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CHAPTER 4

LITERATURE REVIEW: THEORETICAL UNDERPINNING AND
4.0 Overview of Chapter 4 YN

This study aims to investigate the relationshj eeg

. ; ; ; _ @
orientation dimensions, corporate venturing, organic @le anfl fir ;iergyn'ance.
In addition, the effect of environmental factors ] reldtignships \ETI also be

fteratures that

HYPOTHESES DEVELOPMENT

lentr preneurial

&
of t@hypotheses First

A

A

of all, section one of the chapter outli D tb' @pmmng of this study

followed by reviews on

while section two discusses the theonw frai

neuu[l ; Il

1's Ing
&

[c onishegbttween corporate venturing and firm
4

the relationship between dimensions such as

INnnovativeness, ptoactwewm

describes previous rese@} th
e co[rs h
&t

describes the &tﬁ?:t of the environmental factors on these

&

firm performance. Part four

¥ ures on the organic structure and firm

performance while

performance. P .N-il

relationships seven, the htelatures on firm performance used in this study are

also pr@ this chapter.

The Theoretical Foundation of the Study

Although research on entrepreneurship has existed for almost 40 years, yet,

there are no specific theories that originate from the field of entrepreneurship.
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Researchers have borrowed popular theories from other disciplines and adapted them
to the study of various entrepreneurship phenomena (Zahra, 2006). Thus, in this

research. the resource-based view, organizational learning theory. and contingency

theory are used as the foundations of the study on corporate entreprtM Ip as

determinant of firm performance. According to the contingency theekn order to

determine predictors for firm performance. the contingent effect of ge environment

must be taken into account. Y.

A theory can be defined as a set of interr nwconceptS)..

@
K viewj of hi:nqlgl:a by
-\

definitions, and propositions that present a system

specifying relations among variables, with the p

the phenomena (Kerlinger, 1973:9). This stu

based view (RBV) of the firm. organization®gJCarging
theory. The RBV is used as the under'@@@ tlﬁﬁ
' 9

effect of entrepreneurial orientation g

organizational learning persp&CLisg prlail th cbmb'ale venturing contribution to
f F &
firm performance. The lhiKN-y: cpntimge

ory. 1s employed to investigate the
contingent relationship Nhr 1‘,9‘?111&5 W ironment.
t

Vi‘) e ¥
4

The RB }./ : f tNe firm was ini't\ ‘Tgby Penrose (1959) in her seminal works on

4.2 The Resourcé

firm growth as first mentioned by Wernerfelt (1984). Since then. the RBV of the

firm ig onCgg the most widely used theoretical perspectives in strategic management
literature (Newbert, 2007; Powell, 2001:; Priem & Butler, 2001; Rause & Daellenbach.
2002). The RBV has gained much attention in strategic management research because
understanding a firm’s performance is the fundamental issue in the field of strategic

management (Zott, 2003).
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This research is strongly influenced by the RBV of the firm because it is
particularly expedient in identifying the determinant factors of firm performance
(Amit & Shoemaker, 1993; Peteraf, 1993). Notably. the RBV is a strategic
management tool that determines the strategic resources that can crea\gg. term
competitive advantages (Barney, 1991) which is seen as the abili(& eate more

economic value than rival firms (Barney. 2011: 15). In order tmire sustained

competitive advantage, the firm’s strategy must fully utilize rnal strengths. by

responding to environmental opportunities and at the salacNim hvoi Ing internal

1991). | Theyreal Q\Rfﬁinable

K\g

weaknesses and neutralizing external threats (Barn

j
pabiligged offthe fgm (Barney.
d % »

There are two basic assumptionsma/ accorgye to@arney (2001): first.

competitive advantages are the core resources and

1995: Carmeli, 2001: Conner. 1991: Grant: 194l :

I -
C sig , ) & of dynamic resources

7 Q—
and every firm has unique differen\

building on Penrose’s work. firms can

terms ™SeuFsoura® In other words. the firms

N
Soz ces allj bil@ thus each firm is different in
el

are heterogeneous In terms o
&

-
their core competencies wd\ posls Mfereg®uprofiles of resources (Amit &

) I}l?}lmt be able to understand the other's
umptionry ishth t&a’ﬂrm's resources are not perfectly mobile

s

across firms (sw 1991)

Schoemaker, 1993). Tl&fo -
¢

)

strategies. The seq

n{:al\ﬂ,@ that if the firm is able to exploit the

Neulralize threats by using its resources. and also these resources are

opportunitid
limite y a few number of competing firms. and at the same time they are costly
to copy Or inelastic in supply. then these resources are the firm’s strength and thus
potential sources of competitive advantage.

In general, firm resources include all assets. capabilities. organizational

processes, firm attributes, information, knowledge and so forth that are controlled by a
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firm (Barney, 2011). These resources can be divided into four main categories:
financial capital, physical capital, human capital, and organizational capital. First.

financial capital includes all money resources that can be used to conceive and

implement strategies. For example, for public listed firms, financial capita%zcome

from the shareholders, banks and the public that purchased the firm’s sﬁres’Second,

physical capital refers to the technology used in a firm such :;V'! plant and
em Third, human

. refptionships, and

machineries, its strategic location, and its access to raw mat

capital includes the training, experience, intelligence, judge

insights of individual managers and workers in a firm. gour Orta] wapital
| - | &
refers to the attributes of a collection of individ . F @ firm’s
NV

organizational structure which involves formal @and me

systems, culture and reputation. These reso& Il';s)ill hel
effectiveness of the firm’s strategies (82%2

oth

0rth€§bordinating
nh@(e efficiency and

‘\In other words. the

o
firm’s resources can be regarded as t akn@of the firm (Wernerfelt,

N

QRcrate competitive advantage

1984). Certain types of resources haq the pc#e
. >_ _ ']
er1of firgi™Rer

vormagcy (King, 2007; Miller & Ross,

which eventually leads to s

2003: Morgan et al., 20044 OOC ernerfelt, 1984, 1995).

)

resQurce is categorized into two, namely:

£ apgs\e resources are the physical items that

Nsuch as assets, raw materials, locations, facilities, access to capital,

tangible and nta resour

belong to the

and equ g, among others (Barney, 1991; Carmeli, 2001) while intangible

resources entrepreneurial orientation, acquisition, proper organizational design,
organizational culture, knowledge, reputation, skills and others (Runyan et al.. 2006:

Ferreire, et al., 2011). Usually, the intangible resources do not appear in balance

sheets (Carmeli, 2001). While the tangible resources can be changed and easily be
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imitated by competitors, the intangible resources are almost impossible to be copied.
Theretore, this study used intangible resource-based view of the firm as an
underpinning theory. The sustainable competitive advantage can only be achieved
when the firm fulfils, partly or completely the four characteristics (Bart Y‘?‘)L
Carmeli, 2001) of intangible resources. First, intangible resources mm some

value that 1s capable of generating profits or prevent losses (Barney. . Miller &

Shamsie, 1996). Second; it should be rare; third: inimitability andwh; It should be

non-tradable or substituted (Barney, 1991). The firm is exp

N

&

es the }e urges a@‘has the
NV
a@ﬁ‘ectiveness

0 b‘: In a superior
position when they possess sustainable competitive advagtage:

The resources are valuable when the firm utl

capability to implement strategies that can imp%zs et

(Barney, 1991). These strategies can lead igiler pe

will exploit opportunities and is abl G)ﬂntick%\?e @wonmental threats.
6 .,
Therefore, the firm has the potential \ hea%@p“eﬁ and minimize its cost.
N

In order to obtain a valuable l‘CSﬁl‘C 1€ ﬁn’n Myt prace Its raw resources to make
them more useful to prodygce b#fter

]

combination must be figl 1Mepl

(Penrose, 1959). Besiges. tlD fir

. L Y 1

Its capabilities m; tively (&
!

“the firm’s competi}ve advantage will be.

.

aléda?* 001). The more valuable the resources of

the firm. the ¢

V&lga¥g firm strategy can create sustained competitive advantage if it is not
simultaﬁ implemented by many other firms. If the other firms use its resources
and capabilities in the same way and thus produce similar strategies, no competitive
advantage is gained by the firms (Barney, 1991). For this reason. the firm must use

effective resource combinations to implement a strategy that is impossible for other



108

firms to implement. For example, the firm can use the combination of physical capital.
human capital, and organizational capital resources to implement strategies (Barney,
1991). Thus, the mix of these resources will generate rareness of the resources that

other firms may not or have difficulties to implement due to the lack :inilar

resources. The firm that has valuable and rare resources will definitefv have

T] 991).
Mable to obtain

( nd'tions that have

advantage from the first mover advantage and strategic innovator (Ba

The resources are imperfectly imitable when other firmg

them (Barney, 1991 Lippman & Rumelt, 1982). There are tl

to be fulfilled in order to create imperfectly imitable gesoules Cas| Qne of

O
opetitive
N

imitate. but

it must also be difficult to substitute or 1s

1991). That means that other firms are ur a%o
‘e

It is vital that a firm must be\ ¢

'.on elitigAdvantage to achieve higher

and use its capabilities to obtal suamable
t ? *

firm performance. The sourc{h COQY

of the firm to fully utili

capabilities can be cgmge 1alizld
various resource:%ly in ad#comb

M‘lance (Amit & Shoemaker, 1993; Grant, 1996; Prahalad & Hamel.

higher firm p

1990). ability and resources of the firms are two different concepts.

Capabiliti®®®are the specific characteristics of the firm, its processes and are embedded
in the organization, while on the other hand, ordinary resources are not (Makadok,

2001). The capabilities would disappear 1f the organization is completely dissolved, as

compared to resources, It could also survive in the hands of a new owner. For
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Instance, 1f an automobile firm closes its company. then the cars’ designs or shape
patents (a resource) could continue in the hands of a new owner, but the skills used in
designing new generations of the car (a capability) would probably vanish. Thus.

te@urces

every firm must support the use of valuable, rare. and costly-to-imita
(Barney, 2011). The following discussion focuses on how entrepreneurﬁ I 0&' ntation

relates to the RBV of the firm in order to achieve better firm perform?y

4.2.1 Entrepreneurial Orientation and Resource-Based View EM
rces' and capability

As mentioned. the RBV sees the firm as a bundle o

polls that will create competitive advantage and evegtuallW legd tq

eriq—ﬁrm
| &

- Oul ﬂe_' C mbic@fons’ as
NV

' \h]terg@'nd external

S @roduction. new

Mzayon. Therefore, the
a2
Ing posed a bundle of

o
C O

N
Ive Jdvang®e® (Newbert, 2007: Wiklund

|
q . .
n cc@sfetltwe advantage i1s the RBV.

resources that is capable of cretin omp
& Shepherd, 2011). The doginaty g' %
ent@éneurial firms are growth oriented

Besides, compared to co@o

nah={ _
¢ ! (.)
and opportunities dijpmgn. &Vithfthege alm.;ss;_;he entrepreneurial firm will be more
Innovative, proaiwm bold¥in fak{lvézp available opportunities in the market.
oy

With these ¢ ilities and resources."the firm will have an advantage because the

types o ces and capabilities of the firms (Wiklund & Shepherd, 2011)

determine¥e performance of the firm.

