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Abstract

This research provides a useful framework for identifying a small firms’ propensity to engage in
entrepreneurial orientation. We examine the impact of the Entrepreneurial Orientation (EO) as a
main resource and capability on small firm' growth. The growth seems to come out as an
important demonstration of the entrepreneurial orientation of small firms (Davidsson, 1989;
Green and Brown, 1997; Janney and Gregory, 2006). Thus, this research builds on prior
conceptual research that suggests a positive integration between entrepreneurial orientation
and resource-based view. In the first instance, the research will focus on reviewing literature in
the emerging area of entrepreneurial orientation as it applies to growth oriented small firms and
resource-based view of the firm. Secondly, an empirical study was developed based on a
stratified sample of small firms of manufacturing industry. Data were submitted to a
multivariate statistical analysis and a linear regression model was performed in order to predict
the influence of the resources and capabilities on small firms' growth. In this sense, we consider
the construct growth as a dependent variable and the ones relates with resources and
capabilities (entrepreneur resources, firm resources, networks and EO) as independent
variables.

The research results suggest a set of resources and capabilities that promote the growth of the
small firms. Also, the EO seems to have a predictive value on growth. Explaining variables
related with resources and capabilities and EO were identified as essential in growth oriented
small firms. It was still possible to conclude that the entrepreneurial firms which grew seem to
have resources and develop more capabilities and take advantage in the search for those
competences. This attitude reflects on the EO of the firm.

This study has important implication for both researchers and practitioners. It highlights the
necessity of firms to develop superior EO of all their members and also to invest on better
resources and consequently superior capabilities as a way of reaching higher levels of growth.
While previous authors have attempted to analyse certain aspects of this process (linkage
between entrepreneurial orientation and growth), this research developed a framework that
combines these and others factors (resource-based view) pertinent to growth oriented small
firms. The results support the necessity to identify explicative variables of multiple levels to
explain the growth of small firms. The adoption of an entrepreneurial orientation as an
indispensable variable to the growth oriented small firms seems pertinent.
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Introduction

Entrepreneurship area deals with an enlarged range of theories and approaches and it has been
studied in many different ways, with very different purposes. Researchers from all fields of
social sciences — economics, sociology, anthropology, psychology, history, politics and several
branches of enterprising science - have been giving contributions to this area of studies. The
research field of entrepreneurship has been considered to be the target of the most diverse
areas of study and it is developing very fast (Ronen, 1983; Sexton and Bowman, 1987;
Davidsson, 1989).

This research provides a useful framework for identifying a small firms’ propensity to engage in
Entrepreneurial Orientation (EO). The objective of this research is to examine the impact of the
EO on growth of the small firms. The approach of the current research had its origin in three
specific research questions: (1) Is it possible to identify crucial factors which increase or restrain
the growth of small firms? If so, which? (2) What is the influence of resources and capabilities in

this growing process? (3) What is the connection between EO and growth of small firms?

It seems essential to identify the strategic variables which may reflect the practice, the process,
the organisational methods and the decision-making style that small firms use and that
probably influence their growth. Nevertheless, the strategy presents itself as a broad and large
concept and there are many different definitions of strategy as well as typologies of possible
strategic choices in small firms. To identify the most important strategic dimensions in small
firms, we may consider, as a starting point, the typologies of firm strategies suggested by the
theoretical authors about organisations. A variety of models in the developing of strategy can be
found in literature. Well-known models include: (i) the generic strategies of Porter (1980); (ii)
the strategic typology of Miles and Snow (1978); (iii) the VRIO model of Barney (1991); and
(iv) the EO of Lumpkin and Dess (1996). Each of these models relates a group of variables
which do not depend on the growth. Besides this the Miles and Snow model (Hambrick, 1983;
Zahra and Pearce, 1994; Gimenez, 1999) and also Porter’s one (Miller, 1983) were empirically

tested to validate that relationship.

Several authors (Lippman and Rumelt, 1982; Jacobsen, 1988; Day and Wensley, 1988; Grant,
1991; Barney, 1991; Rumelt, 1991; Amit and Schoemaker, 1993; Day, 1994; Finney et al.,
2005; Gordon et al., 2005; Janney and Dess, 2006; Runyan et al., 2006) when referring to the
RBV, they do it more in a strategic context, presenting resources and capabilities as essential to

gaining a sustained competitive advantage and, consequently, to a superior performance.

