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Objectives: The purpose of this research is study methods of financial supply about
entrepreneurial projects in Mazandaran province.

Approach/Methods: On the basis of comprehensive review of literature and issues related to
financial supply especially entrepreneurial projects, among the 141 member of statistical
society, 110 people through the categories and random sampling methods is selected. Then we
collected the require data by documents, interviews and especially questionnaires. So reliability
coefficient of questionnaire is 79%. Statistical tests are Alpha Cronbach, ANOVA, and
Correlation analysis. Also SPSS software was used.

Results/Insights: The results of research reveal that methods of personal and debt financing
have meaningful relation, but internal financing methods and capital (equity) do not have
meaningful relation with entrepreneurial projects. It shows that the more personal capital they
have, they tend to create more debt for themselves too.

Implications to Community/Industry: Research revealed that which method of financing is
prevalent way for creating business.

Keywords: Financing, Entrepreneurial, Projects, Mazandaran.
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Abstract: Entrepreneurship is the stimulus engine of economic development and creating
occupation and reforming society. Entrepreneurs undertake an important role in the movement
of economic development’s cycles and are considered as the source of the great evolution in
the industrial, productive and serving fields throughout organizations. The purpose of doing this
research is studying the quadruplet methods of financing in the entrepreneurial projects of
Mazandaran province. Statistical society consists of 141 entrepreneurs that 110 persons of
them have been selected as a sample. Then by collecting the required data and using a
gquestionnaire with standard components and reliability coefficient of 79%, the quadruplet
hypotheses have been tested. The findings have shown that all four methods of financial supply
have been considered by the entrepreneurs, each of them with their special intensity and
weakness. From this point of view the personal capital has been in the first priority and the
methods of loan, shares, and internal sources in the subsequent priorities. In addition to that,
the under study entrepreneurs have less knowledge of the different and various methods of the
financial supply totally and have considered only the methods that have been current in our
modern society and use all of them generally. Finally it has been concluded that it is necessary
that some innovations be done in this ground and other various methods of financial methods
be attended.

1. Introduction

Entrepreneurship is the process of producing preoccupation and making profit from the valuable
combination of sources. The word entrepreneur denotes a person who undertakes to organize,
run and accept the risks of an economic activity (Kuratko and Hadgetts, 2001, 163).
Entrepreneurs are persons, groups or people who establish and run new enterprise so that they
can create preoccupation for at least more than one person (Kirkwood, 2007). The complexity
and growing competition which exist in the modern world that certainly goes with the quick
evolutions of international environment and transit from the industrial society to the informational
society, and also the change of national economy into global economy, have caused that
entrepreneurship be remembered as a stimulating force in the growth of organizations
(Moghimi, 2004). Entrepreneurship can bring about the economic growth and developments of
countries increase the productivity, creation of preoccupation and social welfare (Ahmadpour,
2004). In the meantime obtaining the required funds to beget enterprises has always been
introduced as a challenge for entrepreneurs. The process of obtaining the required funds may
take so months and dissuade the entrepreneurs from the vocation of managing enterprises. On
the other hand, without sufficient financing, novel enterprise will never succeed and shortage of
investment is considered as the cause of many failures in the new enterprise (Bigdelo, 2004).
Therefore, an extensive spectrum of source of financing (with various possibility and expenses)
can be available for the entrepreneurs and different methods have been offered for classifying
them.

In one classification of these sources, Deakins & Freel (2003) have divided entrepreneurial
corporations' financing into two internal and external classes. In a report that "Emko" financial
corporation submitted, the financial sources were classified into three classes: shares
(shareholders' rights), debt (loan), and personal capital (Owen, 1990). Lupke and Cecd (2003)
had a study about the entrepreneurship financing in Italy on the part of the organization of
economic development. In their study, they divided the sources of entrepreneurship financing
into six groups: personal credit, angels of enterprise, banks, state assistance, financial institutes
and risky private capital. In another classification, Cardullo (1999) has divided the financial
sources that are available for the entrepreneurs into two classes: formal and informal sources.
So by composing the above classification, the entrepreneurs' sources of financing have been
divided into four classes: personal financing, internal financing, financing through capital
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(shareholders' rights), and financing through debt. Regarding the above classifications each of
the sources of financing will be explained hereunder.

Based on stating the mentioned matter above that explains the role and importance of attending
to the entrepreneurial projects, the goal of doing this research is studying the methods of
financing in the entrepreneurial projects of Mazandaran province, and the sense model that is
used regarding the review of the relevant thematic literature is the four dimensions which
explain the model of effective factors on the financial supply like personal, internal, shares, and
debt. On the same basis, in the present research this main question will be responded: Which
methods of financing in the entrepreneurial projects of Mazandaran province are effective.

2. Background and Hypotheses
2.1. Personal Capital

The first source that entrepreneurs refer to in order to supply the required funds for begetting
enterprise is private capital. Apparently entrepreneurs have observed the advantages of self-
sufficiency so that the most current source of supplying capital funds that is used for the small
enterprises is supplied from the entrepreneurs’ personal chest. For this group the calculations of
risk and output do not have the first priority like other groups (Bigdelo, 2004). After spending the
personal funds, the entrepreneurs resorts to his/her friends and relatives that they may tend to
invest in his/her enterprise because of their relations with the entrepreneur (Zimmerer, 1996).
Randoy (2003) studied the financing through the personal capital against the financing through
the capital (share) and came to this conclusion that the financing through the personal capital is
more efficient. By a research in the entrepreneurial activities in Thailand, Paulson and et al
(2003) come to this conclusion that the financial pressures play a main role in forming the
pattern of entrepreneurship in Thailand. Risk families are more interested in creating enterprise
and also investing in their enterprise, and face the financial pressures less. The financial
pressures create more limitation for the entrepreneurial activities in the poor regions of south-
east of Thailand in comparison with central developed regions. Wu (2006) studied the effects of
family ownership and the management on the capital of SMEs in the United States. In this
research he showed that the family ownership has a series of disadvantages in addition to
advantages, and also found that the financing through family and financing through shares to
the public influence on SMEs separately. These two categories of the financing influence the
establishment's net asset separately.

First Hypothesis:
Using the personal capital is one the important methods of financing of entrepreneurial
projects in Mazandaran province.

2.2. Internal Sources

An enterprise has the capacity of creating capital by itself. This financing is available for every
small corporation (Bigdelo, 2004). A small enterprise can supply its own required financing
sources through the corporation's accounts receivable, credit card, retained earnings, and rent
on the condition of possession (Zimmerer, 1996). In the posterior phases of the financing like
growth phase, the corporation can also use the internal sources retained earnings for their own
financing. This source can be known as one of the cheapest source of the financing that is used
for supplying the long-term needs of the corporation. Some entrepreneur supplies their
corporation by using the most convenient sources in case they despair of finding the financial
sources in other place. This source is their personal credit cards. The entrepreneur should
consider the annual phase more than any other source makes this source expensive and risky.
Nevertheless some entrepreneur would not have any other choice before themselves
(Zimmerer, 1996).
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Second Hypothesis:
Using the internal sources is one the important methods of financing of entrepreneurial
projects in Mazandaran province.

2.3. Shareholders' Rights (Shares)

An investor becomes the owner of a corporation by financing through capital (share). In this
method despite that risk is divided, its potential incomes are also divided. Some of the current of
supplying capital through shares are referred below. Angels of enterprise is a term for the
people who provide the primary risky and establishing corporations. The angels of enterprise fill
the existing split of financing among the earned capitals through the private sources. And the
phase that investors who take risk and tend to invest. An entrepreneur can elect a partner for
expanding the proposed capital enterprise. There are two main kinds of partners that consist of:
public partners that are responsible for the total debts of enterprise personally, and restricted
partners, that their limited responsibility protects their assets from the corporation's creditor
(Mariotti, 1994). In a research, Amit (1999) studied the entrepreneurship financing through the
risky capital in Canada and concluded that the risky capital is more efficient than issuing the
shares in the financing of entrepreneurial projects. In other research in the United States,
Bradshaw (2006) has studied the relation between the financing activities and the return of
corporations' capital in the future. He came to this conclusion that there is a negative relation
between the establishment's exterior financing and the return of capital in the future. Shirasu
and et al (2006) studied financing through general loan and private loan (bank's loan) was dealt
with in Japan. They found that financing through general loan (the issue of share) and the
bank's loan is in relation with the economic sway and when the economy is faced stagnancy,
the economic establishments resort to the financing through the private loan (bank's loan).

Third Hypothesis:
Using the shareholders' rights is one the important methods of financing of entrepreneurial
projects in Mazandaran province.

2.4. Debt (Loan)

The other method of financing is through debt that included the funds that the owners of small
enterprises have loaned and should repay them with interest. Although the loaned funds permit
the entrepreneur to have the complete possession of the corporation, nonetheless he or she
should undertake the created debt in the balance sheet and repay that along with the interest
which belongs to that in the future. In additions to this, they should pay more interest because of
more risk in the small enterprises. Nevertheless, the cost of financing through loan is often less
than financing through shares. An entrepreneur who seek out financing through loan, face a
widespread extent of credit choices (loan). The sources of financing through debt are divided
into agencies, insurance companies, credit unions, bonds, state assistance, institutions of loan
and deposit, commercial credit, suppliers of equipments, corporations of commercial financing,
accounts payable, and commercial banks (Bigdelo, 2004). Campello (2005) studied the
financing of SMEs through loan (debt) in the United States. He described the extravagance in
the financing of SMEs through debt (loan) dangerous and knew this extravagance the cause of
decrease in selling SMEs, while moderation and temperance in loan is related to the sale's
profit. By a research in four countries of south-east of Asia, like Malaysia, Indonesia, Thailand
and Korea, Driffield (2005) found the mean of mea of output in all kinds of the choices of the
exterior financing is symmetrical and the output of long-term debts is more than short-term
loans. Studying the methods of the entrepreneurship financing in the United States and
weighing the entrepreneurship financing through bank (debt) against the risky capital, Brander
and Bettignies (2006) came to this conclusion that the financing through bank is more efficient
than capital.
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Fourth Hypothesis :
Using the debt (loan) is one the important methods of financing of entrepreneurial projects in
Mazandaran province.

3. Methodology
3.1. Sample

Statistical samples are 110 people who are expert in financing of entrepreneurial projects
(cooperation unit) establish at least one corporation throughout Mazandaran province so that
they can be considered as an individual and independence entrepreneur (GEM, 2008). These
people in spite of their different profession are considered equal considering that they are active
in operating and continuing their own enterprise. In the mentioned sample, 97% of them have
been men, 94% of them were under 40 years old, 95% have a record of service less than 15
years, and 94% of them are educated under the degree of Master.

3.2. Data and Measurement Scale

There are four variants of financing consist of personal capital, internal sources, shares, and
debt that measured by a questionnaire with standard components containing 35 questions on
the scale of Likert with span (1-10) and by using the SPSS statistical software and the tests of
ANOVA and Correlation. In the first verbal reference, a planned questionnaire is offered the
members of statistical sample and essential explanation is given to them, then in the second
verbal reference some action are taken to collect them.

3.3. Validity

In order to validate the questionnaire of research, the research's thematic literature has been
used through the procedure of extracting the components of measuring variants and the
specialist ideas and a primary sample has been profited from. So, a planned questionnaire is
offered 8 professors and expert in the form of a pretest (Hult & Ferrel, 1997), (Bazargan et al,
1998, 166-171), (Sarookhani, 2003, 139). Then after taking reformed opinions and modifying
some cases of them. It was again offered 26 persons of the members of statistical society as a
primary sample and also according to this group's reforming opinions we are made certain that
the questions are related to each other regarding the under study statistical society.

3.4. Reliability

In order to determine the reliability of measuring tool there are different ways that one of them is
the measurement of its internal harmony (Conca and et al, 2004). The internal harmony of
measuring tool can be measured by the coefficient of Cronbach Alpha (Cronbach, 1951). This is
a way that is applied in most research (Peterson, 1994). Although the least acceptable quantity
for this coefficient must be 0.7 but 0.6 and even 0.55 are acceptable too (Van de ven and Ferry,
1997) (Nunnally, 1978). In this research the reliability of measuring tool was 0.79.

4. Findings
4.1. Hypothesis Test for Meaningful Difference amon g Methods of Financing

Table 1 shows statistics and results of tests related to existing meaningful difference among
four methods of financing in entrepreneurial projects.
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Table 1: Test of Homogeneity of Variances

Levene Test for
ANOVA Test . 8
Equality of variances
Variants
Differences Sum of df Mean F Sig Result Le".ef?e Variances | df,| df; sig
Squares square statistic
Beween | 13795 | 3 45.97
Groups
Methods
of Within 172.7 | 0.000 | accept 10.09 equality 3 436 | 0.355
Financing | Groups 116.07 | 436 0.27
Total 253.98 | 439

There is meaningful difference among four methods of financing in entrepreneurial projects. In
other word, the means grade of every four variants related to financing have meaningful
difference. It means every methods of financing in entrepreneurial projects throughout
Mazandaran and entrepreneurs did not paid attention to the methods as equally.

4.2. Multiple Comparisons Test for Methods of Finan  cing

Table 2 shows statistics and results of tests related to existing meaningful difference among
methods of financing in entrepreneurial projects in a way of two by two.

Table 2: Tukey HSD Test of Homogeneity of Variances

95% Confidence
Variants comparisons _ Mean Std. Sig Result of Interval

Difference Error means Lower Upper

Bound Bound
First method with .

methoc 1.45 0.069 0.000 | Inequality | 1.27 1.63

First method with 113 0.069 0.000 | Inequality | 0.95 131

Methods ~ | First method with 05 0.069 0.000 | Inequality | 0.32 0.68

of

Financing | S¢¢ond mnethod -0.32 0.069 0.000 |Inequality| -05 -0.14
Second method .

gond me'l -0.95 0.069 0.000 | Inequality | -1.13 0.77

Third metfod with |0 63 0069 | 0000 |inequaity| -0.81 -0.45

As it was explained before, meaningful difference among four methods of financing has been
confirmed. Previous table shows that two by two comparison among means of quadruplet
variants of financing. In attention to sig index is less than 0.05, there is meaningful difference
among four methods of financing in entrepreneurial projects in way of two by two. It means the
all quadruplet variants of financing are used.
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4.3. Correlation, Statistics, Means Comparison
Table 3: Correlation, variables reliability
Methods of Financing I1 I, I3 la Mean Deviation Ccv
Personal Capital = I, 1 0.0.2 0.009 0.43 3.69 0.61 0165
Sig 0.000 0.84 0.93 0.000
Internal Sources =1 , 1 0.08 0.027 224 051 0228
Sig 0.000 0.38 0.779
Shares = |3 1 -0.126 256 0.50 0.195
Sig 0.000 0.19
Debt =14 ! 3.19 043 | 0135
Sig 0.000

Correlation coefficient above show that except two variants (personal capital and debt) which
have meaningful relation together, other variants as a whole do not have. It shows that the more
personal capital they have, they tend to create more debt for themselves too.

The last three columns of previous table show that there are differences among three variants.
Thus according to importance, entrepreneurs prefer to use personal capital financing the more.

5. Discussion and Conclusion

As it has been referred to in the former paragraphs, an extensive spectrum of the sources of
financing is available for the entrepreneurs that have been classified in different forms. Deakins
and Freel (2003) divided the financing sources of entrepreneurial corporations into two internal
and external classes, the financial corporation "Emko" into three classes of the sources of
shares (shareholders' rights), the sources of debt (loan) and other sources (Owen, 1990),
Cardullo (1999) into formal and informal sources, Lupke and Cecd (2003) into six groups of
personal validity, angels of enterprise, banks and crediting unions, state assistance, financial
and crediting institutes, and private risky capital. Amit (1999) referred to the financing through
the risky capital against the financing through the capital (the issues of shares) and Johnson
(2005) to the self-financing.

In addition to the different divisions through the method supplying of the financial source, the
efficiency of different methods compared with each other has been studied and analyzed.
Randy and Goel (2003) studied the financing through personal financial sources against the
financing through capital (share) and came to this conclusion that the financing through
personal is more efficient. Campello (2005) described the extravagance in the financing of
SMEs dangerous, and found this extravagance the cause of decrease in selling SMEs. In south
of Asia, Driffield (2005) compared the exterior financial sources with the personal financing in
the entrepreneurs' financing and didn’'t know their output legal and announced that casually.
Brander (2006) has measured the entrepreneurship financing through bank (debt) against the
risky capital and came to this conclusion that the financial supply through bank is more efficient
than the financing through risky capital. Shirasu and Xu (2006) evaluated the financing through
bank (debt) and the financing through capital (the issue of shares) and came to this conclusion
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That the two methods of the financing relate to the economic cycles. Bradshaw (2006) found
that the establishment's exterior financing has a negative relation with the return of capital. Wu
(2006) has evaluated the personal financing and the financing through capital and believes that
the financing through personal capital is more efficient.

The first and maybe simplest method supplying the entrepreneurs' required financial sources in
order to operate and continue the activity of their entrepreneurs is the personal sources. It is the
subject that has been referred to in different researches. Apparently the entrepreneurs have
observed the advantages of self-sufficiency and the method of personal financing. So that the
most current source of supplying capital funds that is used for small enterprises is supply from
the place of the entrepreneurs’ personal chests (Bigdelo, 2004). After spending personal funds,
the entrepreneur resort to his/her friends and relatives (Zimmerer, 1996). It is so, while this
method of financing sources has been emphasized so much in this research too, and it has
been used more by entrepreneurs.

The entrepreneurs can generate the capacity of creating capital for themselves. This method of
financing is available for every small corporation too. A small enterprise can supply its own
required financial sources by the corporation’s accounts receivable, using the credit cards,
retained earnings and rent on the condition of ownership (leasing). This source can be known
as one of the cheapest sources of the financing that is used for supplying the corporation's long-
term needs. Some of the entrepreneurs use the personal credit cards (Zimmerer, 1996). In this
research, this method of financing has been referred to and used by the entrepreneurs with less
emphasis.

The financing through capital (shares) is also one of the other methods that have been used by
the entrepreneurs. By this way the investor becomes the corporation’s owner. In this method,
besides the fact that risk divides, the potential incomes divide too (Bigdelo, 2004). The angels of
enterprise are who provide the primary capital of risky and establishing corporations. Two main
kinds of angels of enterprise are the public and restricted partners (Mariotti, 1994). In the
present research, this method of financing has been existed in a form and used by the
entrepreneurs.

One of the other methods of the financing is debt or loan that consists of the funds which the
owner small enterprises how barrowed and should repay them with interest. The cost of the
financing through lean is often less than the financing through shares. The entrepreneurs have
spread extent of the credit choices (loan). The source of financing through debt are divided into
agencies, insurance companies, credit unions, bonds, private loans, state assistances,
mortgaged loan, commercial credit, suppliers of equipments, commercial financing corporations,
accounts payable and commercial banks (Bigdelo, 2004). Campello (2005) believes that
extravagance in the financing through debt (loan) is dangerous, while moderation and
temperance in loan is admirable matter. Driffield (2005) believes that the output of long-term
debt is more than short-term loans. Brander and Bettignies (2006) found that the financing
through bank is more efficient than the financing through risky capital. It is so while this method
of financing source is emphasized so much in this research so that it is positioned on the
second degree of importance.

The results of this research indicate that among the four methods of financing of entrepreneurial
projects, the method of the financing through internal sources and capital (shareholder's rights)
are used less. It is so while the method of personal capital and loan have been used by the
entrepreneurs with more importance and have been on the first and second priorities. Moreover
the other important and internal results of this research are that, the entrepreneurs understudy
have less knowledge about the different and various methods of the financing totally and how
scrutinized and paid attention to only the methods that have been current and in common use in
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our modern society and use all of them generally. According to this, it is necessary that some
innovations be done in this matter and other various methods of the financing be attended.
Since one of the most important problems and disturbances of the entrepreneurs in the modern
society of Iran is the financial sources.

Regarding the presented documentaries in the text of this essay the below matters can be
presented as some offers in order to do the future research in relation with the subject of the
present essay:

v' Recognizing and grading the effective factors on the methods of the financing in the
entrepreneurial projects.

v’ Explaining the variety in the methods of the financing in the entrepreneurial projects.
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7. Appendixes

Descriptives

ANOVA
95% Confidence Interval for
Mean
Std. Lower Upper Minimu Maximu
N Mean Deviation Std. Error Bound Bound m m
1.00 110 3.6909 60865 .05803 3.5759 3.8059 2.33 7.00
2.00 110 2.2436 51143 04876 2.1470 2.3403 2.00 6.00
3.00 110 2.5606 50063 04773 2.4660 2.6552 2.00 6.00
4.00 110 3.1899 42686 .04070 3.1092 3.2706 2.00 4.44
Total 440 2.9213 .76063 .03626 2.8500 2.9925 2.00 7.00
Test of Homogeneity of Variances
ANOVA
Levene
Statistic dfl df2
1.086 3 436 .355
ANOVA
Sum of
Squares df Mean Square F Sig.
Between Groups 137.915 3 45.972 172.687 .000
Within Groups 116.069 436 .266
Total 253.984 439
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Multiple Comparisons
Dependent Variable: ANOVA
Tukey HSD
Mean 95% Confidence Interval
Difference
() ANOVACOD | (J) ANOVACOD (1-J) Std. Error Sig. Lower Bound | Upper Bound
1.00 2.00 1.4473(%) .06957 .000 1.2678 1.6267
3.00 1.1303(%) .06957 .000 .9509 1.3097
4.00 .5010(*) .06957 .000 .3216 .6804
2.00 1.00 -1.4473(%) .06957 .000 -1.6267 -1.2678
3.00 -.3170(*) .06957 .000 -.4964 -.1375
4.00 -.9463(*) .06957 .000 -1.1257 -.7668
3.00 1.00 -1.1303(*) .06957 .000 -1.3097 -.9509
2.00 .3170(%) .06957 .000 1375 4964
4.00 -.6293(*) .06957 .000 -.8087 -.4499
4.00 1.00 -.5010(*) .06957 .000 -.6804 -.3216
2.00 .9463(%) .06957 .000 .7668 1.1257
3.00 .6293(%) .06957 .000 4499 .8087
* The mean difference is significant at the .05 level.
Correlations
((x1+ ((yl+.......... ((z1+.......... ((Wl+..........
......... X6)/6)*2 y5)/5)*2 26)/6)*2 w18)/18)*2
((x1+ ......... X6)/6)*2 Pearson Correlation 1 020 .009 A31(*)
Sig. (2-tailed) : .835 .930 .000
N 110 110 110 110
((yl+.......... y5)/5)*2 Pearson Correlation 020 1 -.084 027
Sig. (2-tailed) .835 . .380 779
N 110 110 110 110
((z1+.......... z6)/6)*2 Pearson Correlation .009 -.084 1 -.126
Sig. (2-tailed) .930 .380 . .190
N 110 110 110 110
((Wl+.......... w18)/18)*2 Pearson Correlation A31(*) 027 -.126 1
Sig. (2-tailed) .000 779 .190 )
N 110 110 110 110

** Correlation is significant at the 0.01 level (2-tailed).
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Objectives: The aim of this research determining and explaining the effects of six psychological
variables on the Independent entrepreneurship process throughout Mazandaran province.

Approach/Methods:  According to the definition provided by the Global Entrepreneurship
Monitoring, there were 1511 entrepreneurs throughout Mazandaran province out of which 291
were chosen as the sample subjects of the present study. The data collection instrument was a
related questionnaire with the reliability level of 0.84. The collected data related to the six
understudy variables were analyzed using a Path Analysis Regression Model.