From the RBV perspective, corporate entrepreneurship is a key means of
accumulating, converting, and leveraging resources for competitive advantage

(Floyd & Wooldridge, 1999) which innovates to rejuvenate and redefine its markets
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and industries (Covin & Miles, 1999). Entrepreneurship activities such as
innovativeness. proactiveness, risk taking. and corporate venturing focus on
developing new resources and capabilities that offer growth opportunities (Covin &

Miles. 1999: Bing, 2007). The combination of these strategies enhances &t nable

competitive advantage and leads to higher performance and grow&. ferefore.

corporate entrepreneurship 1s the source of competitive advanlagw cannot be

perfectly imitated. substituted. or traded, and 1s a valuable reso;*{'mthe firm (Bing.

\J.
. o
| &
‘00tS jn they earlw<1950s In

qia\( Pra@ﬁ 999). The

hrog£h t@%‘orks of Argyris
A

2007).

4.3 Organizational Learning Theory

The history of organizational learning has it

reference to the public administrations of bi%gd
organizational learning ideas spread In the@?éOs t
Ch c‘?H(‘.)wc-:-\./er.. It was only

]
hegdly bagdame famous, with articles

& Olsen. 1975). The ﬁlndav{tal de'

us

organizational members

s@

ts sich™as Ythe

4

e only

There are also bold .@.u: at which individuals and organizations

' su{ta@le competitive advantage. especially in
S

knowledge- Nve industries™ (Stata, 1989: 64). This 1s also supported by recent

learn may becd

literature e organizational learning might be the only sustainable competitive

advantage 01 the firms (Crossan & Berdrow. 2003: DeGeus. 1988). As compared to

land and natural resources which has provide firm the competitive advantage in the

18" Century, the following shows the change in the focus for firm’s competitiveness

(Kraleva, 2011):-
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18" century:  land and natural resources
19" century:  Technology
20" Century: Finance

21% Century :  Knowledge \q

Organizational learning theory has been widely acknowledged & amﬂ the

Wd operate in

this era when the business environment is ever-changing ( \N 2011; Chan,

predictor for a tirm’s pertormance as 1t defines how an organization

Cooper & Tzortzopoulos, 2005). It i1s generally accepted th ngl"lenmﬂ a firm’s

performance is an urgent and crucial priority in many dgyelopthg

UI

Hildebrand, 1995). In this globalized era, only the or

Zﬂth}S

\J

9). Qx In order to

and encourage learning can succeed in the long%g(\’
lOl]O‘ﬁmS should first

ensure that the learning process is smoo\)n

undertake changes in organizational degy

. Léss believed that when
C‘?

one organization encourages and improve the whole

organization because the constgnt a%umng,of 1 w § edge entails learning from
e

e el oth

one’'s own experience and

organization 1s also able&t 151‘

optimum capacity.

(Kravela 2011). The learning

|f néfﬁn organization that operates at its
2 .9

&

’ S

Learning :wm gamzﬁm‘al\l}%l can be defined as the process through

which the fi Mquu‘es processes a} maintains new knowledge that is ultimately
bé

iness routine (Huber, 1991; Zahra et al., 1999). Another researcher

used In

defined orfZanizational learning as a four-phase process, which include knowledge-

o

sharing, which implies knowledge acquisition, second, information dissemination.
third, information interpretation, and fourth organizational memory (Huber, 1991).

The set of actions within the firm that will lead to positive organizational change.,
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whether intentionally or unintentionally is considered as the organizational learning
process (Iempleton et al., 2002).
Currently, organizational learning is so fashionable that most firms have given

It considerable attention (Dodgson, 1993). There are two related % gts In

organizational learning. First, adaptive learning or known as single- oplearning

(Argyris & Schon, 1978), 1s about utilizing knowledge obtained to?lﬁove quality

and efficiency of an existing operation. The second type is gengrati'™ or double-loop

three factors. First, for the large firms, Se®¥nizag : 03 1S Important as the
E\l _

&

“
firms attempt to develop systems an % QclFare L{we adaptable and respond
N

I new product development

faster to change. Second, the ugeertdhty anc, congplex iy}

. . ’ d
processes, rapid technolognca&lwl e.,'

t e::@w'lments. and shortening product
w@s tONITog

radically n differen@ Thps, ¥ 1 Ilc\Qy that the greater the uncertainties, the

’ >

oreater the need #Qr¥g#ining. ll‘dﬁ\L' ning has a broad analytical value and is a
S

life-cycles, encourage tl

2 &

dynamic cong that can be used to face the continually changing nature of the

organizaffags Nt can be concluded that the need to learn is the requirement for

adaptationand improves etticiency in times of change (Dodgson, 1993).

According to March (1991), there are two types of learning which are
exploratory learning and exploitative learning. Exploration is defined as

experimentation with new alternatives having returns that are uncertain. distant, and
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often negative while exploitation is defined as the refinement and extension of
existing competencies, technologies, and paradigms exhibiting returns that are
positive. proximate, and predictable (March, 1991: 85). The essence of exploration is

experimentation with new alternatives whereas the essence of e\ploitaﬂz the

refinement and extension of existing competencies. technologies, ai aadlmns

(March, 1991: 85). Therefore. exploitative learning 1is characte?by routine

'eswa firm without

learning which adds to the existing knowledge and competeng

changing the nature of its activities (Hagedoorn & Duyster 2). 'n other words.

st-@ ces transfer

m@the activities in

exploitative learning (Rodan, 2005). [N %‘ @ves searching and

experimenting with new technologi\

WerimJﬂat'

changes in company routines gnd
1993). Despite the dwelslty 1‘un;1

crucial to a firm's pelf

and vicarious learning from more knowle

otwte venturing activities are often associated with organizational

learning. With learning and innovation seen as the key benefits of such venturing
activities (Keil et al., 2004). Both internal (McGrath, 2001) and external corporate

venturing contributed to the increase in the learning process. The external corporate

venturing activities that contribute to the learning processes are corporate venture
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capital (CVC) investments (Dushnitsky & Lenox, 2002), alliances (Khanna et al..
1998), joint ventures (Shenkar & Li, 1999). and acquisitions (Ahuja & Katila, 2001:

Vermeulen & Barkema, 2001). As a result. the firm’s ability to generate new revenue

streams increases (Dodgson, 1993; Huber, 1991. Lyles & Salk, I996{13

Hayton, 2008). It is suggested in previous studies that the long-term surWyvaldf a firm

YQOOS).

In corporate venturing activities, the firm obtains new nMge by learning

i1s strongly influenced by organizational learning activities (Schildt et

from their partners or new ventures. This is due to the fact Mg the few ventures or

partners have their own cultures, systems, technology. an
2003). The diversity widens the new knowledge *

learning from these ventures, it enables the ﬁn%.

systems, processes, and products (Henders@ckbum,
é@l‘ Its expedience in

in the literatures that knowledge 1s one %wlu%‘u
o- VS
'S ro uct&&?ings and 1ts ability to

N
11.,2‘- .

e will possibly improve the

WQJCorpeme venturing activities includes the
e

“&

nd@ganmatmnal skills (Burgelman, 1983;

Stoptord & Badz‘@r, 19909 Tl E;t:smon of new knowledge through internal

-Male venturing acmtles 1S then used to develop organizational

organizing resources, determining aadl

tnt Ral et a’
a : .

execute technological developi

firm’s profitability and grow

The learning tha@

possession of new Q'Dal

or external

competefMyeS.ahra et al., 1999). Basically there are two types of learning processes
that occur™m corporate venturing activities (Bogner et al., 1998). Firstly, the learning
or the development of organizational knowledge is generated inside the firm or

internal corporate venturing. This Kind of organizational learning is generated from

specific technologies, functions or tasks. These technologies then integrate and
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transform into new creations such as innovative products or services and new business
development. Thus, it becomes part of the firm’s new competencies (Hamel &

Prahalad. 1994) which lead to an increase in the firm’s profit (Grant, 1996, 1997). The

creation of learning and new knowledge within the firm is valuable engly to

extend existing knowledge and inspire the firm to re-examine and redeﬁlﬁ itDnission.

competencies, and competitive weapons (Zahra et al., 1999). A secom?'!cess, which

1s akin to Nonaka and Takeuchi's (1995) "conversion" phasii .Nnents a firm's
i

knowledge base by transferring, and later exploiting. 10jvledge in the

firs SM! Egtcrnal

S
uQ"mng rew
ans@a from one

company to another and 1s hereafter, transfo& 51& 0 NeEW Dtapd 1eséﬁfe|opmem

c%es m}sﬁWg @ knowledge is well
é

13&‘&65 Zahra, 1991) since

N
@e. noble, unique. and firm-

se(f'éj’devebp new competencies or

marketplace (Zahra et al., 1999:173). This happens whgn th

corporate venturing such as alliances, acquisitions, ]

ventures or corporate venture capital. The nev% xflec% ™

The role of corporate venturing

documented (Burgelman & Sayles, |
corporate venturing activity alw
specific knowledge. These c{%
extend existing ones. Al@ can]
S5
’ <

S mltrati\gifp@dmﬂ funding and related services to start-
9

) equity stake are known as CVC investments. By Investing in start-

S to p,odu

ofil 1Dh the process of organizational

learning (Zahra et al.

The large
ups in return
ups that hly entrepreneurial and advanced in technologies, the firms would
have advafge of these technologies (Keil et al., 2003). The large firm can absorb

new knowledge from the start-ups and internalize and exploit it for internal

breakthrough innovations (Ahuja & Lampert, 2001). Sometimes, the CVC
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investments allow the large firm to internalize some of the technology of its portfolio

companies.

In alliances and joint venture activities, the large firm can acquire knowledge
and skills from its alliance partners. These new knowledge can also be bro@nd
be used by the large firm by mmitating its partners. Alliance activitic@late the

transter of both articulated and tacit knowledge due to the vigorou@munication

i Nur the learning

between the companies (Keil et al., 2003). Joint venture activity

and transfer of tacit knowledge back to the parent firm (Osbg H*edoorn, 1997)

LN\,

Ny

O the knowledge base

base of the target firm. Thus, the combi ‘1% and%\?io
@
RS O scaAﬁAhma & Katila, 2001).

N
This integration can be the streggth q the t,cal rlln§may create a new business

model that is beyond the reac o‘r

4.4 Contingency ThCO\

The central De 0
\\iwl‘ 1It" am

r to achieve greater firm performance (Burns & Stalker. 1961

rongiQgency theory is that. there must be

Iy

£ {eqmlables such as the environment. structure.

congruence bet

and strategy 4

Child et M03: Lawrence & Lorsen, 1967: Schoonhoven, 1981: Venkatraman.