Wernerfelt (1984), Learned, et al. (1969) and Porter (1985) adopted RBV from a strategic point

of view considering a resource as a strength that firms can use to formulate and to implement



their strategies. The resources and capabilities of the firm are the main competences for

formulating strategy (Grant, 1991).

Previous researches consider the strategy dimensions of great importance (Mintzberg, 1973;
Miller and Friesen, 1984; Miller, 1987; Lumpkin and Dess, 1996) and besides this they consider
that an EO has a great impact in growth. Miller and Friesen, (1982), claim that entrepreneurial
firms innovate courageously and regularly, while taking considerable risks in their
product/market strategies. Miller (1983) identifies the initiative of a firm concerning: (i)
innovation; (ii) risk taking; and (iii) proactiveness, as the essential dimensions of
entrepreneurship. For Miller (1983) an entrepreneurial firm is the one that commits itself into
the innovation of product/market, undertakes actions which are slightly risky and it is the first

one to come out with proactive innovation which beats the competitors.

These three dimensions, which constitute entrepreneurship, have already been mentioned by
Miller and Friesen (1982) as the three, of a total of eleven dimensions, of the process of
strategic decision-making which confirms that Miller conceives entrepreneurship from a
strategic approach. This definition, concerning the entrepreneurial strategy, focuses more on
the entrepreneurship process, than on the actor behind it (Wiklund, 1998; Davidsson and

Delmar, 1999), this is, it emphasises more the entrepreneurial process than the entrepreneur.

This way, and according to Davidsson and Delmar (1999), the co-relations of entrepreneurship
could be searched for in a vaster field than the one related to the individual. This approach
reflects, largely, the traditional definitions at an individual level. An entrepreneur is, frequently,
considered as an innovative and creative person, suitable to manage a firm which emphasises
innovation (McClelland, 1961; Davidsson, 1989; Miner, 1990; Miner et al., 1994).

The paper is structured as follows. First, we give some theoretical background and state our
hypotheses. This is followed by a description of our research method, including the sample, the
measures, and the analysis, and the presentation of our findings. The paper ends with final

remarks referring important implications for researchers and practitioners.

Resource-Based View

The Resource-Based View (RBV) of the firm become one of the most widely used theoretical
frameworks in the management literature (Beard and Sumner, 2004; Runyan et al., 2006). The
foci of RBV are competitive advantages generated by the firm, from its unique set of resources
(Wernerfelt, 1984; Barney, 1986, 1991; Peteraf, 1993). Understanding sources of sustained
competitive advantage for firms has become a major area of research in the field of strategic
management (Wenerfelt, 1984; Porter, 1985; Barney, 1991; Grant, 1991). Since the 1960s a



single organising framework has been used to structure much of this research (Andrews, 1971;
Ansoff, 1965).

Most research on sources of sustained competitive advantage has focused either on isolating a
firm’s opportunities and threats, describing its strengths and weaknesses (Ansoff, 1965; Porter,
1980), or analysing how these are matched to choose strategies (Penrose, 1959; Hofer and
Schendel, 1978).There is little doubt that this approach have been very fruitful in clarifying our

understanding of the impact of a firm’s environment on growth (Barney, 1991).

According to Barney (1991) Resource-Based View (RBV) to studying a firm’s internal strengths
and weaknesses rests on two fundamental assumptions. First, building on Penrose (1959), this
work assumes that firms can be thought of as bundles of productive resources and that different
firm possesses different bundles of these resources. This is the assumption of firm resource
heterogeneity. Second, drawing from Selznick (1957) and Ricardo (1966), this approach
assumes that some of these resources are either very costly to copy or inelastic in supply. This

is the assumption of resource immobility.

The most salient characteristic of the RBV is focus in the internal forces of firm. This approach is
rather linked to the pioneering work of Penrose (1959) than any other. Recently there has been
a reinforced interest in role of firm resources as foundation for firm strategy (Grant, 1991;
Miller and Shamsie, 1996). This interest reflects some dissatisfaction with the static,
equilibrium framework of industrial organisation economics, where the focus was in the
relationship between the strategy and the external environment (Grant, 1991). Several
advances have occurred on different strategic levels and all of them contributed to what has
been termed resource-based view. Basically, RBV descrives a firm in terms of the resources that
firm integrates. Penrose (1959) accentuates the condition of a firm not be just an unit, but also
a group of resources. Frequently, the term resource is limited to those attributes that enhance
efficiency and effectiveness of the firm (Wernerfelt, 1984). Miller and Shamsie (1996) refer that
resources should have some capability to generate profits or to avoid losses. A general
resources’ availability it will neutralize the firm’ competitive advantage. Once, for a firm to take
high levels of performance and a sustained competitive advantage, it needs to acquire
heterogeneous resources that should be difficult to create, to substitute or to imitate by other

firms.

