By considering the logarithm of G
and by carrying out a limited development of order two of g :ð Þ but by supposing that the
function h :ð Þ is of the type h x; zð Þ ¼ eZβþε, we obtain:

log St0ð Þ � log Stð Þ
d

¼ α0 þ α1 log Stð Þ þ α2 log Stð Þ½ �2 þ α3 log Að Þ þ α4 log Að Þ½ �2

þα5 log Stð Þ � log Að Þ þ Zβþ ε
(3)

Where d is a normalization coefficient that helps to control the effect of enterprises’ age
difference, ε the term of errorZ ¼ x⋮z½ �.
In the current study, we will suppose that Z contains variables such as education of the owner,
the share of unknown customers in the enterprise’s earnings, the number of the entrepreneurs’
years of experience in its activity area, the number of inactive individuals dependent upon the
entrepreneur, and the number of employees having a formal contract in the enterprise.

We suppose that the group of variables (entrepreneur’s education, entrepreneur’s experience
in the domain and the number of employees who have a formal contract) have a positive
influence on the dynamism of IPUs. As for the other two variables (share of unknown
customers in the IPU’s earnings and the number of unemployed supported by the IPU), we
expect that they affect negatively the microenterprise’s growth. When an entrepreneur of a
microenterprise is supporting many inactive, the enterprise earnings are mostly used to
satisfy family needs, which lower the capacity of self-financing. As the access to credit of
microenterprises is very low, the use of enterprises’ earnings to support social expenditure
negatively affects enterprise growth. Likewise, when the enterprise has very few loyal cus-
tomers, its earnings fluctuate more, given that the demand addressed to it is totally
unpredictable.

Table 1 descriptive statistics show that the number of employees varies between 1 and 8, and
enterprises hiring the most are men’s enterprises. This implies that women’s enterprises grow
less rapidly than men’s with regard to employment. In average, women’s enterprises hire five
employees per year to six employees for men’s enterprises. At the starting of their activities,
men’s enterprises even start with more employees than women’s. However, women’s enter-
prises are mostly younger than men’s enterprises. Considering the level of education, we
realize that men have slightly gained this capital than women. Even the most experienced
entrepreneurs in their field of activities are among men.

Roughly speaking, we can say that we have a sample that is a bit like Chirwa’s [8] in terms of
human capital variables. In his study about Malawi, the author has got almost the same
characteristics between women and men. Like Chirwa, we come to the conclusion that men
outnumbered women in our sample. In fact, 66.1% of sewing and hairdressing enterprises
managers having been surveyed are men. Women’s enterprises’ incomes depend more on their
network of acquaintances. About 53% of customers of women’s enterprises are people who
know personally the manager, whereas 65.2% of customers of men’s enterprises are unknown.
We see here Okten and Osili’s [54] findings stating that women’s informal enterprises incomes
are straightly linked to their relations network.
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For the estimation of the technical efficiency scores, we suppose that we have N firms
i ¼ 1; 2;…;Nð Þ, each producing a certain quantity of output yi (in logarithm) starting from a

vector of input x0i and the vector of the exogenous variables z0i ¼ Zi⋮ dbyi
� �� �

exerting an influ-
ence on the inefficiency of the firm. Let us suppose that the unobserved border y∗ is given by
the relationship:

y∗ ¼ x0iθþ vi (4)

with vi ~ N 0; σvi
2

� �
and independent of x0i and z0 and where θ is the vector of the unknown

parameters to be estimated. The effective output of each firm (y) is equal to the potential
output (y∗) with an error (ui) whose distribution depends on z0i. That allows us to write that:

yi ¼ x0 iθþ vi � uðz0 i, δÞ, where uiðzi, δÞ ≥ 0 (5)

i.e., the effective production is at most equal to the potential production. In relationship Eq. (5),
ui and vi are independent and δ is the vector of parameters of the function of the inefficiency.
Conditioning by z0i, we also suppose that ui is independent of xi. We then consider thereafter
that ui ~ Nþ μ exp z0iδ

� �
; γ2

u

� �
, where γ2

u is the variance of u. By taking the natural logarithm, we
obtain lnui ¼ lnμþ z0iδ. If we integrate this expression into Eq. (5), we then obtain the equation
of the stochastic frontier of production that will be estimated:

yi ¼ x0iθþ vi � lnμþ z0iδ
� �

(6)

By writing Γ ¼ γ2u=γ2uþσ2v , this report helps us analyze the contribution of the inefficiency to the

total variance of enterprise output. This variable helps us determine the share of variability of
the dependent variable stemming from technical inefficiency. When Γ is null, this implies that
inefficiency does not contribute to explain the output variability.

The explanatory variables in relationship Eq. (6) are the labor (l) and the capital (k) in the
function of production and the number of qualified employees, the number of lost working
days by the enterprise through members’ ill-health, and the potential risk that the entre-
preneur assumes in his field of activity (risk). This variable is a binary variable that assigns
a value of 1 if the IPU entrepreneur thinks that his field of business is too risky. The binary
variable ICT assigns a value of 1 if the IPU possesses and uses a mobile phone. The access
to credit is represented by credit, which is a dummy variable indicating by the value 1 that
the enterprise has access to credit. Binary variables representing activities of hairdressing,
and sewing, and the predicted variable of dynamism has also been introduced in the
inefficiency equation.

We assume that the efficiency of a microenterprise increases with its number of qualified
workers. This prediction is established on the hypotheses that theories of endogenous growth
have expressed on the capacity of human capital to increase technical efficiency. However,
increased levels of worker disease lead to less efficient enterprises. This hypothesis stems from
the fact that the more the workers contract diseases, the less they work, thus leading to a
decrease of the enterprise’s productivity. Finally, we assume that the more the entrepreneur of
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For the estimation of the technical efficiency scores, we suppose that we have N firms
i ¼ 1; 2;…;Nð Þ, each producing a certain quantity of output yi (in logarithm) starting from a

vector of input x0i and the vector of the exogenous variables z0i ¼ Zi⋮ dbyi
� �� �

exerting an influ-
ence on the inefficiency of the firm. Let us suppose that the unobserved border y∗ is given by
the relationship:

y∗ ¼ x0iθþ vi (4)

with vi ~ N 0; σvi
2

� �
and independent of x0i and z0 and where θ is the vector of the unknown

parameters to be estimated. The effective output of each firm (y) is equal to the potential
output (y∗) with an error (ui) whose distribution depends on z0i. That allows us to write that:

yi ¼ x0 iθþ vi � uðz0 i, δÞ, where uiðzi, δÞ ≥ 0 (5)

i.e., the effective production is at most equal to the potential production. In relationship Eq. (5),
ui and vi are independent and δ is the vector of parameters of the function of the inefficiency.
Conditioning by z0i, we also suppose that ui is independent of xi. We then consider thereafter
that ui ~ Nþ μ exp z0iδ

� �
; γ2

u

� �
, where γ2

u is the variance of u. By taking the natural logarithm, we
obtain lnui ¼ lnμþ z0iδ. If we integrate this expression into Eq. (5), we then obtain the equation
of the stochastic frontier of production that will be estimated:

yi ¼ x0iθþ vi � lnμþ z0iδ
� �

(6)

By writing Γ ¼ γ2u=γ2uþσ2v , this report helps us analyze the contribution of the inefficiency to the

total variance of enterprise output. This variable helps us determine the share of variability of
the dependent variable stemming from technical inefficiency. When Γ is null, this implies that
inefficiency does not contribute to explain the output variability.

The explanatory variables in relationship Eq. (6) are the labor (l) and the capital (k) in the
function of production and the number of qualified employees, the number of lost working
days by the enterprise through members’ ill-health, and the potential risk that the entre-
preneur assumes in his field of activity (risk). This variable is a binary variable that assigns
a value of 1 if the IPU entrepreneur thinks that his field of business is too risky. The binary
variable ICT assigns a value of 1 if the IPU possesses and uses a mobile phone. The access
to credit is represented by credit, which is a dummy variable indicating by the value 1 that
the enterprise has access to credit. Binary variables representing activities of hairdressing,
and sewing, and the predicted variable of dynamism has also been introduced in the
inefficiency equation.

We assume that the efficiency of a microenterprise increases with its number of qualified
workers. This prediction is established on the hypotheses that theories of endogenous growth
have expressed on the capacity of human capital to increase technical efficiency. However,
increased levels of worker disease lead to less efficient enterprises. This hypothesis stems from
the fact that the more the workers contract diseases, the less they work, thus leading to a
decrease of the enterprise’s productivity. Finally, we assume that the more the entrepreneur of
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the micro-enterprise believes that his business is risky, the more efficient his enterprise is. If the
entrepreneur believes that his business is too risky, he will expend more effort to minimize this
risk. The efforts of minimization of risk are later converted into profit productivity.

Table 2 shows us that men’s enterprises generate more incomes than women’s enterprises.
Nevertheless, women’s enterprises have got more physical capital than men’s enterprises.
Women’s enterprises are mostly practicing in sewing and their employees contract diseases
more than men’s employees. A great proportion of women (45%) thinks that doing business in
the informal is more risky to 37% of men. Broadly speaking, employees in women’s enterprises
are more skilled than men’s enterprises.

Finally, the relationships that will be estimated are relationship Eq. (3) for the dynamism of the
microenterprise and relationship Eq. (6) for the efficiency determinants. These estimations
have been carried out with STATA 12.

4. Econometric results

In this section, we present and discuss econometric results. In the first section, we discuss
results concerning determinants of enterprises’ growth. The second subsection presents and
discusses determinants of enterprises’ technical efficiency.