1989b). InBther words. the relationship between two variables depends on the level of

a third variable. For example, the relationship between entrepreneurial orientation and

firm performance might be stronger in turbulent environments.
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The contingency theory argues that greater firm performance or effectiveness
can be achieved in more than one way, provided that the selection of variables must be

suitable (Robertson & Chetty, 2000). Accordingly. the introduction of the third

variable may help to reduce potential misrepresentations and gam*‘ettel
understanding (Rosenberg, 1968). That 1s why it 1s recommended by theﬁ Q 1at any

T - approach

(Ginsberg & Ventkatraman, 1985). V

z astertaining the

aﬁavieve
| S
rk set}ln S | qunélﬁerent

theory of corporate or business strategy must be a contingency

The advantage of using the contingency theo

s én hoWte

determinants of firm performance 1s that 1t provides guide

superior performance by understanding that dm‘eren

approaches and that efficiency is related to te c

contingencies (Bradshaw, 2009). Thus, e@
nent. hl\m% | 3
é t

Consistent with these wt ?ls'lmp’rtal
cCIY d ' |

variable on the relationship b

strategy based on the organization's en

culture (Brudney & Murray, 1997).

variable varies a e dlf ntﬂery ot the moderators such as environment
. s \'

(Ventkalrama&() ). Basically, the\ﬁode:aton can be divided into two types which

are categ@wgaNand characteristics. The types of environment, stages of product life

cycle, and ®rganizational types are in the categorical group. The second group, the

characteristics, concerns the degree of business-relatedness, and degree of competitive

intensity (Ventkatraman, 1989b).
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4.4.1 Contingency Relationship: Corporate Entrepreneurship-Environment-
Firm Performance

The environment i1s one of the most essential contextual factors In

organizational theory and strategic management (Child, 1972). Thus, env %Rental

%1 ‘porate

uncertainty is widely used and 1s a valuable moderator

entrepreneurship-performance relationship as identitied by Rauch et a ) n their
meta-analysis. For example. compared to non- entlepleneum firms, highly

entrepreneurial firms performed better in hostile and compet vuc'nments (Covin

\d

% ‘o
a ghird aki:«:.’.blc': or

moderator when investigating the impact of wz tet“e\;ren {5 p on firm

performance because the moderator will a@ directh
eci’ a deﬁ%m

n"';&éﬁae a clear and precise

N
picture of the actual relationsly Ween t'e (\§O v@les. The debate on the fit

an

and Slevin . 1989; Lumpkin & Dess, 2001).

In this study. it is relevant to include the envIN men

yor @ strength of the

relationship between a predictor variab @ le (Ventkatraman.

1989b). Thus. the introduction of a

between the environment an rminants of firm performance

has been a fundamental 43su

' -
2002). To resolve thig guaem O

y apploach comes nto the picture as a

’ )
resolution to ac wenm pa 01‘13{‘?' the firm must adjust their strategies to fit
N\ S

the environm onaldson., 2001).

Nhere have been increased empirical researches that stated the positive
effects ol ™orporate entrepreneurship on firm performance in terms of both.
profitability and growth (Wiklund. 1999). Yet this relationship may be contingent on

the external environment in which the firms conduct their businesses (Covin & Slevin.

1991; Lumpkin & Dess, 1996: Miller & Friesen, 1983: Zahra & Covin. 1995).
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Therefore, the use of contingency theory is favorable in the study of corporate
entrepreneurship and firm performance relationship (Lumpkin & Dess. 1996; Zahra &

Covin, 1995). This is because it provides a stronger prediction of a firm’s performance

compared to a simple direct relationship between corporate entrepreneurshi% firm

performance (Lumpkin & Dess, 2001). Besides, the relations!se etween

R’Hé external

environments (Zahra, 1993). V

entrepreneurship and firm performance ditters depending o

4.4.2 Contingency Relationship: Organizational Struc nvifonment-Firm

Performance ®
. ’ | &

Organizational structure is the formal desigingf rolﬁs an aer.nstrative
N

N ﬂo@mon ot al.,

woéﬁtinuums, which

mechanisms to control and integrate work activiges g dr

-

1995: 49). In this study, organizational stru%

is the organic versus mechanistic struct '%e
|1 *

dwas have been widely
oy

2]
nd i‘(&er (1961), Khandwalla
NI
a@ovm (1997). According to
b g

1am(t§.’ structures are characterized by

ke

used in the past half century by reseam

(1977), McDonough and Leitep(19

Slevin and Covin (1997:]93-@? \e
S

rules and procedure@ confro
reporting and wr relatio shnﬁs.\gcnversely. decentralized decision making.

~ )

tiveness and flexibility, open communications, and emphasis on
wnd procedures are typical of organic structures. Both types of

ISl | g, 3™t adherence to formally prescribed
& Py,

mf@ation flow, and carefully constructed

such attributes as centrali

organization

formal 1"Ng
organizational structures have their own advantages and disadvantages depending on

the environments that the firms face and the tasks that need to be accomplished by the

firms.
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The proposition of the contingency theory is that, the organization is able to
achieve superior performance when the organizational structure is well aligned with

the external environments. From the perspective of the scholars, both the maglaggistic

and organic structures are effective (Burns & Stalker, 1961). However, tqopriate

type of organizational structure depends on the external business situati®h in which

the firm 1s operating. In other words, the organizational strucw :s a contingent

relationship with firm performance where the most effecti oianizational structure

Is the one that “fits™ the particular environments in whiC¥gl ope aﬁss,\ldlostile,, fast
X
C lﬁ*nded to

enviﬁtﬁg};ents, the

hggenerally been

&Qlevin, 1989). The

N
y tO %ﬂave in predictable and
Ky
&erform the duties that are

mechanistic structure 1s designed to

accountable ways whereby the ?}

assigned to them and are pr%ed t
Instructed to do so by th@ge @1
* N

appropriate organizati@r T W e@ég'c'{ on the external environment. Thus,
the firm must ﬁ%k‘mat’h f weeﬂ&ne organization structure types and the

Yv

environment sumglen, in order to ach@'e better performance.

4.5 The@ Framework

he Yheoretical framework of this study is based on the three theories

itional tasks unless they are

ezan, 2011). In other words, the

discussed previously; the resource-based view, organizational learning theory and
contingency theory. Five constructs and their relationship to firm performance have
been identified. One moderating construct has also been included based on the

contingency theory, which is the environmental dynamism and hostility. The
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relationships of these constructs illustrated in a research theoretical framework are
Ilustrated in Figure 4-1. Based on this framework, all the constructs are expected to

be positively related to firm performance. This framework predicts that e " the

entrepreneurial orientation dimensions (innovativeness, proactiveness ar@taking),

corporate venturing, and organic structure positively influences firm Werformance.

This 1s n accordance with the resource-based view theory and %cm)nal learning

theory. Meanwhile based on the contingency theory, e irime' ntal hostility and

een th&J1vgffindependent

dynamism are predicted to moderate the relationship

constructs and firm performance in a positive c‘l@m  §
' 4

discussed 1n the next sections.

se l#ti‘@iips are
?

Innovativeness

Proactiveness

Firm
Performance

H6,7.8,9.10 (1)

- ]
Environmental
Factors

Venturing

HS (+)

Organic
Structure
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4.5 Entrepreneurial Orientation and Firm Performance
The relationship between entreprencurial orientation and firm performance has

received huge attention in the literature in various fields due to its influen the

firms® performance. Even though the researchers agreed that e%\neurial

orientation 1s part of corporate entrepreneurship, it is attracting%e attention

compared to corporate entrepreneurship itself (Covin & Lump% ZI ). There has

riRorlentation and firm
Llentatl IWential for a
@

N2006; nleg_@: 2011).

profitability (Antoncic, 2007; Lumpkin & Des?ﬁ)l)\afkd era][N\performance

(Jantunen et al., 2005; Keh et al, 2007; Ta@“.’z | (}). @is i@)poned by the

f Iqlentation 1s indeed a
&
. 2089). The past results also

RN

e relationship i1s not only

been a significant increase in articles regarding entrepren

performance because it 1s believed that entrepreneuria

firm’s growth (Antoncic & Scarlett, 2008; Covin et 0]

results of recent meta-analysis suggestinﬁhn

significant predictor of firm perforn

show that the entrepreneurial orig

sustainable 1in the short term

entrepreneurial orienta@

term but in the gu uenjp |

entrepreneuriaAentation and TP}( performance has remained inconsistent

(Karacaog . 2013: Lumpkin & Dess, 1996) and a lot of questions remained

unsol@reno & Casillas, 2008).

The inconsistent results in entrepreneurial-performance relationship may be

due to the different indicators used to assess performance (Lumpkin & Dess. 1996).
Another reason for this is the cultural diversity across countries (Knight, 1997;

Thomas & Mueller, 2000). Nevertheless, it is expected that all the dimensions of
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entrepreneurial orientation have positive relationships with firm performance
(Lumpkin & Dess, 1996). First, the different indicators used to assess firm

performance means, for example, some empirical researches used the combin of

financial measure such as profitability and growth (e.g. Hameed & Ali. Keh et

al.. 2007; Kraus et al., 2012) and non-financial measure such as the publi®™mage and

market share (e.g. Gilbert & Reid, 2009: Kayhan & Tajeddini, 2Q10),$here are also

" rn&ce. such as growth

researches that used multidimensional construct of firm per

oridxtation may

e
O)Q - example, the

rogth but negatively or

&

et al.. 2011).

nfluences the findings of

the entrepreneurial orientatio p. For example, the study

conducted in the US and@ia flaun
strong influence In bot@ha ' X

hat, &?emrepreneurial orientation has a
N

Srown among the Slovenian firms. On the

urial ntation only has a positive effect on firm

Yv
07). The differe@ In the business environment in each country

other hand. in the

orowth (Anton\
bring abou%:nl effects in entrepreneurial orientation research. Studies also found

that tManatPnal culture from which a firm originates moderated the relationship
between entrepreneurial orientation and the growth of the firm (Marino et al.. 2002).
Additionally, the differences across countries will also affect the entrepreneurial
orientation among the firms (Tan, 2002). This is supported by the annual survey

conducted by The Global Entrepreneurship Monitor in more than 50 countries that
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reported that entrepreneurial activities vary across nations (Bosma & Levie, 2010).
Apart from cultural and national influences, the country’s population also affects the

perception of entrepreneurial orientation. For example, the United States a?@land

are highly tavourable while in contrast, Hungary and Japan are Iess rable of

entrepreneurial orientation (Bosma & Leviw, 2010). Thus, there 1s a$1 to conduct

an empirical research on entrepreneurial orientation-firm perfo Z in a Malaysian

Y'

n had ee

setting.

onducted In

Most of the researches on entrepreneurial orl

developed countries like the US, and the European @

and management style for developed and devel 1%1 ere\fu?‘l.damentally

Y'
different and thus, 1t 1s important to conduc@’ch on thas areiﬁracaoglu et al.,

2013). According to Rauch et al. ( w 1&9 the entrepreneurial

re @e institutional work 1s

&

02 trepreneurial orientation 1n

alo

The Busi sie&@bnments

orientation construct i1s “‘robust’” 1

needed to be done, thus justifyj

Asia.

Although there '&%ﬂ '

orientation-per formal%\tl
v@hm a firm if they intend to adopt successtul

that the entreme uf oue‘itl—’y i

corporate € eneurshlp (Dek\& Lumpkin, 2005). The importance of

N7

enuepren ctivities to stimulate superior firm performance and the key element

e advantage has been recognized by the popular press and scholarly
literature (Knight 1997; Lumpkin & Dess 2001). Besides, entrepreneurial orientation
promotes initiatives (Burgelman, 1983) that require the involvement of all
management levels in the formulation and implementation of entrepreneurial

strategies (Richard et al., 2004). Previous researchers have identified that highly
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entrepreneurial firms will lead to successful businesses (Tajeddini, 2010: Li et al..