Resources can be tangible or intangible in nature. Tangible resources include capital, access to
capital and location (among others). Intangible resources consist of knowledge, skills and
reputation, entrepreneurial orientation, among others (Runyan et al., 2006). In this sense, this
theory defends that, under imperfection of markets exists a diversity of firms and a variation in
the specialisation degrees that provokes a limited transfer of resources which present type,

magnitude and different nature (Amit and Schoemaker, 1993). Therefore, the main reason for
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firms grow and have success can be found inside of the firms, that is, firms with resources and
superior capabilities will build up a basis for gaining and sustaining competitive advantage
(Peteraf, 1993).

Some authors (Day, 1994; Barney, 1991; Grant, 1991; Chandler and Hanks, 1994; Mahoney
and Pandian, 1992) enhance that resources are, by itself, insufficient for obtaining a sustained
competitive advantage and a high performance well. According to them, this is possible only if
the firms are able to transform resources in capabilities, and consequently in a positive
performance (Mahoney and Pandian, 1992). Penrose (1959) refers that the firms reach a
superior performance, not because only they have more or better resources, but also because
of their distinctive competences (those activities that a particular firm does better than any

competing firms) allow to do better use of them.

Despite the wide diversity of resources, it is possible to classify it according to the following
categories: (1) tangible and intangible resources (Hall, 1992; Amit and Schoemaker, 1993;
Penrose, 1959 and Bogaert, et al, 1994); (2) strategic resources (Day, 1994; Day and Wensley,
1988); (3) human resources (Greene, et al., 1997); (4) social resources (Greene, et al., 1997);
(5) organizational resources (Greene et al., 1997); (6) technological resources (Greene et al.,
1997); (7) location resources (Greene et al., 1997); (8) assets (Day, 1994; Barney, 1991; Amit
and Schoemaker, 1993); and (10) capabilities (Day, 1994; Barney, 1991; Amit and
Schoemaker, 1993).

Regarding the capabilities, they are considered, for some authors, not only as firm’s resources
but also as competences (Penrose, 1959; Hitt and Ireland, 1986; Prahalad and Hamel, 1990;
Leonard-Barton, 1992; Pavitt, 1991) and invisible assets (Itami, 1987). The concept of
capabilities is frequently used to define a group of individual qualifications, assets and
accumulated knowledge, exercised through organizational processes allowing reaching a better
coordination of activities and a better use of resources (Amit and Schoemaker, 1993; Day,
1994, Schulze, 1994).

There is a key distinction between resources and capabilities. Resources are inputs into the
production process - they are the basic units of analysis (Grant, 1991; Beard and Sumner,
2004). The individual resources of the firm include items of capital equipment, intellectual
assets, patents, brand names, and so on. A capability is the capacity for a team of resources to
perform some task or activity (Hitt et al., 2003). While resources are the source of the firm’s
capabilities, capabilities are the main source of its competitive advantage. For Barney (1991)

these distinctions can be drawn in theory, but quite confused in practice.

The capabilities are many times developed either in functional areas or in combination of

physical, humans or technological resources, controlled by the firm (Amit and Schoemaker,
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1993). Capabilities together with the resources are the core competences on firm’s strategy
formulation and therefore constitute the firm’s identity (Grant, 1991). In fact, as refer Bogaert,
et al. (1994) how more capability is used, more it can be refined and more hard is to copy. This
characteristic reflects the dynamic perspective associated to the capabilities (Nelson, 1991). In
the dynamic perspective, capabilities approach is a theoretical stream inside of the RBV. This
theory considers that, on one side, the firms are constantly creating new combinations of
capabilities and, on other hand; the market competitors are continually improving their
competences or imitating the most qualified competences from other firms. This approach puts
emphasis on internal processes, assets and market position as restricting factors not only the
capability to react but also the management capability to coordinating internal competences of
the firms (Teece and Pisano, 1994).

In addition, some authors (Granstrand et al., 1997) give special attention to technological
competences as an important factor to influence, not only the sales’ growth, but also the
businesses’ diversification and performance. According to Grant (1991) the managers must
select an appropriate strategy in order to use more effectively the resources and the capabilities

of the firms.