Results/Insights: The results explained and determined the Independent entrepreneurship
process, and also showed that the above-mentioned variables affected the Independent
entrepreneurship process directly, indirectly, and also interactional. Respectively, the most
affecting variable was Working Independently (-2.65). Other variables affecting the Independent
entrepreneurship process in order were variables of Creativity and Innovation (-2.09), Risk
Taking (1.22), perseverance (1.085), Internal Control (1.04), and Learning spirit (-0.2).

Implications to Community/Industry: based on this research results, some suggestions were
given on how the managers and authorities of Mazandaran Province can improve the
Independent entrepreneurship process by attending to these six psychological variables.

Keywords: Psychological, Process, Entrepreneurship, Mazandaran.
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Abstract: Three major causes of the importance of entrepreneurship are creating wealth,
building productive employment, and developing technology. It is believed that a revolution is
needed for entrepreneurship to take place in societies nowadays. Thus the present study is
aimed at determining and explaining the effects of six psychological variables on the
Independent entrepreneurship process throughout Mazandaran province. According to the
definition provided by the Global Entrepreneurship Monitoring, there were 1511 entrepreneurs
throughout Mazandaran province out of which 291 were chosen as the sample subjects of the
present study. The data collection instrument was a related questionnaire with the reliability
level of 0.84. The collected data related to the six understudy variables were analyzed using a
Path Analysis Regression Model. The results explained and determined the Independent
entrepreneurship process, and also showed that the above-mentioned variables affected the
Independent entrepreneurship process directly, indirectly, and also interactional. Respectively,
the most affecting variable was Working Independently (-2.65). Other variables affecting the
Independent entrepreneurship process in order were variables of Creativity and Innovation (-
2.09), Risk Taking (1.22), perseverance (1.085), Internal Control (1.04), and Learning spirit (-
0.2). Finally, based on these results, some suggestions were given on how the managers and
authorities of Mazandaran Province can improve the Independent entrepreneurship process by
attending to these six psychological variables.

1. Introduction

Entrepreneurship, creativity and risky trade are considered as the fuel of modern economy’s
engine. Entrepreneurs have always had an important role in development of societies. They
have been at the head of enterprises and seeking for opportunities and creativity is considered
as a tool of for their success. Entrepreneurs know the change as a common phenomenon,
always seek for it. Respond to it and use that as an opportunity (Dunphy, 1994, 1).
Entrepreneurs are the pioneers of commercial advances in the society. They have main portion
in the economic growth in the viewpoint of leadership, management, innovation, efficiency,
creating occupation, competition, productivity and constitution of new corporations. To a belief,
it is necessary that a revolution of entrepreneurship happen in modern society. This revolution is
more important than industrial revolution in the present century (Kuratko & Hodgetts, 1989, 76).
Entrepreneurs undertake an important role in the movement of economic development of cycles
and are considered as the source of the great evolution in the industrial, productive and serving
field on the ground of organization (Duane, 2000, 236).

Three important reasons for considering entrepreneurship subject are wealth creation,
technology development and productive occupation. One of the most important advantages of
operating the entrepreneurial firms is creating productive occupation. Because according to a
principle of management science if anybody is directly appointed to productive occupation, he
would create occupation for at least three other persons indirectly. Creating productive
occupation needs recognition, creation and utilization of entrepreneurial opportunities and
existing occupation in the society and it is one of the major reasons for considering
entrepreneurship. Entrepreneurship is the process of producing preoccupation and making
profit from the valuable combination of sources. The word entrepreneur denotes a person who
undertakes to organize, run and accept the risks of an economic activity (Kuratko and Hadgetts,
2001, 163). Entrepreneurship turns into an important profession that we need to understand its
role in the development of human capacity (Shan and et al, 2003). Entrepreneurship is the
result of encounter of entrepreneur's personal characteristics with the environment where they
grow in (Postigo, 2002).

So far several studies have been done about establishing of entrepreneurial corporations
(Reynolds & Miller & Maki, 1993, 473), effective factors on the success and failure of
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entrepreneurship process (Trulsson, 1997, 113), (Buame, 1996, 219), (Mead & Leitdolm, 1998),
(King & McGrath, 1999, 179), (Frese, 2000, 237), inheritance of entrepreneurship (Levie, 1999),
personal characteristics of entrepreneurs (Wagner & Sternberg, 2004), demographical
characteristics (consist of: age, gender, marital status, social status, studies, experience, race)
and psychological characteristics (consist of: success, risk-taking, self confidence, being
functional, independence in work, internal control) and entrepreneurship process (Kiggundo,
2002). But the effect of psychological characteristics on the entrepreneurship needs more work
and study about process.

According to this, the goal of this research is specifying the role of six variables of psychological
specifications including volition and perseverance, creativity and innovation, risk taking,
independence in work, internal control and the spirit of learning on independent
entrepreneurship process in Mazandaran province.

2. Background and Hypotheses

Entrepreneurship is the motive engine of economic development and advance creating and
reforming society (Gurol & Astan, 2006). Entrepreneurs are persons, groups or people who
establish and run new enterprise so that they can create preoccupation for at least more than
one person (Kirkwood, 2007). An entrepreneur regards the need for success seeking and with
the purpose of improving his/her function (growth, profit, etc) proceeds establishing and running
an enterprise in challenging condition (Hansemark, 1998; McClelland, 1965, 1987; Utsch and
Rauch, 2000; Murray, 1938: 96). It is unique characteristic that prods entrepreneur toward
success (Atkinson and Raynor, 1974: 147; Grote and James, 1991; McClelland, 1965: 79).
Entrepreneurship is related to the ideas of new enterprise that may cause some changes in
nature of market. Entrepreneurship consists of seeking opportunities and the ability to recognize
the existing gaps in the market. Pivotal entrepreneurship approach is approach that has
emphasized on the innovation of market and product and risky projects, and with tending to be
a pioneer in innovation, pursuit to be better than the other competitors (Miller, 1983). Innovation
as a component of entrepreneurship is considered as an inevitable necessity in all
organizations. Thus, in order for success in their function and achieving advantages of constant
competition through innovation; organizations must be in the pursuit discovering opportunities
(Tajeddini, 2006). Entrepreneurship is a motive power whose role is finding unused
opportunities in the market and pursuits to create a new balance in the market (Elenurm et al,
2007). Entrepreneurship is a process that entrepreneur runs big or small economic activity by
his capital (Drucker, 1985). Risk-taking is one of the entrepreneurial characteristic that is
emphasized so much (Cunningham and Lischeron, 1991; Ho and Koh, 1992; Morris and Trotter,
1990). A risk-taker is the person who tends so much to work in the conditions of making
decision with uncertainty (Ho & Koh, 1992). From the viewpoint of entrepreneurship,
entrepreneurs always seek risk (Agarwal & Prasad, 1998). And entrepreneurs are the one who
tend to use their sources at the opportunities that the possibility of failure is great in them.
McClelland believes that Entrepreneurs are recognized with the characteristics of having self-
confidence, the ability for accepting calculated risk, need for studying the environment, and
tendency for having reaction of their functions (McClelland, 1965). Entrepreneur's personal
success seeking can impress his understanding of risk and the quality of managing it (Kliem
and Ludin, 2000, 28). In one of the most important division, entrepreneurship is known as
having three types: individual or independent entrepreneurship, internal-organizational
entrepreneurship, and organizational entrepreneurship. In the independent entrepreneurship
(GEM, 2008), a new corporation and organization (enterprise) is established so that a new
merchandise and service be supplied to the society. In the internal-organizational
entrepreneurship, a kind of innovation inside the existing organizations and corporations is
formed so that a new merchandise and service be supplied to the society. In the organizational
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entrepreneurship, the managing conditions in the organizations are studied and the managing
pathology is done so that the necessary conditions in order to innovation and organizational
growth are prepared (Cornwall & Perlman, 1990). So far several studies have been done about
the process of entrepreneurship, establishment of entrepreneurial corporations and their
function in various enterprises like productive enterprise, advanced technologies, and small
enterprises (Banks, 1991; Reynolds, Miller, and Maki 1993, 347; Aydalot, 1986) and effective
factors on success and failure of the process of entrepreneurship (Buame, 1996; Trulsson,
1997; Mead & Leitdolm, 1998; King & McGrath, 1999; Frese, 2000). Even though most have
thought that entrepreneurship has been unique individual characteristics and emphasized on its
more inheritance (Levie, 1999). But all of these factors can be divided into one of three general
groups: entrepreneurs' biographical characteristics, entrepreneurial corporation and external
environment (Kiggundo, 2002). Lerners & Haber (2000) have divided effective factors on the
process of entrepreneurship and success of entrepreneurial corporations into four groups:
entrepreneurs' personal and psychological characteristics, government's financial and advisory
supports, environmental attractions of the place of corporation's activity and the variety of
services. Wagner and Sternberg (2004) have divided, effective factors on the process of
entrepreneurship and establishment of new corporations into three groups: macro and micro
factors and entrepreneurs' personal characteristics. They have concluded that each of them and
the secondary variants related to them have had various effectiveness on the process of
entrepreneurship at the regional, national and international levels (Wagner & Sternberg, 2004).
The factor of entrepreneur's personal characteristics is effective on the success or failure of the
process of entrepreneurship can be divided into four subgroups including demographical
characteristics [with the variants of: age (+), gender (+), marital status (+), social status (+),
studies (+), experience (-) and race (+/-)], psychological characteristics [with the variants of:
success seeking (+), risk-taking (+), self-confidence (+), being pragmatist (+), independence (+),
internal control (+)], the characteristics of job behavior [with the variants of: diligence (+), being
energetic (+), having perseverance (+), being leader (+), acting strategically (+)], and essential
merits (with the variants of: technical (+), artistic (+), political (+) and social skills (+), human
relationships (+), intelligence and trade talent (+), creativity and innovation (+), the seven
managerial duties (POSDCORB) (+)]. In terms of two limitations of time and place, each of
these variants has positive (+), negative (-) and positive/negative (+/-) effects on the success or
failure of the process of entrepreneurship (Kiggundo, 2002). Entrepreneurship depends on the
suitability of entrepreneurs' psychological characteristics including self-knowledge, opportunism,
independences in work, having human resources and social skills through evaluating and
exploiting opportunities and acquiring success in the market (Markman and Baron, 2003). There
is a meaningful relationship between personal characteristics (consists of studies level, age and
marital status) and the process of entrepreneurship (Nazem and Abasi, 2005, 92). In evaluating
the entrepreneurial psychological characteristics of the university of Mazandaran students, Zali
has concluded that none of these under study groups have these characteristics (Zali, 2006,
112). The most important causes for educating entrepreneurial spirit are educational courses for
creativity and innovation (Postigu, 2002). Entrepreneurial spirit will develop by education.
Education is the most necessary needs for people to know their potential talent in
entrepreneurship (Kaushik et al, 2006). Entrepreneurship has not have any meaningful relation
to record of service, age and organizational position (Jahangiri and Kalantari, 2008, 125), while
there is positive and meaningful relation between spirit of entrepreneurship and biographical
characteristics (Azizi, 2007, 87). Based on the review of the above thematic literature, the
following hypothesis will be investigated and tested in the present research:
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Hypotheses:

Entrepreneurs' psychological characteristics (consist of volition and perseverance, creativity and
innovation, risk-taking, independence in work, internal control), and the spirit of learning have a
meaningful effect on the process of independence entrepreneurship throughout Mazandaran
Province.

3. Methodology
3.1. Sample

Present research's statistical society of 1511 person is composed of the people who establish at
least one corporation throughout Mazandaran province so that they can be considered as an
individual and independence entrepreneur (GEM, 2008). These people in spite of their different
profession are considered equal considering that they are active in operating and continuing
their own enterprise, and among them 291 persons are selected as a statistical sample
casually. In the mentioned sample, 94% of them have been men, 72% of them were under 40
years old, 81% have a record of service more than 15 years, and 69% of them are educated
under the degree of bachelor.

3.2. Data and Measurement Scale

The sextet variants of entrepreneurial psychological characteristics that are effective on the
research's process of independence entrepreneurship including volition and perseverance,
creativity and innovation (Hurley and Hult, 1998), risk-taking, independence in work, internal
control and the spirit of learning by a questionnaire with standard components containing 22
gquestions measured on the scale of Likert with span (1-5) and by using the tests of Path
Analysis Regression with (kmo= 0.84), (x’=708), (df= 231), (sig= 0.000) and explanation of
variances 62 percent. They have been decreased into six factors. In the first verbal reference, a
planned questionnaire is offered the members of statistical sample and essential explanation is
given to them, then in the second verbal reference some action are taken to collect them.

3.3. Validity

In order to validate the questionnaire of research, the research's thematic literature has been
used through the procedure of extracting the components of measuring variants and the
specialist ideas and a primary sample has been profited from. So, a planned questionnaire is
offered 11 professors and expert in the form of a pretest (Hult & Ferrel, 1997), (Bazargan et al,
1998, 166-171), (Sarookhani, 2003, 139). Then after taking reformed opinions and modifying
some cases of them. It was again offered 31 persons of the members of statistical society as a
primary sample and also according to this group's reforming opinions we are made certain that
the questions are related to each other regarding the under study statistical society. Meanwhile
the index GFI=0.98 in one of the criterions of validity measurement (Hair et al, 1998, 49) that is
obtained in this research more through 0.9.

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |21



zmﬂp%%a ’
University of Essex i . (S
g YL S0
Tamkeen
3.4. Reliability

In order to determine the reliability of measuring tool there are different ways that one of them is
the measurement of its internal harmony (Conca and et al, 2004). The internal harmony of
measuring tool can be measured by the coefficient of cronbach alpha (Cronbach, 1951). This is
a way that is applied in most research (Peterson, 1994). Although the least acceptable quantity
for this coefficient must be 0.7 but 0.6 and even 0.55 are acceptable too (Van de ven and Ferry,
1997) (Nunnally, 1978). In this research the reliability of measuring tool was 0.84.

4. Findings

Hereunder the result of Binomial, Friedman, Correlation, and also Path Analysis Regression
tests that related to the sextet hypotheses of research will be stated and explained. Considering
that the hypotheses of research have directions, the least acceptable observed proportion for
accepting zero hypotheses 0.7 is taken in the binomial tests, although the quantities 0.6 and
even 0.55 are also acceptable for this case (Nunnally, 1978: 62), and (Van de ven & Ferry,
1979: 38). So in binomial tests of subsequent tables, the observed probabilities of more than 0.7
shows that zero hypothesis (Ho) are confirmed. If the observed probability is less than 0.7, the
gquantity of meaningfulness level more than 0.05 will show that zero hypothesis is confirmed.

4-1- The sextet hypotheses test of psychological fa  ctors that are effective on the process
of independence entrepreneurship

Table 1: The result of Binomial tests of the sextet hypotheses

Sig
Variables Hypotheses Category N Obsgrved JriSt (1- R-Liitl t
P P- | tailed)
Volition & <3 12 0.04
Perseverance >3 279 0.96 0.7 0.000 H
H o—
Creativity & Ineffectiveness <3 27 0.1
Innovation >3 264 0.9 0.7 0.000 H
H1:
_ _ Effectiveness <3 96 0.3
R|Sk'Tak|ng entrepreneuria' >3 195 0.7 0.7 0.000 H]_
psychological
characteristics
Independence on the f g 22647 8; 0.7 0.000 H,
independent '
| I entrepreneurship 3 25 0.26
nterna < .
process
Control throughout >3 216 0.74 0.7 0.000 H
Mazandaran
rovince
Learning Spirit P N 2 122 8'22 0.7 0.000 H,

It is observed that throughout Mazandaran every six under discussion psychological variants
has had a meaningful effect on the process of independent entrepreneurship. Meanwhile on the
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basis of Friedman test the importance grade of six variants of volition and perseverance,
creativity and innovation, risk-taking, independence in work, internal control and the spirit of
entrepreneurship is obtained respectively 4.91, 3.84, 2.59, 3.97, 2.55, and 3.14.

4.2. Correlation

Table 2: Correlation, variables reliability

Iy I, I3 la I5 lg Mean | deviation | Alpha
Volition & 1
Perseverance = |, 4.31 0.54 0.83
Sig 0.000
Creativity & 06 1
Innovation =1, ) 4.00 0.62 0.83
Sig 0.000 | 0.000
Risk-Taking =1 3 0.48 0.4 1 353 0.77 0.83
Sig 0.000 | 0.000 | 0.000

Independence =1, | 0.42 0.41 0.33 1 3.99 0.69 083

sig 0.000 | 0.000 | 0.000 | 0.000

Internal Control =
! 0.21 0.2 0.22 0.16 1 353 0.66 0.84

sig 0.000 | 0.001 | 0.000 | 0.006 | 0.000

Learning Spirit =
s 0.18 | 0.020 | 0.15 0.05 | 0.017 1 363 0.97 0.85

sig 0.2 0.713 | 0.01 | 0.354 | 0.777 | 0.000

4.3. The Path Analysis Regression Model, Explaining the role of psychological factors
effective on the process of independence entreprene  urship

Regarding the meaning model of research, the Path Analysis Regression model of six variants
that explains the role of psychological factors effective on the process of independent
entrepreneurship will be presented on the basis of the output of Lisrel software in this part. It is
mentionable that among different and numerous indices of determining the comeliness of a
model of structural equations (Hooman, 2002), indices of RMSEA, GFI and NFI are the best
and most famous of them and can determine the comeliness of a model of structural equation
sufficiently. RMSEA<0.1 shows that this model suits the data of real world acceptably
(Joreskong and Sorbom, 1989). In this research RMSEA=0.041, GFI=0.98, AGFI=0.96,
NFI=0.97 and NNFI=0.94 have been, so the model of research has had the necessary
comeliness and its generality is confirmed because RMSEA has been less than 10%, and GFI
and NFI more than 90%. The sextet observed variants can justify and explain 96% under study
main unobserved variant namely the process of independent entrepreneurship directly and
indirectly.
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Diagram no.1: The structural equation model of relation between the sextets observed variants and
unobserved variants
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In the triple diagrams no. 1 the relations between model of structural equation and the sextet
observed variants and unobserved variant of the process of independent entrepreneurship are
shown. In the structural equations the variants have two types of direct and indirect explaining
relations. As it is observed in the T Value diagram in both sections of direct and indirect
relations, all relations are confirmed because according to the output of Lisrel none of the
coefficients related to them has not become less than digit 2, and so has not been red. In two
other diagrams standard regression coefficients and the direct and indirect assessable
coefficient of structural equation model are represented too, and in the table no. 3 relevant data
and analyses are also shown.

In the following table direct, indirect and total effects resulted from interactive relations between
the sextet variants, the mathematical equation represented in the next pages and also obtained
mean through field studies (4.31, 4, 3.53, 3.99, 3.53, 3.63) that have been came in the table no.
2 are used.

Table 3: Data & analyses of the structural equation model

unobserved variants

Independence Entrepreneurship process = E

Direct
Effect

Standardized

The model is confirmed

observedvarias | pYOOnE | Srestuy & | Rk | paopencence | 01 | Learno
Symbol I4 Iy I Iy lg le
Standard Coefficient 0.82 0.72 0.59 0.54 0.28 0.16
RMSEA=0.04 GFI=0.98 AGFI=0.96 NFI=0.97 NNFI=0.94

|

T 14.49 12.47 9.9 8.95 4.37 25
accept/reject accept accept accept accept accept | accept
coefficient 0.89 0.9 0.91 0.75 0.37 0.31
Ranking Third Second First Fourth Fifth Sixth
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T 5.67 8.44 10.42 10.8 11.8 11.96
Indirect  |accept/reject accept accept accept accept accept | accept
Effect coefficient 0.195 -2.99 0.31 3.4 0.67 -0.51
Ranking Sixth Second Fifth First Third Fourth
Total coefficient 1.085 -2.09 1.22 -2.65 1.04 -0.2
Effect Type of + . + . + -
(Direct & effect
Indirect) . . . . .
Ranking Fourth Second Third First Fifth Sixth

As it is observed in the above table all direct and indirect relations between observed variants
are confirmed throughout Mazandaran province by the process of independent
entrepreneurship, so it is necessary that all direct and indirect relations come in equation in
extracting structural equation. The general structural equation models of transaction relation
between variants (direct and indirect effect) consist of:

The general effects on the structural equation model= (direct effect) + (indirect effect)

Regarding the diagram no. 1, the structural equation model which explains the role of
psychological factors on the process of independent entrepreneurship in terms of standard
coefficient (just direct relation) consists of:

[=(0.8211+0.7212+0.59 13 +0.54 14 + 0.28 |15 + 0.16 16)

And the structural equation model which explains the role of psychological factors on the
process of independent entrepreneurship in terms of nonstandard coefficient consists of:

Direct effects of six variants: 1=(0.8911+0.9012+0.9113+0.7514 + 0.37 15+ 0.31 16)
Indirect effects of Volition & Perseverance: [,=(0.201; x 0.90 Iy) + (-0.01 1; x 0.91 I3) + (-0.09 I,
x 0.7514) + (-0.06 1; x 0.37 I5) + (0.21 I; x 0.31 lg)

Indirect effects of Creativity & Innovation: l[,=(0.101,x0.89 ;) + (-0.10 I; x 0.91 I3) + (-0.15 I,
x0.7514) +(0.00 I, x 0.37 Is) + (-0.32 1, x 0.31 I5)

Indirect effects of Risk-taking: 3= (-0.01 I3 x 0.89 1;) + (-0.10 I3 x 0.90 I5) + (0.03 I3 x 0.75 1) +
(0.2413x 0.37 Is) + (0.19 13 x 0.31 lg)

Indirect effects of independence in work: l,=(-0.091,%0.89 1) + (-0.15 1, x 0.90 I,) + (0.03 I, x
0.9113) + (0.02 1, x 0.37 Is) + (-0.08 14 x 0.31 Ig)

Indirect effects of internal control: Is = (-0.06 Is x 0.89 1;) + (0.00 Is x 0.90 I,) + (0.14 15 x 0.91 I3)
+(0.02 15 x 0.75 1) + (-0.08 15 x 0.31 lg)

Indirect effects of the spirit of learning: Il = (0.21 Ig x 0.89 I;) + (-0.32 Is X 0.90 I,) + (0.19 Ig x
0.9113) + (-0.10 I x 0.75 5) + (-0.08 Ig x 0.37 Is)

According to the above equations, every change and improvement in the process of independent
entrepreneurship through considering entrepreneur's psychological characteristics can be studied
and explained regarding the above mathematical relations.

5. Discussion, Conclusion and Suggestions

Restrictions related to the distance of time and place in all researches of human and social
science generally, and management and entrepreneurship fields specifically have caused that
research findings have considerable differences in spite of the existing similarities in the
variances and utilized method. According to this, it is necessary that at first naturalizations
related to the result of studies be done regarding utilized time and place conditions, so that the
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application of the said results be authentic and true. As it is shown in the history of research
entrepreneurs have different psychological characteristics like success seeking (Hansemark,
1998; McClelland, 1961, 1987; Utsch and Rauch, 2000; Murray, 1938), creativity and innovation
(Tajeddini, 2006), risk-taking (Cunningham and Lischeron, 1991; Ho and Koh, 1992; Morris and
Trotter, 1990), (Agarwal & Prasad, 1998) self-confidence (McClelland, 1965), and etc that all of
them are unique characteristics (Atkinson and Raynor, 1974; Grote and James, 1991,
McClelland, 1961). It was supposed for so long that entrepreneurship has been a unique
individual characteristic (Levie, 1999) and some people emphasize on its more inheritance too.
It is so while an entrepreneur's personal and psychological characteristics (Kiggundo, 2002),
(Lerners & Haber, 2000), (Wagner & Sternberg, 2004) like success seeking, risk-taking, self-
confidence, being pragmatist, independence, and entrepreneur's focus of internal control has
been effective on the success and failure of the process of entrepreneurship (Kiggundo, 2002).
And it is depends on the suitability of entrepreneurs' psychological characteristics (Markman &
Baron, 2003). The results of the present research like the results mentioned above have shown
that psychological factors have a meaningful effect on the process of independent
entrepreneurship.