2009; Keh et al., 2007; Zahra & Covin, 1995; Zahra, 1991). Firms that have higher

entrepreneurial orientation tend to perform better than firms with more conservative
management (Rauch et al., 2009; Lumpkin & Frese. 2009). In additicncN-term

competitiveness will be achieved it the tirm strengthens its entreprene*rientation

(Hitt et al.. 2002). Nz

The study in emerging countries as in China’s ven?v found that the

relationship between entrepreneurial orientation an mv p r‘orn nce was

represented as a curvilinear or inverted U-shape relat

ORLUA agd) objective
noné?, the increase

&
: i@bility to perform

measures of firm performance and concluded tl

in entrepreneurial orientation does not always

well. In other words, the best firm pe a i

ntermediate level of

entrepreneurial orientation.

In Malaysia, the majori%
the SMEs as presented ilw

positive effect of entrepyen 'af

hete
ol
entrepreneurial Ma fon and firm p‘e\@E_F;E;ance. The study conducted among the 162

SMEs in Klan ley also found similar results (Fakhrul & Ayadurai, 2011; Fakhrul

et al. (2006) fouy tive relationship between SMEs’

& Wan@yate., 2011). Other studies conducted among the SMEs in Malaysia

supports these findings such as Amran et al. (2009), and Dewi Izzwi (2011), Rosli and
Norshafizah (2013). In the same vein, Mohamed and Hassan (2007) conducted study
among the construction companies listed in Bursa Malaysia also found that the

entrepreneurial orientation of the firms have positive on the firim’s growih.
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As mentioned earlier, the entrepreneurial orientation affects firm performance

in all aspects such as profitability and growth. First, the example of previous

researches that found positive effect of entrepreneurial orientation and firm’s
{

profitability are discussed. The study among the non-oil sectors in Nigeri N | that

entrepreneurial orientation influence the firm’s profitability (Ezirilﬂxl\lwokahﬁ

2009). The empirical cross-cultural study also found that the %trepreneurial

Y

orientation of the small firms in the US and Netherlands shoYposntive etfect on

profitability (Kemelgor, 2012). Another cross-cultural gie# a ow of small

ol
agnsions fof t’epﬁurial

7&3'2 b). The

Mt
her%n the firms

0. @l) Recent study

o

un} that innovativeness,
LB
‘o

&) financial performance

and medium enterprises also found that all three d

among the public listed companies In

proactiveness and risk taking wele

(Karacaoglu et al., 2013). Za

orientation of the small an‘K

profitability.

en

_ n@on also has a positive effect on firm
4
the previous g’sgrches such as the study conducted among

Second, the
growth. This 1s Ioﬁd *

the Spanish st Wrms (Moreno & Casillas, 2008), SMEs in north-east China (Zhang

& Zhar®), US micro, small and large firms (Covin et al., 2006), Slovenian large

manufacturing firms (Antoncic & Hisrich, 2003) and Finnish small private limited
companies (Soinen et al., 2011). Soinen et al. (2011) found that the entrepreneurial
orientation was positively related to tirm growth but has no relationship with firm

profitability. However ihere are studies that found that entrepreneurial orientation was
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positively related to both firm growth and profitability such as the study among large
and small Romanian and Slovenian firms (Antoncic & Scarlett, 2008) and small to
large firm in the US (Zahra & Garvis, 2000). Therefore, in this study. t?ﬁfect of

entrepreneurial orientation on the multidimensional and unidimen%&of firms

performance were assessed. | \

[t can be seen in Table A-2 (small firms), Table A-3 (l@) and Table A-

4 (mixed) that most of the researchers use the three di eWs of entrepreneurial
ta in% also be seen
2
the lafge n's_& out of 55

st-u{ arggg;m setting to

Y'
expand the literature. cw °\ %
As mentioned before, this stu%em oy Q'ee dimensions of
ess, Pro

orientation namely innovativeness, proactiveness, an

from these tables that only a few were conducted amgh

L L

studies). Thus, there 1s a need to conduct the el

n c@ness, and risk taking in

entrepreneurial orientation namely: in\h ative

Y &
relation to firm performance. Bh %jrel ronships between this three
entrepreneurial orientation d%; ns ard di
4.5.1 Innovativeness aK}&n __

The capacitye\&'
start-up firms, b % fig sc@le to do breakthrough inventions by using
T

novel, emer%a d pioneering ‘\@hnologies (Ahuja & Lampert, 2001). Besides,

!eﬂ&'the following sections.

N
% ’brq;gnéts or services 1s not only restricted to

large and SgMished firms always adopt innovation to seek growth by developing

ro

new, s that lead to incremental changes in current product lines (O'Connor &

DeMartino, 2006). Innovativeness at firm level aims for the survival of the firm and to
adapt to the rapid changes in product life cycles, technologies, competitors, customer
preferences and laws (Kamarudden et al., 2010). Other than creating, revising and

adding ol new products, processes aiid seivices, innovativeness can also be imaniiested
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In a new business system, new market, new method, and new technology. These

creations are important in order to compete and survive in this hypercompetitive

market environment, whereby innovativeness is required to grow aggd _survive

(Damanpour, 1991). Through innovation, firms have the ability to cap%\ tomers’

preferences by the introduction of new products or services and f chnologies.

Therefore, numerous studies on the determining factors of% performance In

strategic management field have included innovation as o ovpredictors (Mone et
NY.

[t 1s also believed that innovativeness is a m{hag drivifg fo g t@ onomic

al., 1998).

growth and wealth creation. By introducing ne

T\ | ICGSJ. the market,

p laf and established
X
OIKQ:onomy. Firms that

NS |
odgct an exceﬂ@nt technological support

¥ oxegl
$ -
' al.%,\ 03). Therefore, innovative

!e Mmpact on firm performance and

will obtain greater financial rewar

strategic posture 1s consider%\:

offers a source of co&?&@ve

opportunities (Hashiag jcig, 0

success In today etlt}vl erd
4

technology s r

technologi é%&o

capltallsmg on emerging market

, 1999). Zahra (1996:189) argued that

n t requires a company to pursue a coherent

C))E; plans to develop, acquire, and deploy

to articulate
urces to achieve superior financial performance.

ation within a firm is found to be positively related to overall
profl tablllty and the objective measures of firm performance are in terms of return on
iInvestment, return on assets, and return on sales (Calontone et al., 2002). The
empirical research among the small to medium size firms in Spain found that

innovativeness and f{irms’ growth (sales, assets, and employment growth) aie
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positively related (Casillas & Moreno, 2010). There are also positive relationships
between process innovation and sales performance and employment growth (Klomp &

van Leeuwen, 2001). Moreover, studies on the effect of new products and market

performance have shown to be significantly positive (Li & Calantone, I99Kgcent

study conducted among Taiwanese SMEs in China also found that innoyg 've?ess was

positively related to firm performance (Wang & Yen, 2012). The stuWnducted In

y@n SMEs was

— eselﬁndings were

Malaysia also found that the innovativeness among the

positively related to firm performance (Amran et al., 2009.
similar to the findings among SMEs in Pakistan (Hamegd & Ali, 701 |
2001) and the recent study among publicly traded ﬁrnéjlstanyu (
2013). \,T o Q\T
Large and established firms alwa h Innovaydn togeek growth by
@rent product lines
&

developing new products that lead to 1 %nta%\; '
3 0
(O’Connor & DeMartino, 2006). In\ Ing

Y
apprehend the intense competi

ofea\Y oo,

3

rac u et al..
&

NESS

i&Qhe market will help to
N

Qyomy. The innovations may

be new to the world and may l@‘(s. T'he firm that has the ability

to offer various lines o technological support within an

cell@

)

\@ﬂs (Sorescu et al., 2003). Therefore, an

170
sture 1S co‘sigvﬁéd to have a positive impact on firm
S

performance RyNgapitalizing on emerging-market opportunities (Wiklund, 1999).

organization will obt

Innovative stratedl

be hypothesized that,

Theref%
Hypothesis 1a: There is a direct positive relationship between the entrepreneurial

orientation dimensions of innovativeness and large firms’ overall performance.
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Hypothesis 1b: There 1is a direct positive relationship between the

entrepreneurial orientation dimensions of innovativeness and large firms’

&Gal

profitability.

Hypothesis 1c: There i1s a direct positive relationship between the entr

orientation dimensions of innovativeness and large firms’ growth.

4.5.2 Proactiveness and Firm Performance

Apart from innovativeness, proactiveness In

dimensions offers a more intense positive relationship with '

al., 2009). Proactiveness also has long been recognizqg as
strategy research. The role of proactiveness has D®

typologies by Miles and Snow (1978), Porter (l% n

prospector strategy in Miles and Snow ( 2 also Sl

k
|<;l:nar et opportunities.
C‘?

o of
S (ﬂﬁrsr preferences and the

‘\

mza»’ons rq Q the creators of change and

onﬁlles & Snow, 1978:29).

str@gy in Porter’s (1980) typology also

(—)

In the same vein, 4
s@he differentiation strategy attempts to

recognizes the impo@21 4\
create new prodﬁ %service th t{}ﬁ'hlgh iIn quality, unique, efficient before

S
competition s%\((]nlbert and Reid, 2009). In his study on the business enterprise’s

strate g@

continuous search for market opportunities and experimentation with potential

entrepreneurial orientation as the strate

and quickly identifies and tespond

actions of competitors. Thus, tl‘e

uncertainty to which their comgetitors

ion, Venkatraman (1989a) uses the term proactiveness to refer to the

responses to changing environmental trends. Additionally, he suggested that
proactiveness has three characteristics; seeking new opportunities that may or may not

be related to the present line of operations, introducing new products and brands ahead
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of competition, and lastly, strategically eliminating operations that are in the mature or

declining stages of the life cycle.