In this sense, it is pointed out the following question: what extent the resources and the central
capabilities are identified and applied in a strategic way to create a competitive advantage?
Barney (1991) developed the VRIO model structured in a series of four questions to be asked
about the business activities a firm engages in: (1) the question of Values; (2) the question of
Rarity; (3) the question of Imitability; and (4) the question of Organisation. The answers to
these questions determine whether a particular firm resource or capability is a strength or

weakness. The VRIO model describes ways that firms can expect to be successful.

Competitive value of the resources can be enhanced or annulled by changes in the technology,
by changes in the competitor’s behaviour, or by changes in the buyers' needs. All these aspects
would be neglectful whether the analysis focus was only centred in the internal resources
(Porter, 1985). According to Chandler and Hanks (1994) resources and capabilities create a
satisfactory base for formulating competitive strategies. An important factor that assures a long
term competitive advantage is the sustainability of the firm’s capabilities or their core
competences (Chandler and Hanks, 1994; Aliouat and Masclef, 1999). Sustained capabilities are
those that are not easy or quickly reproduced by the competitors and must form the base of
firm’s strategy. These resources and capabilities are the key for the achievement of competitive
advantage and should be protected. Being so, they have a critical role in the competitive

strategy of firms.



Entrepreneurial Orientation and Growth

It is hard to imagine a small firm taking advantage of opportunity and having a considerable
impact in the market without growing. According to Garnsey et al. (2006) the advantages of
early growth are internal (learning effects) and well as external (market position). In this sense,
the growth seems to come out as an important demonstration of the entrepreneurial behaviour
of small firms (Davidsson, 1989; Green and Brown, 1997). Firm’s growth has become a very
important topic in the field of strategic research. Davidsson et al. (2002) discuss in what
conditions the study of the growth contributes effectively to the understanding of the
entrepreneurship process. According to these authors, to say that entrepreneurship is the same
as creation of a new firm is to reduce the field of entrepreneurship, since it does not reflect, in a
complete way, its contemporaneous definitions. Then they suggest that the researchers in this

field should see the growth of a firm as a complement part of the entrepreneurship process.

About the process of growth in the small firm, Storey (1994) concludes that process results
from a combination of three basic components which are: (1) the characteristics of the
entrepreneur; (2) the characteristics of the small firm; (3) the development strategies of the
firm. These three components are not mutually exclusive and they influence the growth of small
firms in a combined way. When studying the strategy of small firms and in particular the
strategic choices, which can influence the growth, it looks pertinent to discuss about the
dimensions of EO. Miller (1983: 770) suggests that an entrepreneurial firm is one that “engages
in product market innovativeness, undertakes somewhat risky ventures, and first to come up
with proactive innovations, beating competitors to the punch. A non-entrepreneurial firm is one
that innovates very little, is highly risk adverse, and imitates the moves of competitors instead

of leading the way.”

Miller (1983) developed a measuring instrument to capture the dimensions of EO in empirical
research. This measuring instrument has influence the subsequent research. Although the same
measuring instrument is used, different designations are used to measure the same dimensions.
Besides, there is little consensus about the type of dimension involved (Wiklund, 1998; Naldi et
al., 2007). Although different interpretations of the measuring instrument have been suggested,
that does not prevent it from being a feasible instrument to measure the important aspects of
the entrepreneurial orientation. Covin and Slevin (1991) support Miller's point of view by
referring that organisations, and not only individuals, can behave entrepreneurially. They also
defend the use of risk taking, innovativeness and proactiveness, as the relevant dimensions of
entrepreneurship. Nevertheless, they refer to this as a type of behaviour labelled as

“entrepreneurial posture”.



Based on Miller (1983), Colvin and Selvin (1989), and Merz et al. (1994) use the same
measuring instrument, but argue that such an instrument reflects the strategic orientation of
the entrepreneur and that it should be considered as a philosophy of entrepreneurial behaviour
which guides the firm as it deals with the environment. Brown (1996) suggests that
entrepreneurial orientation is connected with the will that a firm possesses to commit itself into
entrepreneurial behaviour. Lumpkin and Dess (1996) argue that the essential act of
entrepreneurship is characterised by the new entry. This can be achieved if there is an
incorporation to a new or current market with a new or current product, or still, if there is the
launching of a new business. The measuring scales, used in every reviewed studies relate
themselves with self-perception of the people responsible for the strategy of the firm.
Therefore, the expression “strategic orientation” can be understood as the entrepreneurial
strategy of the entrepreneur which reflects the intentionality of a firm in committing itself to the
entrepreneurial behaviour. EO suggests an independence of action, a willingness to explore new
ideas and markets and attempts to destroy the market leader’s position by discovering new

markets (Janney and Dess, 2006).