Variables Sample Women Men

Obs. Mean Std.
Dev

Min Max Obs. Mean Std.
Dev

Min Max Obs. Men Std.
Dev

Min Max

Log (sales) 215 4.78 .58 0 5.69 53 4.68 .77 0 5.69 162 4.82 .51 0 5.57

Log (labor) 215 .48 .19 0 .90 53 .46 .19 0 .78 162 .48 .19 0 .90

Log (capital) 215 5.23 .56 3.69 6.39 53 5.29 .59 3.69 6.18 162 5.21 .54 3.69 6.39

Illness 215 25.28 20.43 0 100 53 31.30 22.19 0 100 162 23.31 19.49 0 90

Mobile phone 15 .94 .24 0 1 53 .91 .29 0 1 162 .95 .22 0 1

Credit 215 .06 .24 0 1 53 .11 .32 0 1 162 .04 .20 0 1

Hairdressing 215 .35 .48 0 1 53 .85 .36 0 1 162 .19 .39 0 1

Sewing 215 34 .47 0 1 53 .15 36 0 1 162 .39 .49 0 1

Risk 215 .39 .49 0 1 53 .45 .50 0 1 162 .37 .49 0 1

Number of
qualified
employees

215 .08 .28 0 1 53 .06 .23 0 1 162 .09 .29 0 1

Source: build by the authors.

Table 2. Descriptive statistics of variables used in the stochastic frontier model.
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4.1. Growth of enterprises

By lining up enterprise’s growth and labor, we get a reversed u-relation between growth and
women’s age. Young women’s enterprises grow more rapidly. In fact, the results show us that
women aged less than 35 years are more dynamic than older women. As for men, starting an
enterprise with a high number of employees negatively affects the enterprise’s dynamism.
However, unlike women, young men’s enterprises grow less rapidly than older men. With
regard to Table 3 significant coefficients, we can also say that men aged more than 25 years are
capable of setting up and manage well a medium-sized informal enterprise. Men’s enterprises
giving formal contracts to their employees are also more dynamic.

4.2. Enterprises’ technical efficiency

Table 2 has shown that women’s enterprises have got more physical capital than men’s enter-
prises. Based on Table 4 results, we can affirm that women’s enterprises are overequipped.
Women’s enterprises’ level of equipment is higher than the optimal threshold which they
needed. Both for women and men, we shall keep in mind that labor contributes more to
improving productivity compared to capital. Our assessments show that credit does not affect
men’s technical efficiency. Nevertheless, it harms women’s enterprises’ technical efficiency. This

Variables Sample Women Men

Coefficients std. error Coefficients std. error Coefficients std. error

Log (labor at starting) �0.234*** 0.073 �0.0839 0.130 �0.434*** 0.0869

Log (labor at starting) square �0.140 0.102 �0.0774 0.243 �0.0575 0.112

Log (age) �0.142*** 0.034 0.296*** 0.0887 �0.270*** 0.0412

Log (age) square 0.024** 0.012 �0.296*** 0.0886 0.0590*** 0.0137

Log(Age)* Log (labor at startin 0.200*** 0.061 �0.00546 0.136 0.377*** 0.0690

Education_head 0.001 0.004 0.00336 0.00378

Unknown_customers 0.0002 0.0002 8.83e-05 0.000283 4.85e-05 0.000225

Age*Educ_head �0.0001 0.0001 �0.000102 0.000117

Unemployed 0.003* 0.002 �0.00377 0.00324 0.00508** 0.00220

Experience �0.0001 0.001 0.00343 0.00209 0.000270 0.00110

Number of formal employees 0.0513*** 0.018 0.0371 0.0326 0.0603*** 0.0199

Constant 0.142*** 0.021 0.0162 0.0268 0.223*** 0.0304

Observations 215 53 162

R-squared 0.354 0.462 0.472

Source: build by author; Notes: results of the estimation of growth rate.
Legend: ***, ** and * imply significance at 1%, 5%, and 10%, respectively.

Table 3. Determinants of the informal enterprises growth.
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the micro-enterprise believes that his business is risky, the more efficient his enterprise is. If the
entrepreneur believes that his business is too risky, he will expend more effort to minimize this
risk. The efforts of minimization of risk are later converted into profit productivity.

Table 2 shows us that men’s enterprises generate more incomes than women’s enterprises.
Nevertheless, women’s enterprises have got more physical capital than men’s enterprises.
Women’s enterprises are mostly practicing in sewing and their employees contract diseases
more than men’s employees. A great proportion of women (45%) thinks that doing business in
the informal is more risky to 37% of men. Broadly speaking, employees in women’s enterprises
are more skilled than men’s enterprises.

Finally, the relationships that will be estimated are relationship Eq. (3) for the dynamism of the
microenterprise and relationship Eq. (6) for the efficiency determinants. These estimations
have been carried out with STATA 12.

4. Econometric results

In this section, we present and discuss econometric results. In the first section, we discuss
results concerning determinants of enterprises’ growth. The second subsection presents and
discusses determinants of enterprises’ technical efficiency.

Variables Sample Women Men

Obs. Mean Std.
Dev

Min Max Obs. Mean Std.
Dev

Min Max Obs. Men Std.
Dev

Min Max

Log (sales) 215 4.78 .58 0 5.69 53 4.68 .77 0 5.69 162 4.82 .51 0 5.57
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Mobile phone 15 .94 .24 0 1 53 .91 .29 0 1 162 .95 .22 0 1

Credit 215 .06 .24 0 1 53 .11 .32 0 1 162 .04 .20 0 1

Hairdressing 215 .35 .48 0 1 53 .85 .36 0 1 162 .19 .39 0 1

Sewing 215 34 .47 0 1 53 .15 36 0 1 162 .39 .49 0 1

Risk 215 .39 .49 0 1 53 .45 .50 0 1 162 .37 .49 0 1

Number of
qualified
employees

215 .08 .28 0 1 53 .06 .23 0 1 162 .09 .29 0 1

Source: build by the authors.

Table 2. Descriptive statistics of variables used in the stochastic frontier model.
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4.1. Growth of enterprises

By lining up enterprise’s growth and labor, we get a reversed u-relation between growth and
women’s age. Young women’s enterprises grow more rapidly. In fact, the results show us that
women aged less than 35 years are more dynamic than older women. As for men, starting an
enterprise with a high number of employees negatively affects the enterprise’s dynamism.
However, unlike women, young men’s enterprises grow less rapidly than older men. With
regard to Table 3 significant coefficients, we can also say that men aged more than 25 years are
capable of setting up and manage well a medium-sized informal enterprise. Men’s enterprises
giving formal contracts to their employees are also more dynamic.

4.2. Enterprises’ technical efficiency

Table 2 has shown that women’s enterprises have got more physical capital than men’s enter-
prises. Based on Table 4 results, we can affirm that women’s enterprises are overequipped.
Women’s enterprises’ level of equipment is higher than the optimal threshold which they
needed. Both for women and men, we shall keep in mind that labor contributes more to
improving productivity compared to capital. Our assessments show that credit does not affect
men’s technical efficiency. Nevertheless, it harms women’s enterprises’ technical efficiency. This

Variables Sample Women Men

Coefficients std. error Coefficients std. error Coefficients std. error

Log (labor at starting) �0.234*** 0.073 �0.0839 0.130 �0.434*** 0.0869

Log (labor at starting) square �0.140 0.102 �0.0774 0.243 �0.0575 0.112
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Education_head 0.001 0.004 0.00336 0.00378

Unknown_customers 0.0002 0.0002 8.83e-05 0.000283 4.85e-05 0.000225

Age*Educ_head �0.0001 0.0001 �0.000102 0.000117

Unemployed 0.003* 0.002 �0.00377 0.00324 0.00508** 0.00220

Experience �0.0001 0.001 0.00343 0.00209 0.000270 0.00110

Number of formal employees 0.0513*** 0.018 0.0371 0.0326 0.0603*** 0.0199

Constant 0.142*** 0.021 0.0162 0.0268 0.223*** 0.0304

Observations 215 53 162

R-squared 0.354 0.462 0.472

Source: build by author; Notes: results of the estimation of growth rate.
Legend: ***, ** and * imply significance at 1%, 5%, and 10%, respectively.

Table 3. Determinants of the informal enterprises growth.
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result is in contradiction with the result of Marlow and Patton [55] who have shown that access
to credit improves women’s informal enterprises’ performances. The fact of managing an enter-
prise in a very risky field of activity lessens women’s technical efficiency. However, doing
business in a risky field of activity is profitable to men. When employees in the enterprise lose
working hours due to sicknesses, it negatively affects enterprises’ productivity irrespective of the
owner’s gender.

4.3. Discussion

In our sample, women’s enterprises are not less equipped than men’s enterprises contrary to
the data of De Mel et al. [22] and Banerjee and Sendhil [15]. Nevertheless, we find out that they
are inefficient in choosing the level of production factors. Women overinvest in physical capital
with regard to the size of the enterprise. Moreover, contrary to the findings of Wasihun and
Paul [20] who estimate that women have less access to credit compared to men, we have found
out that women’s access rate to credit is higher than men’s. During the last 10 years,
microfinance has been developed rapidly in developing countries. But, it has been shown that

Variables Sample Women Men

Coefficients std. error robust Coefficients std. Error robust Coefficients std. error robust

Production function

log_lab 0.295** 0.135 1.357*** 2.23e-08 0.248*** 1.39e-08

log_capital 0.119** 0.0487 �0.0503*** 5.45e-09 0.0436*** 6.24e-09

Constant 4.479*** 0.235 5.061*** 1.97e-08 5.146*** 3.87e-08

Efficiency function

illnes �0.0122 0.00847 �0.0308** 0.0153 �0.0164*** 0.00538

m_phone 0.812* 0.472 2.687*** 0.705 0.232 0.481

credit �0.176 0.462 �0.935* 0.542 �0.0616 0.470

coif 0.716* 0.414 0.241 0.360 0.123 0.224

age �0.0743*** 0.0270 �0.118*** 0.0457 �0.0251 0.0153

risk 0.691** 0.308 �1.007** 0.508 0.851*** 0.177

contrat_formel �1.489* 0.781 �3.041*** 0.850 �0.253 0.352

dy �2.504 3.141 5.771 3.931 �3.256 2.600

Constant �0.0122 0.00847 1.803 1.731 0.255 0.777

Function of variance

Γ �3.925*** 0.252 �35.92*** 0.115 �36.14*** 0.0686

Observation 215 53 162

Legend: ***, ** and * imply significance at 1%, 5% and 10%, respectively.
Source: build by author.