In the present research the role of psychological factors on the process of independent
entrepreneurship throughout Mazandaran province has been pursued the findings of this
research can be generalized about after provinces. In this research, it is shown that each of the
sextet variants has had acceptable and meaningful explaining effects on the process of
independent entrepreneurship in a manner and can justify and reflex 96% equivalent of change
totally. Among the six under study variants, independence in work has had the most
effectiveness on the process of independent entrepreneurship and in this respect the variants of
creativity and subsequent degrees of importance respectively.

On the basis of the present research's finding, it can be concluded that in order for improvement
in the process of independent entrepreneurship throughout under study statistical society from
the viewpoint of entrepreneurs' psychological characteristic we can take an action in the real
word through considering the sextet psychological variants that explain that from this viewpoint,
it is necessary that the most attention be paid on the variant of independence in work firstly and
in the subsequent degrees on the other variants in order of their importance. Certainly the
important mentionable point is that considering each of these psychological characteristics of
entrepreneurs in order for effectiveness on the improvement of the process of independent
entrepreneurship requires performing specific researches and projects by themselves that will
be postponed until future.

As it was mentioned before, three important reasons for considering the subject of
entrepreneurship are creation of wealth, development of technology and creation of productive
preoccupation. The existing changes and evolution in the modern world have put the
entrepreneurs in the front line of the factor technological and economic development. Most
developed and also some of developing countries' successful experience in managing
economic crises has been because of paying attention to the development of entrepreneurship
and innovative works and for this reason entrepreneurship and entrepreneurs are honored
specifically. Regarding the role and importance of entrepreneurship and entrepreneurs' brilliant
background in the development of many countries and the economic problems of the country
whether private or governmental part generically and throughout Mazandaran province
specifically, propagation and publication of the sense of entrepreneurship, and making bed the
culture that support entrepreneurship enjoy vital importance and necessity. The honorable
managers and authorities can study and pursue the psychological factors that are effective on
the process of independent entrepreneurship, development of entrepreneurship and creation of
productive preoccupation in the society by exploiting and using the results of this research.
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Regarding the materials mentioned in the text of essay, the following cases can be presented
as offers in order to the future researches that are related to the issue of this research:

v' Determining and explaining the quality of change in the entrepreneurs' sextet
psychological characteristics in order to effectiveness on the process of independent
entrepreneurship predicated on the findings of the research.

v' Determining and explaining the role of biographical, environmental, public, and
organizational characteristics that are effective on the process of independent entrepreneurship.

v Performing the meaning model of this research in order time and place and comparing
its results with the results of this research.
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7. Appendixes

Degrees of Freedom = 9

Minimum Fit Function Chi-Square = 13.43 (P = 0.14)
Normal Theory Weighted Least Squares Chi- Square = 13.44 (P = 0.14)
Estimated Non-centrality Parameter (NCP) = 4.44
90 Percent Confidence Interval for NCP = (0.0 : 18.43)

Minimum Fit Function Value = 0.046
Population Discrepancy Function Value (F0) = 0.01
90 Percent Confidence Interval for FO = (0.0 ; 0.064)
Root Mean Square Error of Approximation (RMSEA) = 0
90 Percent Confidence Interval for RMSEA = (0.0 ;. 0.084)
P-Value for Test of Close Fit (RMSEA = 0.05) = 0.58
Expected Cross-Validation Index (ECVI) = 0.
90 Percent Confidence Interval for ECVI = (0.11 ; 0.18)
ECVI for Saturated Model = 0.14
ECVI for Independence Model = 1.48
Chi-Square for Independence Model with 15 Degrees of Freedom = 417.79
Independence AIC = 429.79
Model AIC = 37.44
Saturated AIC = 42.00
Independence CAIC = 457 .83
Model CAIC = 93.52
Saturated CAIC = 140.14
Mormed Fit Index (NFI) = 0.97

Non-Normed Fit Index (NNFI} = 0.98
Parsimony Normed Fit Index (PNFI) = 0.58
Comparative Fit Index (CFI}) = 0.99
Incremental Fit Index (IFI) = 0.99

Relative Fit Index (RFI) = 0.95
Critical N (CN) = 468.81
Root Mean Square Residual (RMR) = 0.077
Standardized RMR = 0.032
Goodness of Fit Index (GFI) = 0.98
Adjusted Goodness of Fit Index (AGFI)
Parsimony Goodness of Fit Index (PGFI)

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |31



University of Essex

WTRPRg,
< Ve

0
dius?

N\

‘S0

Tamkeen

Reliability Coefficients

N of Cases = 291.0 N of Items = 22
Alpha = .8406
Test Statistics 2 Ranks
Mean Rank
N
) 291 11 491
Chi-Square 354.576 12 3.84
df 5 13 2.59
Asymp. Sig. .000 14 3.97
_— 15 255
- Friedman Test 16 314
Correlations Descriptive Statistics
11 12 13 14 15 16 —
11 Pearson Correl 1| 6004 4844 4204 2104 .183 Mean jtd. Deviatio] N
Sig. (2-tailed) .| .000| .000| .000| .000| .002 11 4.3084 54224 291
N 201 | 201| 291| 291| 291 291 12 4.0067 62341 291
12 Pearson Correl| .600* 1 405 .413%  .201% .022
) ) 13 3.5290 77491 291
Sig. (2-tailed) .000 . .000 .000 .001 713
N 291 291 291 291 291 291 14 3.9837 69177 291
I3 Pearson Correll .484% .405* 1| 32904 2234 .151* 15 3.5137 .66108 291
Sig. (2-tailed) .000 .000 . .000 .000 .010 16 3.6289 197099 291
N 291 291 291 291 291 291
14 Pearson Correl|l .429* 413 .329% 1 .159% .054
Sig. (2-tailed) 000| .000| .000 | .o06| .354 KMO and Bartlett's Test
N 291 291 291 291 291 291 - -
I5  Pearson Correll 2109 2019 2234 .159* 1] 017 Xiser-Meyer-Olkm Measure
Sig. (2-tailed) | .000| .001| .000| .006 g equacy. 838
N 291 291 291 291 291 291
I6  Pearson Correll 1834 .022| .151% .054| .017 1 Bartlett's Test Approx. Chi-Sj08.424
Sig. (2-tailed) | .002 | .713| .010| .354| .777 . Sphericity df 231
N 291 291 291 291 291 291 .
Sig. .000
**Correlation is significant at the 0.01 level (2-tailed).
Binomial Test
Observed Asymp. Sig.
Category N Prop. Test Prop. (1-tailed)
[ Group 1 <=3 12 .0 7 .0002:0
Group 2 >3 279 1.0
Total 291 1.0
12 Group 1 <=3 27 1 7 .0002P
Group 2 >3 264 .9
Total 291 1.0
13 Group 1 <=3 96 3 7 .0002P
Group 2 >3 195 7
Total 291 1.0
14 Group 1 <=3 24 1 7 .0002:0
Group 2 >3 267 .9
Total 291 1.0
15 Group 1 <=3 75 3 7 .0002P
Group 2 >3 216 N
Total 291 1.0
16 Group 1 <=3 105 4 7 .0002P
Group 2 >3 186 .6
Total 291 1.0

a.  Alternative hypothesis states that the proportion of cases in the first group < .7.

b. Based on Z Approximation.
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Objectives: The goal of this research is investigation and recognition of variables and
explanation of structural equation model of effective factors on effectiveness of
entrepreneurship didactic terms in Mazandaran Province of Iran.

Prior Practices: literature of entrepreneurship and effectiveness of didactic terms was reviewed
and a model was presented based on three variables (motives instigation, characteristics and
skills training).

Approach/Methods: The statistical population and sample were 2511 and 214elements, data
collection instruments were documents, interviews and specially questionnaire with reliability of
0.95 as non experimental survey research, the statistical tests were correlation and direct and
indirect relationships among variables, and also interactional regression in format of path
analysis with using SPSS and Lisrel software's.

Results/Insights: Based on direct relationship coefficients of Structural Equation Model,
motives instigation variable affected on Effectiveness of Entrepreneurship Didactic Terms more
than others.

Implications to Community/Industry: Based on result, implications for managers, and
directions for further research are presented to use in Entrepreneurship terms.

Value to the Theme: Entrepreneurship didactic terms are most important, in Social
Entrepreneurship.

Keywords: Effectiveness — Didactic Terms-Structural Equation Model
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1. Introduction

Entrepreneur, Entrepreneurship and the attributes related to it are increasingly considered to be
a viable platform for economic growth and prosperity in all societies and economic systems. The
concept of entrepreneurial behaviour has become better known, and there is a need to develop
entrepreneurial skills and abilities in order to deal with current challenges and the uncertain
future in any organizational setting (Henry et al., 2003). In the current economic climate jobs are
rarely “for life”, and traditional secure career paths have disappeared.

The essence of entrepreneurship is the ability to envision and chart a course for a new business
venture by combining information from the functional disciplines and from the external
environment in the context of the extraordinary uncertainty and ambiguity which faces a new
business venture. It manifests itself in creative strategies, innovative tactics, uncanny perception
of trends and market mood changes, courageous leadership when the way forward is not
obvious and so on.

As the extent of entrepreneurship increases, the need for education has never been greater and
the opportunities have never been so abundant (Henry et al., 2003). An indication of the current
interest is the growing number of courses and seminars offered by practitioners and
universities, as well as the variety of academic literature and articles that have appeared
(Kuratko, 2005). Organizational and societal changes have made educational institutions,
including universities; reconsider their role as promoters of entrepreneurship and
entrepreneurial ventures. This applies not only to new-venture management, business planning
and growth, but also to a broader notion of entrepreneurial behaviour (Gouws, 2002) in different
organizational settings. An increasing number of larger organizations in both private and public
sectors are calling for alertness, opportunity recognition, creative problem solving, initiative-
taking, handling uncertainty and many other related attributes. This offers a challenge to
universities, course planners and teachers: to create practitioners who are capable not only of
absorbing academic knowledge on entrepreneurship and management skills, but also of
pursuing more of an entrepreneurial approach during their careers (Jack and Anderson, 1999).
Despite the constantly increasing number of activities and courses in entrepreneurship
education and training, surprisingly few researchers have, until recently, analyzed the crucial
issue of whether or not entrepreneurship can be successfully taught, and if it can, how this is to
be done (Henry et al., 2005).

There is a widespread belief that entrepreneurship education offers an efficient and cost-
effective means of increasing the number and quality of entrepreneurs in the economy (Matlay,
2006). In addition, entrepreneurship education is seen to contribute to the development of other
important skills appreciated by future employers, such as problem-solving, innovation and team
skills (Heinonen, 2007). The importance of entrepreneurship education at different levels of the
education system is widely acknowledged (Bosma and Levie, 2010).

What are the factors have most affected on entrepreneurship education? It's the essential
question of this research and with regard to importance of entrepreneurship education; the goal
of this research is investigation and recognition of variables and explanation of structural
equation model of effective factors on effectiveness of entrepreneurship didactic terms in
Mazandaran Province of Iran.

2. Literature Review and Hypothesis

Entrepreneurial education must include skill-building courses in negotiation, leadership, new
product development, creative thinking and exposure to technological innovation (Vesper and
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McMullan, 1988). Other areas identified as important for entrepreneurial education include
awareness of entrepreneurial career options (Donckels, 1991); sources of venture capital
(Zeithaml and Rice,1987); idea protection (Vesper and McMullan, 1988); ambiguity tolerance
(Ronstadt, 1987); the characteristics that define the entrepreneurial personality (Scott and
Twomey,1998) and the challenges associated with each stage of venture development
(Plaschka and Welsch, 1990).

The prior research on entrepreneurship education has highlighted the role of entrepreneurship
education in affecting the students’ attitudes towards entrepreneurship, their motivation and
intentions in engaging in new ventures (Fayolle, 2005; Pittaway and Cope, 2007; Athayde,
2009). A widely used framework to analyze the impact of entrepreneurship education is “Theory
of planned behaviour”, which focuses on individual entrepreneurial intentions, i.e. intentions to
start-up an entrepreneurial venture (Krueger et al., 2000). Entrepreneurial intentions can only
partially explain the actual start-up decision, as there is usually a significant time lag between
initial intentions and actual behaviour. However, intentions have been widely used as a proxy
for entrepreneurial learning outcomes. Recent results show that an education in
entrepreneurship has a positive effect on the desirability and feasibility of starting a business
(Peterman and Kennedy, 2003). However, entrepreneurship education can also have goals
other than starting up a company. Previous research (Henry et al.,, 2005) suggests that
entrepreneurship education assessments need to be sensitive to these different goals set for
entrepreneurship courses and programs (Hytti and O’Gorman, 2004). Indeed, the actual effects
of entrepreneurship education are still not known, and there is a need for more rigorous
research investigating the impact of entrepreneurship education on entrepreneurial outcomes
(Matlay, 2008).

Considered purposes in entrepreneurship training specially designed in three areas including:
motives instigation, characteristics training and skills training. Therefore, the conceptual model
of this research as designed that can first, determining entrepreneurship didactic needs in
above three domains, and secondly, ranking them based on their priority.

2.1 Motives instigation

One of the training purposes and entrepreneurship development is motives instigation in people
who have entrepreneurship traits. Knowing this people from their ability and informing in this
field and motivation them is the most important entrepreneurship training utility. motives
instigation such as tends to obtaining wealth, gettable, independence, trends to making new
something, doesn't have accept available methods, not placing people in social base that
haven't its merit and like it cause to people placing in become entrepreneur path.

2.2 Characteristics training

There are characteristics that lead people to become entrepreneur are not inherited but they are
acquisitive. Training these characteristics is necessary to different people. Some people trains
in environments that their characteristics training automatically, therefore if this people
beginning a business, it will be often success, but most people have not this conditions and
aren’t in this environments, so characteristics training is necessary for them through didactic
terms or graduate course. These characteristics consist of items like creative thought training,
raising risk ability, raising ambiguity tolerance, self confidence, punctual, and giving didactic
information to individual characteristics from control centre.
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2.3 Skills training

These trainings divide into three terms: before, during and after enterprise establishment. In
terms, before establishment of enterprise the entrepreneur, learn how the business starts and
how perform teamwork and communication skills. During establishment of enterprise,
entrepreneur should acquiring necessary awareness and conversance in field of financial
issues, market recognition, management principles, insurance, economy, law affairs, and after
establishment of enterprise, entrepreneur requiring skills are: ability of development
management and company growth, finding new methods, competition and keeping location in
market and finding new market.

2.4 Hypothesis

All of the above dimensions performing for making motivation between people and training new
entrepreneurs. Informing, entrepreneur's guidance and encouragement towards acquiring
necessary skills and presenting essential trains for obtaining needed skills to entrepreneurs and
its necessary for success.

With regard to above three dimensions, the main research hypothesis presented:

H1: Motives instigation, characteristics training and skills training are instrument of
measurement and explanation the invisible variable, effectiveness of entrepreneurship didactic
terms in Mazandaran province of Iran.

3 Methodology

This study will involve a standard questionnaire-based survey of participants from Iranian
entrepreneurs, in order to examine empirically the effective factors on effectiveness of
entrepreneurship didactic terms. Samples were selected from entrepreneurs of Iran. A
gquestionnaire-based survey was conducted. Questionnaires were distributed among 214
entrepreneurs. That is, data collected from entrepreneurs and all data collection sequences for
the survey personnel and data for analyses are summarized in Table I.

Entrepreneurs were surveyed as responding. The majority of studies used the alpha level of
0.05. Entrepreneurs were surveyed because they played key roles.

A multiple-item method was used to construct the questionnaires. Each item was based on a
five point Liquored scale, from "very low" to "very high:' Liquored scales as generally used tend
to underestimate the extreme positions. Respondents are reluctant to express an extreme
position even if they have it. They tend to please the interviewer, appear helpful, or respond in a
way they perceive to be socially acceptable.

Research constructs were operationally on the basis of related studies. Most of the research
constructs have already been validated and used for other studies on entrepreneurs. Therefore,
the items of the questionnaire have been validated. The other testes of study are Cronbach a
for reliability, T-value test, structural equation modelling (SEM), and focuses on important
indexes of Lisrel software similar to Root Mean Square Error of Approximation (RMSEA),
Goodness of Fit Index (GFI) as appropriate indexes in statistical analyses.
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4 Data Analyze
4.1 Descriptive Data
Table | - Descriptive Data from Sample of Population
g,;,’é‘ Range | [20-30) | [30-40) | [40-50) 502 -| Total
>_
~ Number 158 40 4 2 } 214
Percent 77 20 2 1 100%
E % Range D_Under Diploma Associatel Bachelor MS & PhD Total
5 iploma
O
- &
% > Number 40 94 32 40 8 214
- Percent 19 43 15 19 6 100%
Py Male Female Total
N
Number 94 120 214
Percent 44 56 100%
2§
3>
s~ Range | [1-5) [5-10) | [10-15) | [15-20) [20-25) 252 Total
2
s}
Number 126 64 12 4 6 2 214
Percent 58 30 6 2 3 1 100%

According to descriptive data 77% entrepreneurs (respondents) have from 20 to 30 years old

and 56% are women.

4.2 Results of testes

The statistics for reliability tests are shown in table 2 as follows:

Table Il - reliability tests of Measures (by Cronbach a)

Reliability
Measure Number of Items (Cronbach )
Factors affecting on effectiveness 0.95

For other testes, Lisrel8.50 software is used. The advantage of this software is measuring the
direct and indirect effects on depend variable. Therefore, this software is better than other
statistical software's that only compute the direct effects on the dependent variable. In the
following figure output of tests are presented:

Chi-Sgquare=15.01,

df=4,

4. 51— FEATURE

6.25— %= INSTIGA

8.20—m=— SKILL

Figure |- T-Value test

P-value=0.32011,

15.52

12.77

0.00
| g ——14.41

RMSEA=0.012

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |37




<NTRPARg
¢ wﬂg | :”
University of Essex e e % NS

‘S0

Tamkeen

The T-Value showed there is direct relation between 3 effective factors and effectiveness of

didactic terms. The goodness of fit index (GFI) was 0.98(GFI=0.98>0.90), then the validity of

models has confirmed. The Root Mean Square Error of Approximation (RMSEA) =0.012<0.05,
then the model have the best-fitting with data of real world.

.16—#- FEATURE \

9
.00
@ ne
Q.68
0.00 .1s—=| INSTIGA [~

n.00 /
\.45—— SKILL

Chi-Square=15.01, df=4, P-value=0.32011, RMSEA=0.012

Figure Il - Standard estimates test of path diagram

.20-#=  FEATURE \

9
.00
@ e
0.85
0.00 gh.26— INSTIGA =+

0.00 /
\‘.AU—I— SKILL

Chi-Square=15.01, df=4, P-value=0.32011, RMSEA=0.012

Figure Ill — None standard estimates test of path diagram

4.3 Structural Equation

The effective factors on effectiveness of didactic terms shown in below table:

Table Il
Heading in equation  Heading in Independent variable
diagram
X1 Feature motives instigation
X2 Instiga Characteristics training
X3 Skill skills training

Considering the indirect effects of 3 factors on effectiveness of entrepreneurship didactic terms
and compute of that is the highlight innovation of this study. That is, effectiveness as a
dependent variable has characteristics of latent variable. Therefore, structural equation of
effectiveness is equal to direct and indirect effects of 3 factors (effectiveness = direct effects +
indirect effects). The equation of direct and indirect effects will be shown as follows:
Effectiveness = direct effects + indirect effects
The structural equation model, according to estimate coefficients with regard to direct
relation of diagram is:

ET = (0.79 x; +0.68 x, + 0.81X3).
The structural equation model, according to standard coefficients with regard to direct relation of
diagram is:

ET = (0.89 x; +0.85 X, + 0.77 X3).
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5 Conclusion

Developing new learning experiments and experimenting with different methods is at the core of
entrepreneurship education. The purpose of this research was determining and specifying
structural equation model of effective factors on didactic terms effectiveness in
entrepreneurship. This study fills a gap in entrepreneurship education research by analyzing a
sample of education institutions in Iran through information about entrepreneurship didactic
terms. The results of the study indicate that variable of motives instigation affected on
Effectiveness of Entrepreneurship Didactic Terms more than others, based on direct
relationship coefficients of Structural Equation Model.

The development of new innovative course designs and pedagogical methods in
entrepreneurship education has been blooming. However, there has been a lack of
development in the field of innovative assessment practices as well as course and term
evaluation practices that are contextualised in the course content and design. The courses are
always run in a context of a certain culture and environment. The national, regional or even
school-specific culture may have an impact on the effectiveness of entrepreneurship education
and the participants’ motivation to study entrepreneurship. It has also been advocated that we
need to know more about what entrepreneurship or enterprise education actually “is” when
implemented in practice and that we need to view entrepreneurship education systematically by
identifying contextual factors, inputs into the system, educational processes.
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Objectives: Entrepreneurship development amongst the underprivileged women is a long
process which starts with their capacity building and developing their aspiration levels. The main
difference between government sponsored entrepreneurship development programmes and
microfinance programmes is that unlike the former, microfinance programmes create social
capital which is helpful in awareness building and capacity building. The objective of this paper
is to establish the relationship between ‘social capital’ created through microfinance
programmes and the development of micro entrepreneurship among the underprivileged
women in India.

Prior Practices: Government programmes generally promote entrepreneurship by providing
subsidized capital with minimal business training, which is not found to be effective.
Microfinance programmes by building social capital are more effective in promoting
entrepreneurship than the programmes concentrating mainly on provision of credit.

Approach/Methods: The study uses the primary data analysis of nearly 700 microfinance
clients to find the actual impact of social capital on the development of their entrepreneurial
abilities.

Results/Insights: The paper concludes that microfinance programmes though successful in
creating social capital and building aspiration awareness level and confidence level of their
clients need to move ahead to provide other non financial support to their clients.

Implications to Community/Industry: The paper suggests that it is possible to find synergies
in microfinance programmes and the government sponsored entrepreneurship development
programmes and to use social capital more effectively for promoting entrepreneurship.

Value to the Theme: The paper brings out the importance of building social capital to
encourage entrepreneurship among underprivileged women.

Keywords: micro entrepreneurship, micro finance, social capital, capacity building
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Promotion of micro entrepreneurship among underprivileged women is considered as a very
powerful tool to combat poverty and empower them economically. Entrepreneurship
development amongst the underprivileged women is a long process which usually goes through
various stages such as targeting and tapping potential entrepreneurs, developing their
confidence, capacities and aspiration levels to take up entrepreneurial challenges, providing
access to financial as well as non financial resources such as credit, business skills, marketing,
brand building, etc and finally linking the micro enterprises to market for growth and expansion.
Before emergence of microfinance the main emphasis of government policies was on provision
of subsidized capital with minimal business training. Most of the efforts were found to be
ineffective as either the funds were mis-utilised or the programmes were not supported by other
non financial services like business training, networking, confidence building, awareness
building, etc. The main difference between government sponsored entrepreneurship
development programmes and microfinance programmes is that unlike the former, microfinance
programmes create social capital which is helpful in awareness building and capacity building.
This study is based on the premises that these non financial services play a very crucial role in
development of entrepreneurial abilities among the underprivileged women. Microfinance
programmes which focus on providing these non financial services through building social
capital along with access to finance can have a desirable effect in promoting entrepreneurship
among the underprivileged women.

Objectives of the Study:

The main objective of this paper is to establish the relationship between ‘social capital’ created
through microfinance programmes and the development of entrepreneurial abilities among the
underprivileged women in India.