In this context, and according to Miller (1983), the concept of EO is seen as a combination of
three dimensions: (1) innovativeness - is concerned with supporting and encouraging new
ideas, experimentation and creativity likely to result in new products, services or processes
(Miller and Friesen, 1982); (2) risk taking —measuring the extent to which individuals differ in
their willingness to take risk is contentious (Lumpkin and Dess, 1996; and (3) proactiveness —
is concerned with first mover and other actions aimed at seeking to secure and protect market
share and with a forward looking perspective reflected in action taken anticipation of future
demand (Miller, 1983; Covin and Slevin, 1989; Lumpkin and Dess, 1996). Given the above

discussion, we formulated the following hypothesis:

Hypothesis 1: EO is significantly and positively related to the firm growth.

According to Wu (2007) without dynamic capabilities to convert resource into advantage,
entrepreneurial resources do not translate into performance. This view endorse the RBV on firm
performance, namely, entrepreneurial resources (such human and financial capital or access to
networks through which these capitals can be acquired) determine entrepreneurial success.
Therefore, the entrepreneur’s networks are crucial for acquiring the requisite complementary
resources and capabilities (Teece and Pisano, 1994; Wu, 2007). The entrepreneurial process
involves the gathering of scarce resources from environment and the resources are usually
obtained through the entrepreneur’'s network. Several studies (Falemo, 1989; Johanisson,
1990; Birley et al., 1991) have indicated that entrepreneurs often go to considerable effort to
involve members of their network in both star-up and the growth of their business. In this sense

it is hypothesised that:



Hypothesis 2: Entrepreneur resources are significantly and positively related to firm growth.

Hypothesis 3: Entrepreneur’s networks are significantly and positively related to firm growth.

As Johanisson (1990) notes some of these resources may provide direct solutions to operational
problems while others increase the firm legitimacy in the market-place and indirectly provide
access to resources needed for the pursuit of economics goals. Van de Ven et al. (1984) found
high performing entrepreneurs to be more externally oriented, involving a broader network of
potential customers and professional consultants in the planning and development of market.
Falemo (1989) found that managers of expansive firms identified more external persons who
conducted resources for product development and marketing than managers of regressive
firms. According to Fischer and Reuber (2003) external resources providers is a key ingredient

for rapid growth. Thus, it is formulated the following hypothesis:

Hypothesis 4: Firm resources are significantly and positively related to firm growth.

Method
Data Collection

The empirical data used in this research is drawn from dataset collected using a structured mail
questionnaire. The survey was carried out in spring 2006. The initial population consisted of
Portuguese manufacturing small firms'. The questionnaire was developed partly by using seven-
point Likert scales to minimise executive response time and effort. Pre-tests for getting
feedback regarding the clarity of the survey items were conducted with four firms of varying
sizes and belonging to different sectors. A total of 1470 small firms were identified from Group
Coface® database. Of those, 825 were selected casually and in a stratified way. A total of 168

questionnaires were obtained, yielding a satisfactory effective response rate of 20, 4%.

Statistic Analysis

Two types of statistic analysis were developed in this study: (1) a bivariate and a multivariate

analysis.

(1) bivariate analysis: the standard differences between the two groups of firms (low and
high growth firms) are analysed based in the following criteria: (i) to the non-categorical

variables is applied the parametric test of significance t*; (ii) to the categorical variables is

! The criteria adopted by the European Union were chosen to define small firm and select the sample of
the current research (firms with no more than 49 employees).

2 Coface Mope is a subsidiary of the French business Group COFACE.

3 The parametric test permits the testing of hypothesises upon averages of a variable of quantitative level
in one or two groups, formed from a qualitative variable. For two independent samples the average of a
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applied a cross-table analysis with an application of the no-parametric test of significance
(Pearson test)?. The differences of the aggregated means are compared between the groups of

high and low growth®.