Table 4. Determinants of enterprises productivity and inefficiency.
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in Burkina Faso, microfinance institutions grant more credit to women than men [56]. Our data
actually corroborate Minguez-Vera and Martin [26] who said that women are less efficient
compared to men in risky fields of activities. However, we have found out that labor is more
productive in women’s enterprises contrary to Chowdhury and Amin result (2011).

Women’s access to credit does not help them to increase their enterprises’ productivity. Instead
of using the credit to facilitate their enterprises’ activities, women often tend to use the credit
for consumption items. They get into debt on behalf of their enterprises to insure their families’
consumption expenses. Then, they use their enterprises’ incomes to pay the credit back [57].
This explains why women who have access to credit are less productive.

Graph 1 shows that in average, women’s enterprises are as efficient as men’s enterprises. The
curve representing women’s enterprises level of technical efficiency is even sometimes on top
of men’s own. This implies that women are as efficient as men in the informal sector [25]. Thus,
by limiting oneself to sales analysis, one can say women are less efficient than men (Table 2).
Authors like Cuba et al. [49] have drawn conclusions from this type of information that
women are less efficient than men. But, in fact, even if women get fewer incomes in compari-
son to men, they are more efficient than men. Table 1 descriptive statistics have even shown
that their enterprises are more stable than men’s enterprises. This table’s data show that the
minimum growth of women’s enterprises is �.06, whereas men’s enterprise is �.15. This
implies that enterprises having laid off more employees, since their creations are found among
men’s enterprises. This result has also been highlighted by Johnson and Storey [47]. From our
view point, the fact of women becoming less skillful is deplorable in the enterprise manage-
ment as they become older.
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result is in contradiction with the result of Marlow and Patton [55] who have shown that access
to credit improves women’s informal enterprises’ performances. The fact of managing an enter-
prise in a very risky field of activity lessens women’s technical efficiency. However, doing
business in a risky field of activity is profitable to men. When employees in the enterprise lose
working hours due to sicknesses, it negatively affects enterprises’ productivity irrespective of the
owner’s gender.

4.3. Discussion

In our sample, women’s enterprises are not less equipped than men’s enterprises contrary to
the data of De Mel et al. [22] and Banerjee and Sendhil [15]. Nevertheless, we find out that they
are inefficient in choosing the level of production factors. Women overinvest in physical capital
with regard to the size of the enterprise. Moreover, contrary to the findings of Wasihun and
Paul [20] who estimate that women have less access to credit compared to men, we have found
out that women’s access rate to credit is higher than men’s. During the last 10 years,
microfinance has been developed rapidly in developing countries. But, it has been shown that
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coif 0.716* 0.414 0.241 0.360 0.123 0.224

age �0.0743*** 0.0270 �0.118*** 0.0457 �0.0251 0.0153

risk 0.691** 0.308 �1.007** 0.508 0.851*** 0.177

contrat_formel �1.489* 0.781 �3.041*** 0.850 �0.253 0.352

dy �2.504 3.141 5.771 3.931 �3.256 2.600

Constant �0.0122 0.00847 1.803 1.731 0.255 0.777

Function of variance

Γ �3.925*** 0.252 �35.92*** 0.115 �36.14*** 0.0686

Observation 215 53 162

Legend: ***, ** and * imply significance at 1%, 5% and 10%, respectively.
Source: build by author.

Table 4. Determinants of enterprises productivity and inefficiency.
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in Burkina Faso, microfinance institutions grant more credit to women than men [56]. Our data
actually corroborate Minguez-Vera and Martin [26] who said that women are less efficient
compared to men in risky fields of activities. However, we have found out that labor is more
productive in women’s enterprises contrary to Chowdhury and Amin result (2011).

Women’s access to credit does not help them to increase their enterprises’ productivity. Instead
of using the credit to facilitate their enterprises’ activities, women often tend to use the credit
for consumption items. They get into debt on behalf of their enterprises to insure their families’
consumption expenses. Then, they use their enterprises’ incomes to pay the credit back [57].
This explains why women who have access to credit are less productive.

Graph 1 shows that in average, women’s enterprises are as efficient as men’s enterprises. The
curve representing women’s enterprises level of technical efficiency is even sometimes on top
of men’s own. This implies that women are as efficient as men in the informal sector [25]. Thus,
by limiting oneself to sales analysis, one can say women are less efficient than men (Table 2).
Authors like Cuba et al. [49] have drawn conclusions from this type of information that
women are less efficient than men. But, in fact, even if women get fewer incomes in compari-
son to men, they are more efficient than men. Table 1 descriptive statistics have even shown
that their enterprises are more stable than men’s enterprises. This table’s data show that the
minimum growth of women’s enterprises is �.06, whereas men’s enterprise is �.15. This
implies that enterprises having laid off more employees, since their creations are found among
men’s enterprises. This result has also been highlighted by Johnson and Storey [47]. From our
view point, the fact of women becoming less skillful is deplorable in the enterprise manage-
ment as they become older.
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Graph 1. Technical efficiency scores with regard to the gender of the promotor. Source: Build by the authors.
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5. Conclusion

Women have long been hindered from setting up and managing their own businesses. After
several dozens of political and economic years of efforts, some women have got freedom to do
business. Today, the new concern of economists is to know if women are less efficient than
men. The first analyses have actually got to the findings that men’s enterprises are more
profitable than women’s enterprises [58, 59].

In this chapter, we have used data from informal enterprises to contribute to this debate.
Studies that have shown that women are less efficient than men have gone under a lot of
criticisms regarding the quality of data they have used. These studies have mostly used data,
whereby women and men do business in different fields of activities. The difference of the
sector of activity then prevents to clearly see the impact of gender on performances. Others
have also sometimes used data, whereby men run formal enterprises, while women are in the
informal. We have used data, whereby women and men practice the same activities.

We have found out that it is more profitable for a woman to set up and manage an enterprise
while she is young. However, young men succeed less in entrepreneurship. Unlike then to
women, men need to get more experiences in their sector of activities before becoming effi-
cient. This allows to justify why in our sample, women’s enterprises are younger than men’s
enterprises (Table 1). Women’s enterprises employ less workers than men’s enterprises and get
less income than men’s enterprises.

Women’s enterprises are however more efficient than men’s enterprises. Women’s enterprises
technical efficiency scores are slightly superior to men’s enterprises scores. Moreover, in terms
of vulnerability, women’s enterprises are more stable than men’s enterprises. We have found
out that the frequency of redundancy is higher in men’s enterprises.

In order to succeed in entrepreneurship, we advise women to start when they are younger.
Even if the development of microfinance in developing countries facilitates them the access to
credit, it will be profitable that women index the request of credit to their enterprises’ needs. In
fact, they should not apply for credit given the easy access to credit, but they should rather do
it when their enterprises really need it. Therefore, to better understand why the access to credit
negatively affects women’s enterprises’ technical efficiency, it will be profitable to investigate
on the determinants of the credit application by entrepreneur women in the informal sector.
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5. Conclusion
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several dozens of political and economic years of efforts, some women have got freedom to do
business. Today, the new concern of economists is to know if women are less efficient than
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Even if the development of microfinance in developing countries facilitates them the access to
credit, it will be profitable that women index the request of credit to their enterprises’ needs. In
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“The first day I sold my perfumes was the best day of my life. Customers loved them. No one had ever 
bought such a good product at such a low price. I was overjoyed with the success, even though I wor-
ried about getting caught running my own business…In the early years, I couldn’t even open my own 
bank account! Everything was cash only.” Esraa, Female Entrepreneur from Oman

Abstract

This chapter is among the first to examine the interplay between deinstitutionalization 
and the rollout of novel business models by women entrepreneurs in developing coun-
tries. Much of the existing literature has examined the ways in which policy directives 
by formal institutions are the key drivers of entrepreneurial activity among women. 
Implicitly, this orientation suggests that the fate of women entrepreneurs is tied to, and 
cascades from, macro-level deinstitutionalization efforts, arising through changes in poli-
cies, laws and regulations championed at the highest levels. While this top-down view 
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1. Introduction

Success stories of female entrepreneurs in developing economies often elicit surprise, ranging 
from casual intrigue to brazen incredulity. The long-standing and often intractable impedi-
ments faced by women in business are well-documented [1]. However, comparatively little is 
understood regarding the mechanisms by which women engage in entrepreneurial activity 
despite business venturing prohibitions or other formal and informal limitations. To date, much 
of the focus has been on the ways in which women entrepreneurs are favorably or unfavorably 
affected by institutional policy changes [2] or how they may be enabled as the beneficiaries of 
grassroots programs, such as the micro-finance model [3]. Missing from these perspectives are 
the ways in which women entrepreneurs are themselves the instigators of purposeful change, not 
through political machinations and formalized programs, but through innovative business mod-
els that successfully deliver superior goods and services to competitive markets. The purposeful 
deinstitutionalization wrought from these entrepreneurial actions is the focus of this study.

Recent efforts to better understand the relationship between institutions and entrepreneur-
ial activity have drawn scholars to scrutinize the influence from a variety of perspectives, 
including: institutional barriers to growth [4, 5], the use of intermediaries to precipitate insti-
tutional change [6], the use of “soft power” [7, 8] and use of nonmarket strategies [9–11] to 
influence firms, industries and institutions through the activation of political and social lever-
age [12–15]. To varying degrees, each of these perspectives reinforces Baumol’s [16] notion 
that entrepreneurial activity will emerge to varying degrees and with varying characteristics 
and intents as a function of the prevailing economic, political, and legal institutions. Scholars 
focusing on the mechanisms of institutional change have generated a formidable body of 
empirical work supporting the argument that nonmarket dynamics are non-ignorable sources 
of influence [5, 17] and that, just as Baumol [16] had predicted, institutions play a pronounced 
role in emergence and expression of entrepreneurial activity [18–20].