Microfinance and Development of Micro-entrepreneurs hip:

Entrepreneurship development amongst underpriviieged women requires development of
different skills. The various types of entrepreneurial skills can be categorised in following
manner:

a. Personal entrepreneurial skills: which include self awareness, confidence building,
responsibility taking, emotional stress coping and creative thinking;

b. Entrepreneurial skills: which include identifying opportunities, scanning business
opportunities, convincing abilities, marshalling resources etc.;

c. Technical abilities: which include understanding of domain knowledge, operational skills,
managing the operations such as buying and selling, procuring, manufacturing etc.; and

d. Managerial abilities: which include planning, organizing, supervising, managing finances,
legalities and administration etc.

One of the major hurdles in developing these skill sets in women belonging to weaker section of
society is lack of motivation, aspirations and self confidence to improve one’s conditions. As
most of the microfinance clients come from the class where they are continuously denied equal
opportunities and access to basic resources and at the same time they are discouraged to think
and take decisions independently due to socio-economic as well as cultural constraints, the
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development of self confidence and self reliance is a major milestone in the path of
entrepreneurial development. Social capital created through network and team building in
microfinance programmes can play a vital role in building these skill sets for women. Firstly,
team building and networking facilitated by collective action helps in removing the inhibitions
relating to exploring new ideas, coming forward and seeking information which mainly come
from low self esteem and low awareness level. Secondly, it brings together people with
entrepreneurship skills at various stages of development and allows free communication and
exchange of ideas which helps learning and seeking reinforcement from each other.

dIW®

The relationship between microfinance, creation of social capital and development of
entrepreneurial abilities needs to be analysed critically. Main focus of most of the microfinance
programmes is on empowerment of women belonging to underprivileged society. The central
concept of the empowerment of women is to address the issues related to their subordination,
inequality and inequity. It focuses on the shift from the position of powerlessness towards
strategic and active participation in social, economic and political spheres. Rowlands (1997)
stated that it is a process whereby women become able to organize themselves to increase their
own self reliance, to assert their independent rights to make choices and to control resources
which will assist in challenging and eliminating their own subordination. Mayoux (2001)
explained that micro finance programme is assumed to bring out virtuous spirals by assisting
poor women in giving access to credit. It is assumed that women'’s access to credit and savings
will help them to start small economic activities, enhance family incomes and take a bigger role
in decision making which further will help them to optimize their own and family level welfare.
Along with this group formation leads to wider social and political movements and helps women
to improve their status at home as well as in community. The underlying assumption is that
group based micro finance provides significant benefits to women not only in terms of reducing
poverty level but also brings out empowerment through a series of interlinked and mutually
reinforcing virtuous spirals.

The relationship between microfinance and social capital is vital for promotion of micro
entrepreneurship. The broad meaning of social capital is facilitating collective action for mutual
benefit. Social capital resides in relation between individuals and its impact can be seen on
individual level as well as on community or group level. It refers to quality of human relationship
existing within some well defined social groups which has impact on achieving mutual benefits.
Coleman (1988) defines social capital as an asset embedded in relationships that facilitates
instrumental action among people and the sharing of knowledge and resources from one person
to another. Putnam (1993) describes social capital as those features of social organization
such as trust, norms and networks that can improve efficiency of society by facilitating
coordinated action. World Bank also defines social capital as the norms and network that
enables collective action and shapes quality and quantity of society’s social interactions. It
considers social capital as one of the vital resource to bring out the desirable outcomes for any
development programme. Bourdieu (1985) elaborates different forms of social capital such as
bonding social capital which connects individual to groups and networks, bridging social capital
which ties relationships between different socio- economic and ethnic class and linking social
capital which ties poor people with the other members of positions such as organization,
development officers, etc. Social capital in any society can be seen in different dimensions such
as groups and networks existing in the society which promote and protect relationships and
improve welfare, trust and solidarity which foster greater cohesion and willingness to take
initiative in social context based on the assumption that others will respond as expected,
collective action and cooperation which foster the abilities of people to work together towards
resolving community/ social issues, social cohesion and inclusion which mitigates the risk of
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conflict and promotes equitable access to benefits of development by enhancing participation of
the marginalized and lastly information and communication which provide improved access to
information via network.
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More than any other development programme the link between microfinance and social capital
is stronger and clear. Social capital cultivated through peer group development replaces
conventional collateral requirements and improves credit worthiness of millions of clients
especially women. Along with that it also contributes other benefits such as greater sense of
community, trust, reliance on each other in times of crisis, sharing of information, skill up-
gradation, better decision making and bargaining power within family and in community and
creation of support system (CIDA:1999). Microfinance programme by nature and by objectives
depends on creating virtuous spiral the base of which is creation and utilization of social capital
(Mayoux: 2001). Access to savings and credit contributes to economic empowerment of
women through productive use of credit. It leads to better control over resources by women and
better wellbeing of themselves as well as their families. It further enables them to renegotiate
and bring out changes in gender relations in their families as well as in local or community level
which leads to social and political empowerment. At all these levels social capital in terms of
networking, higher access to information and skill up-gradation and collective action to tackle
gender and social issues enhances their abilities to bring out desirable change.

Ismawan (2002) explained the relationship between economic intermediation through micro
finance programme on existing social capital. He stated that microfinance helps building social
capital to enhance degree of information sharing, democratic participation, collective decision
making and sustainable development. Ronchi (2004) stated that social capital and micro
finance reinforce each other. Any sustainable development requires combination of natural
capital, physical capital and human capital. Micro finance programmes make use of existing
social capital in the society and link that to physical capital to foster economic growth. The
higher the social capital, higher the cost of defecting and missing of mutual benefits which
enhances repayment performance. Similarly higher the social capital, higher the trust builds
amongst members and higher will be the impact of microfinance programmes on other aspects
besides access to credit. Ronchi studied the role of social capital in implementation of
microfinance programmes in Ecuador and concluded that it has helped in bringing wider political
participation, stronger interventions in decision making process and more bargaining position for
poor women. Oksan (2008) throws light on how microfinance programme can contribute to the
political awareness and social activism of its clients through the process of development of self
efficacy and social capital.

Number of studies focused on role of social capital in encouraging and sustaining micro
entrepreneurship. Morris, Woodworth and Hiatt (2006) made a comparative analysis of financial
performance of individual lending and cooperative micro lending to self employed entrepreneurs
in Bulgaria and Philippines. They concluded that cooperative micro lending leads to higher
survival rates and better performance of self employed entrepreneurs due to higher level of
social capital created by organizations. The social capital created through social ties and
network help self employed women entrepreneurs in having flexibility in interest payment and
repayment schedule, training and skill up gradation, networking with suppliers and customers as
well as sharing responsibilities such as child care, etc. Woodworth (2008) has shown a strong
connectivity in success of micro entrepreneurship and development of social capital. In fact he
gives more importance to access to social capital than to financial capital as it is this intangible
asset which helps micro entrepreneurs in various ways such as leveraging relationships in
building customers and suppliers, expanding businesses, reducing stress in times of economic
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crisis and building commitments towards your enterprises. Gomez and Santor (2001) study the
effect of social capital on the performance of small entrepreneurs in terms of net earnings by
making comparison between performances of entrepreneurs taking loan from group based
lending activity by micro finance institution and individual lending programmes. The positive
relationship between social capital and better economic performance of the entrepreneurs
comes through better ‘instrumental support’ such as provision of start-up capital, non-interest
bearing loans, cheap or free labour, etc; ‘productive information’ such as transfer of business
knowledge, valuable referrals, etc, and ‘psychological aid’ in handling personal problems and
helping in times of emotional stress. The authors concluded that social capital contributes to
better economic performance and individual entrepreneurs with no or little financial collateral
may benefit more from increased level of social capital. Barboza and Barreto (2006)
differentiated between peer learning by association or mentoring and peer monitoring and state
that it is mainly peer learning by association between low and high performers between same
groups and across the groups which helps efficient use of financial resources helpful for better
repayment performance. Singh (1999) tried to bring out relationship between social capital
through community network and empowerment. The social capital or self empowering
collaborative means which he calls as ‘economy of affection’ is found to have a significant
impact on empowerment where other resources such as capital investment, technology, and
infrastructure are scarce. Through his empirical study of destitute women in KwaZulu- Natal the
author concluded that women collaborate with each other in number of ways such as learning
and teaching new skills for survival, marketing and networking which have an empowering
effect.

dIW®

The link between microfinance programmes and promotion of micro entrepreneurship is clear
and examined by many researchers. Ghate, Ballon and Manalo (1996) make a case for
development of micro entrepreneurship through micro finance by stating that many livelihood
enterprises which are usually source of second income have potential to grow via access to
credit. The study conducted by ADB in 1997 concludes that the role of micro enterprises in the
household economy in terms of reducing poverty, empowering women, generating employment
is significant. The study also highlights the importance of nonfinancial services in efforts to help
develop microenterprises and provides a framework for donors for the further development of
policy and operations to support microenterprise development. The impact assessment study of
development of micro entrepreneurship through microfinance in Tanzania (Raftus: 1998) found
that the micro entrepreneurs used loans received from the programmes for buying new items,
increasing inventory stock and improving quality of the product or service. Barnes and Keogh
(1999) make a comparative study between repeat micro entrepreneurs client, new clients and
non client micro entrepreneurs in Zimbabwe. Their study concludes that repeat clients of micro
finance programmes are better off economically and have used their loan fund for the growth of
the enterprises. The overall results of the study establish that participation in microenterprise
programs has led to improvements in the economic welfare of households, enterprise growth
and stability, increases in empowerment of women and strengthened social networks. The
empirical study in Camaroon (Mayoux: 2001) shows that credit made available from
microfinance programmes undoubtedly helped women to set up micro enterprises. It was also
seen that the social capital in the form of kinship, and network helped most of the economic
activities in business development and survival in times of crisis. Dumas (2001) studied the
impact of an entrepreneurship training and education program designed to prepare low-income
women to start their own businesses. Results showed that the training empowered participants
to achieve economic self-sufficiency; helped them start to build strong business and life
management skills; may have an influence on the growth of locally controlled businesses and
has helped create new job in the inner-city neighbourhoods. In an another impact assessment
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study of the PULSE programme targeted at economically active poor to promote micro
enterprises in Zambia (Copestake, Bhalotra and Johnson: 2001) it was found that the borrowers
who graduated from 1st loan to 2nd loan experienced significant growth in their profits mainly
due to diversification of business. Business training, marital status, loan availability for
increasing stocks had a positive impact on business performance, whereas rigid group
enforcement of fixed loan repayment schedules without regard to fluctuating demand and
income acted as hindrance for better growth. Afrane (2002) conducted an impact assessment
study of two microfinance projects for small and micro enterprises in Ghana and South Africa.
The author concluded that microfinance interventions have achieved a significant improvement
in terms of increased incomes and better access to facilities and has an empowering effect
particularly on women. Coyle (2003) emphasised on the importance of micro entrepreneurship
in creation of jobs and income, equitable distribution of income, building strong backward and
forward linkages with other sectors and reduction of income linkages from communities. She
stated that microfinance plays a vital role in reaching micro entrepreneurs and it needs to take
challenges in identifying local leaderships, developing leadership, developing suitable products
by bringing out continuous innovations. The findings of EDA Rural System (2005) show that the
programme has enabled households from all income brackets to invest in productive assets and
diversify their livelihoods. The comparative analysis between clients and non clients show
significant difference in income generation, acquisition of assets and diversification of sources.
Bates (2005) explored the role of government sponsored micro finance programme in
development of micro enterprises in New York. He concluded that the programme has helped in
creating new job opportunities to low to moderate income persons. Tripathi (2005) makes a
comparative analysis of empowerment level of three categories of microfinance clients such as
micro entrepreneurs, non-entrepreneurs and housewives. He concludes that the level of
empowerment in terms of reduction in gender inequity, higher level of decision making and
asset ownership, equity in food consumption pattern is higher in case of micro entrepreneurs
than other categories. However in case of work load burden, micro entrepreneurs have to share
a higher load. In an another comparative study of micro enterprise development of two different
programmes in south Africa Hietalahti and Linden (2006) found that the overall effect of micro
enterprise development in building confidence, increasing willingness to participate in
community activities is found out to be positive.

dIW®

In short it can be stated that microfinance programmes help in creating entrepreneurial
environment amongst women belonging to weaker section of society by the process of firstly by
creating social capital to bring them on a common platform to exchange ideas and learn from
each other, secondly, developing their personal entrepreneurial skills by motivating them to
embark the path of self reliance and self development, and thirdly by allowing them to recognize
opportunities and developing their capacity building required to set up micro business. The
advantage of promoting entrepreneurship development programme through microfinance
programme is that the focus of entrepreneurship development gets shifted from implementation
of programme and fulfilling the targets to development of individual entrepreneurial skills.

It can be concluded from the literature review that entrepreneurial development process goes
through different stages. These stages are described below:

1st stage: Development of social capital to provide a platform for sharing and learning and
bringing out collective action.

2nd stage: Development of personal entrepreneurial skills such as development of self
motivation, self-confidence, self-esteem, decision making abilities, etc.
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3rd stage: Development of capacity building of the clients: Imparting knowledge related to
creative thinking, scanning business opportunities, making business plans, business training,
building awareness about government schemes and programmes helping to encourage
entrepreneurship, using networking to promote micro business, etc.

Research Methodology:

The study focuses on building theoretical linkages between developments of entrepreneurial
abilities through microfinance programmes with the provision of financial services as well as
social capital. It further uses the primary data analysis of 698 microfinance clients from four
different implementing organizations in Maharashtra, India. The study aims to find out level of
development of entrepreneurial abilities at three different stages described earlier such as
development of social capital, development of personal entrepreneurial skills and development
of capacity building to set up the micro business. The list of specific research questions
attempted to solve is given below:

Research problem 1: Have microfinance programmes become successful in creation of social
capital to be used for mutual benefit by its clients?

Research problem 2: Have microfinance programmes become successful in developing
personal entrepreneurial skills of its clients?

Research problem 3: Have microfinance programmes become successful in capacity building of
its clients?

Research problem 4: Have development of personal entrepreneurial skills and capacity building
programmes implemented by microfinance organizations resulted in encouraging the clients to
set up small and micro business?

Data Analysis:

The socio-economic profile of the surveyed microfin ance clients is given in Table 1.

Table 1: Socio-economic profile of the surveyed mic rofinance clients:

Sr. Particulars

No.

1 Average age (years) 38.24
(S.D) (9.01)

2 Average family size (no) 4.83
(5.D) (1.65)

3 Average earning members (no) 1.80
(S.D)) (0.86)

4 Average family income (Rs.) 7157.02
(5.D) (4960.27)

5 Average period of association (years) 4.28
(5.D) (3.03)
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6 Number of llliterate clients 211
(%) (30.2)
7 Number of clients educated up to primary level 87
(%) (12.5)
8 Number of clients educated up to matriculation 324
(%) (46.5)
9 Number of clients educated above matriculation 76
(%) (10.9)
10 Number of clients married 603
(%) (86.4)
11 Number of clients belonging to lower caste 391
(%) (56.0)
12 Number of clients who are homemakers 321
(%) (46.0)
13 Number of clients who are self em ployed/ micro 285
entrepreneurs (40.8)
(%)
14 Number of clients who are domestic maids 59
(%) (8.4)
15 Number of clients who are in service 33
(%) 4.7)
16 Number of earners 430
(%) (61.6)
17 Number of clients not having access to formal 415
financial institutes before joining the programme (59.5)

(%)

The socio-economic profile of the microfinance clients covered under the study reveal that most
of the client belong to socially and economically weaker section of the society. The average
family income per month is around Rs 7,200 and the level of illiteracy is as high as 30 percent.
Nearly 56 percent of the clients belong to lower castes. Around 62 percent of the clients are
earners and working in the capacity of running small business, domestic servants, etc. Nearly
60 percent did not have any access to formal financial institutions previously before joining

microfinance programme.

Research problem 1: Have microfinance programmes be

social capital to be used for mutual benefit by its

Table 2: The details of the social capital created

clients?

come successful in creation of

by microfinance programmes:

Sr. Particulars Number Percent

No.

1 Number of clients who were not members of | 652 93.4
any social group before joining the
microfinance programme

2 Minimum one meeting held per month 495 70.9

3 Minimum two meeting held per month 203 29.1

4 Number of client elected as leaders in any | 219 31.4
position in the last three years
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The data reveals that as high as 93 percent of the clients did not have any opportunity to join
any social organization previously before joining the microfinance programme. Nearly 71
percent of clients get an opportunity to attend the meeting at least once in a month followed by
29 percent get an opportunity to attend at least two meetings per month. Nearly 31 percent of
clients got an opportunity to work at the leadership position either in the capacity of chairperson,
treasurer or secretary of the group. From these findings we can conclude that microfinance
programmes have become successful in creating a social capital for its clients.

Research problem 2: Have microfinance programmes b ecome successful in developing
personal entrepreneurial skills of its clients?

Hg,4 The level of personal entrepreneurial skills of the microfinance clients does not change with
higher period of association with the programme.

H, . The level of personal entrepreneurial skills of the microfinance clients enhances with higher
period of association with the programme

To find out the answer to this question, the surveyed microfinance clients were asked to give
their opinions about the changes that came about after they joined the programme. The Likert
scale was used to capture the perceptions of the clients ranging from 1 to 5, one depicting very
bad impact and five depicting very good impact. Thus average score of 3 depicts no change
than before and any change above three show better changes than before. Various parameters
such as change in self confidence, self esteem, self awareness, leadership qualities, decision
making abilities and risk taking abilities were covered to assess the impact of personal
entrepreneurial skills and average of all the parameters was considered as an index of level of
personal entrepreneurial skills. Table no 3 depicts the average level of personal entrepreneurial
skills of three different groups of the clients categorised as per the period of association with the
programme.

Table 3: The level of personal entrepreneurial skil  Is of the microfinance clients as per the
category of period of association

N Mean S.D. Minimum Maximum

Up to 1 year 147 3.31 276 3.00 4.21

2 to 4 years 266 3.88 414 2.86 4.86

More than 4 years 285 4.04 .362 3.21 4.86
Total 698 3.83 .459 2.86 4.86

The data reveals that mean level of personal entrepreneurial skills has enhanced with the higher
period of association with the programme. The ANOVA test showed that the difference between
the means across the three categories of the clients is statistically significant (P<.005). Thus we
reject the null hypotheses and accept the alternative hypotheses and conclude that the level of
personal entrepreneurial skills of the microfinance clients enhances with higher period of
association with the programme.
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Hg-: The level of capacity building of the microfinance clients does not change with higher
period of association with the programme.

H,- The level of capacity building of the microfinance clients enhances with higher period of
association with the programme.

To find answer to this problem, the Likert scale was used ranging one to five (one depicting very
bad impact and five depicting very good impact) to understand the perception of the clients
regarding the level of change in their capacity building with regard to training and education,
awareness about health, sanitation, education of children, as well as about having control over
crucial resources such as savings, incomes and loans. The table 4 shows the average level of
capacity building of three different groups of the clients categorised as per the period of
association with the programme.

Table 4: The level of capacity building of the micr ~ ofinance clients as per the category of
period of association:

N Mean S.D Minimum Maximum

Up to 1 year 147 3.25 .270 3.00 4,22

2 to 4 years 266 3.73 .435 3.00 4.89

More than 4 years 285 3.86 404 3.00 5.00
Total 698 3.68 .455 3.00 5.00

It can be seen that the level of capacity building of the surveyed microfinance clients has
increased from the mean of 3.25 to 3.86 with higher category of period of association. The
ANOVA test showed that the difference between the means across the three categories of
the clients is statistically significant (P<.005). Thus we reject the null hypotheses and accept
the alternative hypotheses and conclude that the level of capacity building of the microfinance
clients enhances with higher period of association with the programme.

Research problem 4. Have development of personal en  trepreneurial skills and capacity
building programmes implemented by microfinance org anizations resulted in
encouraging the clients to set up small and micro b usiness?

H g4 There is no relationship between level of personal entrepreneurial skills and productive use
of loans
H , 5 Higher personal entrepreneurial skill will lead to higher use of loan for productive purposes

H g4 There is no relationship between higher capacity building and productive use of loan.
H 4 4 Higher capacity building will lead to higher use of loan for productive purposes.

To answer this problem the microfinance clients were classified into two groups such as those
who have used loans for consumption purposes such as emergency loans, treating illness,
education of children, etc and those who have used loans for productive purposes such as for
setting up new business or for expansion of existing business.

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |51



i University of Essex

Table no 5: The mean level of personal entrepreneur
microfinance clients as per the category of consump

WTRPRg
¢ N

dIW®

ial skills of the surveyed
tion loan users and production loan

Z

Tamkeen

users
N | Mean S.D. Minimum Maximum
Consumption loans 541 | 3.79 451 3.00 4.79
Production loans 157 3.96 .465 2.86 4.86
Total 698 3.83 .459 2.86 4.86

It is seen that the mean of the level of personal entrepreneurial skills of productive loan users is
substantially higher than that of consumption loan users. The ANOVA test showed that the
difference between the means across the three categories of the clients is statistically significant
(P<.005). Thus we reject the null hypotheses and accept the alternative hypotheses and
conclude that the higher level of personal entrepreneurial skill promotes higher use of loans for
productive purposes.

Table 6: The mean level of capacity building of the
the category of consumption loan users and producti

surveyed microfinance clients as per
on loan users:

N Mean S.D. Minimum | Maximum

Consumption loans 541 3.66 466 3.00 4.89
Production loans 157 3.76 409 3.00 5.00
Total 698 3.68 455 3.00 5.00

The data reveal that the mean level of capacity building of productive loan users is significantly
higher than that of consumption loan users. The ANOVA test showed that the difference
between the means across the three categories of the clients is statistically significant (P<.005).
Thus we reject the null hypotheses and accept the alternative hypotheses and conclude that the
level of higher level of capacity building of the clients will lead to higher use of loan for
productive purposes.

Conclusions:
Following conclusions can be drawn from the data analysis:

e It can be concluded that most of the surveyed microfinance clients come from a socially
and economically weaker section of the society and they did not avail any opportunity to
associate themselves with any other organization previously before they joined the
programme. Thus microfinance programmes have become successful in creation of
social capital and providing a platform for these women to exchange ideas and learn
from each other.

« ltis also seen that the level of personal entrepreneurial skills in terms of improvement is
self confidence, self esteem, decision making abilities etc of the surveyed microfinance
clients has improved with the period of association with the programme. Thus it can be
concluded that the level of capacity building of the microfinance clients enhances with
higher period of association with the programme.
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It is found that the mean level of personal entrepreneurial skills of productive loan user’'s
category of microfinance clients is significantly higher than that of consumption loan
users. Thus it is concluded that Higher personal entrepreneurial skill will lead to higher
use of loan for productive purposes

It is seen that mean level of capacity building of productive loan user's category of
microfinance clients is significantly higher than that of consumption loan users. Thus it is
concluded that higher level of capacity building will lead to higher use of loan for
productive purposes.

Suggestions and Recommendations:

It is seen that microfinance programmes covered in the study have become successful in
creating social capital, building personal entrepreneurial skills as well as enhancing the
capacity building of their clients. At the same time it is required that the programmes
now need to move further ahead in encouraging their clients to actually set up the
business by providing access to acquire specific business related skills, access to
marketing, networking, etc.

It is also observed that there is a difference between the approaches taken by
government sponsored entrepreneurship development programmes and microfinance
implementing organizations. While the objectives of government programmes are to
implement the programme and to full fill the targets, the objective of the later is to
develop the entrepreneurial abilities of the clients. Linking these two will help government
sponsored programme to tap right kind of potential entrepreneurs with their rising
aspirations to set up the business and help microfinance organizations in enhancing the
effectiveness of their programmes. . It is possible to find synergies in microfinance
programmes and the government sponsored entrepreneurship development
programmes.