(2) multivariate analysis: in the multiple linear regression it is estimated the direct linear effect
of a group of independent variables, in a dependent variable. Since the independent variables
are measured in different units, it is difficult to determine the relative importance of each
dependent variable based in the coefficients of partial regression, being preferable to examine
the Beta partials (Hair et al., 1998; Pestana and Gageiro, 2000). To find out which coefficients
are significantly different from zero, t°® tests are performed. The relative measures of the
adjustment quality are: R? and R? adjusted squared. This statistic method is used to detect and
explain the differences that each independent variable exercises on the dependent variable. To
test the nature of the distribution the Kurtosis’ and Skewness® measures are used. To test the
adherence to normality, the Kolmogorov-Smirnoff (K-S)° test was used, as well as the graphs

called normal probability plots, box plots and histogram?®.

In any circumstance are factorial analysis performed. These analyses are performed to reduce
the number of variables and increase the reliability of the measures. It is used the extraction
method of the main components and the factors with eigenvalues bigger than 1 are extracted.
The varimax rotatation method is adopted to solve the original factor. In order to retain the
maximum information possible of the original questions, the items which will present a high
loading, in certain factors of the factorial analysis, will be condensed into indexes which
correspond to the factors approximately. The test Cronbach’s Alpha'! is used to test the
reliability of these indexes.

The statistic software SPSS (Statistical Package for the Social Sciences) was used as a support

to all the statistic analyses developed during the present research.

variable in one group is compared with an average of the second variable in the other group (Pestana and
Gageiro, 2000).

4 Test Qui-squared compares categories of a nominal variable in two or more independent groups. When
statistical significance is presented, it demonstrates the existence of differences among the groups
(Pestana and Gageiro, 2000).

5 Comparison criteria was the following: differences below 0,25 are rejected (Harper, 1996).

6 Tests t permit the testing of null hypothesises of inexistence of a linear relation between Y (dependent
variable), with each one of the X (independent) variables

7 A distribution is mesocratic if (Kurtosis/stdError) <2; is platicratic if (Kurtosis/stdError) <-2 and is
leptocratic if (Kurtosis/stdError) <2.

8 For values belonging to the interval of [-2; +2], symmetry is not rejected (Malhotra, 1996).

° Normality at 5% is not rejected when the significance (sig.) level of this test is superior to 0,05 (Bryman
and Cramer, 1992).

10 These graphics are going to analyse the observations that deviate of the normality (Bryman and
Cramer, 1992).

11 This test Alpha is especially helpful for investigate the reliability of scales of multi-items that use
measures between intervals (Siegel and Castellan, 1989).
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Measures

Independent variables: Resources and Capabilities
The resources and capabilities considered in present research are: (i) entrepreneur resources;

(ii) firm resources; (iii) entrepreneur's networks; and (iv) entrepreneurial orientation.

(i) Entrepreneur Resources — we included in this kind of resources the following indicators: age
of entrepreneur, gender, experience and education level, founder of the firm and formation in

management.

(i) Firm Resources - we considered human resources (size of management staff, firm’ size and
firm’ size compared to competitors) and financial resources (availability of capital and sharing of

capital)

(iii) Entrepreneur’s Networks — we included as entrepreneur’s networks: the informal networks,

external networks, and institutional networks.

(iv) Entrepreneurial Orientation - EO was conceptualised as consisting of the variables: (1)
innovativeness, the development of new and unique products, services or processes; (2) risk
taking, a will to pursue risky opportunities, taking the chance of failing; and (3) proactiveness,
an emphasis in the persistence and creativity to overcome obstacles, until the innovator concept

is completely implemented.

The measure was adapted from the original scale developed by Miller (1983) and used in order
to measure the concept of entrepreneurial orientation. This scale includes a total of eight items:
(i) two items related to the risk taking; (ii) three items related to proactiveness; and (iii) three
items to measure innovativeness. As the items of the scale centre themselves on several
different aspects of strategic position, they were submitted to a factorial analysis so that their

dimension or "factorial validity" could be established. As a result, four items were withdrawn.

This way, the reviewed measuring rule of EO is composed by four items (instead of the eight
original items), included in one single index, with an Alpha value of 0,68. The interpretation of
the reliability test and the consistency of the factorial analysis support the unidimemsionality of
the concept. This is, the entrepreneurial orientation is more a combination of grouped variables
than of separate and autonomous variables. This position goes against the results of Lumpkin
and Dess (1996), but it agrees with the results of several other researchers (Miller, 1983; Covin
and Slevin, 1989; Caruana, et al., 1998).
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Dependent Variable: Growth

Based on a review of the literature pertinent to the measurement of growth, two objectives
measures of growth were included: (1) the sales growth; and (2) the employment growth. It
was calculated based in the change of the humber of employees which took place from the year
2004 to 2005. The growth variable is made up of four indicators: (i) the change of the number
of employees from year 2004 to 2005; (ii) the change in the amount of business from year
2004 to 2005; (iii) the growth of the sales compared to that of the competitors; (iv) and the

growth of the market value compared to that of the competitors.