At first glance, it would appear that the macro-institutional template is well suited to the 
description and analysis of entrepreneurship among women, including those seeking to gain 
a financial foothold at the base of the pyramid [21]. There are, however, reasons to doubt 
whether the distinctive, underlying mechanisms of entrepreneurial opportunity pursuit by 
women have been aptly captured by extant theories [22]. Similarly, it is far from clear that 
research connecting institutional change to entrepreneurial activity [4–6] accurately conveys 
the specific set of circumstances faced by female entrepreneurs, particularly those confront-
ing institutional barriers in developing economies [23]. Scholars such as Ehlers and Main 
[3], Harper [24], and Elam [25] have convincingly asserted that the descriptive accuracy and 
predictive reliability of existing frameworks are suspect.

Through the effort to articulate an omnibus framework to explain the mechanisms of insti-
tutional influence on opportunity emergence [26], scholars may have inadvertently mar-
ginalized key mechanisms of action and important sources of variance in opportunity 
pursuit and venturing outcomes. If so, then explanatory frameworks may be considerably 
less robust to gender differences than scholars previously had thought and with far greater 
consequences concerning the entry and survival strategies of female-owned and operated 
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ventures, particularly in developing economies where the subjugation of women is often 
deeply entrenched [23, 27]. A central cause of this veridicality gap may stem from efforts by 
entrepreneurship scholars to develop models of endogenous actors functioning as “insti-
tutional entrepreneurs,” individuals who drive change through existing organizations. For 
example, Greenwood and Suddaby [28] make the strong case argument that institutional 
entrepreneurship by central organizations is far more important than change-oriented activi-
ties occurring on the periphery of formal institutions.

There are a number of problems with the “institutional-actor-as-central-change-agent” perspec-
tive [29], including the trenchant reality that institutions often remain unflinchingly inertial for 
very long periods of time [30]. These problems are magnified in the context of female entre-
preneurship [1]. First of all, women have comparatively little presence in governing organiza-
tions. Legislative agendas and constitutional initiatives aiming to improve the status of women 
are often subordinate to hegemonic forces that are more focused on preserving the status quo 
[31, 32]. This suggests that the impetus for change likely materializes exogenously, not endoge-
nously. Second, the focus on institutional entrepreneurship posits a top-down approach to soci-
etal change, such that the forces of deinstitutionalization [33] are the consequence, not the cause, 
of improved financial prospects for women. This seems dubious since a framework dominated 
by the conception of institutional action relegates women to the role of simply waiting for male-
dominated institutions to confer economic privileges. In fact, studies on the growth in female-
owned businesses show that women are not waiting for institutional reform [34]. Finally, an 
institution-centric approach fails to account for the transformational potential of market-based 
activities that tie entrepreneurial innovations to eager customers through novel business models 
that may empower and enable women well beyond the reach of legislative fiat [35].

Our investigation addresses these shortcomings by developing and testing a novel approach 
to female entrepreneurship that contributes multi-disciplinary insights to research streams in 
strategic management, entrepreneurship, political science, and development economics. The 
framework we propose inverts the explanatory model for female-driven business venturing 
by identifying market-based mechanisms that fuel deinstitutionalization from the bottom-
up, rather than the top-down. Existing scholarship on women entrepreneurs overwhelming 
tends to characterize them as targets of institutional initiatives rather than as co-instigators 
of deinstitutionalization [1]. While there may indeed be instances of the top-down dynamic, 
counter-examples abound [35], suggesting that fresh theoretical perspectives are needed. The 
purpose of this paper is to answer this call.

Leveraging insights drawn from the burgeoning domain of business model analysis [36–38] and 
then bridging this literature to seminal works on deinstitutionalization (e.g., [33, 39]), we investi-
gate how customer-focused, market-based innovations by female entrepreneurs are a key driver 
of the institutional changes affecting the financial and legal status of women. The context for our 
study involves detailed case histories of women who started new businesses in the Middle East 
and North Africa (MENA), 1960–2012. Despite their central role in fostering the survival of families 
throughout the world, women entrepreneurs in developing countries are notoriously under-stud-
ied. The paucity of research is even more acute in the case of MENA women entrepreneurs due to 
socio-religious and cultural restrictions that often impede the collection of detailed narratives [40].
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Our investigation of this under-examined population of entrepreneurs illustrates our key 
contribution concerning the governing mechanisms of deinstitutionalization through entre-
preneurial action by women; namely, by bringing to market radicalizing business models 
for the sake of profiting from market success, women entrepreneurs unintentionally trigger 
reassessments of institutional structures and aims that often result in improvements to the 
economic and legal status of women.

In the absence of a clear theoretical frame to examine the bottom-up deinstitutionalization 
through market-based business model innovations by female entrepreneurs, we proceed in 
the next section with the development of framing questions, which we use to derive a series 
stylized findings that hold rich implications for scholars and practitioners.

2. Framing questions

Theoretically and empirically, existing literature has sought to draw meaningful connections 
concerning the relationship between institutional policy and entrepreneurial action. However, 
the dynamics involved in deinstitutionalization from a business model-driven, bottom-up per-
spective fundamentally diverge from extant scholarship. Since it is our contention that omnibus 
theories of entrepreneurial action were not crafted taking into account the distinctive context 
of female entrepreneurs from developing countries, there was reason to believe that our line of 
inquiry would benefit from the use of framing questions in order to explicate the phenomenon at 
a mechanism level. Through these we sought to ascertain a set of stylized facts that could then be 
compared and contrasted with frameworks, reasoning and evidence from existing theory. This 
approach, one that departs from traditional hypothesis testing, applies methodological tools 
and insights from recent studies by Moeen and Agarwal [41] and O’Neill and Rothbard [42].

2.1. Women entrepreneurs—material progress, continuing challenges

In recent years, despite the stymieing effects of long-standing socio-cultural and economic 
constraints, women have come to play an increasingly important role in generating economic 
growth though entrepreneurial activity [43]. In fact, women now account for more than 40% 
of all new ventures [44], versus one-fourth that number: a mere 10% of all business start-ups: 
only a quarter century ago. This dramatic increase in entrepreneurial activity includes a sig-
nificant and rapidly growing presence in developing countries [27, 45] where some govern-
ments have sought to activate the levers of public policy in order to stimulate and support the 
growth and development of women-owned businesses [2]. This surge in women-led entre-
preneurship validates early attempts by policy pioneers to advocate steps to promote the role 
of women in creating economic growth through business venturing [23]. It also confirms the 
insights of prescient scholars who sought to highlight the importance of studying women 
entrepreneurs as a unique and vital subset within the broader landscape of entrepreneurship 
research [46]. Progress in the realms of public policy and scholarly research has underscored 
the facets of opportunity identification and development that are unique to the conditions and 
outcomes of women entrepreneurs [2]. This, in turn, has laid the groundwork for continued 
growth in the quantity, diversity and impact of new business venturing by women [47–49].
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2.2. Women entrepreneurs in the Middle East and North Africa

Although women are challenged by institutional inertia worldwide, the MENA region offers 
an unusually good portal through which to assess progress toward deinstitutionalization. 
Prior literature has studied the role of Islam and the Shari’a on women’s entrepreneurship 
[50], including efforts to identify the most fruitful policy initiatives to stimulate business own-
ership among women [40, 51]; however, extant research has failed to account for the ways in 
which women entrepreneurs may play a transformational role in driving deinstitutionaliza-
tion and supporting market-based efforts to promulgate sustainable existence.

Question 1: Has female entrepreneurship in MENA been a cause or an effect of deinstitutionalization?

While entrepreneurial activity by women has increased worldwide in the past 30 years, 
women in the MENA region have notably lagged as a consequence of formal and informal 
restrictions on their freedom to engage in commercial activity [40, 52]. Oppressive legal 
restrictions and unequal access to financial and non-financial resources have conspired to 
severely limit the quantity, quality and diversity of entrepreneurial activity among women 
throughout MENA. Fewer than 28 percent of the adult women in MENA are economically 
active, the lowest rate in the world [53]. O’Sullivan and colleagues [54] point to a number of 
key factors, such as cultural attitudes, gender laws, and weak support systems, including little 
if any family-level advocacy. Dana [55] similarly noted limitations based on lack of financing, 
exclusion from male-dominated informal networks and widespread social attitudes that busi-
ness ownership is strictly a domain for men.

Question 2: Do legal strictures forestall entrepreneurial action by women? If so, then what explains 
the presence of women entrepreneurs throughout the region? If not, then how and when does entrepre-
neurial action precede institutional change?

Concomitant to documenting the paucity of entrepreneurial activity among MENA women is 
the parallel issue of how some women do in fact succeed in pursuing entrepreneurial opportu-
nities despite the persistence of an unfavorable institutional overlay. Very little research exists of 
female Muslim entrepreneurs operating in an Islamic context [54]. That which does exist mainly 
focuses on how macro-level institutional forces create environments that are either favorable or 
unfavorable to new business foundings. Left unexamined are the factors that influence behav-
iors and outcomes in a market-based approach to business model development by women.

Question 3: What is the nature of business founded by MENA women? From where do the ideas and 
innovations emerge? Are the enterprises copycat businesses or do they break new ground?

Question 4: What is the effect of women entrepreneurs launching novel business models under socially, 
culturally and economically restrictive conditions?