Among the characteristics of proactive firms include the ability to anticipate

future demands and being the first mover in the market (in introducing nem %ucts
or services). They also have forward-looking perspectives, the ability&\se re and

protect market share, shaping the environments by influencing trean, perhaps,

& Dess, 1996,

even create demand, pioneer new methods, and techniques (Lu%

. R005).
The proactive firm would enjoy advantages fromggs firSt mpvergtatu:
it is able to capitalize on market opportunities. This iﬁst girate

the business world. As the first to introduce nexg pr

2002: Ferreira & Azevedo, 2010; Hameed & Ali, 2011; Jantu B al

capture extraordinarily high profits and h Dhead St

AN
recognition (Lumpkin & Dess, 1996) Cééproducts Or SEervices

would generate customer loyalty due

for the firm to anticipate futur g and 4
' ha@é environment and direction of

L
Aﬁ@ts Thus, it is important

magdy. ablllty to anticipate future

wste

problems, needs, or change a

tron“@jéﬁOOE}) However, according to the

)

s@e are more suited to use proactiveness

competition to 1ts advantﬁ&

jStart up gompa

study by Coulthard ( '
rms 1n ranch%ﬁﬁdustl y. This may be due to the firm’s size

compared to estabsw
\

as larger firma bureaucratic structures and lack the ability to capitalize on the

first mc@

Proactive firms are not only proactive In pursuing opportunities but also

tage (Burns, 2008).

respond aggressively to competitors (Lumpkin & Dess, 1996). This behavior enables a
firm to compete with its rivals and obtained superior performance. The characteristics

of proactive firms such as being responsive to market signals, having access to scarce
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resources, and strongly committed to improving product and service offerings enable
high performance returns (Day & Wensley, 1988; Green et al., 1995; Wright et al.,

1995). The more proactive the firms in developing aggressive move towards capturing

of new business opportunities, reveal greater growth rates of the firms as fou%%ng

the small and medium firms in Spain (Casillas & Moreno, 2010). lnlﬂ ditz' n, the

proactiveness also shows positive effect on the sales of the firms amonQ@Mall firms in

the US (Becherer & Maurer, 1999) and Taiwanese SMEs in (%-N’Vang & Yen,

2012). Therefore, it can be hypothesized that, { l
Hypothesis 2a: There is a direct positive relationship hgtween th

entge r‘él@ﬁal
3 ovel?l |

O

C€.

ip émeen the

S
03
Q-

orientation dimensions of proactiveness and large firnl

Hypothesis 2b: There is a direct

entrepreneurial orientation dimensions

profitability.

en the entrepreneurial

|

efl
_ nts &i er F@en, 1978). The entrepreneurial firm is
toty |
found to have e propen¥ity to{, e risks compared to conservative firms
S S

a
~HQ‘)SZ; Lumpkin & Dess, 2001). Firm activities that involve risk

gness of the firm to make large

(Miller & Frie

taking behdy include opportunity seeking (Hills et al., 1997), decision making

(Busenitz, 1999) and other risky situations (Gomez-Mejia & Balkan, 1989). For
example, the introduction of new processes or technologies and marketing of new

products or services involves high risk taking due to the large resources commitments

(Lumpkin & Dess, 1996; Miller & Friesen, 1982; Petrakis, 2005). The tendency to
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move from a predictable situation to a position where it can seize opportunities and

commit large resources with less knowledge about the new situation also constitutes

risk taking behaviour (Covin & Slevin, 1991; Wiklund & Shepherd, 2005). Empirical

research using primary data in 167 large New Zealand firms found that a hwz risk

taking profile would lead to higher financial pertormance (£=0.22, p <m Gibb &

Haar, 2010). Recent study among Taiwanese SMEs in China also Nind that risk

2). The meta-

climel SIon was

positively related to firm performance even it it 1s $antly malter ’th'acg@{her

taking is positively related to firm performance (Wang & Yer

analysis results by Rauch et al. (2004) revealed that the riskftwn

-\

ct ofprisk 'akin- n firm
NV

\ ma@signiﬁcant
resource commitment to high-risk projects w@ returns @ould nitely have the
N

AN
advantage of boosting their firms’ incom:%relz)%
el

entrepreneurial orientation dimensions. The positive €

performance is due to the fact that firms that hawg thg?co

Vbothesized that.
A

“ X
Hypothesis 3a: There is a direct pos% atN bem(één the entrepreneurial
N
nd IJ‘

Kin ge firmg
)

Ositive) relationship between the

N

off yrisk taking and large firms’

)

verall performance.

orientation dimensions of risk

'

Hypothesis 3b: There

entrepreneurial orient

L
profitability.

Hypothesis 3c: TAe%a

orientation d%‘ ‘\ions of risk taking and large firms’ growth.
ate

Venturing and Firm Performance

4.6 _0 _

As mentioned before, corporate venturing is part of corporate entrepreneurship

and refers to the entrepreneurial efforts of the established firm to invest and/or add
new businesses (Sharma & Chirsman, 1999). The main agenda of the management in

large firms to embark on corporate venturing is to achieve growth for future
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performance (King, 2002; Lin & Lee, 2009). Superior corporate performance can be
achieved through corporate venturing because i1t 1s the most productive tool when

practiced in a strategic manner (Covin et al., 2007). For example, international

companies such as Intel, 3M, GE, Motorola, and Microsoft, have Success®s.ed

2350; Ip,

corporate venturing initiatives as their innovation strategies (Taka

McWilliams & McGee, 2000).

Md established

There are various reasons for corporate venturing in

large firms that seem to hamper the internal develgpme
entrepreneurial potential. Internal corporate ventiwgg e

competitiveness due to its capability to exploitgpe ;er a

combining resources in a new and unique&)lowev -

or 'nﬂexibi]ity In

”.{wan
S

o firm’s

=\ |
potential has not been fully tapped by lar S g c;@-ﬁl; /Zahra, Nielsen &
“
Bogner, 1999). A prime example la@ of internal corporate
N

Sony’s profits (Ki ).

8@62

To m; e the risk involva in developing new businesses or internal
. ng

corporate the large firms implement external corporate venturing as an

’

alternative to research and development (R & D). This is in order to learn about future
approaches in the market place and recognize the potential products that may be

highly in demand. The three activities of external corporate venturing which are
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acquisitions, joint ventures, and corporate venture capital have a positive effect on

firm performance.

First, by doing acquisitions or investing in small and highly entrepreneurial

firms, the parent company will achieve its competitive advantage to spe\g the

process of producing new products or services to market (Miles & Covjp\2082). The

large firm usually buys the small firm that has high technology. QMS this, the

ﬁyrkets speedily
&&l?na, 2001;

acquisition also broadens their business definition by entering

as well defeating the entry barriers to the new industries (Vern
Zahra & Hayton, 2008). Another advantage of acqusitions | -
companies can acquire new skills, knowledge., resourcﬁecl’n log
(Ahuja & Katila, 2001). The communication agd 1

company and the acquired firms will encourNQtransfer D
C@ 113,,>\,Jit-
@ Y/

Irgh’

& Lubatkin, 1998). All these advantag

radical innovation that progressively t

growth (Zahra & Hayton, 2008)c i

Secondly, in the samegyein,"m
2.

%USil
¢
expgertisg i tegr.ent company (Kambil et al., 2000).
o‘m) . .
Wequently sér c@ﬁrate venturing to gain access to ideas,

,{0

logies, innovations, business practices, and enhance business

’ 4 (‘6 |
firpgs)opt for alliances such as joint

venturing in order to s KS, ‘b‘e‘élerate the start-up processes, or

overcome the lack ¢

S

Generally, the fir
discoveries,
growth anONggoNtability (Narayanan & Zahra, 2009). As with acquisitions, this mode
of venturing also facilitates the large firm to enter new markets or industries.
However, learning is the primary reason why large firms conduct alliances (Hamel,

1991: Makino & Delios, 1996) as in so doing, the large firm can learn from its

partners’ experiences, systems and managerial practices (Lyles & Salk, 1996). Not
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just the ability to have access to new knowledge, the large tirm can also learn about
new technologies so that they can meet the customer’s expectations. This will lead to

improving the firm’s profitability and growth as according to the organizational

learning theory, the acquisition of new knowledge or the diversity of knowleﬂz the

O

Thirdly, the investment in start-ups also known as corporate?!ure capital

& 1%34999; Takashi.
bnd

2000). This is because the large firm can stimulate innova an lnew business
creations using the same strategies that the start-ups usedgo tu€Y thegro ofghew
ventures (Hamel, 1999). Intel Corporation is a prime c@mle ofa CO pan\;);;ing the
CVC program to raise the development and %Xr . tedﬁness lines
(Takahashi, 2000). Additionally, in orde\%mpleme anfo(%place existing

businesses, Nokia also wuses i1ts C (% \i’“ u@wide technological
0

‘« QD
developments in a broad range of ﬂel\ her x&
g hn%g'ies, ‘ 1 Ly,

s ol¥gpmpanies that use CVC
are Merck, Ciso, Dell, Lucent T i L y@n
D, ~d

N
(Zahra & Hayton, 2008).

firm’s operation will enhance the firm’s businesses processes.

will increase the sales and improve profit margins (Gompers

tllennium Pharmaceuticals

Previous research @ﬁring activities generate economic

_ ?te s
e
pr@ its financial performance (Antoncic &

benefits for the paren

€an(RFlisrich (2001) showed strong relationships
&
\

between corp Nventuring and financial performance (return on assets, return on

Bostjan, 2001). R ' by Ant&hci

equity andWglatwe profitability).

Research by Miles and Covin (2002) revealed three reasons why firms engage
in internal and external corporate venturing. Firstly, to build innovative capability as
the basis for making the overall firm more entrepreneurial and acceptive of change.

Second, it is to expand the scope of operations and the firm’s knowledge into possible
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strategic importance areas and thirdly, to generate quick financial returns. The firms

often chose external corporate venturing modes when they seek quick financial returns
(Morris et al., 2008).

Corporate venturing is a means of increasing the firm'’s proﬁta%g by

speeding up the process of introducing new products and services intma arket,

reducing the failure risk, and minimizing the research and developmenvget (King,

2002). For example, the technological company, Cambridge Iiwogy Partners

(now part of Novel Networks) based in USA and Europe, acq OSlGroup AB, a

Swedish-based provider of information technology and softwarc¥dev IM

andy)

in 1994 to capture the market demand ahead ot compet

crgase %—e\ parent
N
ucthpiphany,
oyt rclé%ed Japanese
=
ple. Joint ventures

“
ova&o% biotech companies to

firm’s financial returns. They also invested In

Interwoven. and Web Logic (King,

pharmaceutical company, Eisai Corporat

, enabled them to produce

L,

and promote their produc

product and primary treatﬂéﬁor

market as at 2001 (K 004

)- / '
4 P')
Corporate S wg s als often

,{0

transform theimcdwporations into new core businesses with better opportunities for

growth (D et al., 2001). Nokia is a prime example as they have successfully
transformed their core business from manufacturing to telecommunications.
As proposed by the organizational learning theorists, corporate venturing can

improve the learning of new skills and competencies and thus, will facilitate and

accelerate the firm’s competitiveness and increase its profitability. It is believed that,
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new and diverse knowledge can be implemented in the business operations and
transform the idea into new products or services. Thus, it can be hypothesized that:

Hypothesis 4a: There is a direct positive relationship between the corporate

venturing and large firms’ overall performance. \z

Hypothesis 4b: There is a direct positive relationship between th\ c;porate

Yw

Hypothesis 4c: There is a direct positive relationship be*ee he corporate

venturing and large firms’ profitability.

venturing and large firms’ growth.