Control Variable: Firm’s age

There are firm specific and external factors that may affect a firm’s growth, regardless of its
entrepreneurial orientation (Lumpkin and Dess, 1996). We used as control variable the firm’s
age. Firm’s age is normally calculated from of the firm’s years. This variable was used to verify
if the firms, as they grow older, become less entrepreneurial, as it is frequently argued, so it is
expected that there will be a negative relation between the firm's age and the entrepreneurial

orientation.
Analysis and Results

The firms of the sample are divided in two groups based on the rates of annual increase of sales
and the number of employees in year 2004 to 2005. The firms which present an increase in the
employment rate'? bigger than 25% and/or an increase in the sales rate bigger than 25% are
identified as "high-growth firms". Below these numbers the firms will be identified as "low-
growth firms". According this criterion, we find 90 low-growth firms and 78 high-growth firms.
The intention was to get to know the existence (or not) of significant differences between the
firms that show a high growth and the ones that do not. The answer to this question is

unquestionably positive (Table 1).

Table 1- Strategic Orientation: strategy and decision-making

Low High Test t
Growth Growth

The nature of the environment is risky 2,2 3,6 0,65
Tendency of the firm for projects of risk 1, 2,1 n.s
Tendency for follow the competitors 5,0 3,5 -1,04
Strategic posture oriented for the growth 2,8 4,5 1,03
Cooperation relationship with the competitors 4,0 3,3 -0,51
Focus on R&D and Innovation of the products 1,7 2,2 n.s
Introduction of new lines of products on market 1,9 2,0 n.s
Significant changes in the products 2,3 4,0 1,04

n.s: not significant

The differences do not seem to be casual or caused by forces out of the control of the firms. The

entrepreneur of the high-growth firms, for example, adapts the products so that they can enter
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new markets and the entrepreneurial quality of the entrepreneur has some importance to the
growth. The entrepreneur of the high-growth firms use a strategy more directed to flexibility
and to the change. They are more concerned with the new market opportunities and/or have a

better capability to react to new opportunities.

Consequently, there seems to be an association between the resources and capabilities and
entrepreneurial orientation in several aspects. Variables which, in different ways, report that
entrepreneurial orientation, as well as product innovation, perception of business opportunity,

distinguish the high-growth firms from the low-growth ones.

The Effect of Resources and Capabilities on Growth

A multiple linear regression was used to estimate how far the growth can be explained by the
variables related to resources and capabilities. The aim of the following analysis is to test the
validity of the theoretical assumptions in order to identify what kind of resources and
capabilities have influence on the growth. That is, to determine the estimation of the relative
importance of the different resources and capabilities to explain the growth process of small
firms. As so, all the resources and capabilities were included in the linear regression model as

independent variables. The Table 2 shows the results of the analysis.

Table 2 — Results of the Linear Regression Model

Variables included Beta Values ®
(n = 165)

Resources and capabilities
Entrepreneur resources

Age of entrepreneur n.s
Gender n.s
Experience and Education level n.s
Founder of the firm 0,22%*
Formation in management 0,13%*
Firm resources
Size of management staff n.s
Firm’ size (number of employees) 0,12%*
Firm’ size compared to competitors n.s
Availability of capital n.s
Distribution of capital n.s
Entrepreneur’'s networks
Informal networks 0,11**
External networks 0,20*
Institutional networks n.s
Entrepreneurial orientation
Reviewed scale (4 items) 0,25%*

Control variable

Age of firm -0,12%*
R2 0,35
Adj. R? 0,25

Significance * p <.05, **p <.10.

n.s: not significant
(a) Behaviour of stepwise method for the selection of variables to include in the equation of regression.
(b) Pairwise behaviour for the missing values.

13



The Entrepreneurial Orientation is the variable that contributes more to the explanation of the
growth, with a regression coefficient of B = 0,25. The variables Founder of the firm and External
networks are also higher. All the other meaningful coefficients present a similar magnitude and
it is difficult to establish any definite order of importance among them. Within of the dimensions
included in the linear regression model, there are a set of variables that not contribute to
explain the growth of small firms, namely, age of entrepreneur, gender, experience and
education level, size of management staff, firm’ size compared to competitors, availability of

capital, distribution of capital, and institutional networks.