2.3. Mechanisms of entrepreneurial action

A key claim from the outset of this paper involved the assertion that omnibus conceptions 
of entrepreneurial action and Baumol-inspired institutional influence may not be sufficient 
grounds for the identification and description of the underlying mechanisms for entrepreneur-
ship among MENA women. In order to properly test this claim, we needed to pose framing 
questions regarding the micro-level mechanisms of entrepreneurial action.
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Entrepreneurial action is a meso-level phenomenon [56, 57] in which an actor (e.g., individual, 
firm, trade association) ultimately seeks to influence the system(s) in which it is embedded, 
presumably to improve the actor’s autonomy or power in relation to the system [56–58]. This 
meta-theoretical relationship has been depicted graphically by Coleman [58], explicated by 
Hedström and Swedberg [59], and recently applied specifically to entrepreneurship [60]. Kim 
and colleagues note, “Hedström and Swedberg’s application of Coleman’s bathtub model 
urges scholars to focus on three types of mechanisms: (1) situational mechanisms (represented 
by [B] in Figure 1) by which the macro environments in which actors are embedded: such as 
countries, regions, organizations, markets, fields, and networks: shape actors’ opportunities, 
goals, and beliefs; (2) action-formation mechanisms (represented by [C]) that explain how 
these opportunities, goals, and beliefs influence and actor’s behavior; and (3) transformation 
mechanisms (represented by [D]) that account for how the behavior of many actors jointly 
brings about both intended and unintended macro-level outcomes” (p. 277).

As Figure 1 displays, the fundamental starting point for an entrepreneur who intends to 
bring to market novel technologies, organizations, or business models involves confronting 
the conditions that challenge one’s ability to interact with the macro-environmental context. 
In more contemporary entrepreneurship theory, Shane and Venkataraman, [61] McMullen 
and Shepherd [57], and Sarason et al. [62] each present conceptualizations of entrepreneurial 
action that acknowledge the influence of both system and individual in the contemplation 
of opportunity for entrepreneurial action. McMullen and Shepherd [57], for example, note 
that actors must first become aware of the possibility that an opportunity for someone exists 
before they can evaluate whether it represents an opportunity for them to engage in entrepre-
neurial action.

Question 5: From where do MENA women entrepreneurs get their innovations and ideas?

Figure 1. Coleman’s boat.
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Upon arriving at the conclusion (intuitively, if not deliberately) that the environment may 
indeed offer a possible opportunity for someone [57], actors must take action. Here, indi-
viduals contemplate the external environment and ask, how does what’s happening out there 
affect me [63, 64]? How should a situation be interpreted given the actor’s knowledge, skills, 
abilities, motives, and intents? These questions involve meso-level phenomena occurring 
exclusively within the actor-level, such as when individual-level preferences are argued to 
produce an entrepreneurial orientation at the firm-level [56, 65].

Question 6: What forms of entrepreneurial action are undertaken by MENA women? What drives the 
decision to act? From where does the influence arise?

This brings us to the transition from micro-level back up to macro-level, wherein the actor 
seeks to influence the system, institutions, or structure in which she is at least partially 
embedded. Research interested in this link seeks to understand the mechanisms actors use 
to transform systems and focuses on “how” as opposed to the “when and where” of situ-
ational mechanisms or the “whether, why, and who” of action-formation mechanisms. Thus, 
actors do not necessarily engage in behavior with the intent of transforming the system, but 
nonetheless they still can and do [66]. Through this process, social norms can evolve to govern 
behavior without individuals being consciously aware of their influence [67].

Question 7: Are the micro-level entrepreneurial actions of MENA women transformative? If so, when 
and how?

3. Extant theory: institutional cascading

3.1. Women entrepreneurs and deinstitutionalization

Extant scholarship has largely focused on the capacity and resolve of existing institutions to 
enhance or inhibit entrepreneurial activity among women [34, 35]. As Jennings and Brush 
[1] noted, the small amount of prior research on women’s social and environmental entre-
preneurship has tended to “portray women as the targets rather than as the initiators of 
enterprise initiatives,” (p. 711) including the rapidly growing literature on micro-finance 
organizations. Grassroots studies examining the role of women entrepreneurs in fostering 
sustainable livelihood assets [68] have framed the obstacles and opportunities of women 
[34] in terms of the entrepreneurial actions women have taken within the context of existing 
institutional constraints and support systems [69, 70]. Implicit in this approach is an event 
sequencing logic that presumes institutional change is the key driver of entrepreneurial activ-
ity and sustainable organizational forms among women. This, in turn, suggests that the fate 
of women entrepreneurs is tied to, and emanates from, deinstitutionalization, which “refers 
to the erosion or discontinuity of an institutionalized organizational activity or practice.” [33]. 
When policy actions instigated by formal institutions foster greater participation by women, 
then opportunities for women should increase in cascading fashion. The essence of this per-
spective is captured in Figure 2.
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In many instances, the top-down model is a reasonable and effective basis for conceptu-
alizing the deinstitutionalization process. As the double-headed arrows suggest, actors 
operating across a wide array of formal institutions take actions that promote or inhibit 
the process of deinstitutionalization. As momentum toward deinstitutionalization or away 
from deinstitutionalization occurs, institutions are themselves affected in a feedback loop. 
In time, this formalized process of deinstitutionalization will trickle down to women, 
including entrepreneurs, who will experience an increase or decrease in the quantity and 
diversity of opportunities, depending on the specific nature of the deinstitutionalization 
that is occurring.

For example, prior to the Islamic Revolution, women in Iran enjoyed access to educational 
and professional opportunities virtually on par with those experienced by women in western 

Figure 2. “Institutional cascading” approach to deinstitutionalization.
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industrialized democracies. When the Shah was deposed in 1979, the existing institutional 
structures were largely discarded through legislative change wrought from the Islamic 
Revolution, including broad policies aimed at limiting business and educational opportuni-
ties for women [73]. The deinstitutionalization and subsequent reinstitutionalization pro-
cesses involved a top-down, “institutional cascading” of constitutional reforms that had a 
demonstrable impact on the dramatically reduced quantity and diversity of entrepreneurial 
opportunities available to women.

While the institution-centric framework is intuitively enticing given various efforts to change 
the socio-economic status among women in a top-down fashion, the “institutional cascad-
ing” model [74] may actually be constructed upside down [12, 56] when applied to many 
circumstances involving women entrepreneurs in MENA. Importantly, Oliver’s framework 
makes no governing assumptions regarding the origins of the mechanisms that drive dein-
stitutionalization. Rather, the top-down conceptualization appears to be an artifact of schol-
arship emanating from political science [71], sociology [72] and management [33] that have 
focused on legislative reforms and other macro-institutional policies as the principal sources 
of change that impact the legal and economic status of women entrepreneurs [1]. Unstudied to 
date is an alternative perspective in which novel business models developed by women entre-
preneurs may instead lead to deinstitutionalization through the spread of new, market-based 
approaches, in a bottom-up fashion. As a source of influence impacting the long-term sta-
tus of women and the fate of women-owned business, the differences between the top-down 
and bottom-up conceptions of deinstitutionalization could not be more stark. The ability and 
willingness of marginalized women exerting influence from outside the system constitutes a 
direct challenge to conceptions propounding institutional macro-mechanisms driving change 
through top-down cascading.

Existing literature on institutional change is deeply bifurcated on the role of agency and 
actors. On the one hand, some scholars have held that new ideas more often occur at the 
margins of a field, where individuals and groups are less beholden to formal and infor-
mal institutional norms and are more cognizant of institutional contradictions [75, 76]. On 
the other hand, emerging scholarship on endogenous actors and “institutional entrepre-
neurs” holds that centrally situated individuals are far more likely to possess the means 
and inclination to affect institutional change [28, 77–79]. Elam [25] makes the case that 
neither perspective is entirely useful to the study of women entrepreneurs because each 
view fails to account for the market-based forces that shape the decision-making logics of 
women who influence formal and informal institutions without intending to do so. Instead 
of presuming an institutional provocation as a call to action, a more reasonable starting 
point may be the creation of novel business models that are developed to address market 
opportunities [80].

4. “Bottom-up” alternative: business model innovation

By its very nature, institutional cascading presumes a “wait and see” approach by prospective 
women entrepreneurs for propitious times that ensure a high degree of social validation, as 
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would be suggested by the macro-structural-dominant consideration represented by Point 
4 in our earlier rendering of Coleman’s Boat (Figure 1). While the importance of formal and 
informal institutional influence enjoys a strong scholarly heritage (e.g., Baumol [16]; North 
[18]) and selected sources of empirical support [4–6, 10, 14, 15], it lacks much needed veridical-
ity in the context of women who persist in pursuing entrepreneurial activity even in the face of 
institutional impediments and outright prohibitions. Solely engaging a top-down conceptual-
ization of deinstitutionalization appears untenable under these circumstances. Our alternative 
approach proposes a bottom-up conceptualization based on business model innovation [81].

4.1. The deinstitutionalizing effects of novel business models

Business models are the distinctive means by which a firm creates and captures economic 
value. Zott and Amit [82] refer to business models as the logic of the firm, “the content, struc-
ture, and governance of transactions designed so as to create value through the exploitation of 
business opportunities” (p. 511). It is, in the words of Porter [83] an “activity system,” consist-
ing of dynamic linkages that form a system of managerial decisions that, if successful, inter-
lock in a complementary fashion with customer choices [82]. The focus on systemic linkages, 
value-enhancing activities and transactions [56] is a key facet to understanding novel business 
models developed by individuals through entrepreneurial activity. The customer-focused 
nature of business model frameworks [84, 85] is expressed through an explicit emphasis on 
developing and delivering the firm’s value proposition [86–88]. In this sense, the customer is 
the “central anchor” for managerial decision-making [89, 90].

In the context of deinstitutionalization, the generation of novel business models to service 
evolving customer needs functions as a leading indicator of socio-cultural change [84]. While 
models of institutional entrepreneurship have suggested that “individualistic values are not 
superior to collective values as far as alertness and entrepreneurial discovery are concerned” 
[24] (p. 4), the sum total of market-based influences involves an amalgamation of individual-
istic values that can be a potent force in directing behaviors, decisions and business outcomes 
[89]. It is likely, then, that women who face an unfavorable constitutional regime or oner-
ous policy environment still seek value-creating opportunities that long precede changes to 
institutional strictures and structures. As the proposed model depicted in Figure 3 suggests, 
the starting point for this deinstitutionalization emanates from pragmatic, market-based deci-
sions to offer better goods and services to customers.