4.7 Organic Structure and Firm Performance

and objectives (Campbell & Craig, 2005). It

priorities (Child, 1977). Besides, the orgamz\%

the " Si "ﬁ\membels (Dalton et

16\:6./»\'1th proper adjustment
N
Io@za’non must find the ideal

an organization and influences the behavy

é

., 1980). Thus, optimum firm perfo& e ca

of the organizational structure. gn oier wo‘i
\f &

structure for their orgamzatlo\
nvir;

In this highly com n&e S
P

change rapidly and te ol%y lS;d N 'ng{@)n unprecedented rate, the organization

N

and a ap td‘thfjhanges faster than their competitors. Thus,
O

the new organizational structure 1s the ability of being flexible and

ent where customer’s preferences

must be able to r
the main quali

acclimatiMetoWhe fast changing environment (Sekalas & Ventskus, 2007; Farhanghi

et al., 201 his is the key to succeed 1n today’s business world. Therefore, from the

corporate entrepreneurship perspective, the tirm structure must always be organic

(Kuratko, 2007) to enable firms to be more tlexible and adaptive, aggressive, faster
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and better at generating novel products, services, and process improvements (Morris

et al., 2009).

An appropriate organizational structure has been identified as a must for

achieving a highly entrepreneurial firm that is able to recognize new opportu%g and

transforms ideas and creativity into realities (Covin & Slevin, 1990; I-E\ag? et al.,

1998). The mechanistic structure is not suitable for today’s entremrial firms

M Besides, the

er 'evels of the

organization will affect the success of the firm (Thornhillgk Arit, W OO\d ’ N
| &
In addition, the organic structure i1s most likely™ ociats,d ity the Q—s\oad and

N

4). @her words.

because of their rigidity that stifles communications (Kanter,

centralization or high level autonomy practiced by the

future oriented information behavior (Gordon 5% c arﬁn

the firm must avoid the bureaucracy or mw a IC

organization (Falbe, et al., 1999). Many | f)

and innovative has been paraly

creativity are reduced and thi

'{
from time to time to ena@'

(2007) and Kuratko e

organic to enable

better at gener;hnovel products, services, and process improvements

t environments become more and more dynamic, threatening and

A ,
complex, organizations have to be more competitive and entrepreneurial. Therefore,
the organizations must find ways to move the company towards a more organic

structure (Kuratko, 2007). In the past four decades, many researchers have agreed

with Burns and Stalker’s proposition that a firm with an organic structure in dynamic
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environments will outperform others (Aiken et al., 1980; Covin & Slevin, 1989).
Previous research indicates that organic structures facilitate the entrepreneurial

strategies to enhance a company's financial performance, while mechanistic structures

do not (Covin & Slevin, 1989). Additionally, high levels of performance ac%; by

many entreprencurial firms are with flexible and non-bureaucray: sax ctures

According to Ramezan (2011), among the advantages of'ﬁManic structure

i1s that firstly, it is able to adapt to the changes faster and
structure characterised by decentralized decision makigg, [aCk
procedures, open communication and fluid job des,‘&s. 2l of 5

\U N

aNNg ctu@'econd, the

Ks. @employees are

). |
.@nzontal and flat In
-

ra@sk taking. Third, the
N

(Jogaratnam & Tse, 2006).

i -duelto the simple

organic structure is the most adaptive form of %Z atl

multi-talented employees are allowed to do Tglti-@sking

encouraged to work in a team where t %s

structure. Thus, it is less time con& an

divisions only consist of the t maageme‘it

R,
l

Integration of specializedi@s o=

w edgﬁﬁ?’ourth, the authority and decision
c ; ¢
making are decentyige thl

, S ae@roups, and project teams.

s
This is to avoid departmentalparriCr llltatdﬁe cross-functional teams and

2.
S, oxaé;ment of the employees promotes
4
proactiveness, ope %nd trus @mem. Fifth, the informality is higher in an
AN 9

mén
organic stru \ thus the employees have more freedom, face to face
naE

communic ractice the two loops of communication; upward and downward, and

employees are included in the decision making process. This facilitates the creation of

knowledge in the organization.

A loose organic situation enables the firm to be more flexible in order to be

creative, innovative, take risks, explore, and to do experiments. The mechanistic
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structure has rigid rules, policies and routines that inhibit the employees from
exploring new ideas and their behavior and communication is based on standardized
rules. Thus, it i1s difficult to integrate the available information, resources and

knowledge (Menguc & Auh, 2010). \q

Organizational structures have been associated with firm perfor%?v er the

years. However, the precise nature of the relationship between the thstructs 1S

anhip of these

d of management

and organizational behavior. Evaluations and generalizgfions™on ethc:;fgture
and direction of these relationships are tenuous (Daltorgg al., Iy +he need

for empirical research on the organizational sfguctuy -pgﬂ Y

not clear (Stank et al. 1994: 41). In addition, the literature on the

two constructs is among the most vexing and ambiguous in tl

encouraging.

’
r@ation but also that the middle

iveltﬁﬂe authority to make decision.

)

cfa@rocedures of the decision-making and

N

cans the employees are given the freedom

Formalization concerr@e'
working relations %s fo A
S

to perform ta Villem et al., 2007). Specialization is the division of tasks and

ng to the employee designations in the organization (Stank et al.,

activities |
1994). Low Tevel of specialization exists when each employee performs a variety of

and regularly changing tasks (Willem et al., 2007).

The element of decentralization in an organic structure is found to be

conducive to organizational effectiveness (Burns & Stalker, 1961; Dewar & Werbel,
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1979; Floyd & Wooldrdge, 1992; Rapert & Wren, 1998; Schminke et al., 2000).
Decentralization encourages employees to act faster in the complex, and rapidly
changing environments and also respond to market conditions (Liao et al., 2010:;

Schminke et al., 2000). The centralization of decision-making limits the% Rand

speed of communication within the business units (Lawrence et al., 1967 Mha-n leads

Nar & Werbel,

orelautonomy and

to delays in recognizing business opportunities.

Decentralization increases job satistaction, and motivati

1979). This is because the middle and lower level managers h
greater participation in the decision-making process (lgall &
encourages innovative behaviour and thus leads to tigJulfilli |
\0 N
tiNorks Q&Y[.)amanpour

(1991). Further, decentralization enables t maoyees Oy itiaélznd experiment

more innovative ventures (Miller & Ar %991}}6 C;é%) In addition, the
0
Y
participation of team members In deﬂ makwg eg poﬁemployee to Innovate
N

more. The costs will also be redyeed ¥cause ‘160i Jops a made faster (Claver-Cortés
etal., 2012). \ |

)

it | {o@ that, there are inconsistent findings of

shown in Table 4-1. & | lel—l, t 4\
the organic struct firm Berfﬁrmme. This may be due to the industry types,

S

firm’s size a ¢ _external environments. Recently, the study conducted in Iranian

preferences. This is supported by the seminal @ n

me IStic versus organic structure are

Example of previ

consultanf&&mw shows that the organic structure has positive influence on firm
performancer (Farhanghi et al., 2013). According to this study, in today’s business
environment the firms’ organizational structure must be more flexible and adaptive.

This also supported the study conducted on large Spanish firm that the firms, in which

firms that have decentralize decision making influenced the firm performance
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positively (Claver-Cortés et al., 2012). This is also similar to the study among the
restaurant franchisees in the United States where, the firms with organic structure

have positive effect on firm performance (Sul & Khan (2006). However, the organic

structure was negatively associated with the performance of the Hotels in%iland

China, Hong Kong, Malaysia and Singapore (Jogaratnam & Tse, 2006%;ﬁ11ding

Is similar to the study on new venture in the United States (Sine etv006). This

Ne new ventures

angle. Despite all

to\)fds'b@ness

| &
- onsiye tog the ;a‘langing

Hypothesis Sa: The organic structure ifive @ztionship with

. 3 A
overall firm performance than the mec; fmYic s ‘ Cé"\
6
9
Hypothesis 5b: The organic structu\ a diregt pgositi %lationship with firm
4 N

profitability than the mechanig¢ic siuctur I 0
_ ? d 'm) £ & .
Hypothesis 5c: The orgamcwc rsairec( Positive relationship with firm

-~
28
N
/&
I\@anistic versus Organic Structure and
drmance

contradicts with the earlier study by Covin and Slevin (1990), w

with the organic structure positively influenced the firm p

these arguments, the organic structure 1S more pregerabl® in

environment to enable flexibility, adaptive, and

environments. Thus, it can be hypothesized that

growth than the mechan#gic

Table 4-1: Selected@a

C

Item Fr'indings

S | Spain, [taly, Central

Case Study : A centralised  decision-making
Over 45 in-depth | structure not only slowed down the
Interviews were | decision-making  process  and
conducted with relevant | imited international expansion, but
organisational ~members | also resulted in frustration and de-
both at host country and | motivation among the market-based
corporate  levels  In | organisational members who were
Germany, France, | responsible for International
Benelux, Turkey, the UK, | expansion.

l.
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gitudm
2001-High vol
turbulence K

and

| Quantltatwe method

Item | Author, Research Design Findings

Year
Europe and Middle East
and Africa.

2. Claver- 164 Spanish large firms | Decentralization has a posmve
Cortés et al. | from different sectors. influence on hybrid com
(2012:1) Crossectional strategy, and the latter 4gs vely

| | Quantitative method intfluences firm perfor ﬁ

3. Covin & | 80 large firm (U.S) Entrepreneurial  top gement
Slevin Crossectional style has a positive effe t on the
(1988) Quantitative method performance $rgamcal]y-

structured firms gative effect
on the . rmance
| | | mechanistiggllyXtructured firms.

4. Covin & | 344 manufacturing and | The lure of new
Slevin Service firms, and |
(1990) independently owned

| firms |

5. | Farhanghi | 246 owner of Consultant

et al. | Engineers Firms
| (2013)

6. Jogaratnam | 187 general managers o
& Tse | hotel located In Mam]a
(20006) China,  Hong

Malaysia and Singa
Quantitative met _

7. Khandwalla | 103 large Can tility the firms adopted

(1977) Crossectl , structure in  order to

Quantltatl well In contrast, in stable
nment, the firms adopted
L;%hamstlc structure to outperform

Qrhers.

8. Sine et al. iﬁ#n dynamic, turbulent, and uncertain
(2006) environments, new ventures’

mechanistic structure is positively
related to firm performance.

243 restaurant ' franchisees
in the business-format
franchising system In the

United States
Quantitative method

The mechanistic-organic structure is
no direct effect on financial
performance.

The organic structure are positively
influence  the  entrepreneurial

| strategy for its financial success.
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4.8 Entrepreneurial Orientation-Performance and the Moderating Variables
It 1s widely discussed in prior researches that the entrepreneurial orientation-

performance relationship is influenced by the third variable, which is related to the

organizational and industrial environment (Vij & Bedi, 2012). In ad 'OR the

literatures suggest that the inconsistent results can be resolved through tmasion of

a third variable in the entrepreneurial orientation-performance relatiw. Besides,

M-performance
;:odl:rating effects

the literature recommends that since the entrepreneurial or

relationship is not that straightforward, the interaction effe
should be taken into account (Martin & Rialp, 2013; Wikdund
The contingency relationship 1s important use
P
such as organizational structure, environmNai others.N#Or @"hple, empirical
research found that there 1s no positive ¢ ffect oig
? ]

entrepreneurial orientation-relationship varies W%

éeurial orientation on
d .

e\ men ugkcert X was ncluded as a
N
orient
In

moderating factor, entreprencj ial? a,ion - éﬁ%sitively related to firm
: , ':BJ ‘ .
hu swidy t(g\‘ﬁostlllty and dynamism of the

was
performance (Li et al., 2005){ %

alles. B‘eﬁious researches that had included

)

firm performance but, when the

2

environment are used as m{&ti

-
the environment as a Qdc;ator éf)
? |

are 1llustrated In

A

From

relationsh veen entrepreneurial orientation and firm performance among the
SMEs ﬁ (Li et al. 2005; Mu & Benedetto, 2011), Spain, (Martins & Rialp,
2013), and Netherlands (Kraus et al., 2012). This 1s also supported by cross-cultural
study conducted by Kreiser et al. (2002a) among 1671 SMEs in Australia, Costa Rica,

Finland, Greece, Indonesia, Mexico, the Netherlands, Norway, and Sweden. It is also
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believed that the external environment may have a strong impact on the small firms’

viability and growth (Yamada & Eshima, 2009).