It is suggested that microfinance organizations can bring out changes in their policies
and programmes to use social capital in more effective way to promote entrepreneurship
among their clients. For instance collaborating with other organizations for providing
business training, monitoring the use of loan and encouraging more productive use of
loan by various ways such as differential rate of interest, incentives, etc, encouraging
buying economic assets with eh use of loan, mentoring and guiding new micro business,
encouraging groups to start group enterprises, etc. are some of the few measures
suggested to promote entrepreneurship amongst their clients.
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Abstract:

Over the years there has been a phenomenal growth in the number of social enterprises in
India. This is partly a consequence of a new policy of the government to gradually withdraw
from social development activities. The gap thus created is being filled by social enterprises. A
social enterprise can be a ‘for-profit’ or ‘not- for-profit’ venture engaged in income-generating
activities with an agenda of bringing about a positive change in the society. While social
enterprises are engaged in the development of people, it is rather paradoxical that they
experience a variety of problems with respect to the management of human resources within
their enterprises. It is common knowledge that social enterprises perennially struggle with
various critical human resource issues such as getting employees at low rates of compensation,
providing growth opportunities for employees within the organization, retaining talent especially
in the middle management, providing clearly defined roles and tasks to employees, etc, leading
to high attrition and increasing the cost of acquiring and training new employees. It becomes
critical for social enterprises to think out-of-the-box and try a variety of innovative strategies to
overcome these problems. This paper discusses a few such innovative HR strategies adopted
by social enterprises to attract and retain talent, such as offering jobs to people with vision and
value congruence, enhancing the credibility of the organisation through brand building, providing
opportunities for personal growth, creating a sense of ownership among employees through
participation in decision making, creating sense of ownership among employees by giving equity
shares, creating entrepreneurial opportunities within the organisation, finding employees from
among beneficiaries, attracting employees to serene lifestyle in peaceful and scenic location
and providing attractive fringe benefits to employees. Collectively these strategies seem to
suggest that social enterprises adopt a ‘partnership paradigm’ for managing their employees.

Keywords:
Social Enterprise, Social Entrepreneurship, HRM, Talent Acquisition, Talent Retention
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Introduction

Social development in developing countries has traditionally been viewed as the responsibility of
the governments because of the massive scale of its operations and the limited or no capacity
of its beneficiaries to pay for the services. While the need for social development in developing
countries is enormous, the resources available even with the governments are limited. Besides,
the government machinery and the bureaucracy are ill-equipped to monitor the implementation
of social development projects at the grass-root level. Hence, over the years, governments in
the developing countries adopted a policy of gradual withdrawal from various social
development activities. This has created multiple voids in the social realm which have been
filed by nongovernmental agencies commonly known as nonprofits. The nonprofits play an
increasingly important role in providing services, for which the public and the private sector lack
time, information, resources and inclination. They advocate for a variety of social, political,
environmental, ethnic, and community interests and concerns, contribute to the social and
cultural life of the society, and actively participate in community building (Salamon, Sokolowski
& List, 2003). They combine economic and market forces with social goals (Vigoda & Cohen,
2003) and their employees are expected to fulfil business requirements as well as strictly
adhere to ethics, accountability, and equity in services. The nonprofit organizations, in the
course of their service, face several challenges in terms of reductions in government funding,
decline in charitable contributions, competition from for-profit providers of certain services, and
demands for increasingly higher levels of accountability.

In recent times, however, an increasing number of non-profits have been seeking additional
revenues by behaving more like for-profit organizations. According to Dees (1998), the
nonprofits are scrambling to find commercial opportunities for a number of reasons. First, a new
pro-business zeitgeist has made for-profit initiatives more acceptable. With the apparent triumph
of capitalism worldwide, market forces are being widely celebrated. There is a growing
confidence in the power of competition and the profit motive to promote efficiency and
innovation in development organizations. Second, many social enterprises believe that
institutional charity can undermine beneficiaries’ self esteem and create a sense of
helplessness and dependence; self-reliance is the new mantra. Third, the sources of funds
available to nonprofits are tending to favour more commercial approaches. There is greater
availability of money for operating on a more commercial basis. Lastly, and most importantly,
social enterprises view income-generating activities as a more reliable funding source than
donations and grants. Many of them now consider extensive dependency on donors as a sign of
weakness and vulnerability.

Social enterprises generally are heavily dependent on individual and/or institutional donors for
funding specific projects or initiatives. It is but natural for donors to closely monitor the usage of
funds donated by them. In order to regulate and control the spending of social enterprises, the
funding agencies put various restrictions on the usage of funds. One such restriction is spending
on human resources within the organization in the form of salaries, benefits, incentives, training
and the like. This situation is paradoxical, as these organizations experience a variety of human
resource issues within their own organizations while taking up the ultimate goal of augmenting
the human development in the larger society.

All social enterprises - irrespective of their size, type, sector or profit-orientation - experience
human resource management issues of one type or another. As talent is rare, valuable, difficult
and hard to substitute, organizations that attract, select and retain better talent outperform those
that do not (Barney and Wright, 1998). Social enterprises, like other organizations, compete with
each other to attract better talent, which is further intensified by the fact that the talent pool
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available to social enterprises is often limited, since the sector is not perceived to be glamorous
and remunerative as the corporate sector. The high turnover of qualified employees in social
enterprises has increasingly negative impact on recruitment, training, and service effectiveness.
Filling a position in a social enterprise poses a significant challenge, given the lack of
competitive incentive systems in the sector. Vacant positions may eventually be filled, but with
reduced chances of obtaining qualified candidates, additional costs for employee training and
development, and higher chances of service disruption.

The 21st century has witnessed an explosive pace of technological advancement, facilitating
global sourcing and the consequent global operations, which are the main drivers of change in
employment patterns, leading to intense competition among employers to attract and retain
talented workers (Osborn-Jones, 2001). Without doubt it can be said that today an
organization’s success is directly linked to the talent it can recruit and retain. Recruitment is
critical not only for sustaining competitive advantage but also for basic organizational survival
(Taylor and Collins, 2000). Escalating demand for highly talented and skilled employees
coupled with limited supply makes the acquisition and retention of talented employees a major
priority for organizations (Flegley, 2006) especially for social enterprises. The nature of social
enterprises and their socially desirable goals create an expectation that the employees work for
the cause rather than for the pay check. Further-more, social enterprises especially the
nonprofits are unable to compete with for-profit organizations in providing good pay and
incentives to employees (Brandel, 2001). Hence it is almost impossible for them to survive
without innovations in the field of human resource management, especially for acquiring and
retaining talent.

This paper attempts to understand the various types of social enterprises and their nature of
work, with a view to appreciating the human resources issues faced by them. The paper
examines the different strategies and practices adopted by social enterprises to innovatively
deal with the many and varied human resource related issues faced by them, especially those
relating to talent acquisition and retention within the organization.

Social Enterprises: Nature and Types

The term ‘social enterprise’ evokes various kinds of images and impressions among
researchers and practitioners. According to Alter (2000), social enterprises are driven towards
innovation primarily by two forces: first, the nature of the desired social change often benefits
from innovative, entrepreneurial or enterprise-based solutions; second, the sustainability of the
organization and its services is dependent on innovations in identifying various streams of
income generating activities so as to diversify its funding sources.

Social enterprises are hybrid organizations that have mixed characteristics of philanthropic and
commercial organizations in several aspects, such as motives, methods, goals and key
stakeholders (Dees, 1998). Building upon this perspective, Dees proposed an organizational
spectrum (Exhibit—-1), where pure forms of nonprofit and for-profit organizations are placed at
opposite ends of a continuum, and the social enterprise, having characteristics of both, is placed
somewhere in between.
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Exhibit—-1: The organizational spectrum: positioning of social enterprises on a continuum
ranging from philanthropic to commercial.

Purely philanthropic

Social Enterprises

<
<«

v

Purely Commercial

or are a mix of in-kind

donations  and fully Paid

Motives -Appeal to goodwiill -Mixed motives -Appeal to self interest
Methods -Mission driven -Mission & market driven -Market driven
Goals -Social value -Social & economic value -Economic value
Beneficiaries Pay nothing Pay subsidized rates, or are a  |Market — rate prices
mix of full payers and non-
payers
Capital Donations and grants Below market capital, or a mix  [Market-rate capital
of donations and market rate
1]
8 capital
°
T
< Workforce \Volunteers Employees retained at below- [Employees retained at
n . .
2 market wages, or mix of |market-rate compensation
~ .
volunteers, part-time and fully
paid staff
Supplies In-kind donations Acquired at special discounts, [Acquired at market-prices

Source: Adapted from Dees (1998)

In view of the difficulties in clearly defining a social enterprise because of it incorporating the
features of ‘non-profit’ and ‘for-profit’ organizations, Alter (2006) attempted to place it on a
continuum, which he called the ‘hybrid spectrum’ (see Exhibit—2). The Hybrid spectrum identifies
social enterprises as combining the features of non-profit and for-profit organizations. On the
spectrum, hybrid organizations get defined and positioned by the degree of variations in their
motives, accountability, and use of surpluses/profits.
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Exhibit-2: The hybrid spectrum: the non-profit/for-profit continuum:
Traditional Nonprofit Social Socially Corporation Traditional
nonprofit with income-  |enterprise responsible practicing for-Profit
organizations |generating business social organizations
activities responsibility

e Mission motive »  Profit-making motive

» Stakeholder accountability » Shareholder accountability

* Income reinvested in social programs or »  Profits distributed to shareholders

for meeting operational costs

Source: Adapted from Alter (2006)

On the right hand side of the spectrum are for-profit entities that may also create social value
but whose main motives are profit-making and distribution of profits to shareholders. On the left
hand side of the spectrum are nonprofits that may or may not undertake commercial activities to
generate economic value which is used to fund social programs, because their main motive is to
serve the economically weaker sections of the society and/or to bring about a culture-change in
the society rather than to generate profit for the stakeholders. Once again, it should be pointed
out that social enterprises would combine the features of both.

Since it is easy to understand the nature of organizations by specifying the sector they belong
to, Westall and Chalkey (2007) made an attempt to specify the sectoral affiliation of voluntary
organizations and social enterprises. As these organizations do not fully belong either to the
public or private sector but combine features of both, they preferred to call it the ‘third sector’
(see Exhibit-3), even though this is not a fully homogeneous sector. It is possible to identify at
least two major subtypes of organizations within this sector, namely (i) voluntary and community
organizations, and (ii) social enterprises.
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Source: Adapted from Westall & Chalkey 2007

Westall and Chalkley (2007:32) maintain that ‘it is not always easy to differentiate voluntary
organizations from social enterprises. With this attempt to de-emphasis the differences between
voluntary organizations and social enterprises, they seem to suggest that there is a rather
homogenous ‘Third Sector’, which is debatable for reasons we have mentioned above. While
‘Third Sector’ organizations may be similar in terms of their larger purpose, they do have
substantive differences in terms of their stake-holder objectives as well as the nature of their
activities. It appears that there is a widely held misconception that the primary distinction
between a volunteer/community organization and a social enterprise is that the latter are
entrepreneurial and the former are not. As Bornstein, 2004 has pointed out, most of the
volunteer/community organization are entrepreneurial and innovative in developing new and
more effective ways of achieving their social objectives, and sites the case of Childline
International as example. The critical difference therefore is whether the innovativeness is used
for designing and implementing income generating activities as a source of funds for achieving
their social objectives (Nicholls, 2006). For social enterprises, the major part of their funds
comes from such income-generating activities, whereas for volunteer/community organizations,
the major source of funds is donations from individuals or organizations. Among the social
enterprises which have income generating activities, there are two types based on their profit-
orientation-the not-for-profit and for-profit social enterprises. This difference is illustrated with
some examples in (see Exhibit-4).
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Exhibit-4: Differentiating voluntary/community organizations from social enterprises based on
their funding sources: some examples

Name of Social objectives Type (non-profit Hunding/Income source
organisation or SE)
Greenpeace Developing environmental Nonprofit—activist  [Donations from individuals

awareness and promoting [organization

environmental activism

Actionaid Poverty alleviation Nonprofit Individuals, corporations and

organization governments

SEWA (Self- |Creating employment and [Social Enterprise  |Donations and income from

Employed livelihood opportunities for commercial activities

\Women's unorganized woman laborers

Association)

Aravind Eye |Providing eye-care to the poor [Social Enterprise  [Full-paying customers, who
Hospital and the aged subsidize the services for two

thirds of the total patients

FAB India Helping artisans with the [Social Enterprise  [Income from commercial activities
marketing of their handicraft

products

Human Resource Issues of Social Enterprise

Human Resource Management (HRM) is of utmost importance to social enterprises mainly for
three reasons. First, the personal services provided by social enterprises mean that these
organizations cannot replace employees with investment in physical facilities and equipment. In
most cases, the service-providers employees are equated with the services and therefore are
the single most important asset of nonprofits and social enterprises (Barbeito and Bowman,
1998; Hall et al., 2003). Second, more than in other organizations, employees of social
enterprises are attracted and motivated by intrinsic factors such as a belief in the organization’s
mission and values and an opportunity to actualize their individual values, and participation in
decision-making (Brandel, 2001; Brown and Yoshioka, 2002; McMullen and Schellenberg,
2003a). Obhviously, these factors have an impact on the recruitment, retention and motivation of
people in social enterprises (Brown and Yoshioka, 2002). Third, in view of the need for
professional delivery of services and accountability requirements of the new funding
environment, employees are arguably the most critical stakeholders in the strategic positing of
social enterprises.
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It could be argued that employees of social enterprises are more likely to experience job
dissatisfaction if: (a) they perceive that their organization is not achieving the public good that
attracted them; (b) the mission is de-emphasized or derailed by other considerations and (c) the
espoused values are inconsistent with those practical in the organization. It has been observed
in a study by Howe and McDonald (2001) that the increased accountability requirement has
become a source of stress and job dissatisfaction among employees of a child welfare
organisation. Similarly, Peters and Masaoka (2000) found that disgruntlement among
employees, particularly relating to lack of participation in the decision-making process
contributed to increased unionization in nonprofits organizations. HRM impacts and is impacted
by the context within which it exists (Belcourt, and McBey, 2000). Social enterprises often get
pulled in opposing directions: on the one hand, there is an urgency to do more of what they
already do in achieving their social objectives: on the other hand, there is pressure to become
more effective and efficient (Barbeito and Bowman, 1998). This has resulted in drastic changes
in the operating environment of social enterprises over the past two decades (Hall and Banting,
2000; Reed and Howe, 1999; Smith and Lipsky, 1993). Because human resources are the
primary assets of social enterprises (Barbeito and Bowman, 1998), the need to adapt to change
and the pressure to do more are causing a lot of strain in the management of human resources
in these organizations.

Ban, Drahnak-Faller and Towers (2003) maintain that recruitment, retention, and workforce
diversity are some of the major problems being faced by HR managers in nonprofit organisation.
In addition, they found that it is difficult for nonprofits to recruit in certain areas, such as
information technology and business development, as the salaries prevalent among these
professionals are too high for them to afford. The third sector organizations, with limited
resources are trying hard to balance the expectations of top talent in the globally networked
economy while pursuing their donors and persuading them to provide flexibility in spending on
human resource so that they can retain them effectively and efficiently to bring about a change
in the larger society. Though the donor-dependency is relatively low for social enterprises, they
too are not in a position to offer high salaries and perks to their employees.

Brown, Carlton, and Munoz (2004) argue that compensation is an important factor that
influences employee turnover in social enterprises. Even though employees are attracted by the
mission of the social enterprises and are satisfied with their work, they do not find the
compensation attractive enough for them to remain in the organization for long.

While it is often claimed by researchers that individuals who choose to work in the non-profit
sector are differently motivated than those who work in the for-profit sector (Fredrickson & Hart,
1985; Houston, 2006; Brewer, 2003; Rainey 1983; Wittmer, 1991), it is not unreasonable for
employees of the third sector to expect a decent compensation for their work career growth
opportunities, though not on par with those in business and commercial enterprises.

The lack of investment in human resources leads to various critical problems for the third sector
organizations, such as low motivation, high frustration, quick job shifts, etc among employees,
which act against the growth and development of the organization. On the other hand, social
enterprises spend large portions of their scarce resources on recruiting and training new
employees from time to time. This is a paradox that makes observers wonder if the resources
spent on recurring recruitment and training could be spent more beneficially towards
compensating the employees adequately so that they would stay longer with the organization
and ensure smooth and continuous operations, and thereby leading it to higher levels of
effectiveness.
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Talent Acquisition in Social Enterprises

It is widely recognized that for enhancing human resource plays a significant role for enhancing
an organization’s performance and effectiveness (Huselid, 1995). No wonder there are
persistent efforts by organizations irrespective of their size, age, type sector, etc to attract the
best talent available. Talent has become the key differentiator for performance management
and for leveraging competitive advantage especially in knowledge-based organizations
(Bhatnagar, 2004). With better talent acquisition and development, employee engagement
improves and so does productivity. Maximizing team engagement, motivation, and retention
through due diligence in talent acquisition is vital in today’s highly competitive environment. Only
a talent resourcing process that is well defined and well-executed from start to finish yields
consistent and compliant results which will in turn yield a competitive advantage in the war for
talent (Ronn, 2007).

For recruiting employees at the lower levels, especially for jobs requiring knowledge of local
language and familiarity with local conditions, social enterprises often use employee referrals
and local newspaper advertising - methods that are relatively inexpensive and have a local
focus. Although referrals are highly effective, the tendency of people to recommend individuals
like themselves or recommend them for non-professional reasons can potentially lead to the
reduction in diversity as well as quality among the workforce (Ban et al., 2003). There could,
however, be an advantage for the employee referral system that the employees, with their
thorough knowledge of the organization, would be able to bring in the most appropriate
candidates, especially in terms of ideological congruence with the organization. This is of
particular relevance for social enterprises in view of the fact that research studies have
consistently shown that a better match between the employee values and the organizational
values predicts employee commitment and satisfaction on the job (O'Reilly, Chatman, and
Caldwell, 1991).

As social enterprises have limited resources to spend on recruitment, most of them now-a-days
use the Internet and campus recruitment mechanisms for recruiting large numbers, especially
those with specialized knowledge and skills. For example, microfinance organizations such as
BASIX and FINO (Financial Information Network Organization) regularly go through campus
recruitment. For specialized skills and for sourcing from wider, areas social enterprises
generally use the available web-based job portals to advertise about their organizations and
post the job profiles of the vacant positions. Usually these organizations prefer dedicated
development-sector job-portals such as devnetjobs.org, barefootjobs.com etc rather than
general job portals such as naukri.com or monster.com. While it is difficult for social enterprises
to mobilize job applications, it is even more difficult for them to process these applications due
to limited or no HR specialists available with them. Such difficulties are aggravated by the
indiscriminate applications by candidates who apply without looking at the profile and the nature
of the job.

Over the years, the number of corporate executives looking for a career shift has drastically
increased. Although this talent pool is a very good source of recruitment for social enterprises,
the latter are finding it tough to tap this growing potential employee pool, because of their limited
capability to meet the high expectations of this group. Notwithstanding this, there are some
social venture-funds organizations such as Aavishkaar, based in Mumbai, who make use of this
trend as an opportunity to attract the corporate talent at relatively low cost. For recruiting fresh
graduates, however, a method that is becoming increasingly popular is the volunteer program
(used by Acumen Funds for example), which is an apprenticeship scheme for those interested
in the field. In a volunteer program, interested candidates get a taste as well as training of the
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actual work. This reduces the cost of training and development of the employees and also helps
them to assess the interest and suitability of candidates ‘on the job’ and recruit and retain them
at a significantly low cost. The candidates would also benefit from the volunteer program, as it
gives them an opportunity to assess themselves vis-a-vis their ‘future’ job and organization
before committing themselves.

Talent Retention in Social Enterprises

Retention of non-leadership staff in social enterprises deserves special attention since the loss
of such staff is costly in terms of new recruitment, training and development, interruptions
service, and decreased employee morale (Halpern, 2006; Ban et al.,, 2003; Lynn, 2003).
Researchers maintain that the most important goal of the contemporary human resource
systems is not to recruit the finest professionals, but to create congruence between people and
organizations so that they would stay and work with the organization (Lynn, 2003; Vigoda &
Cohen, 2003). Watson and Abzug (2005, p.628) refer to it as the process of creating “fit and
embeddedness”. Value and goal congruence positively affect employee performance, job
satisfaction, tenure, and career success. In the absence of such congruence, an employee
cannot reach the expected level of performance, and tends to accuse the organization of being
politically discriminative and inequitable. In order to avoid such a potentially destructive
situation, there has to be a continuous assessment of the interface between the employees and
their work environment, and the development of advanced HR strategies for recruitment and
retention (Vigoda & Cohen, 2003). This is particularly relevant for the current situation when the
retention rates for social enterprises especially the non-profit organizations continue to decline,
with more workers turning to the for-profit corporate sector as an alternative (Light, 2000;
Salamon, 2002).

Against this background, it is not surprising to see that social enterprises, many of which are
also not-for-profit organizations, undertake HR innovations almost on a continuous basis,
particularly in the area of employee retention. In the ensuring section of this paper, we provide a
brief description of a few such innovative employee retention strategies used by social
enterprises and illustrate them with case examples.

1. Offering Jobs to People with Vision and Value Co  ngruence

There are many social enterprises which work on sensitive issues such as HIV, gay rights, child
abuse, women's empowerment, disabilities, etc. Employees in these organizations are mostly
either of unfair treatment relating to such issues or feel strongly about them. Hence they are
naturally motivated to bring about a change in the society. These organizations to a certain
extent, act like religious institutions where devotees have faith in the ideology and therefore do
selfless service. They treat their jobs as an opportunity to actualize their ideologies and get
them accepted by the society (see Exhibit-5).
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Exhibit-5: Offering jobs to people with vision and value congruence: The case of Mirakle
Courier

Mirakle Courier is a for-profit socially oriented courier company started in 2008 by Oxford alumni
Dhruv Lakra with the tagline of ‘Delivering possibilities’. The vision of the organization is to
provide a platform to deaf people to utilize their potential effectively and thereby become
economically independent. The company's mission is to provide gainful employment to deaf
adults. The deaf gets trapped in the vicious circle of poverty since there is low awareness of
their problems and limited education facilities for them, which seriously affect their employability.
The organization aims at providing better service to its clients at competitive prices by enlisting
the services of deaf people as employees. Naturally the deaf employees would also benefit
immensely from this arrangement.

Mirakle courier has difficulties in finding suitable employees for managerial positions, who have
patience and skills to manage deaf employees. These managers will have to work hard or
design superior strategies for competing with other courier companies. Talented managers have
high expectations of compensation and are always in demand from competitors.

The top management of Mirakle Courier service consists of committed individuals, who have the
passion for the cause and are committed to bring about a change in the lives of deaf people all
over the world. There is a sense of purpose attached to the work done by the employees of
Mirakle Courier, and this is perhaps the biggest reason for the sense of satisfaction they derive
from their work. The organization is able to retain competent employees because of high levels
of job satisfaction flowing from a sense of accomplishing their mission and actualizing their
ideology.