Regardless of whether a business is owned and operated by a man or a woman, the first con-
sideration is the owner’s ability to behave entrepreneurially when seeking to generate distinc-
tive value for customers. As Wirtz et al. [91] noted: “A business model reflects the operational 
and output system of a company, and as such captures the way the firm functions and cre-
ates value” (p. 274). McGrath took a similar tack, emphasizing that business models consist 
of “process or operational advantages, which yield performance benefits when more adroit 
deployment of resources leads a firm to enjoy superior efficiency or effectiveness on the key 
variables that influence its profitability” [92] (p. 249). Thus, the decisive characteristic of a suc-
cessful female entrepreneur is not that she is female, but that she is entrepreneurial [34] and 
has the willingness and ability to develop and implement novel resource combinations that 
deliver superior efficiency and/or effectiveness to her customers.
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In Figure 3, customer receptivity to new and better modes of delivering value results in market 
feedback that validates strategic and operational decisions. “Transactional support” refers to 
the development and implementation of specific business model support systems through mar-
ket transactions with customers. Based on customer receptivity, transactional support is con-
tinuously modified to better deliver value [56]. The consequence of this is the emergence of new 
business models that are “interlocked” in complementary fashion with customer choices [82].

Our proposed bottom-up model theorizes that the validation of these complementary inter-
locks exerts deinstitutionalizing forces on a wide assortment of formal institutions (indicated 
by positively oriented “FI” reactions to deinstitutionalization in Figure 3). When deinstitu-
tionalization occurs in this fashion, constitutional reform and other legislative changes affect-
ing women are a consequence of grassroots mechanisms originating with market-based 
decisions by women who did not aspire to precipitate institutional change, but did so unin-
tentionally through receptivity to the novel business models by the market. Thus, rather than 

Figure 3. Business model innovation approach to deinstitutionalization.
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witnessing an institutional cascade through formal instructional reforms being the starting 
point for female entrepreneurs, we posit deinstitutionalization as a consequence of novel, 
customer-centric actions already taken in the marketplace.

5. Study design

5.1. Question-driven inquiry

Our line of inquiry constitutes a significant departure from existing frameworks and empiri-
cal studies that have focused on the ways in which women entrepreneurs primarily exploit 
existing, institutionally endorsed business models Jennings and Brush [1]. Missing from 
existing perspectives are important ways in which women entrepreneurs experiment with 
novel business models that precede the endorsement of formal institutions. For this reason, 
we engaged in a question-driven empirical analysis. The efficacy of this approach is under-
scored through a Special Issue (SI) call by the Strategic Management Journal (SMJ) focusing on 
“Question-Driven and Phenomenon-Based Empirical Strategy Research,” led by Graebner, 
Knott, Lieberman, and Mitchell. The intent of this emerging methodology, and SMJ’s SI, is to 
“focus on identifying and analyzing key questions about strategy and strategically relevant 
phenomena, as alternatives to developing specific hypotheses.” Like many studies employ-
ing contexts that were neither well-contemplated nor fully appreciated at the time of theory 
development, the methodological design employed in this study was justified by the fact that 
an inverted, bottom-up approach to the institutional influence of MENA women entrepre-
neurship is not well-explained by the logics of existing theories.

5.2. Case histories

We tested our re-conceptualization of the interplay between entrepreneurship and institutions 
through detailed case studies of 95 women entrepreneurs in seven MENA countries, each col-
lected over a period of 1–5 days, through interviews with the entrepreneurs and associates. 
The case histories were compiled as part of a joint cultural anthropology and economic geog-
raphy study conducted by faculty members and doctoral students from two large, American 
research universities as well as USAID employees working in the region. All 21 investigators 
had professional training in recording detailed ethnographies. The co-authors of this paper 
worked with the ethnographers to obtain specific entrepreneurship-oriented narratives that 
were relevant to our research questions, including the refinement of the framing questions. 
This ensured linguistic accuracy and preserved meaning across dialects. One or more of the 
co-authors accompanied the ethnographers on 23 of the in-depth interviews, totaling more 
than 400 hours of contact with the subjects.

The sample was comprised of 25 women in Morocco, 15 each in Egypt and Jordan, and 10 
each in Algeria, Tunisia, UAE and Oman. The set of cases for each country included former 
and current women entrepreneurs, ranging in age from under 20 to over 70. The average 
age across all the cases was 47 years old. The stipulation for participation required that each 
woman must have founded her own revenue-generating business. None of the businesses 
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were inherited from family members or spouses. Thirteen of the women had started multiple 
businesses. The average lifespan for the businesses was 11 years, with a range of 2–55 years. 
Annual revenues ranged from U.S.$3700 to $45MM.

In addition to extensive discussions with the entrepreneurs, researchers also spoke with other 
individuals in each entrepreneurs’ family and business network, with the permission of the 
entrepreneur. These “triangulating” interviews provided confirmation and significant elabora-
tion of details offered by or omitted from the entrepreneurs’ own accounts. No fewer than five tri-
angulating interviews were held for each subject, with a small number exceeding 20 interviews.

The entrepreneurship-related facets of the case histories focused on obtaining a detailed 
description of each entrepreneur’s business model, using key elements and common threads 
drawn from the conceptual frameworks developed by Hamel [93], Linder and Cantrell [94], 
Applegate and Collura [95], Osterwalder and Pigneur [37], and Zott and Amit [82]. Through 
these case histories, we sought to examine the evolution of viable business models in three 
regards: (i) The evolution of firm-level business models from the time of market entry until 
the sale or closure of the business; (ii) The evolution of viable business models over time 
across the full population of case histories, consisting of firm foundings from 1960 to 2012; (iii) 
The evolution specifically of market entry business models over time.

Each case history sought to elucidate the experiences of actual individuals drawn from spe-
cific entrepreneurial action that had been undertaken, usually involving the formation of a 
company and necessarily involving the sale of goods and services, evidenced by actual trans-
actions that had occurred. Consistent with theory-building methods that employ the analysis 
of heterogeneous case studies [96, 97], the real-life cases compromising this study intention-
ally sought to illustrate diverse individuals and contexts in order to synthesize findings that 
were representative of common experiences, not fringe cases.

5.3. Stylized findings

Central to harvesting stylized findings from heterogeneous cases are two finely balanced 
aims: (i) diversity of the individual contexts, and (ii) representativeness of the overall col-
lection of contexts [98, 99]. Single case studies are often used in management research to 
delve into extreme exemplars to address observational gaps that elude mainstream deductive 
research [100], such as Dutton and Dukerich’s examination of New York’s Port Authority 
[101] or Weick’s classic exposition of the Mann Gulch Fire [102]. However, as Eisenhardt and 
Graebner [97] noted, while single-case studies may be an excellent tool for establishing the 
existence of a phenomenon, theory building is better serviced by the use of multiple cases. 
Analysis of diverse cases is also highly instrumental in addressing the “multiple meanings 
problem” [97, 103] that often bedevils qualitative research. Since multiple-case studies are 
characterized by intentional dissimilarity of an appropriately diverse set of cases [96, 104], the 
central analytical aims are triangulation and synthesis [105], not the extrapolation witnessed 
in single-case designs, or the refinement of extant theory by repetitive cases in a particular 
context. Multiple meanings are systematically culled out through the process of investigating 
a similar phenomenon across distinctive contexts [105, 106]. In the exposition that follows, 
our triangulation reveals common threads emerging from varying individuals and contexts.
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6. Findings and synthesis

As noted from the outset, the purpose of this study was to investigate the underlying mecha-
nisms driving MENA women to pursue entrepreneurial action even when confronted by insti-
tutional impediments. Our testable conjecture was that profit-seeking women developed and 
implemented innovative alternatives to extant goods and services. Further, these disruptive 
business models had an indelible, though largely unintended, effect on deinstitutionalization, 
thereby improving the financial and legal status of women. In the absence of a clear frame-
work through which to construct hypotheses regarding a bottom-up process of deinstitution-
alization, we developed seven framing questions to guide the interview process as we built 
the case histories. Ten stylized findings emerged, each of which generate novel theoretical 
contributions germane strategy, entrepreneurship, sociology and development economics.

Of the 95 case histories included in our study, 82 involved women entrepreneurs using busi-
ness models in a fashion that did not strictly subscribe to the prevailing legal, social, cultural 
or economic conventions at the time of the firm’s founding, but nonetheless achieved profit-
ability, acceptance and longevity as institutions morphed to accommodate consumer-driven, 
market-based outcomes. Our findings provide support for our central argument: Evolving 
business models developed and promulgated by women entrepreneurs in developing coun-
tries simultaneously create new sources of customer value and, in an unintended fashion, 
contribute to the deinstitutionalization of barriers to entrepreneurial activity by women.

As noted above, we structured our inquiry to ascertain if and how business models evolved 
over time in three respects: (i) The evolution of firm-level business models from the time of 
market entry until the sale or closure of the business; (ii) The evolution of viable business 
models over time across the full population of case histories, consisting of firm foundings 
from 1960 to 2012; (iii) The evolution specifically of market entry business models over time.

First, we needed to establish that women had in fact started businesses and, since we were 
interested in whether entrepreneurial activity pre-dates or post-dates deinstitutionalization, 
we needed to establish whether the businesses were legal or illegal at the time each woman 
commenced commercial activities. As Table 1 indicates, being a MENA woman entrepreneur 
almost always involved launching businesses that were illegal in some form or fashion.

Firm formation and other market-based action ensued despite formal institutional impedi-
ments. Key insights on this point are dramatized by the following perspectives:

“I started my business because I saw the opportunity to make money. I was not ignorant of the fact 
that I might get in trouble, but I wasn’t going to let a good idea slip away either.” Sunny, from Oman

“People used to say that I was brave to strike out on my own at a time when women simply did not 
operate businesses, but now it is very common. Some of the best business owners are women.” Farah, 
from Tunisia

In many cases, the impediments involved significant gender-related socio-cultural issues, as 
well:

“You think it’s easy for a woman to run a business in Egypt? Try telling a male employee that he has 
made a mistake. Try telling a company with a male owner that they owe you money.” Sara, from Egypt
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These recurrent themes ran throughout the ethnographies, crystallizing in two key findings 
related to unsponsored grassroots action:

Finding 1: MENA women can and do start businesses despite legal strictures and social conventions 
barring such actions.