The impact of the external environments on firm performance not only limited

to the small firms but also, it has moderated the relationship bewz the

entrepreneurial orientation and firm pertormance among the large ﬁ% ahra &

Covin, 1995;: Zahra & Garvis, 2000). It 1s agreed that the effe?cﬂ' corporate

Md hostile. The

entrepreneurship is stronger when the environment is highly dy

discussion on the effect of environmental dynamism and
entrepreneurial orientation dimensions are discussed in thg su
4.8.1 Environmental Dynamism and Hostility a

Viod
the Innovativeness-Performance rv@;n\ \

Research on the effects of the dynaNa/ironme
| | S
within an organization has been quite d:; 19) 2 ;1; . Q}dles also concluded
COMIIagcs Wi

« &
that the dynamicity of environment Qg agAJ to {Me part in new product

N
innovation activities than those eergn

ablgbepvingrment (Miller, 1983; Miller,
1988: Zahra, 1993b). The une'i €

S
dynamic environment are\lo

* the%r 1's failure to respond to the

- lsha('@and sales, and consequently, to be

% InT

27 S
competed out of the e’Ss (NS, 98&&’8)/ pursuing new radical technologies
? |
and pioneering ac& as a wdl tg rQ,mnd to the dynamic environmental setting,

S
the firm will Nn advantage over its competitors (Zahra & Bogner, 2000; Zahra,

1996). EnvgnMental dynamism affects new product commercialization in two ways:
firstly, it precipitates unpredictability in markets demands, consumer needs and

competitor strategies, and secondly, technological turbulence leads to even greater

uncertainties about new technological innovations (Mu & Benedetto, 2011).
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The firms must strengthen their R & D and introduce new products or services
more often during environmental dynamism because fast technological changes can

significantly reduce the life cycle of existing products (Li & Calantone, 1998). Thus,

firms must be able to seize opportunities by creating new technologies t&ECnce

next-generation products. In order to capture customer preferences an eg during

environmental uncertainty, the firms need to interact proactively wiWsumers to

ity to predict,

obtain information regarding their preferences. This is to enhanc*~
identify, and anticipate customer needs and subsequentl)¢
(Porter, 1980; Hamel & Prahalad, 1994). The firms can glso cOm

products by entering new market segments and serving

Thus, the focal point is the ability of the firms Ji

product commercialization and 1ts enviromNDachieve
D o)

7
ficultheg.t é

sur& and flourish in hostile
N

-ustl)mer demands

rciadl

(Ma & Benedetto, 2011).

Large and established firms fa\'

environments (Hall, 1980). Tims, treprerkuri Fff IS and innovations must be
fp.) g
iIncreased during such uncertJ\tim S ' AUR| chaélé'érised by high change rates in

weness is crucial for creating new

NOVE

)

the markets (Miller, 198& e fi

¢
products or services@usti g .émamic environments where customer
7 o /s <
fo

preferences, prodégt-Sfvice tectino g§' and competitive postures often change
N .
ler, 1983). Thus, it can be hypothesized that;

unpredictably 4

Hypothesi®Wga®™The dynamism and hostility of the environment will positively

moderate the relationship between innovativeness and the overall performance of

the firm.
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Hypothesis 6b: The dynamism and hostility of the environment will positively
moderate the relationship between Innovativeness and the profitability of the

firm.

Hypothesis 6¢: The dynamism and hostility of the environment will &Z'vely

moderate the relationship between innovativeness and the growth ogk Tm.

er'able of the
Proactiveness-Performance Relationship Yy

TS @ity of the
i

firm to capitalize on market opportunities ahead of its cgmpetltorsfande

4.8.2 Environmental Dynamism and Hostility as a Moderating

Proactive behavior is also crucial in dynamic environ

e market, proactive
“ .

. lablit'é’pportunities. Therefore,
N

behavior would enable firms to betterﬁ%

by being proactive in dynamic i&‘n'entslthe '
firm will be higher (Lun&? * '
competitive advantage withghe ilifII

[t is imperati ﬁr!?e
because there are ml busin ses’o

S
behavior ens Nat firms have strong tendencies to be ahead of other rivals in

les &Pwth and profitability of the

% e proactive firm will have

§pt f@%’r with the dynamic environment.

)

nos@roactive during hostile environments

Q@T’tunities during turbulent times. Proactive

introdu products or services, administrative techniques, operating methods or

O
new technologies (Covin & Slevin, 1986, 1989; Covin & Covin, 1990; Lumpkin &

Dess, 1996; Lumpkin & Dess; 2001; Miller & Friesen, 1983;). Thus, only proactive
and innovative firms will survive and prosper in hostile environments. Proactive

behavior enables firms to grasp whatever opportunities are available in the market
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because such behavior takes quick competitive actions towards its competitors. Thus it

can be hypothesized that;

Hypothesis 7a: The dynamism and hostility of the environment will positively

moderate the relationship between proactiveness and the overall perf()l\z e of

S

Hypothesis 7b: The dynamism and hostility of the environment?n"positively

the firm.

moderate the relationship between proactiveness and the pr binty of the firm.

Hypothesis 7¢: The dynamism and hostility of the envi n ‘vill ositively

moderate the relationship between proactiveness and
4.8.3 Environmental Dynamism and Hostility as a

Risk Taking-Performance Relatlonshl z g\

43'

There has been much debate about th aunable l 0@?&( taking in firm

? -
or Za , 1993). Risk taking

u Q—

lev 2\ ﬁ@unfavourable to firm
N

It 1

ecemnended that the risk taking-
J‘

tfg,; irect relationships to lead to

N
S

Empirical supp beh&mor In dynamic environments shows

' rlsklak
% “P')J' N
higher levels of riﬁ o in deisidn m\)ﬁ'('mg Rapid changing environments require
\
organizations E\ake decisions and take faster action to be more adaptive and
d

reSpons® .

increase decision-making speed in responding to environmental changes. If the firm is

performance (Gibb & Haar, 2010; Hugh

behaviour that goes beyond a paﬂk r

performance (Miller & Friesen, c 82 Thus

performance relationship reqéyes a comg

t

higher firm performance

walla, 1977). Therefore, the firm should avoid passive behavior and

unable to adopt risk-taking behavior in dynamic environments, they will lose the

market share and fall behind competitors (Covin & Slevin, 1991; Miller, 1983a).

Thus, it can be hypothesized that;
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Hypothesis 8a: The dynamism and hostility of the environment will positively

moderate the relationship between risk taking and the overall performance of the

firm.

Hypothesis 8b: The dynamism and hostility of the environment will &Z'vely

moderate the relationship between risk taking and the profitability efirm.

Hypothesis 8c: The dynamism and hostility of the environment?n" positively

e firm.

wable for

/

moderate the relationship between risk taking and the growth

I

4.9 Environmental Dynamism and Hostility as a Mogl
0

Corporate Venturing-Performance Relationshj
Dynamic environments trigger the firms’ etforts entuge tohew Qusinesses
N
onmgw In dynamic

cm@%nously changes.

AN
r new 1deas for the

C‘?
-
¢ (Zahra, 1991). The

in responding to the challenges and changes in thg bughes

environmental settings, the industry conditio e)nstable
The social, political, technological, and %micA'eT
‘ Y
firms to venture into new markets aMEden s
N
change in the environment creBCS Rre oppPpriugties § enable the firm to pursue
new innovative ventures So w en' ]

'3
Thus, in order to pursue@res, "

thﬁy environmental characteristics.

A dgﬁ? employ newer technologies and
'3

l99@! In addition, the firm diversifies its

Innovative marketing@es lOs #
? |
g

business to cope Swmemif ‘ :envﬁ)'nments and to avoid failure. Therefore,

N
venturing intoageWgbusinesses helps the firm to respond to intense competition whilst

,{0

taking on ortunities for growth.

The firm’s survival decreases in hostile environments due to the increased
competition, and depressing demands (Miller & Friesen, 1984). Thus, the firms are

encouraged to venture Into additional businesses to mitigate major losses in the firm’s

primary business. The firm can opt for internal ventures or external joint ventures
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(Keats & Hitts, 1988). A prime example of firms that have successfully diversified
during hostile environment is the H.J. Heinz Company, well-known for its ketchup

business and baby foods. In hostile environments, where the demand was decreased

due to increased in health awareness and the slowing birth rates, H.J. HeiﬂZ\X ired

other companies such as the pet food companies and other companies reJgid t§ health

Wﬂd also In

z%w)usly captured

| 'mcrlase the firm
7.

profitability (Zahra, 1991). N\
| O
Building on the above arguments, the follow hypothesg '

positive moderating influence of environmental lagstilivy ai \amis@g; corporate

o

nt will positively

and wellness to strengthen its position in the United States of Ame

their overseas operations. With these acquisitions, the company

customer demands and succeeded in expanding their business!

venturing and firm performance. Thus it can @th
Hypothesis 9a: The dynamism and hagl |
moderate the relationship betweép "
performance of the firm. %T

Hypothesis 9b: The dyna and M b9 environment will positively

moderate the relationsaw
the firm. Q, / ’
amism 'an(f lgﬂity of the environment will positively

Hypothesis 9c: ES%
\

moderate th: ionship between corporate venturing and the growth of the

and the overall

4

firm.

4.10 Environmental Dynamism and Hostility as a Moderating Variable in the
Organizational Structure-Performance Relationship
Fundamentally, the effectiveness of mechanistic and organic organizational

structures is dependent on the nature of a firm’s external environment (Burns and
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Stallker, 1961; Khandwalla, 1977). In dynamic and hostile environments, the
organizational structure of the large firms must be more organic or flexible

(Khandwalla, 1972, 1973) in order to respond to the changes in the business

environment. \z

be®h found

The effect of environments on the organizational structure has aj

In the classical works of Burns and Stalker (1961), Thomson (19Wnd Perrow

(1970). To deal with complex environments, firms must adop%c structures to
t

ensure that they are more responsive to the challenging envir S ('\/Iiller, 1983a).

When the external business environments are risky, hostgle, vety stressiyp ’nﬂé)\E' rate

at which products and services are becoming obsoletcNg veryphtghJthe vas must
N

alg'\n N 1S i@;sure faster

decision making and action to adapt with the\%anging e

ronint.
Thus, building on the argumen@llo@jo
t '

influence of environmental dynamisN

1@5 suggest a positive
to firm performance. Therefore c canz e hypt‘

Hypothesis 9a: The dynan and, hQdH ' environment will positively

implemented loose, informal and decentralize dew

IC structure in relation

moderate the relation

performance of the

¢
/ ) &

’I#: é._ )

Hypothesis 9b: :Se WWnamisnf an c%ﬁ'ﬁhty of the environment will positively

| N . ..
moderate th:ﬁ@ionshnp between the organic structure and the profitability of

the firm.