Source:
Mirakle Courier website: http://www.miraklecourier.com (September 2010)
http://www.thebetterindia.com/1330/mirakle-couriers-career-haven-for-the-deaf/ (November

2010) http://blog.ennovent.com/2010/04/empowering-deaf-adults-mirakle-couriers/ (November
2010)

2. Enhancing the Credibility of the Organization th rough Brand-building

It is not difficult for large and reputed social enterprises to retain their employees since these
organizations have a brand name. Employees feel a sense of pride and recognition by
associating themselves with such organizations. These are mostly international social
enterprises or large social enterprises, for whom the acquisition and retention of talent is
apparently not a problem. However, organizations do not grow large overnight; nor are they
started as large ones in the first place. Along with the growth in size, some organizations make
deliberate attempts to enhance their brand image. While the image-building exercise is relatively
easy for social enterprises because of the generally acceptable nature of their social objectives,
it is the consistency and commitment with which they promote such social objectives that builds
the image of the organization. This is adequately illustrated by the case of Aravind Eye Hospital
(see Exhibit -6).
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Exhibit-6: Enhancing the credibility of the organization through brand building: The case of
Aravind Eye Hospital

Aravind Eye Hospital was founded in 1976 by Dr Govindappa Venkataswamy (affectionately
known as Dr V). Almost 30 years later, Aravind's innovative eye care delivery system is
renowned worldwide for its technical excellence, operational efficiency and pioneering
community work. Aravind follows the ideal of providing, high quality service at very affordable
prices to a large number of clients.

The hospital collectively performs over 250,000 surgeries every year. The organization gives
utmost importance to ensuring that all patients are provided the same level of care and high
guality service, regardless of their economic status. As a result of a unique fee system and
effective management, Aravind is able to provide free eye care to two- thirds of its patients from
the revenue generated from the other third - its paying patients. It is this unswerving
commitment to serve the poor that has built Aravind’'s brand image even from its early difficult
years.

Aravind Eye Hospital has a strong mission of eradicating needless blindness. The organisation
puts strong emphasis on operational efficiency and effectiveness to make the services
affordable to the poor people. During the initial days the organization attracted talented doctors
by announcing that doctors will get much more exposure of doing surgery than they would get in
any other hospital. Also they induced feel good-factors in the doctors and staff that they are
serving the poor, especially the old people.

Over the years, the organization has built a strong credibility among the common people as well
as international development organizations such as WHO, Bill & Melinda Gates Foundation, and
so on. This has given them the strategic advantage of being a known and respected
organization in the health sector. The organization has the policy of not giving any kind of
advertisement for jobs. In spite of this, a large number of applications for all kinds of jobs keep
coming to the organization from different parts of the world, which is obviously a testimony to
the power of brand image created by Aravind.

Sources:

Aravind Eye Hospital: website http://www.aravind.org (September 2010); Tidd et al, 2010;

3. Providing Opportunities for Personal Growth

Unlike the large social organizations like Aravind Eye Hospital, the smaller ones are unable to
attract talented employees because they are not widely known amongst people. To attract and
retain talented employees some of the social enterprises create opportunities for their
employees to participate in conferences and workshop within and outside the organization so
that they could develop themselves for effective performance on the job as well for career
growth. For employees interested in pursuing studies abroad, some organizations provide
support in the form of information and references and facilitation of sponsorship. They also
encourage the employees to write papers and case studies which could be presented in
national and international conferences and seminars. Some organizations have tie-ups with
various national and international funding agencies such as Ford Foundation, UNDP, Bill &
Melinda Gates Foundation, Sudha Murthy Foundation, etc which sponsor promising students as
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well as employees of social development organizations to pursue studies abroad. In some
cases these funding agencies also sponsor the travel expenses for the employees to attend
international conferences (see Exhibit -7).

Exhibit-7: Providing opportunities for personal growth: The case of Grassroots

Grassroots, also known as Pan Himalayan Grassroots Development Foundation, was
established in 1991. The focus of the organization is - on the ways and means to improve the
quality of life of the rural communities. The organization empowers the rural communities by
successfully running various projects for sustainable development of the region such as
watershed management, bio-gas plant, sanitation and forest management.

The organization also focuses on income generating activities to provide means of livelihood to
the poor establishing a producer company called Umang, managed and run by 2,200 women
from 148 SHGs (Self Help Groups). Umang is an ‘umbrella’ organization that houses several
small manufacturing units, which generate revenues by producing and selling various items
such as woollen knitwear, pickles, jams, honey, organic fruits and vegetables to various
consumer groups in India and abroad. Currently the turnover of the organization is around Rs
7.5 million and plan to scale up to Rs 100 million in the next 4 years. Surpluses from Umang are
also used for supporting the sustainable development projects.

The organization is always in the lookout for socially conscious employees who are efficient as
well as service-minded. Since the organization is situated in the Himalayan region, it is very
difficult to get good quality management graduates who are willing to live in an isolated locality
at low compensation for long periods (more than 2 year).

Grassroots encourages employees to go for foreign degrees or short term courses and support
them through a tie with Ford Foundation, which provides scholarships to students in developing
countries to study at foreign universities. The organization also seeks to market itself by
encouraging its employees to write working papers and case studies on their various programs
and projects and provide the employees opportunities and support to attend national and
international conferences and seminars. At Grassroots, the employees have a feeling that they
are growing with the organization, which acts as motivation to continue with the organization in-
spite of the isolated locality of mountainous terrains as well as low financial compensation.

Sources:
Grassroots website: http://www.grassrootsindia.com/

Anurag Prasad (Outlook, September 05, 2009) available at:
http://business.outlookindia.com/article.aspx?261366
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4A. Creating a Sense of Ownership among Employeest  hrough Participation in Decision
Making

Highly networked organizations like grassroots are able to provide learning and development
opportunities to their employees through the support of their associates, which becomes a
powerful retention strategy. However, when the organisation is low on networking they
sometimes adopt a strategy of providing autonomy and entrepreneurial opportunities to
employees within the organization. In other words, they create a sense of ownership in their
employees in various other ways such as giving them freedom to choose a specific project or
issue, permitting flexible timings of work, inviting them to participate in decision-making,
providing support to employees to start new ventures under the umbrella of the parent
organization, and encouraging employees to work in other organizations and get more hands-on
experience for develop new skills, which they could utilize in their subsequent work. Needless to
state that such policies serve as an influential retention strategy, as employees feel a sense of
ownership and importance within the organization, and continue to work for it (see Exhibit-8).

EXNIDIT-8: Creafing a Sense of ownership among employees through participafion in decision
making: The case of Aarohi

Aarohi was established in the Himalayan region of India in 1992 with a view to creating
opportunities for rural communities in the hills to lead a more self-dependent existence. The
area in which Aarohi has been set up was underdeveloped with little government infrastructure,
livelihood opportunities or access to basic health and education facilities. Government-aided
development was sporadic and hardly benefited the ordinary hill family. Aarohi addresses
various issues of poverty through activities related to forest management, health care,
livelihood, drinking water and sanitation, women's empowerment and education. The main
source of funding for these activities is the revenue generated by selling various types of forest
products used in body care, fragrance and culinary services in high end markets in India and
abroad.

Aarohi’s area of operation is spread over 100 villages in the Nainital and Almora districts of
Uttarakhand. There are about 50 full time staff and over 250- associate staff from all over the
world working for it. The organization does experience some HR related issues such as the
inability to attract good talent in the middle management, high attrition rate in talented staff
because of low compensation and lack of growth opportunities. The organization tries to
address these issues through employee empowerment and participation schemes.

At Aarohi, the employees especially the middle management and top management are provided
sense of ownership towards the organization. They are invited to all meetings of the
organization irrespective of their area of operations with a view to seeking their advice on
various day to day issues relating to their operations. The employees are also given the
freedom to choose their time of working. The organization encourages young staff to go for
industrial visits to understand the practices and functioning of various other organizations and
implement those practices in the organization.

Source:

Aarohi website: http://www.aarohi.org (September 2010)

Aarohi blog: http://blog.aarohi.org (October 2010)
http://ayanam.blogspot.com/2006/12/aarohi-satoli.html (November 2010)
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4B. Creating a Sense of Ownership among Employees b vy Giving Equity Shares

Some social enterprises create a sense of ownership in their employees by giving them an
equity stake in the organization or elevating some employees as co-founders. Such strategies
have multiple benefits such as the employees sharing the risk and burden of the organization
and at the same time going the extra mile to achieve results, since they are directly affected by
the future of the organization (see Exhibit-9).

Exhibit-9: Creating a sense of ownership by giving equity shares: The case of Sattva

Sattva is a social enterprise located in Bangalore which was established in 2008 by four social
activists. It is a basically a consulting organization and has three main divisions: media,
research, and consulting. The media division aims to be a strong voice in development through
highlighting key issues and mobilizing people on various aspects of social development. The
research division provides relevant, actionable insights to social organizations and enterprises.
They publish case studies, white papers and impact assessment reports. The third division -
Sattva Consulting - delivers consulting and program management services to NGOs,
corporations, investors, donors and foundations.

The organization currently generates revenues through its consulting and research activities
and aims at enhancing its visibility and acceptance through publishing an online magazine by its
media division. Sattva needs high quality employees with management background and deep
interest in social development. This being a rare combination, Sattva got very few applicants for
its jobs, and found it difficult to retain the ones that have joined them, as they were unable to
offer the high salaries and the career growth expected by management graduates. Hence they
introduced an innovative retention strategy, which was to elevate some of the early employees
as founders and giving equity shares to others. This has turned out to be a win-win situation to
both the organization and the ‘employee-owner’. The organization is able to attract and retain
good talent for longer periods, and the employees are motivated to work hard to achieve better
performance and thereby enhance their share of the financial and non-financial outcomes.

Source:
Sattva website http://www.sattva.co.in (September 2010)

NGO Gateway website: http://ngogateway.com/interview/vikram-rai-sattva/ (October 2010)
ITIHAS website: http://www.itihas.org.in/sattva.html (November 2010)

MINT: http://www.livemint.com/2009/06/02004831/A-social-consultancy-takes-aim.html
(November 2010)
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5. Creating Entrepreneurial Opportunities within th e Organization

An innovative practice of some social enterprises for retaining their employees is to create
career or entrepreneurial opportunities within the organization. Employees are given the
freedom to execute projects as entrepreneurs. This brings out their creativity and enables them
to try new things, which in turn encourages them to set higher goals for themselves.

In some cases the freedom given is large enough to enable and empower them to work on
multiple projects and issues at the same time (see Exhibit-10) which they would not have been
able to do in a structured job. Besides, the employees are also given the freedom of choice to
work in different sectors/areas such as green technology, agriculture, microfinance, handicraft
etc, according to their own special interest and competencies. The system also creates a
network of entrepreneurs, which provides them opportunities to work with different
entrepreneurs and thereby create an ecosystem for helping the poor.

Exhibit-10: Creating entrepreneurial opportunities within the organization: The case of
Aavishkaar

Aavishkaar was established in 2002 and aims to support rural and semi-urban entrepreneurs in
India through appropriate financial investment and by providing management support,
professional expertise and other resources. Aavishkaar looks for start-ups and functioning
enterprises that impact the average rural or semi-urban population in India and offers financial
assistance to these enterprises. The organisation aims at making the social entrepreneur self-
sustaining, often by helping them to obtain funding from larger institutions.

Aavishkaar was started with an investment of Rs 0.1 million (USD 2400) and within 8 years it
has built the corpus fund of more than Rs 1650 million (USD 35 million). The funds are
generated from commercial banks, institutions and private investor at lower interest rates and
invest these funds into small socially oriented organizations which are incapable of getting
money from banks and large institutions.

Aavishkaar is an entrepreneurial organization which hires enterprising people who may or may
not be entrepreneurs themselves but understand various aspects of entrepreneurship. At
Aavishkaar each employee is treated as an entrepreneur and there is no hierarchy within the
organization. The organization gives freedom to their employees to choose the project or issue
in which they want to work and provides all kinds of support for them to design and implement
the project. In providing such support, there is an implicit expectation that the entrepreneur
would complete the project as planned, in spite of any constraints.

Source:

Aavishkaar website: http://www.aavishkaar.in (September 2010)

Aavishkar: http://smblog.changemakers.com/transcript-our-interview-with-vineet-rai (November
2010) http://www.dare.co.in/people/featured-investor/vineet-rai-aavishkaar-venture-

management-
services.htm (November 2010)
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6. Finding Employees from among Beneficiaries

Social enterprises all over the world often recruit their own clients or beneficiaries as
employees. This strategy of developing beneficiaries-employees is particularly suitable for
organizations that provide subsidized or free services to their clients. Since the ‘clients’ have
received free or subsidized service from the organization and would be willing to work for it for
low pay or no pay. There is the case of a hospital that picks up sick and abandoned people from
the streets and treats them to health. Once they are restored to health, many of them do not
have a place to go to, and so decide to work for the hospital. Similar in the case of a home for
mentally challenged children, where the mothers of some of these children work as nurses and
care-givers. Needless have strong loyalties for the organization and stay with it for life.
Retention strategies of this kind may not have many parallels. Such employees are among most
committed and empathetic, as they are aware and sensitive to the mental and physical agony of
the clients because of their own experience of having gone through the same situation. Besides,
they do have a thorough understanding of the functioning of the organization (see Exhibit-11).

Exhibit-11: Finding employment from among beneficiaries: the case of Jaipur Foot

Jaipur Foot was established in 1968 by Dr. P.K. Sethi to provide light weight, low cost hand-
made artificial foot and lower limb prosthesis for which he borrowed the technology from Indian
Army. The product was designed to facilitate the Indian Style of living (which involves squatting,
cross-legged sitting and barefoot walking). Thought the product had several advantages over its
western counterpart, its movement in the market was rather sluggish. There was a drastic
turnover in the fortunes of this product in 1975, which it was adopted by BMVSS (Bhagwan
Mahaveer Vikalang Sahayata Samiti) Jaipur, which is a non-profit social enterprise, for large
scale fabrication and marketing. In the last four decades, BMVSS has served around 1 million
patients by successfully running 10 marketing centres and a number of mobile camps every
year in various parts of the country. The Jaipur Foot is fitted on approximately 16,000 patients
annually, while allied services such as sourcing spare parts, aids and appliances are provided to
more than 60,000 patients in India. In addition to this, Jaipur Foot camps conducted in 19 other
countries such as Afghanistan, Bangladesh, Dominican Republic, Honduras, Indonesia, Malawi,
Nigeria, Kenya, Panama, Papua New Guinea, Rwanda, Somalia, Trinidad, Vietham, Zimbabwe
and Sudan.

BMVSS does not face much problem in finding the right kind of employees who are recruited
primarily from among its own clients. The employees work hard to meet the requirement of each
and every customer and provide a complete solution within a day. The whole process of
providing an amputee with prosthetic limb is a very labour intensive requiring high level of skills.
In fact the labour component of the product costs around 34% of the total cost. The major
strength of BMVSS lies in its committed employees who work hard and go the extra mile to
bring smiles on the faces of its clients at dirt cheap prices. And the world too recognized the
product and services by conferring the Ramon Magsaysay Award to Dr Sethi.

Sources:
BBVSS website: http://www.jaipurfoot.org/

Case study on Jaipur Foot by Scott Macke, Ruchi Mishra and Ajay Sharma under the
supervision of Professor C.K. Prahalad available at:
http://www.nexbillion.net/lib/documents/JaipurFoot.pd
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7. Attracting Employees to Serene Lifestyle in Peac  eful and Scenic Locations

Social enterprises which are located in picturesque locations in India such as the hilly regions,
North Eastern plains or Andaman Nicobar Islands are able to retain their employees because of
their geographical locations. Employees working in these areas like the scenic beauty and
serene life style that are characteristic of these areas. Employees build a family kind of relation
with local inhabitants and get deeply attached to these people and their lifestyles. Having lived
in these areas for some time, the employees find it difficult to adjust themselves to the crowding
and the rat race in cities or busy areas. Moreover, in these areas the cost of living is low, which
along with moderate spending habits make a low compensation acceptable to employees (see
Exhibit-12).

Exhibit-12: Attracting employees to serene life-styles in peaceful and scenic locations: The
Case of CHIRAG

CHIRAG is a rural development organization based in the Kumaun region of Uttarakhand in
India. It was started in 1987 with the mission to improve the quality of life of rural families — with
a special emphasis on women, children and the poor — residing in the villages of the Central
Himalayan region, with an integrated approach of improving the lives of people in various ways.
The activities of CHIRAG include community forestry, soil and water conservation, development
of watersheds, increasing the availability of fodder, animal husbandry, agriculture and
horticulture, provision of drinking water, primary health care, primary education and the
development of knowledge and skills amongst young people.

In order to develop synergies with the work of other organizations and to support them in their
work, CHIRAG provides technical support to other organizations in different regions of the
country. It also generates revenue by selling handicrafts and other agricultural commaodities.

CHIRAG too has its share of typical HR related issues faced by social enterprises, such as high
attrition because of low compensation and the difficulties in attracting people to work in
mountainous terrains. Besides, there is perennial scarcity of talented and efficient managers
who can also understand the various issues affecting the lives of rural people.

CHIRAG works in over 250 villages in Nainital, Bageshwar, Pithoragarh and Almora districts.
These places are known throughout the world for their scenic beauty and close proximities with
nature and are inhabited by very simple and friendly people. Many of CHIRAG employees get
inspired by the lifestyle of the local population and start cherishing the natural beauty and
simple lifestyle. It then becomes easier for the organization to retain these nature-lovers within
the organization.

Source:
CHIRAG website: http://www.chirag.org (September 2010)

8. Providing Attractive Fringe Benefits to Employee s

Since the small social enterprises cannot afford to pay high compensation to their employees,
they try many other different methods to compensate their employees. One of them is to provide
fringe benefits. Such benefits may be offered in many ways such as support for employees to
pursue higher studies at foreign universities, provide opportunities to do part time consultancy
work for other organizations which could supplement their income. Encourage employees to go
for various national and international conferences, provide all kinds of support to employees if
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they want to change their work profile to other areas so that their interest can be retained etc
(see Exhibit-13).

Exhibit-13: Providing fringe benefits: The case of Dream a Dream

Dream a Dream is a social enterprise founded in 1999 with a mission to empower children from
vulnerable backgrounds by developing their life skills at the same time sensitizing the
community through active volunteering and thereby creating a non-discriminatory society where
unique differences are appreciated.Dream a Dream provides children with non-traditional
educational opportunities designed to allow them to explore, innovate and build important life
skills. The organization also provides consultancy and life-skills development support in various
private schools, it act as one of the sources of income. Since the organization is based in
Bangalore, it finds tough to attract talented staff because of its inability to pay high
compensation. Organization also suffers with high attrition rate because of availability of large
number of options with employees.

Dream a Dream tries to provide various fringe benefits to its employees such as encouraging
them to do part-time consultancy, inviting various bankers and tax planners to advice its
employees on investment and tax planning issues etc.

Source:

Dream a Dream website: http://www.dreamadream.org (September 2010)

South Asian change makers: http://www.fyse.org/2010/11/asias-social-changemakers-vishal-
talreja/ (November 2010)

Conclusion

There is no doubt that the world is currently experiencing major social, environmental and
ethical crises, and no institution in the government, civil society or private sector, can alone
effectively deal with crises of such magnitude. It is essential for all the stakeholders of the
society to come together and deal with the growing concerns of the world. Over the years there
is a huge rise in the number of social enterprises - both the for-profit and the not-for-profit
varieties - which aim at serving the poor and disadvantaged groups through revenues
generated from commercial activities. The major challenge faced by social enterprises is to stick
steadfastly their social mission while pursuing commercial activities and the revenues generated
by them.

Inadequacies in the availability and management of human resources have been among the
most critical reasons for the failure of many social enterprises, which continue to be as critical
as ever. It is a paradox that the social enterprises, who work on various human development
issues are not able to cater to the human resource management issues within their own
organizations. Social enterprises are hence looking at various ways to reduce the severity of
this issue.

As the traditional source of funding for social development activities has been the grants and
donations from government and private agencies, it is but natural that they impose restrictions
on the use of such funds for employee salaries and perks. It is the quest for reducing grant-
dependency of social development activities that has given rise to a new form of organizations,
namely social enterprises, whose main funding source is the revenues generated by
commercial activities. While this new form of organisation would have greater financial
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autonomy, the resources generated by them are not large enough for them to afford market-rate
compensation and perks for their employees. Hence their HR strategies have to be designed
around a different paradigm than the traditional one based on salaries and perks.

In an analysis of the people-management practices of commercial organizations, it was
observed by Manimala (2010) that the philosophical assumptions underlying these practices
can be described as the ‘Outsider Paradigm’, where the employer treats the employee as an
outsider to the system. Under this paradigm, the ultimate responsibility for achieving the
organisational objectives rests with the employer, who therefore has to motivate his
‘uninterested’ and ’uninvolved’ outsider-employee through financial compensation, perks and
incentives. Hence the dominant basis of HR strategies in commercial organizations is monetary
compensation.

Social enterprises, on the other hand, seem to operate on the basis of a ‘Partnership Paradigm’
(Manimala 2010) of human resource management. Apparently, this is a matter of necessity
rather than choice, in-spite of the fact that an ideology is inclusiveness of fundamental to the
creation of social development organizations. One reason why an employee of a social
enterprise has to be a partner is the fact that social enterprises are mostly service-providers,
where it is extremely difficult to separate the service from the person providing the service.
Hence the employee has to be fully integrated with the organisation and thereby imbibe its
service ideology to be effective in his/her work. The second reason why the partnership
paradigm is more suitable for social enterprise is that there will be a sharing of risks and
responsibilities, because of which the work is perceived as more important that the monetary
rewards associated with it. Thus the employees would be prepared to work for relatively low
compensation, which could become a significant factor contributing to the long-term survival of
most social enterprises. These are the theoretical reasons. Why social enterprises are likely to
adopt a partnership paradigm for managing their employees.

In the empirical exercise of analyzing a few cases of social enterprises to identify the HR
strategies frequently used by them, the findings do strongly support the above theoretical
perspective - social enterprises tend to adopt a partnership paradigm for managing their
employees which is especially relevant for acquiring and retaining them. Out of the eight
strategies we have identified, the majority are about developing partnership with employees. Of
special relevance in this context are the strategies like: building vision and value congruence;
brand building of the organisation; developing a sense of ownership among employees through
participation in equity as well as decision-making; providing learning and development
opportunities to employee so as to better equip them for their service-tasks; and creating
entrepreneurial opportunities for employees within the organisation. It is therefore legitimate for
us to propose that the theoretical paradigm governing the HR strategies of social enterprises
can be described as a partnership paradigm.
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Introduction

SMEs and Industrial Development: The process of Industrial Development through
Industrialisation implies a movement from agriculture to manufacturing, embracing an
increasing proportion of work force. Manufacturing maybe undertaken on a large or small-and
medium-scale in various centres in a country. Small and medium enterprises are in many
countries represent a stage in the evolution of industry while in many others these act as
adjuncts and competition to large scale industry. In a developing economy like India, industrial
development measured not only in terms of the total volume of production of various types of
goods but perhaps equally in terms of regional balance, and the percentage of population
directly or indirectly involved in industry.

Small - scale industries as they are called in India (SMEs as labelled elsewhere in the world)
are important contributors to the process of Industrial development. Their contribution lies in
providing entrepreneurial opportunities to a large number of aspiring people to engage in
industry and innovate in order to stay competitive and to grow.

The objective of the present paper is to highlight the role played by small and medium
enterprises in providing the needed spur to the process of industrial development especially
through the adoption of new technology and innovations in industrial designs, products, and
processes.

Small and Medium Enterprises (SMEs) are widely accepted as a key factor in a country’s
economic growth. They are responsible for providing employment opportunities at a faster rate
than larger organisations; increasing the competitive intensity of the market by reducing the
monopolistic positions of large organisations; and encouraging the development of
entrepreneurial skills and innovation.