Finding 2: Women take market-based action before institutional policies formally allow them to do so.

As Table 1 illustrates, the women in our study launched 175 total businesses that were based 
on business models that were forbidden by laws that existed at the time of founding. In time, 
87% of these businesses (152 businesses in total) eventually became legal enterprises under 
the applicable laws of each country. This means that the study participants launched a mul-
titude of illegal businesses across a span of 50 years, of which the overwhelming majority 
were eventually sanctioned. The frequency with which new foundings consisted of partially or 
wholly illegal enterprises is not atypical in countries characterized by large informal economic 
sectors, sometimes accounting for more than two-thirds of the overall economy [107, 108]; 
however, MENA women entrepreneurs historically have had few, if any, formal sector alterna-
tives, driving them to engage in illegal, informal entrepreneurial action, or non-participation. 
Overwhelmingly then, market entry and survival were driven by business model innovations 
developed by the women, despite impediments, which ranged from prohibitions against hold-
ing a bank account to owning land, and from laws against driving to laws forbidding the con-
summation of transactions. In time, all but 23 of these businesses became legal, meaning that 
in the vast majority of instances, MENA women entrepreneurs acted prior to the activation of 
institutional policy. A sample of these innovations and the legal impediments at the time of 
founding are captured in Table 2.

As the examples in Table 2 reveal, MENA women entrepreneurs often operate illegal busi-
nesses for lengthy periods of time before they were institutionally sanctioned. This means that 
market entry and commercial operations preceded formal legitimacy to do so. The deinsti-
tutionalization-reinstitutionalization processes involve a battle between non-conformity and 
institutional inertia [33]. Through societal reassessment of behavioral standards, Oliver posited 

Country Study 
participants

Participants who 
launched illegal 
businesses

Illegal businesses  
launched by participants

Illegal businesses that became 
legal through institutional 
changes

Morocco 25 21 47 40

Egypt 15 12 22 17

Jordan 15 11 36 36

Algeria 10 9 16 14

Tunisia 10 9 21 21

UAE 10 10 17 13

Oman 10 10 16 11

Total 95 82 175 152

Table 1. Illegal business foundings and the institutional response.
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institutional “erosion” occurring over long periods of time, which eventually brings societies to 
a “tipping point” when deinstitutionalization can be observed. The timelines for the 152 illegal 
businesses suggest that the entrepreneurial activities drawn from the case histories occurred as 
part of the erosion leading to deinstitutionalization, not an ex post, reinstitutionalized benefi-
ciaries of a top-down policy changes. The narrative is clearly one of “act-and-see,” not “wait-
and-see” [109] From the half century of erosive activity we discover that:

Finding 3: Female entrepreneurship in MENA is associated with deinstitutionalization

Finding 4: Institutional policy action follows after entrepreneurial actions by MENA women more 
often than it precedes it.

6.1. Customer focus

Having established that MENA women entrepreneurs emerged despite an array of legal pro-
hibitions and that their entrepreneurial activities are associated with the erosional phase of 
deinstitutionalization, it is necessary to ask how this occurs if we are interested in examining 
the micro-level, bottom-up mechanisms of this action. The following excerpts are typical of 
the comments drawn from the ethnographies. Above all else, early-stage innovating and go-
to-market decision-making hinged on the women’s ability to identify and exploit customers’ 
needs, wants and desires more efficiently and effectively than existing solutions available in 
the market.

“Women make most of the purchases for their families, so who is in the best position to create new prod-
ucts that women like? It is easy to out-think and out-maneuver businesses run by men when it involves 
things that women purchase.” Raghda, from Jordan

“I love selling to customers. Most of them have become loyal to me over the years because they trust me 
and know that I will do what I promise. A customer is the most valuable thing for a business and I treat 
my customers like they are part of my family.” Meriem, from Algeria

Business model innovation Legal status Institutional response

Prepare fresher food for vendors by cooking the 
morning of sale in 1960

Illegal at the time to be involved in 
commercial enterprise

Law changed in 1974

Sell customized orders direct-to-consumer contact 
in 1971

Illegal at the time to publicly transact for 
goods or services

Law changed in 1985

Establish co-location of complementary businesses 
1984

Illegal at the time for women to own or 
manage real estate

Law changed in 1989

Finance the business activity of other women as 
franchises 1993

Illegal at the time for woman to hold a 
bank account

Law changed in 2007

Provide consulting services to women 1999 Illegal own and operate a business. Law changed in 2003

Design B2B website and monetize its content 2001 Illegal to solicit and process online 
transactions

Law changed in 2010

Table 2. Sample business model innovations and deinstitutionalizing responses.
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A dedicated sense of connectedness to customers is a hallmark of business model research 
[92, 110]. In this context, it helps to explain how illegal businesses were able to survive and 
thrive despite laws prohibiting their existence. Ultimately, customers made decisions based 
on demonstrable value, not the legal system [111]:

Finding 5: Customers of MENA women entrepreneurs are attracted to goods and services despite 
institutional policy, not because of it.

Single-minded attentiveness to customer satisfaction provides a kind of “security blanket,” 
insulating women entrepreneurs from legal strictures because loyal customers are their best 
protection to the extent that women entrepreneurs can deliver superior value. In a sense, the 
transformational nature of their effort was vastly subordinate their customer-focused aims, 
not because they were indifferent to the plight of women, but because the best way to pursue 
entrepreneurial passion and ensure that their respective business survived was to remain 
relentlessly customer-centric. Thus, the motives and actions of the 95 women in the study 
were unambiguously focused on being an outstanding businessperson.

“Hard work. That is my only rule and my only motto: Hard work. Everything I’ve ever gained has 
come from hard work. No one works harder than I do and my profits prove it.” Nadia, from Morocco

“This is the third business I’ve started so far. As soon as I think I’m done starting new businesses I 
think of a new way of doing something better, something that customers will love even more!” Aqila, 
from Jordan

The ubiquitous theme of customer-focused, market-based decision-making logics leads to the 
following stylized findings:

Finding 6: The goals of MENA women entrepreneurs are grounded in market-based, profit-driven 
logics —the delivery of exceptional quality of goods and services to satisfied customers—not social 
transformation.

Finding 7: Successful MENA women entrepreneurs have taken an “act-and-see” rather than a “wait-
and-see” approach to market-based innovations.

6.2. Innovative business model generation and deinstitutionalization

As the foregoing demonstrates, MENA women entrepreneurs formed the legacy of their mar-
ket-based influence by seeking to cater zealously to the needs, wants and demands of custom-
ers, which simultaneously provided commercial success and protective insulation from laws 
prohibiting the popular goods and services they proffered. But, how do we know that these 
success stories had any material relationship to the process of deinstitutionalization? How 
do we know that it was bottom-up influence through novel business models rather than top-
down influence through the erosion of pre-existing institutional constraints? To answer these 
questions, we need to look at the entire population of 175 businesses over time (Figure 4).

As Figure 4 reveals, there continues to be a material gap between the “founding date” and the 
“legitimacy date,” meaning that the great preponderance of new business models launched by 
MENA women entrepreneurs are illegal at the time of inception. However, it is apparent that 
the average time elapsed between founding and legal legitimacy has dramatically shortened. 
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The graph illustrates two points simultaneously. First, the solid line shows that more recent 
launches experienced far shorter waiting periods to achieve legitimacy. Second, the dashed 
line, illustrates the fact that more new businesses are being launched at an accelerating rate 
despite the fact that most of them are still illegal at the time of being launched. Thus, we noted:

Finding 8: Deinstitutionalization accelerates. The acceptance of novel commercial practices paves the 
way for subsequent novelties.

The acceleration in new start-ups and the shortening of the timespan until legitimacy both 
indicate monumental gains for existing and aspiring MENA women entrepreneurs; however, 
it is not obvious that innovative business models are associated with these phenomena. If the 
goal of this study is to determine the underling mechanisms of bottom-up deinstitutionaliza-
tion, then there must be some association between specific actions and specific outcomes at 
the micro-level. Otherwise, the changing legal and financial status of women could simply be 
attributed to the classic top-down conception that changing institutional policies will create a 
rising tide that eventually lifts all boats, including women entrepreneurs.

In fact, some number of women indicated that their go-to-market strategy involved imitating 
existing market models and trends:

“Early on, I figured out that the best way to make money is to simply copy whatever the best company 
does, but I’m careful to not draw too much attention.” Yasmin, from UAE

To address this concern, we looked at each of the 175 businesses and coded each one on a 
scale of 0–10, based on two critical dimensions. The first examines the degree to which the 
new goods or services created new value for customers. The second examines the degree of 
novelty evidenced in the business model used by the entrepreneur at the time of market entry. 

Figure 4. Cumulative ventures and timetable to legal legitimacy.
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A low-rated firm along these dimensions might be a nail salon or tea house that simply repli-
cated the product and service offerings of existing businesses. A firm rated very high for inno-
vation might be one that is the first to offer a category of products or services to the market, 
such as online dating services. Another example of high novelty was a business that bundled 
disparate products and services in a fashion that met multiple user needs and provided sym-
biotic pricing advantages. In this sense, we would expect that high value creation and high 
novelty locks in new customers in new ways that disrupt both the marketplace for goods and 
services and the institutional framework. Using the time gap to legal legitimacy, we examined 
the role of novel business models and predicted the relationships depicted in Figure 5.