The Entrepreneur resources dimension showed a greater number of not significant variables
that no influencing the growth. In what concerns Firm resources, only the firm’ size variable
appears as meaningless in the prediction of growth. The control variable (the firm's age) has a
negative influence on growth. The negative influence of the firm's age on growth suggests that
younger firms grow more than older ones. The analyses performed also allowed to test several
of designed research hypotheses. The association between resources and capabilities and
growth is strong. A particularly consistent result is the positive influence of the entrepreneurial
orientation to the growth. Their strategies are directed to proactiveness, risk taking and
innovativeness. The results indicate that the firms which have an entrepreneurial orientation
and show some growth are guided so that they can take opportunities. This fact corresponds to
the conceptualisation of other researchers (Lumpkin and Dress, 1996; Smallbone et. al., 1995;
Davidsson and Delmar, 1999; Mostafa et al., 2006; Chow, 2006; Avlonitis and Slavou, 2007).

At a more general theoretical level, it seems that the perception of the environment influences
the firm - its growth, but it also seems that the firm may have some influence on the

environment where it operates.

6. Final Remarks

This study makes contribution to the literature on entrepreneurship and strategy research by
investigating the impact of the resources and capabilities and EO of the firms on its growth and
by the operationalisation of the EO concept. To our knowledge, these impacts have not
previously been empirically investigated in this way, even though there have been studies on
the relationship between EO and growth. In this paper we have focused on EO (intangible
resource) as one important dimension of RBV and its impact on growth of small firms. We
defined the constructs of EO as innovativeness, risk taking and proactiveness. Confirmatory
factor analysis confirmed that these three constructs were statistically significant indicators of
EO.
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This research complements existing studies, and the results suggest that the firms which grow
more, are those which are entrepreneurially oriented, that detect opportunities and obtain an
advantage when searching for those opportunities. However, not all firms search for
opportunities. A possible explanation could be the entrepreneur's attitudes, this is, the desire to

growth or not.

In what concerns the issue of the influence of the EO on firm’s growth it seems that the
entrepreneurship has, in fact, an important role as firms which grow better, have the tendency
to develop an EO supported by proactiveness, innovativeness and risk taking. Based on the
most important and consistent results, it was possible to identify the following factors which
influence the growth of the small firm: (i) the high-growth firms have a strategic orientation
that can be classified as entrepreneurial; (ii) the entrepreneur resources, firm resources and
entrepreneur’s networks have a great importance to growth; (iii) youngest firms have the
tendency to grow more than older ones.

Results support the need of explanatory variables of multiple levels, to explain growth. The
setting of the EO as an indispensable variable to the growth of small firms seems to be

conceptually and empirically pertinent.

This study has important implications for both researchers and practitioners. It highlights the
necessity of firms to develop superior EO of all their members and also to invest on better
resources and consequently superior capabilities as a way of reaching higher levels of growth.
We argue that entrepreneurial orientation, based on proactiveness, innovativeness and risk
taking, have effect on firm’s growth. Entrepreneurs compete not only to identify promising
opportunities, but also for the resources necessary to exploit those opportunities. For
researchers this research highlights the need for a greater appreciation of the importance and
relevance of EO and RBV and how they can influence and impact on the growth of small firms.
For policymakers, this research has implications in terms of affording a means of identifying the
contributory resources and capabilities affecting growth of the small firms. Finally, we hope that
our study will encourage researchers to further examine the impact of different resources and

capabilities on growth.

Considering that the approach chosen was, effectively, a cross-sectional research and
quantitative analysis methods, there are, consequently, several accepted limitations: (i) the
sample used in the research it is not representative of the total population of small firms and
the sample covers firms in a single country; (ii) the multiple linear regression estimates only the
average and the linear effects, which limit the conclusions about the relations of variables
(Mckelvey, 1997; Miller and Friesen, 1984); and (iii) the period of time considered in the
collecting of information, serving as the basis to determine the independent and dependent

variables, is relatively short.
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The EO is seen, frequently, as something inherently good, something firms should make an
effort to achieve it. This vision is supported by the results of the research. However, it is
essential to examine the relationship between EO and the success of the firms. It would also be
fruitful to examine the relationship between EO and other intangible resources, such as
organisational learning capabilities and growth. We believe that the integration of different

elements would certainly enhance the theory development in the field.
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