Hypothesis 9c: The dynamism and hostility of the environment will positively

moderate the relationship between the organic structure and the growth of the

firm.
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Table 4-2: Selected Previous Research on Environmental Factors as a Moderating
variable between Corporate Entrepreneurship and Firm Performance

Authors | Company Measurement Results
Size / | of Environment
| | Industry
i et al. [ China’s new | Environmental Environmental u%inty
(2005) technology uncertainty moderated  the hship
ventures Miller (1983) between epl¥epréneurial
orientation and Firm
| Performance ?:’
Hameed | Pakistan’s Environmental Environmentaw Ism did not
&  Ali | SMEs dynamism by | moderate relationship
(2011) Miller and | between entrepreneurial
| Friesen (1982) | orientatiofgamg fi nlperformance.
Martins | 121 Environmental \g hostility
& Rialp | manufacturin | hostility e elﬁti@ihip
(2013) g SMEs in | Khandwalla tté" eurial
Spain (1977) d Y~ SMEs
U
| Mu & | China’s Environmental . %Tdynarnigrn
Benedett | leading dynamism the, ™ relationship
0 (2011) | innovation Jaworski O entrepreneurial
companies Kohli 91 \n@tm dqd new product
| | geicialagation performance.
Wiklund | Swedish i al dynamism was
& small Jofated the relationship
Shepher | business entrepreneurial
d (2005) ion and small business
| Moreno ] O moderating effect
&
Casillas
(2008)
A | Lumpigh (1998) _ |
| Kreiser | SMEs | Separate The environmental dynamism
et Australia, | measure of | moderates the relationship
(2% Costa Rica, | environmental between the all three sub-
Finland, dynamism dimensions of entrepreneurial
Greece, (Khandwalla, orientation and firm performance.
Indonesia, | 1977; Miller and | The environmental munificence
| Mexico, the | Friesen, 1982) | moderates  the relationship
Netherlands, | and munificence | between the all three sub-
Norway, and | (Schultz, Slevin, | dimensions of entrepreneurial
| Sweden. | and Covin, | orientation and firm performance.
L B B EN) R | I l
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N

Authors Company Measurement Results

| Size / | of Environment |

| Industry | _ | )
8. | Kraus et | 164  Dutch | Miller and | The environmental turbulence
| al. SMEs | Friesen (1982) is | moderated the relationship
(2012) used to measure | between innovativeness aTk
the level of |taking and firm perlﬂ e,
| | percelved Firms with higher% of |
market Innovativeness an% taking
turbulence perform better 1n envfonments
(unpredictability | with higher levels §fturbulence. |
and dynamism) | In contrast fivironmental
turbulence Y moderate the
| relationsi@ between
| firm

9. LHult et | 181 - large | Market M{Tnot
al. firm in US turbulence by Alfdnship
(2004). Jaworski and and

| | Kohli (1993)
and Mill
(1987) _ .

10, | Zahra & | 59 | large I-Environmen The 7 Yepreneurship is |
Covin firms in US Hostility . ec&Lve in  hostile
(1995) (Seconday + ﬁand leads to higher

‘Data) | | firge perf@miance |
Instrimgeme

1. | Zahra & 198 Small to H? , pact of international
Garvis Ilarge firm 1In qogPsate entrepreneurship on
(2000) US / various + was greater under higher

| | industries (]98 ') fvels of environmental hostility
| The positive association between
G} ‘T ,’l (')(J International corporate
| | Q, | \(;’ entrepreneurship and revenue
% J'.v): é\ growth was stronger under higher
\3' international environmental
| O hostility. |
The positive association between
international corporate |
| entrepreneurship and  foreign
revenue growth was stronger
under higher International
| | _| environmental hostility.
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4.11 Firm Performance as Used in the Study

In order to investigate the impact of entrepreneurial orientation, corporate

venturing, and organic structure on the large companies, this study used both growth

and profitability performance as indicators of firm performance. This is bec&goth

measurements give a richer explanation ot actual performance (Wiklund,_ Oa,, Zahra,

1996; Zahra & Garvis, 2000). Besides, firms usually aim to unde?! corporate

entrepreneurship to improve and strengthen their overall fy N and growth

ntu' & Iseri-Say,
NY.

| &
aregthe three

N

erformance

performance (Antoncic, 2007; Baden-Fuller & Stoptord 19

a

2013; Pinchot 1985; Stopford & Baden-Fuller 1994).

A, agd¥R

In this current study, the average sales growth,

cS O

X

ance empirical

dimensions used to represent the performance. T% r

erf

have been widely used in the corporate ce?eneurshl
ly, the relationship

researches (Davis et al., 2010; Wiklund PhQM- @
I

between predictors and overall firm & mawim Monal) has been tested.

§’s profitability (ROA and

e ed%to twl or '
0

g ' g
nt' * ate tﬁéﬂnultidimensional nature of the

Next, firm performance was di

-

?

ROS) and firm’s group. It 1s

—

86)()& high growth firms may not

performance indicators @ava

F 2
1 h.@d, 2006). The reasons for using sales

| {) ancilll
o/ N |
this res®arch aréqliscussed in the next subsection.

S
4.11.1 SadesGrowth (Proxy for a\Firm’s Growth)

necessarily perform

growth, ROA and

growth measure 1s used because it was agreed by previous

w
researchers that sales growth is the common and best measure of firm growth (Hoy et

al., 1992: Wiklund, 2006). In theory, the increase in sales over time may reflect the
ability of the company to capture an increase in market demand, or rather, it may be

due to improvements in the quality of products, processes or methods of production
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(Delmar, 1997). Not only is it easily accessible, but also retlects both short and long-
term changes in the firm. Usually, sales will increase betfore the firms are able to

acquire additional resources such as employees and others (Flamholtz, 1986).

However, the increase in sales is not necessarily accompanied by increawz the

number of employees. The firms may opt for external sources to incremauction

(Delmar, 2006). Thus, the sales growth has a high generality of ﬂlwl'formance

Nproducts and

atioin of business

(Delmar, 2006). The increase in sales also indicates that the

services are in high demand due to the successtul 1mpl

strategies. Additionally, increased sales showed the magget's ¥cce tan\gf"a\ﬂrm’s
| O

or l}e ogs. Ingkis case.

Y,
st@ will lead

A
xés great costs as in
*,

commercialization of new products, process, technolo

iInnovativeness, proactiveness, risk taking, and c or e VGt

to higher sales growth. In this research, sa@v

AN

d
buying and sponsoring new venture\ Cth bra ues, alliances cost and
crla mlght‘ncr #SE % pany s sales even though

entrepreneurship activities such as cor

acquisitions. Thus, corporate ve

profits may lag. The growth

venturing activities (£ ahr

acquisition of other ﬂ@
ventures will incr %’

e firm

offerings.
4.11.2 6 n on Assets (ROA) (Proxy of a Firm’s Profitability)

Return on assets or ROA was used as a second performance measure. This
indicator is used extensively as a financial performance measure in strategic

management research (Zahra, 1991; Zahra & Covin, 1995; Zahra & Garvis, 2000).

The ROA or often called as ROl is a financial ratio that reflects the firms’ efficiency
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in using the total assets to generate profits (Gitman, 2005). As a rule, the higher the

ROA, the more profitable the company 1s because the company is earning more

money on less investment. The decision to use ROA in this research was based on

corporate entrepreneurship activities that entail the redeployment of the ﬁll’l\z ts

in innovative ways. In this case, the use ot ROA to gauge the effect;& porate
entrepreneurship allowed an evaluation of the company’s innovative Yﬂ’f Its assets

(Zahra & Garvis, 2000).

4.11.3 Return on Sales (ROS) (Proxy of Firm’s ProfitaRi

ROS or known as operating profit margin Is a

evaluate a company’s operational efficiency. This perl anc?l di

e\prodgper dollar
N’a}f to cofyfare é%mpany s ROS

e
onﬂ tﬁ;jo rgn

¥ efﬁ In E@Mng In contrast, if the

management by providing insights into how muc roZt 15*:-

of sales. Compared to other ratios, this 1s th

over time in looking for trends, and as co 1es in the industry.

As a rule, increasing ROS reflects the

ROS is low or decreasing, it mdcatei!oomué f1 i:la ubles (Investopedia.com).

o‘

In this study, the ROS 1s u to g effec(f,‘éf corporate entrepreneurship

activities such as mnovatl\%

the firm’s efficiency (

:va

study collected

4.12 Source of

This p

performan suggested in entrepreneurship literature (Covin & Slevin, 1991;

Lumpkin & Dess, 1996). The actual data were gathered from the financial reports of
the firms. ‘The objective of the financial statement is to provide information about the

financial position, performance and financial adaptability of an enterprise that is

useful to a wide range of users for assessing the stewardship of management and for
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making economic decisions’ (Bishop et al., 1996: 10). The financial data of the public
companies are readily available, so it was possible to gather the financial performance

mecasurcs.

Table 4-3: Summary of Key Studies

Research Questions i—lypotheses

_@\r

Question | ; Innovativeness = Overall firm rmance
To what extent do the dimensions of | Innovativeness = Firm's P% ility
entrepreneurial orientation influence | Innovativeness = Firm’s Gro

firm performance?

Proactiveness = Over
Proactiveness = F
Proactiveness = ki

P¢f0rmance
11

Profit

th ’

Risk taking
Risk taki

-

| Question 2 : | COFPOF% firm
To what extent does corporate Perfow |
venturing influence firm poratevve I 's Profitability

performance? um’s Growth

Question 3 : =  Overall firm

How does the organizational

structure  influence  the  firm irm’s Profitability

Firm’s Growth

performance?
Question 4 :

To what extent do envirgsgental
factors moderate the refagonship
between independent Vv le ng

dependent variables? % '

2

s nvironment = Overall firm
anc_é 'irm's Profitability and Firm’s

N

factivoness * Environment = Overall firm
erigtlance, Firm’s Profitability and Firm’s
rexyth

g

1Isk Taking * Environment = Overall firm
Performance, Firm’s Profitability and Firm’s
| Growth

Corporate venturing * Environment = Overall
firm  Performance, Firm’s Profitability and
| Firm’s Growth |

| . .
Organic Structure * Environment = Overall

firm Performance, Firm’s Profitability and
Firm's Growth
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4.13 Summary of Chapter 4

This chapter reviewed the underpinning theory, theoretical framework and also

provides an investigation of previous studies on corporate entrepreneurship

dimensions, organic structure, and environmental factors such as dynar'\gand

hostility, in relation to firm performance. In particular, there were threg&% Inning
n

Warning and
contingency theory. There were also 10 main hypotheses in tPYM as shown in

theories used in this research; the resource-based view, organizatio

Table 4-3. The following chapter is dedicated to the research doﬂ)gy employed

In this study.