There is no reason to expect that deinstitutionalization would be homogeneously responsive to 
innovation, and a regression analysis bore this out. Although a quantitative assessment was not 
an aspect of our original design, we had a sufficient population of firms to entertain preliminary 
analysis of our stylized findings, based on the model that had emerged. Using time to legal 
legitimacy as a dependent variable, we found that our predictive model was highly significant 
(F7,168 = 43.17; Adj. R2 = .451) and that the coded values for both value creation for customers 
and business model innovation novelty are positively associated with deinstitutionalization 
(p-value < 0.01). Since we did not have full controls available for all of the subjects, we are at loath 
to draw extended conclusions from these analyses, but believe they are quite intriguing. With or 
without the preliminary regression results, two key stylized findings emerged from this inquiry

Finding 9: MENA women entrepreneurs both copy and create business models. They are neither pa-
tently followers nor leaders. Situational effects are more important than generalizable conditions and 
women who can capitalize on novel innovations, do so.

Finding 10: Greater business model innovation is associated with a faster rate of deinstitutionalization.

Figure 5. Relationship between market-based innovation and deinstitutionalization.
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The rich, detailed information drawn from the ethnographies provide a revealing perspective 
on the landscape of entrepreneurial activity among women in the MENA region. Despite 
formal prohibitions, the vast majority of participants took business models to market that 
found customer acceptance and economic success. In many cases, the formulation and imple-
mentation of the business model significantly preceded institutional action to reassess the 
governing laws.

7. Discussion

By pioneering novel organizational forms and customer-focused innovations despite insti-
tutional impediments, women entrepreneurs not only create consumer demand for valued 
goods and services, they also build a sustainable foundation to improve the lives of their 
children, their communities and themselves. Oftentimes, as the foregoing results reveal, these 
entrepreneurial actions create lasting pathways for institutional change. While extant theory 
envisions institutional change seeding an increasingly receptive environment for women 
entrepreneurs, our framework and supporting empirics suggest that in the case of MENA 
women entrepreneurs the exact opposite may be occurring; that is, entrepreneurial pursuits 
are well out in front of policy initiatives in driving deinstitutionalization through new activ-
ity systems [112] stemming from business models that seek novel sources of profits by more 
effectively addressing customer needs [84, 89], thereby resulting in fresh opportunities for 
new entrepreneurs who may be ready to test new business models. As Oliver [33] noted, it 
is common for deinstitutionalization to emanate from individuals who are neither aware nor 
concerned with facilitating institutional change.

Our study of MENA region women suggests that grassroots activities to better serve willing 
customers constitute an important instigator of institutional change. Our analysis of 95 women 
revealed that their novel approaches were often effective and, in some case highly subversive 
(see Figure 5), even though institutional change was neither the stated nor the implicit motive 
for engaging in entrepreneurial activity. The findings shift attention to market-based, bottom-
up approaches to commerce that address functioning markets. Concomitantly, institutions 
are fundamentally changed in the process, opening the door for future generations of women 
in a manner and with a speed that cannot be equaled through constitutional reforms.

The ability of these women to deliver meaningful, market-based value to their respective cus-
tomers, we believed, would prove to be more compelling to customers than informal and for-
mal strictures pertaining new venturing by women. Although social transformation was not 
a consideration to these entrepreneurs, their actions did in fact precede institutional change 
and, as suggested by the detailed case histories, contributed to that change.

7.1. Limitations and opportunities

All research designs involve compromises and tradeoffs, the efficacy of which ultimately rests 
upon the ability of the methodology to service the research aims of the investigation. Here 
too, then, there are limitations and opportunities stemming from three design decisions that 
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deserve greater scrutiny: (i) the use of a question-driven design, (ii) the use of ethnographic 
narratives, and (iii) the focus on the under-studied context of MENA women entrepreneurs.

Regarding the use of a question-driven design, as noted earlier, the development of fram-
ing questions was strongly indicated by paucity of existing literature on deinstitutionaliza-
tion and female entrepreneurship. Moreover, much of the theory that does exist has taken a 
patently top-down, institutional cascading perspective to the process of deinstitutionaliza-
tion. Studies examining the role of grassroots social movement influence, such as that seen 
in the wind power industry [14, 15] take up coevolutionary dynamics with some attention to 
bottom-up sources of influence. Contexts such as wind power validate the theory-building 
emphasis on exogenous, grassroots-level change mechanisms; however, the emphasis of this 
research stream does not focus on several facets that are indispensable to our study: legal 
strictures, individual decision-making, and business model innovations [80]. The purpose of 
this study was to deconstruct the macro-micro convergence of entrepreneurial action of social 
structures occurring at Point 4 of Coleman’s Model (Figure 1) with the aim of ascertaining the 
micro-level mechanisms of deinstitutionalization. Since existing scholarly sentiments either 
had not considered this avenue or were inclined in a different direction, a more open-ended, 
question-driven design was ideal.

As for the use of ethnographic narratives, here too there are pros and cons. Utilizable data is 
rarely collected on marginalized groups, especially for women [1] and those residing in devel-
oping countries [23]. Often, the only data that is available is highly aggregated [44, 113] or 
consists difficult-to-generalize single-case studies. The liability of ethnographic narratives is the 
potential for corrupting biases emanating from the researcher and the self-presentation biases 
of the subjects. Concerning the former, all the ethnographers were well-trained, experienced 
researchers, who had extensive in-country tenures and language fluency. More importantly, all 
subject research was conducted while rigorously applying modern techniques that invite sub-
jects to be “co-investigators” rather than maintaining the pretense of dispassionate observers 
[114]. Concerning the potential biases from self-presentation, by triangulating throughout the 
network of the study subjects, ethnographers could feel confident with a high degree of certainty 
that customers, suppliers, family members and friends provided confirmatory perspectives.

Finally, regarding the focus on MENA, the benefits of examining countries that have a persis-
tent disconnect between the aspirations of women entrepreneurs and legally endowed consti-
tutional freedoms provides an exceptional portal through which to observe the processes of 
institutionalization, deinstitutionalization and reinstitutionalization. However, several cave-
ats are worth noting. First, MENA is far from monolithic. The ethnographies and data are 
aggregated here for the purpose of demonstrating “critical mass” in the focal phenomenon. 
By no means are the seven countries included in the study identical to one other’s past, pres-
ent or future. Although the countries were, by design, selected because each is overwhelm-
ingly Muslim, the socio-cultural, linguistic and post-colonial heritages across these countries 
exhibit enormous differences. Second, global generalization from the MENA context is chal-
lenging. In the same sense that each MENA country is distinctive, so too are regions and coun-
tries outside MENA. Future studies can and should exploit access to other societal contexts 
to delve deeper and to establish meaningful boundary conditions while testing the stylized 
findings drawn from this study.
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An additional challenge of this study stems from the emergence of potential alternative 
explanations. As a theory-building research design, question-driven methodologies are more 
prone to exposure to challenges from alternative explanations than studies applying quan-
titative tools regarding well-trodden research questions. In some sense, however, it is the 
ability to ignite purposeful debate that makes question-driven methods valuable to the field 
of strategic management. One prominent alternative explanation emerging from this study 
pertains to the issue of enforcement. The essence of this argument is that prohibitions against 
MENA women in various facets of commercial activity are the equivalent of “blue laws” in 
the U.S.; that is, they are arcane prohibitions that are never actually enforced, such as archaic 
state-level provisions forbidding activities like walking one’s dog on Sunday. The claim could 
be that throughout MENA, informal institutions: such as norms, preferences and customs: 
have fundamentally changed, but that there is a “constitutional lag” as the formal institu-
tional changes move more slowly. Thus, a society may have no interest in legal enforcement 
even while the laws still exist. Moreover, both women entrepreneurs and their customers 
know this. Like so many facets of deinstitutionalization, there is almost certainly some inter-
action between formal and informal institutions during the process of institutional erosion 
[33]. However, the logic of this argument actually supports the concern that top-down institu-
tional cascading is not the sole driver of deinstitutionalization. There are, as our study reveals, 
a whole host of individual actions that soften institutional inertia from the bottom-up. As the 
results suggest, those actions aimed at consumer-focused, market-based improvements by 
innovating entrepreneurs are likely to be particularly impactful.

7.2. Conclusion

The evidence that MENA women entrepreneurs display an “act-and-see” rather “wait-and-
see” approach is itself transformative tot eh study of women entrepreneurship. Scholars 
examining institutions, entrepreneurial action and economic development can benefit from 
the potential micro-level mechanisms highlighted in this study. Extant theory has provided 
extensive support for an important truism: institutions matter. Institutional influence theories 
from Baumol [16], North [18] and others appear to be secure in their assertion that the struc-
ture and content of institutions exerts noteworthy influence on the quantity, diversity and 
purpose of entrepreneurial action. However, a focus solely on macro-structural drivers of the 
macro-micro nexus at Point 4 of Coleman’s Model (Figure 1) misses entirely the role of micro-
level mechanisms, emanating from individual decisions about the commercial prospects of 
business model innovations.

It is beyond the scope of this study to prove causal connections between the novelty of busi-
ness model innovations by women entrepreneurs and the deinstitutionalization of legal 
strictures that limit the access to commercial opportunities for women. Future studies will 
need to leverage and stress-test our findings in search of increasingly well-refined data and 
research designs that allow for the use of strong-theory models and robust instruments that 
will together provide directional certainty regarding causation. However, our findings indi-
cate that institutional entropy [33] is strongly associated with the timing and substance of 
entrepreneurial action taken by MENA women. In the end, the mechanisms of deinstitution-
alization appear to be less a frontal assault enacted from hegemonic seats of political power 
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than the steady delegitimization of accepted practices through the power of the pocketbook. 
Fatima, a serial entrepreneur now specializing in Moroccan Argan oil, captures the notion in 
this fashion:

“My suppliers love me because I pay on time and I’m able to move huge quantities. My customers love 
me because they get an authentic product, not the imitations. And as for me, I have ten more ideas for 
new businesses…I’ve done this myself. No family money. No husband money. It was hard. I won’t tell 
you how hard. But, I was born to be in business and that’s what I’ve done.”
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