Since India became independent in 1947, economic and political philosophy focused on
fostering self-reliance and import substitution. Import barriers were slammed into place to create
a business environment where the SMEs experienced very little competition from firms outside
of the country. As the domestic market was large and there were virtually no outside
competitors, SMEs grew and flourished. With increasing focus of government initiatives on the
SME sector, the number of SMEs has grown manifold over the last 60-20 years, to 3 million
from a mere 80,000 in late 1940’s bringing in its wake increased competition resulting in
rationalising prices and pressure on margins.

In 1991, economic liberalisation and structural reforms opened up the previously closed markets
to foreign competition. India’'s SMEs were no longer protected and felt the heat from outside
competition. Indian SMEs felt the need to improve efficiencies and innovativeness in order to
withstand the competitive intensity due to reduction in trade barriers. In addition, liberalisation
brought in companies from outside India vying for a share of the pie. In many cases, these
foreign firms had an edge in terms of superior processes and technology to harness the best
out of their distribution networks and channels, as well as the ability to adapt their product
and/or service to customers very quickly. In this milieu, SMEs cannot afford to ignore the
benefits of technology and innovation in creating and addressing business opportunities.

SMEs and Industrial Development in India

With a contribution of 40% to the country's industrial output and 35% to direct exports SME
sector has achieved significant milestones for the industrial development of India.

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |81



N

daius?

University of Essex

‘S0

Tamkeen

The SME sector accounts for 95% of industrial units in India. The sector accounts for 39-40% of
value-addition in the manufacturing sector. Not only that, they account for more than 30.0
percent of total exports from India. They also account for 6-7% of Gross Domestic Product
(GDP). More than 190 lakh persons have been employed by the SSls. The sector produces
roughly around 7500 items.

Within the SME sector, an important role is played by the numerous clusters in the process of
industrial development. There are 350 clusters. Also, there are approximately 2000 rural and
artisan based clusters in India. It is estimated that these clusters contribute 60% of the
manufactured exports from India. The clusters in India are estimated to have a significantly high
share in employment generation.

Some Indian SME clusters are so big that they account for 90 per cent of India's total production
output in selected products, i.e. the knitwear and woollen cluster of Ludhiana in North West
India. Almost the entire Gems and Jewellery exports are from the clusters of Surat and Mumbai.
Similarly, the clusters of Chennai, Agra and Kolkata are well known for leather and leather
products. The cluster of Tripura, in southern India has become legendary as the producer and
exporter of hosiery knitwear.

Auto component SMEs are one of the fastest growing within the SME category of industries.
These units are key contributors to the total production of auto components and also have a
significant share in the exports of the industry. The SMEs are riding a phase of boom, driven by
demand from global auto manufacturers. The industry has undergone a major restructuring and
many existing companies have moved up in the value chain to a higher tier. Nevertheless,
sustenance and survival still remains an issue of concern for these companies as they will have
to absorb global best practices in this competitive environment.

Cost competitiveness, customer orientation, lead time, are some key factors the SME cluster
will have to imbibe to survive in the global set-up. Despite their limitations, the SMEs have
managed to significantly contribute towards development of India’s industrial base.

Multinational automobile manufacturers like Magna International of Canada, Delphi and Ford of
US and some European companies have entered the Indian markets. This has brought in better
technology, skills, new products and an assured market. Strategic tie-ups and contract
manufacturing is providing a way forward for SMEs in the auto component industry.

IT usage by the SMEs raises productivity of the sector in particular and the economy in general.
Product leadership, operational excellence and customer relationship, which SMEs look at while
using IT-based solutions is essential. SMEs have been enabled to become good decision-
makers, planners and strategy-makers in the choice of technology. Innovation, design
development and validation by the SMEs in the face of globalisation and rapid technological
advancement, to stay afloat during competition are the essentials.

SMEs & Global Scenario
Countries across the globe rely on small and medium enterprises (SMEs) for a large
component of their transactions, employment, provision of goods and services and general day-

to-day activities, critical to the health of the economy.

As more and more economies open their doors through liberalisation, they cease to remain
insulated from the jaws of recession. SMEs too cannot escape the heat as they experience a
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slump in demand, increased input cost, drying cash flows, high interest rates, reduction in
exports, and outsourcing requirements from the developed world.

Maintaining good cash flows and retaining demand become the most important challenges for
the industry to battle the uncertain economic climate and rapid economic contraction. Some
significant characteristics of SMEs are: lean size, innovation on the quick, readiness to take
calculated risks, flat organisation hierarchy, slower layoffs, and closely knit employees.

Interestingly some SMEs do admit that the recession has offered them certain opportunities
and, even benefits. These include, weakened competition, improved opportunities for
acquisitions valuations, ability to raise bank finance because of the low debt and self financed
nature, better competitiveness of Technology-friendly companies. Since SMEs already operate
on a lean basis and cut overheads to minimum, they are well poised to reap the benefits when
the economy turns around, opportunity to hire from larger companies on layoffs

SMEs & Technology

Since technology adoption by SMESs, enhances productivity and efficiency, connects them more
easily and cheaply to external contacts, reduces operations cost, creates global market access,
and develops internal competence in capturing market opportunities. It acts as a key to
competitiveness.

According to the 2009 Business Pulse report of SMEs in UK, there is a widespread recognition
of the importance of technology in reducing costs and increasing efficiency and
competitiveness. 30 per cent of businesses said that they have saved money through using
technology, 32 per cent use technology to network and obtain advice, and 28 per cent have
found more customers through its use. Nearly one in five cited the use of technology to support
flexible working as having one of the most significant impacts on how they have managed the
recession. In the theory of technological change (Pennings, 1987; Lefebvre E and Lefebvre LA,
1992), the decision- making process has a bearing on the adoption of new technologies. It is
more formal in SMEs than in large corporations. For instance, large firms evaluate the pros and
cons of new technology through a feasibility study, while the S\MEs depend on technology
suppliers. Theoretically, the mere adoption of new technologies does not guarantee its potential
benefits (Geipel, 1991; Gatignon and Roberston, 1989). This is more relevant in the case of
ICTs as their adoption is a necessary by not a sufficient condition for increase in productivity,
reinforcement of competitiveness, and augmentation in performance (Lefebvre E and Lefebvre
L A, 1996; Drew, 2003)

Role of SME Techno-entrepreneurs

Economic liberalization has changed the market paradigm for Small and Medium Enterprises
(SMEs) globally. The consumer goods segment in particular has undergone a sea change with
imported goods flooding the markets, and large enterprises and MNCs adopting aggressive
marketing strategies to sell their products. Free movement of goods sans barriers across
national borders and shifting preferences of consumers for imported goods has fuelled fierce
competition.

Though various studies show that the growth of SMEs has been more pronounced in volume
terms than in value terms, the truth is SMEs are facing stiff competition from large enterprises.
So, while large enterprises rely on economies of scale, the lifeline of SMEs in general and
techno-entrepreneurs in particular has always been technological innovation. High-tech low
volume products, low shelf life products as also products that need extreme customization are
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ideal choices for small scale production. SMEs world over, thrive in the very same product
segments dominated by large ones, but cater to niche markets.

The Indian automotive component industry is a case in point. It would however require modern
technology, R&D, Cheaper means of finance, proper assessment of consumer preferences and
continuous product innovation to succeed.

In high volume mass consumption goods, sector alliances between large enterprises and SMEs
by way of contract manufacturing, franchising and common marketing could be a win-win for
both.

The Chinese model is a classic example of giant enterprises working closely with tiny household
producers, achieving unbeatable cost advantages in the global market.

The Japanese concept of creating large companies known as "Sogo Sosha" which market
products of small enterprises is another good way to spawn innovative SMEs. Incentives for
such alliances must become a policy priority.

In a developing country like India, there are large numbers of SME Techno-entrepreneurs that
produce low cost, low quality consumer/industrial goods. They can go for significant
improvement in the areas of quality, packaging and promotions which will give them an edge
over large enterprises.

Innovation — Key Driver

The role of SMEs in terms of employment creation, upholding the entrepreneurial spirit and
innovation has been crucial in fostering competitiveness in the economy. For India to achieve a
growth rate of over 8 per cent, it is imperative that the SMEs grow at a faster pace.

Indian SMEs have a more positive outlook towards their growth and business prospects in
contrast to most of their regional counterparts. However SMEs (including Micro-enterprises) in
India, constitute more than 90 per cent of the total number of industrial enterprises and form the
backbone of industrial development, but suffer from the problems of sub-optimal scale of
operation and technological obsolescence. They need to adopt certain strategies for growth.
There is also an imminent need for them to innovate by thinking out-of-the-box and to develop
products with unique differentiators. They also need to attract Venture Capitalists and Private
Equity investors to get sufficient investments and enter markets where there are not too many
players.

Innovation has been the hallmark of Small and Medium Enterprises. Studies conducted by the
US Department of Commerce, revealed that since World War I, 50% of all innovations and 95%
of radical innovations, have come from new and smaller firms. The innovation process is seen
as a cycle involving trial and error, where problems, at some stage of development lead to the
need for re-evaluation of the earlier stage of the innovation process.

Although Indian SMEs realize the importance of technological innovation, most of the Indian
SMEs still believe in importing technology, rather than developing it in-house or through/in
association with, National Research and Development (R&D) centers. They, over the years,
have largely ignored R&D requirements and have not sufficiently embarked on new product
development or technological up-gradation at the requisite pace. This is despite the fact, that
India has the third largest pool of technologically trained manpower. To stay competitive,
technology innovation has to be the main phase of SME; strategy.
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The Study of Techno-entrepreneurs

The present study of growth of enterprise through sustained entrepreneurship relates to techno
entrepreneurs who are entrepreneurs with formal qualification / education in Engineering /
Technology. This section of entrepreneurs is particularly important because of its key role
especially in manufacturing businesses. Techno-entrepreneurs belong to the large stream of
Engineering graduates and diploma holders, who are streaming out of the Engineering colleges
and Polytechnics in large numbers. It is estimated that over four hundred thousand Engineering
graduates and diploma holders are being produced by the technical education institutions in
India.

The present study relates to twenty five techno-entrepreneurs from the industrial and
entrepreneurially developed region of Mumbai and Gujarat in Western India. The respondents
for this study are technical graduates, selected at random, out of those who have survived the
rigors of globalization, or are in the process of a change over to a new business, without
abandoning their entrepreneurial approach.

Data for the study was collected through a structured questionnaire completed by the
respondents, supplemented by detailed interviews with few respondents. Considering the
number of techno-entrepreneurs studied, it may be considered to be an exploratory study which
does throws up pointers to the growth strategies adopted by relatively successful techno-
entrepreneurs in India.

The general objectives of this study are:

(1) Assessing the role played by the SME Techno-entrepreneurs in the process of
industrialisation in India.

(2) Identification of the sources and modes for the contribution that SME Techno-
entrepreneurs have made to the industrial development in India. Specially through technology
innovation

(3) Ascertaining the effect of technology policy of government towards Industrialisation at
national and international levels with reference to the SMEs.

Data Analysis and Findings

Educational Profile

It will be seen from the table that diploma and degree holders account for 96% of the sample.
Significantly this is fairly representative of the real life scenario of technical education in India,

where number of post graduates in engineering/technology is indeed much smaller than
graduates.

Education Qualification Nos. Percentage
Diploma 12 48.00
Degree 12 48.00

Post Graduate 1 04.00

Total 25 100.00
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Nature of Enterprise Nos. Percentage
Job Work 4 16.00
Manufacturing Consumer Products | 8 32.00
Manufacturing Industrial Products 8 16.00
Ancillary 1 4.00
Professional (Consultancy, etc.) 1 4.00
Service Industry 3 12.00

Total 25 100.00

The above table presents the nature/type of enterprise set up by the techno-entrepreneurs
under study. It is seen that (16) entrepreneurs (64.00%) have selected manufacturing industrial
and consumer products as their entrepreneurial activity followed by the job work activity
(16.00%). They are direct participants in the process of industrialisation.

Most Significant Characteristics of Enterprises

The Respondents gave the characteristics as follow:

Characteristics Nos. Percentage
Lean production 12 16.00
Innovativeness 15 20.00
Readiness to take calculated risks 30 40.00

Flat organization hierarchy 06 8.00

Debt averseness 03 4.00
Employees close knit 09 12.00

Total 75 100.00

In terms of entrepreneurship readiness to take calculated risks is the most significant aspect of
the participating entrepreneurs. Innovativeness accounts for 20% of the responses. Lean
production for 16% of the responses and close knit teams 12% of the responses. This highlights
not only the entrepreneurial quality of the participants but also the value on innovativeness

reflected in the lean production and team building.

Recession — Opportunities/Benefits Offered

(a) Weakened competition by reacting faster to market changes works in their

favour

(b) Improved opportunities for acquisitions as valuations are lower.

(c) Ability to raise bank finance

-15
- 06
-12
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(d) Technology-friendliness -20
(e) Opportunity to hire from larger companies as skilled people are laid off. - 04
(f) Availability of venture capital and private equity -06

It would appear from the table that the participating entrepreneurs saw technology friendliness
as a significant opportunity to tap in to the opportunities thrown up by recession. Further faster
response time in reacting to the market changes also gave them an advantage. Some of them
would hire from larger companies as they lay off their skilled people. In short, the entrepreneurs
did not see recession only as a calamity but took the enterprising step of tapping the
opportunities arising out of a crisis situation.

Choice of Technology for Innovation

(a) Mature and fragmented sector — local markets -11
(b) Growing sector, dominated by large firms -12
(c) Stabilized sector - 04
(d) Rapid growth sector -11
(e) New sector with high technological opportunity - 09

The choice of technology for innovation is indicated in growing sector, a sector with high
technology, and mature but fragmented sector in the form of local markets reflects their upbeat
attitude. Interestingly, stabilized markets did not attract the entrepreneurs for choice of
technology.

Factors for the Main Types and Sources of Innovatio  n

(a) Innovation in machinery - 10
(b) Design modification - 20
(c) Incremental product innovation - 25
(d) Acquisition of patent and know — how - Nil
(e) New product based on advanced technology - 12
(f) In-house R&D - 08

In terms of types of innovation, most respondents reported use of incremental product
innovation followed by design modification. Both the factors relate to improvements in
manufacturing.

Strategies Adopted

(a) Survival in short term -12
(b) Development of distinctive competence -10
(c) Growth as strategic goal -15
(d) Use of high technical — scientific skills -20

The most common strategy adopted by the respondent enterprises was use of high technology
and scientific skills. Next came growth as a strategic goal and survival in the short run. This
choice again; underscores the strategic bias for technology and innovation.

Business Results Achieved by the Enterprises

(a) Low manufacturing cost -14
(b) High specialization -12
(c) Flexibility and cost advantages - 09
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(d) Rapid growth -05
(e) Quality products/ services -15
(f) Ability to deliver quickly/ on time - 05
(g) Distinct competitive advantage - 06
(h) Employee motivation and productive -10
(i) Profits for last 3 years Increased - 18

Decreased - nil

Most respondents reported that they had increased their profits for the last three years, had
improved the quality of products and services and had cut down their manufacturing cost. This

indicates that the entrepreneurs succeeded in their use of technology and innovation in terms of
their business results.

Main Drivers for Successful Innovation:

(a) Availability of resources and infrastructural facilities - 08
(b) Knowledge of market and technology -30
(c) Inventiveness and innovation -12
(d) Government policies and support from supporting agencies - 06
(e) Competition -15
(N Technology identification and up gradation -25
(g) Knowledge of acquisition, transfer and adoption of technology 06
(h) Availability of Technology Business Incubator -04
(i) Any other/s (Please specify) - nil

The five most important drivers indicated by the participating enterprises for successful
innovation are, knowledge of market and technology, and Technology identification and up
gradation to innovate successfully. This highlights the entrepreneur’'s market sensitivity and

technology related knowledge and skills as their use of technology in innovating and
progressing

Problem Areas faced in Linking Entrepreneurship and Innovation to Business Growth
(a) Personal problems -12
(b) Limited internal resources and skills -15
(c) Lack of network support and connection with business colleagues - 05
(d) Legal problems -05
(e) Lack of adequate speed to commercialize the innovative idea 10
() Lack of management of trade-offs - 06

The main problem areas faced by the entrepreneurs in linking innovation to business growth
were: Limitation, of resources including personal problems and inability to speed up the process

of commercialising the innovative ideas. Given resource support and support in marketing; they
could perform much better.

Factors for Growth Rate of Over 8 Per Cent

(a) Positive outlook towards their growth and business prospects. - 15
(b) Overcoming the problems of sub-optimal scale of operation -15
(c) Removal of technological obsolescence -20
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(d) To adopt radical strategies for growth -05

(e) To attract venture capitalist and private equity investors -05

(f) Thinking out-of-the box to innovate -10

(9) To develop products with unique differentiators -05

The respondent entrepreneurs felt that removal of technological obsolescence, overcoming the
problems of sub- optimal scale of production and positive outlook towards growth and business
prospects would be the main factors for achieving the growth rate of over 8% assuming the
Indian aims at achieving the target of 8 to 9% at annual growth rate.

Analysis and Insights

The responses of the participants in the Survey do bring out their readiness to take calculated
risks and to innovate to improve further on their business results. Their optimism is a positive
sign for the growth of their enterprises as they appear buoyed by the positive business results
already achieved by them.

It is heartening to note that most of the respondents saw opportunities in the recession and
developed strategies to take advantages of the weakened competition. They went in for
innovations in technology especially for new products, advanced technology, design
modification and incremental product innovation. This is a good sign for the growth of small
industries in India, as the future of SMEs as drivers of industrial growth will depend upon the
positive enterprising spirit of the entrepreneurs and their reliance on innovation specially in
technology, to tap the markets and hold their own in competing with large enterprises.

The limitations of entrepreneurs in the matter of resources and required supports are being
addressed by the government through its policies and mechanisms, though legal formalities
and bureaucratic tangles do often come in their way. To be active instrument of industrial
development in India SMEs need technological support through research and development, and
government support in promoting clusters, providing consultancy, and organising the availability
of finance to them. Happily, SMEs are not only building their collective strength through clusters
in India but have also been providing the needed support in ancillary role to the large scale
enterprises. Facilitation of technology transfer and technology up gradation will perhaps hold the
key to the development of SMEs and industrial growth in the country.

Implications of the Study to the Country and Indust ry

The study has thrown up useful pointers to the growth trajectory for SMEs and industrial growth.
It has highlighted the need for the country to move from the second stage of Rostow’s theory ,
where a society is in the stage of developing pre conditions for ‘take off' to the third stage
where the “old blocks and resistances to steady growth are finally overcome and growth
becomes the normal condition of the society”. Though agriculture still plays an important role in
India’s economy, an industry can have its due wider role in spreading the benefits of
development across the country only by developing a network of SMEs acting in Symbosis with
large - scale industry. Innovation and technological change are the levers through which SMEs
will be able to take the leap which gives them the power to provide the needed spur to industrial
development and economic growth.
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Conclusion

The references to technology and innovation and the processes involved in their incorporation
in the industrial strategy for growth and development are brought out in this paper, especially
to highlight the enhanced contribution that SMEs can make to the process of industrial
development in India. This exploratory sample study seeks to highlight the thinking of techno-
entrepreneurs who will be expected to spear head the process of growth for the industry and the
economy in India. The good news from the study is that small techno entrepreneurs are
technology oriented in their strategic thinking and are looking at avenues of growth through the
process of technological innovation. That is how they are poised to lend their shoulder to the
wheels of industrial development in India in the near future.
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Development of the “Active Employment Policy” in Lu xembourg

At the start of the Eighties there was a real change in Luxembourg’s policy on combating
unemployment. Support for “needy” persons, which until then had largely been provided by
religious communities and other charitable institutions, was increasingly taken on by a policy
which promoted the prevention of unemployment and reintegration into the world of work. The
private sector left each and every responsibility to the public authorities and pressured them into
responding ever more precisely to the phenomenon, in order in fact to undertake measures that
responded to their own needs. However, improving the “employability” of the individual had the
consequence that he or she became culpable for their economic situation and his or her
democratic rights to participate in political and economic life were curtailed. In parallel, private
institutions to fight unemployment were established, roughly following the logic of the above
approaches, without challenging their dependency on public financing.

This is the context in which OPE’s work had to take place. In the mid-Eighties we started to
develop our own project to integrate people who were seeking employment, and — given the
political landscape at that time — had to do this under the following conditions:

e training, or rather conditioning, people unilaterally to enable them to find a job;

e including the social integration enterprise in the notions of the dominant economy,
bearing in mind that the traditional solidarity economy, i.e. production cooperatives, was
no real alternative to the capitalist enterprise;

e taking responsibility for the so-called vulnerable segment of the population, without
engaging in any reflection with society as to the development of new social wealth;

e contributing blindly to the ongoing economic development and thus avoid any action as
a “community of citizens” on the democratic development of society.

The socio-economic framework that we had to break down in order to be able to develop a new
solidarity-economy model was therefore clearly defined. It robbed us of the opportunity of
bringing in other, and in our view essential aspects to our work:

e taking into account the personality of the individual,

e scrutinising in-depth how the dominant economic system functions;

* identifying initial signs of new possibilities for solidarity based on citizens’ commitment;

« exercising democratic influence on the political guidelines.

Against this essentially antagonistic background, the defence and support of solidarity-economy
thought or of a suitable project based on those values demanded a process, which informally
had to be essentially subversive yet formally experience-based. This approach may appear
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amoral, but we might refer to discussions on the potential relationships between the dominant
and the dominated and argue that this way of working can be regarded as a legitimate defence
of the dominated and therefore as morally justifiable. From our experience we had to assume
that the solidarity economy movement is the dominant part. Furthermore we had to assume that
the authority is represented by politicians, who adhere to a utilitarian socio-economy.

In order to denunciate the employment model in use in Luxembourg and to open up innovative
paths, in 1994 we presented the “Objectif Plein Emploi” study. This study attempted to combine
the strategies of local development with the concepts of the solidarity economy, which we had
encountered for the first time at the start of the Nineties. It proposed a concrete model for the
implementation of a policy that assumed social responsibility in Luxembourg.

Luxembourg — a Country with a Local Dimension

Luxembourg is a small country. Our decision-making processes are rapid, and this simplifies the
implementation of projects. This apparently simple implementation of projects all too often
hinders more in-depth discussion and consideration on the background to actual steps.
Supporters of the solidarity economy therefore find themselves in a paradoxical situation,
because although their progress in introducing concrete projects appears spectacular, the
fundamental logic of their activities is not understood. They are therefore inevitably exposed to
the demands of politics or of other interested groups and actors, who want to alter these
supporters’ missions and philosophy to suit their own.

Terms such as solidarity economy, social economy or even social employment initiatives are
imprecise and nebulous terms lacking nuanced interpretation in Luxembourg and are utilised in
politics to foster the discussion about an active employment policy. This limited perception of
the solidarity-economy approach leads to the ambitions of the institutional landscape in
Luxembourg in the area of socio-economic activities still being based on assumptions that
attempt to take care of people who are threatened by social exclusion with solely charitable
methods.

OPE as an Important Actor in the Solidarity Economy

The OPE network consists of about 30 member associations, with permanent working links with
61 of a total 116 communities and with 400 locally socially-committed volunteers. The task of
the OPE network involves introducing processes that improve the quality of life, implemented
through new activities in the areas of community services, environment, culture, tourism and
new information and communication technologies, where there is already demand for this
locally. In this way OPE has created about 1 000 new jobs.

Through its involvement at a European level and through its cooperation with research institutes
and colleges in neighbouring countries, OPE has contributed to the development of the
concepts of local development and the solidarity economy. Implementing this is integrated into
the economic activity of the country, however it does require other types of service and other
organised forms of exchange, i.e. primarily volunteer activity, the principle of reciprocity and
partnership.

Improving Functionality in an Ongoing Process

The OPE network is true to the roots of its projects in the '80s, which arose from the fight
against unemployment. It has adapted to the concepts for employment and integration initiatives
and continues to work on turning its goal into a project of consciousness-raising for social
responsibility and in particular into a project of democratising the economy. In doing so, we
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increasingly involve stakeholders in planning and implementing the general steps. Today, again
through our stakeholders, we influence widely diverse areas of national politics, whether the
active policies for employment, education, economic, environment, health and social insurance,
or other areas which all in all include what one today calls the challenge of a perceived renewal
of thinking with the introduction of the concept of sustainability.

In order to be able to finance the activities of the project we have introduced mixed financing.
Typical of this is that everyone who is interested in the general strategies invests in the activities
that concern them and in the projects and services that they need.

Today the income of OPE breaks down as follows:

e State: 56%

« Communities: 23%

* Public tenders: 14%

¢ |ncome from services: 5%

* Financing for European projects: 2%

The question of the freedom of choice of the individual, like that of the freedom of choice of the
collective, is for us a central and essential question in the defence of democratic rights.
Logically from this it follows that the crossover of new social needs into new essential jobs
means that people who are currently unemployed become actors who are necessary to
economic life and not benefit claimants. They are a resource, not an impediment.

Applied Research as Spearhead

As a socio-economic actor, OPE has a resource centre that meets the demands of constantly
changing research and development work in the following areas:

e research into socio-economic and political strategies,

e research into planning environmentally-friendly and ecological programmes,

e research into the development of methods in the areas education, further education and
the development of individuals and communities,

* research into the development of adapting basic legal, regulatory and administrative
conditions,

« responsibility for methods to introduce, organise and manage projects.

Results which were especially important for Luxembourg and which can also be credited to the
application of OPE research:

e 2004: in its coalition agreement the Luxembourg government recognises the solidarity
economy as the third sector of the economy alongside the public and private sectors.

e 2007: after the report by OPE the Ministry of Work and Employment amended
Draft Bill 5144 in line with our strategy and changed the title (the Law on social
employment initiatives becomes the Law to restore full employment).

e 2008: in coordination with the Ministry of Work and Employment OPE developed a new
legislative proposal within the framework of the Right of Establishment, establishing the
right to create the new type of enterprise, a Vereinigung Kkollektiven
Interesses/Association d’intérét collectif (AIC) [Collective Interest Association].
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« 2008: following OPE’s creation of new assessment instruments which take sustainability
into account as a criterion, the first public tenders placed more worth on the best offer,
taking into account ecological and social criteria instead of just the price.

e 2009: the Luxembourg government is following its strategy consistently and has brought
in a Minister for the Solidarity Economy.

The new space that we are creating is often called the third sector, in contrast to the two others,
the public and private sectors. However it is particularly important to point out that according to
its precise definition the term sector is a specifically defined, strictly limited and impervious
space. Yet the three spaces by necessity require permeability and interactivity, as well as
complementary effects and evolution by processes.

The stated political will in any case enables one to believe that the concept of the public space
is regaining its real value as an essential element of our democratic system and as an
indispensable place for a serious contribution to the process of social transformation in our
societies.
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Introduction

Along with the unstoppable process of globalization, new technological trends, the need to
combine economies of scale, demand volatility and strategic uncertainties associated with the
operation of the market economy, economies are facing increasing competitive pressure.

No one questions, that faced with the challenges of the XXI century the only possible way for
developed economies to compete in global markets is differentiation through adding value, with
creativity and innovation playing a fundamental role®.

Also, in this competitive scenario it is necessary to add the current international financial crisis,
which has affected significantly the labor market. The crisis has contributed more than ever to
the need to create smart solid economies, more environmentally friendly and more competitive?,
through innovative product development, the future development of infrastructure, introduction
to new markets and the creation of quality new jobs focused on knowledge.

Therefore, regions, especially those in areas dominated by traditional industry sectors, need to
define new policies to impulse the competitiveness of their companies and respond well to the
new challenges of the new global economy. In this context, the definition of policies designed to
advance entrepreneurship as an asset that will encourage job creation, economic growth and
improving regional competitiveness, are placed as a priority. The development of an
entrepreneurial society where entrepreneurial spirit is the reference for the generation of a new
economic dynamism, and in which the creation of innovative and or technology based
businesses, and expansion of existing ones through processes of innovation or intrapreneurship

! castillo, J. (2009), “Politicas de Innovacion y Competitividad en la Economia Global”. Seminario Hispano-Francés sobre
Innovacion. Sevilla
2 European Commission (2010). “Europe 2020. A strategy for smart, sustainable and inclusive growth”. COM final (2010).
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appear as immediate requirements. This is progress in a process that seeks to increase job
creation and improve quality of life and the welfare of the population.

Therefore, in the emerging knowledge societies, innovators and "creative" entrepreneurs have
an ever more important role, however, this implies the need to implement actions that increase
the ability to develop, attract and retain this talent. This asset is the main generator of
knowledge and innovation and it is the basis for the creation of innovative and/or technology
based companies. The creation of these companies also serves to both generate skilled jobs
and regenerate the more traditional industrial sector.

Creativity, understood as the process for generating business ideas, needs an enabling
environment conducive to both the development of ideas and their implementation®. This
context requires the existence of a culturally diverse and open environment, adequate funding,
and support for entrepreneurs, as well as knowledge transfer mechanisms. This environment is
indeed a fundamental element where competitiveness through innovation, is the nurturing of the
"best" combination of its assets®. It is no coincidence that in this context the regions (and in
general the country) have emerged as a key elements in a matter of competitiveness® and
therefore should be taken into account in the approach to the design and implementation of the
vast majority of support frameworks for innovation, entrepreneurship and creativity.

The CREA BUSINESS IDEA project aims to create an enabling environment in each of the
participating regions, through the definition and implementation of several actions that
encourage networking and allow the natural occurrence of a Virtual Cluster.

This cluster must be understood as a part of its own environment, through ICT, is configured as
an integrated system to support the generation and implementation of business ideas. This
system is horizontal in nature, made up of various intermediate infrastructure support and the
advanced services companies existing in each of the regions participating in the project.

General Considerations on Innovation and Creativity

Traditionally, innovation has been understood in its technological sense®. But aspects such as
the importance of services in the economy and their role in the growth of economies, new
competitive models, the importance of customer value and differentiation from competition,
have led to innovation to understood in a broader sense; no longer limited to technology frame.

In this regard, by expanding the concept of innovation, it has become difficult in many cases to
separate creativity from innovation. Creativity is linked to innovation in the sense that it offers
the novelty of the application, while innovation also includes the value of its use.

Therefore, as an introduction to the CREA BUSINESS IDEA project, it is necessary to refer to
"what is meant by innovation and in what is the context it fits."

® Florida, R. (2005) “Cities and the creative class”. Routledge.

* Porter, M.(1998) “On Competition, Boston”. Harvard Business School.

® Porter, M. (2003) “The Economic Performance of Regions”. Institute for Strategy and Competitiveness, Harvard Business School”.
61992. Oslo Manual 1% edith. 1997. Oslo Manula 2™ edith.

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |97



>
N\

dInS

‘S0

Tamkeen

<N\TRPRg ’
University of Essex

In Europe, the latest edition of the European Innovation Scoreboard states:

"R & D is not the only way to innovate. Other techniques include the adoption of technology,
incremental changes, imitation, and combining existing knowledge in new ways. With the
possible exception of the adoption of technology, all these methods require the creative efforts
of employees of the company, and thus improving the innovative capabilities within it. It is likely
that these skills lead to improvements in productivity, to higher levels of competitiveness, and
also to new products and processes, with major impact on economies. For these reasons, the
activities of the companies that innovate without developing R & D are equally interesting for

policy action "’

In Europe, this new concept of innovation puts creativity as a key element in all the people-
driven innovation processes. Indeed, creativity is merely the individual's own ability to combine
their different experiences and generate something new and useful.

In this new approach it is very important therefore to consider the elements of the context, the
environment in which innovation is generated and the competitive advantages of companies,
such as culture, quality of physical location, environmental sustainability, the general standard
of living, personal and professional opportunities, etc®. Therefore, in Europe, it is understood
that it is no longer traditional technology policies that affect the levels of innovation and
competitive levels of the economy.

The renewed Lisbon Strategy, together with the Gothenburg strategy coincides precisely in this
line of thought, highlighting the importance of the social and environmental dimension in the
context of the knowledge economy.

Instinctively, the term creativity has been traditionally linked to artistic activity or, more recently,
thanks to examples of companies like Apple or Google, to the innovation in technology sectors.
In the latter, creativity and innovation are two concepts that go hand in hand. In other words, the
creative capacity can be defined as "the ability to easily generate ideas, alternatives and
solutions to a problem." ° Given this definition, and putting it in relation to the concept of
innovation, creativity is the process of generating ideas. Somehow it is the inspiration that
allows us to create new solutions. For its part, innovation is the ability to turn these ideas into
something applicable, to give meaning and value within a context.

Defining further the concept of creativity, Richard Florida in his book "The rise of the creative
class" identifies a number of defining characteristics:
* Itis a multidisciplinary aspect of people.
* Involves different aspects of thinking, habits and experiences of the individual.
« It is broader than technological innovation or innovations in management and
organization.
e It is cultivated through the individual but especially in its interaction with its social and
economic environment.
* Summarizes and reflects the convergence of different areas of knowledge.
* Includes a component of "subversive", change and break with the above.
e It comes in different forms: technological creativity (innovation), economic creativity
(entrepreneurship) and artistic and cultural creativity.
* Itimplies a proactive attitude to change.

" European Innovation Scoreboard 2009. PROINNOEUROP E PAP E R N °1 5. European Union. Ente rprise and Industry
8 Garcia de Sola, A., Hinojosa, A., Castillo, J.(2009) “The role of the Knowloge city of Colmenar in the future of Madrid Region”.
XXVI IASP World Conference. Raleigh. North Carolina.

° PONTI, F. (2001): “La empresa Creativa”. Ediciones Granica. Barcelona.

° FLORIDA, R. (2002)"The rise of the creative class”. Basic Books.
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According to Florida, “creativity is now the decisive source of competitive advantage” and from
which “new technologies, new industries, new wealth and all other positive possibilities”. *

Therefore, creativity as a source of innovation contributes to improving overall competitiveness.
This is because creativity has a direct impact on improvement, increases the efficiency of
production processes and services (process innovation) and on the other, the development of
new products (product innovation and service). This eventually leads to generate added value
for the customer, differentiating products or services from the competition.

New theories such as those from Richard Florida’> have contributed to mix creativity to
economic and business competition. Creativity is the trigger of the innovation process in the
company. In this sense, creativity has become a key element within the company for several
reasons:

1. The emergence and spread of ICT has eased access to information. Anyone can access
information and maintain contact with other person, which, in turn, has altered the way they
interact among agents, through the internet, a more flexible manner. However, information is
not of great value if not treated creatively.

2. Companies are increasingly valued more for their knowledge, rather than the physical assets
they possess. Knowledge is a result of connection continuous information that leads to new
ideas and commercialisation. This process takes place through the creative use of knowledge,
which in turn, becomes value for the markets.

3. Strategies for improving efficiency by adjusting the size, internal organization processes and
reduction of costs limit the creative capacity of companies. The identification of new ideas and
their implementation is the key to the future, and the implementation of this strategy at the
domestic level is key to facing the future with success.

4. The expectations of new workers have changed. They demand jobs in which to develop their
imagination, inspiration and ideas. If this is not the case, they seek new professional challenges
in other organizations. The ability to attract and retain talent, therefore, lies in offering the
necessary freedom to the worker to develop their creativity.

5. Currently, all areas covered by the company are subject to the design. The lack of
attractiveness of a product design can lead to failure of marketing. However, the creative design
addressed from a holistic perspective can lead to the differentiation of a product, brand or even
the company with its competitors.

6. The success of a product or a service does not lie in the traditional concept of quality.
Consumers, apart from the quality of the product, require a range of extras: novelty; fashionable
and aesthetically attractive. That is, offering something extra characteristics compared to other
products. This is something that requires high doses of creativity in its development.

7. Creative human resource management with new motivations in turn requires new methods of
personnel management that allows the linking of the needs of talented workers to the needs of
the company. The new formulas focus on providing greater freedom and responsibility to the
talents encouraging a more flexible environment for the development of their creativity.

" FLORIDA, R. (2002)"The rise of the creative class”. Basic Books.

2 1bid.
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The CREA BUSINESS IDEA Project: Virtual Business Cr  eativity Cluster

It is in this context, the project CREA BUSINESS IDEA Project has been designed within the
European Commission Programme INTERREG SUDOE IVB. One of its aims is to create tools
and methodologies that support creativity and the valorisation of ideas for their transformation
into business innovation and/or innovative start-ups. This will be achieved through trans-
regional cooperation (the development of initiatives and common services) and the exchange of
experiences between the partners in the project. In this way, the project seeks to consolidate a
common space of cooperation in the areas of competitiveness and innovation through a solid
network configuration for the generation, exchange and transfer of innovations and new
knowledge.

The project is led by the Economic Development Agency of La Rioja (ADER), involving also the
Madrid Development Institute (IMADE), the Foundation for the Advancement of Science and
Technology in Extremadura (FUNDECYT), the Andalusian Institute of Technology (IAT), the
Chambre de Commerce et d'Industrie du Gers (CCl GERS), the Centro for Business Innovation
of Beira Interior (CIEBI) and the Regional Center for Innovation of the Algarve (CRIA). In this
way the partnership encompasses entities such as Chambers of Commerce, universities and
regional governments; as these entities are actively involved in the implementation of initiatives
and working methods aimed at both promoting the generation of business ideas and increasing
entrepreneurship support.

This partnership was formed with the objective of responding to the following requirements:

* need to generate business ideas
e need to support the creation of technology-based companies
e extension of support services to rural areas

Furthermore, the planning of content and tasks, and the selection of the partnership, has
allowed the whole creative process to be covered, from the birth of a business idea to the
creation of a new innovative company. Besides, this feature has without doubt contributed to the
generation of a climate favorable to the emergence of networks based on creativity. This is
environment in each of the participating regions, through the definition and implementation of
several actions, encourages networking and allows the natural consolidation of the Creative
Virtual Cluster. The specific objectives were the following:

e Lay the groundwork to create a comprehensive development of creativity which results
in the generation of business ideas and their implementation, promoting incubators and
university efforts etc.

« Exchange of experiences and knowledge from in-depth analysis of cases of good
practice at international level, based on empowerment of entrepreneurial creativity.

* Establishment of networks and collaboration in business creation from regional
environment to achieve a transnational dimension.

« Promote the generation of ideas that could lead to new economic activities.

« Valuing the entrepreneur both professionally and socially.

e Create a solid network of collaboration among project partners, to exchange experiences
and knowledge about creation and business consolidation from the encouragement of
innovative attitudes.

This cluster must be understood as an instrument to promote and develop new working
techniques and new tools to be used for the boosting of creativity focused on creating
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technology-based companies, so as to generate new working perspectives for the instruments
and support infrastructure for the creation of existing enterprises. Specially, we have sought to
lay the foundations for an environment conducive to the emergence of networks of creativity as
a defining characteristic.

For the definition and implementation of the measures, the mechanisms and existing
methodologies and measures have been studied at international level and at regional level
along with the collaboration with existing support infrastructure.

The project also has counted on the use of ICTs to facilitate the spread and scope of the project
outside the partner regions as well as offering services to businesses and entrepreneurs.

Both of them companies, especially the SMEs needing to incorporate innovations that need to
be more competitive, and entrepreneurs, have been the objective of different initiatives.
However, it has also been considered necessary that companies and entrepreneurs be aware
of the need to undertake and innovate to be more competitive. With this purpose, the project
has developed several tools for their disposal to achieve this, along with various manuals or
specific support and advice services. The project has also encouraged the participation of
enterprises and entrepreneurs in various activities such as seminars and creative workshops.

Practices Prior to the Project

The aim of this chapter is to describe the activities carried out during the CREA BUSINESS
IDEA project, for which it has been used as base of information generated throughout the
project, documents and publications resulting from the project, activity reports, web, etc.

The aim of this chapter is to describe the activities carried out during the CREA BUSINESS
IDEA project. The base of information has been the documents and publications resulting from
the project, as well as the activity reports, web, etc. generated throughout the project.

The project has focused on the Creation of a Virtual Cluster to Creativity Support where
entrepreneurs have access to a Business Incubator, a Pull of Ideas as well as plenty of
resources to support entrepreneurship, both generated under the project (Regional Maps of
Creativity Support, International Benchmarking, Best Practices Guide, Handbook of Creativity),
information on workshops and roundtable meetings held in the participating regions, as well as
the resources incorporated in the Cluster by the users of the community 2.0 and 3.0. As already
mentioned, this Cluster has the support of different intermediate entities from the participating
SUDOE regions (chambers of commerce, business associations, universities, technology
centres etc.) in order to offer advice to entrepreneurs on their initiatives.

The main project activities have focused on four main tasks:

1. International benchmarking of mechanisms for enh ancing business creativity, the
support, creation and consolidation of technology c ompanies and/or emerging
sectors

In the initial phase of the project, an international benchmarking study of successful initiatives to
promote entrepreneurial creativity and innovation was developed. The case studies focused on
initiatives in the United States, Ireland, Finland and Sweden, considering the following aspects:
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¢ Mechanisms and working methods aimed at creating and motivation and entrepreneurial
spirit.

e Training of new entrepreneurs and intrapreneurs.

e Support measures at the stage of business set up, technical level and development of
specific infrastructure support.

* Financing mechanisms.

* The dynamics of public-private collaboration in the field of promoting the creation of new
businesses.

This benchmarking study was used as the basis for developing a Good Practice Guide at
international level on measures to promote entrepreneurial creativity and new business
creation. In particular the work done in this guide was:

The identification of 28 cases in Spain, France and Portugal (actions, measures,
policies, projects, stakeholders, companies) as good practices in their respective
areas.

Documentation of good practice cases and analysis.

Presentation of the main conclusions of the benchmarking analysis and
recommendations with the aim of transferring the most important aspects.

The target audience for this Guide is focused on potential entrepreneurs, enterprises and
intermediary organizations to support, with the aim of raising awareness about the importance
of engaging in the broad sense of the word. In this framework, the dissemination activities
carried out were:

1 day guide presentation in each of the participating regions, attended by
entrepreneurs, enterprises, intermediary agencies, universities, etc.

Dissemination of the Guide among entities such as chambers of commerce, local
councils, local development agencies, etc.

The development of an electronic version of the guide, to be downloaded from each
of the website of the participating partners as well as the project website.

These tasks were designed to obtain the following results:

A Dbetter understanding of the mechanisms and working methods aimed at
generating business ideas through the work done in developing the Benchmarking
and Best Practices Guide.

An initial meeting with entrepreneurs, businesses, local and intermediate bodies in
the context of, first, conducting in-depth interviews for the preparation of the Guide
and on the other hand, in the days of presentation.

Knowledge of successful initiatives to promote entrepreneurial creativity and support
the creation and consolidation of companies, both public initiatives at the level of
private initiatives.

Identification of features and performance parameters in business creativity.
Extraction of lessons towards developing public-private policy to support and
encourage creativity and innovation

2. Assessment and enhancement of regional initiatives to generate business ideas,
support entrepreneurship and the consolidation and expansion of existing
enterprises, exchange of knowledge and experiences
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Seven Regional Business Creativity and Entrepreneurship Support Maps were produced along
with the creation of Technology Based Companies and expansion of businesses, identifying:

e Initiatives aimed at generating business ideas and business motivation

 Programs to strengthen and consolidate the entrepreneurial activity in existing
companies (Intra spin-out, etc.).

e The services of incubators, technology parks, etc. in technical assistance, knowledge
transfer, etc.

Regarding to this task, a common working methodology for all partners was established defining
the questionnaires of the interviews to be performed (minimum 10) with both companies and
intermediary agencies. Regarding the development of creativity and innovation regional maps,
the partners carried out important desk work to identify measures, policies, initiatives and
projects in each of its regions supporting entrepreneurs and fostering creativity.

From the development of the regional maps, a Global Map of Creativity was drawn up as a
compendium of the individual regional maps. In addition, the Global Map reflects the various
initiatives, particularly public, which are launched from the regional government, thereby
constituting an important tool for the exchange of knowledge in this field.

Finally, as a result of the above, a Creativity and Entrepreneurship Manual was developed. It
collects information and support services available in each of the participating regions to
support entrepreneurship, creation and consolidation of companies as well as different
techniques and working methods that encourage entrepreneurial creativity. This manual is
intended as a reference tool for all those who have a business idea which may become a
company or diversify into new business lines as it includes information on infrastructure and
support services in each of the regions participants.

This task aims to obtain the following results:

« A more thorough understanding of the initiatives, programs and projects in each
region of the project, in terms of creativity and innovation both public and private
level.

* Interregional knowledge of the various initiatives and policies in other regions
participating in the project.

« Identify weaknesses and needs that are common to all regions, and by extension the
rest of the space SUDOE, in terms of creativity and innovation.

* Identification of a number of synergies and complementarities between different
regions, allowing, as found in the proposal of the project, create a comprehensive
support system to support creativity.

All these documents, as outputs of CREA-BUSINES-IDEA, are available on the project website
for download in electronic format. Also, the Creativity Handbook is available in print and is being
distributed during the various events being organized in the project (workshops, conferences for
presentation.)

3. Feasibility analysis for configuring a virtual clus ter of entrepreneurial creativity.
implementation of experimental trans-regional

The most important activity of these tasks has been the creation of the CREA-BUSINESS-IDEA
Virtual Community, where the creation of a virtual incubator and a pull of ideas have been
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fundamental structures for the provision of a comprehensive support system for entrepreneurs
within the cluster. (http://www.creabusinessidea.net).

With the objective of giving substance to the pull of ideas, we have developed several creative
workshops in each of the participating regions, including in this bank all the ideas with high
commercialization potential. The target audience for the workshops was:

e Students studying technical degrees in the last two years of training and doctoral
students with technology-based programs.

» Vocational students.

« Small to medium companies with business lines likely to diversify into new areas
emerging.

e SMEs: young and consolidation phase

Also, along with the workshops, various meeting spaces and round tables have been organized
between entrepreneurs, enterprises and intermediary organizations to support innovation and
entrepreneurship, in order to enhance the exchange of knowledge and the generation of new
business ideas.

Finally, agreements between intermediary organizations and specialized companies in the
participating regions have been established with the aim of setting up a comprehensive support
system intended to promote creativity and support the creation and consolidation of technology
companies, within the Business Creativity Virtual Cluster.

4. Promotion, Information and Capitalization

One of the main tasks of the project has been to promote CREA-BUSINESS-IDEA to
entrepreneurs, enterprises, intermediary agencies and the society in general through; the
publications of press releases: mailings and the organization of Project Presentations.

Furthermore, the project has been widely promoted (not just in the participating regions) through
the project website (http://www.creabusinessidea.com) in different languages. The website not
only displays activities and upcoming events of interest, but also gives access to all the tools
and materials developed by the partners of the CREA-BUSINESS-IDEA project.

These communication and dissemination activities have also served to increase knowledge of
creativity techniques and mechanisms to support entrepreneurship and innovation in the
regions involved.
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The specific activities or tasks working towards the dissemination of the project have been:

Promotion information and capitalization

Activity 1:

The Communication and Dissemination Plan Project has been developed, contemplating the
actions of internal communication and external communication partnership project. As part of
this Communication Plan, the corporate image of the project was designed and an ldentify
Manual defined which details specifically the logos to be used in all communications and tools
developed over project.

It should be mentioned here that the Communication and Dissemination Plan for the Project
CREA-BUSINESS-IDEA has been chosen as good practice in the framework of the
INTERREG IVB SUDOE.

Activity 2:

The project website www.creabusinessidea.com _ has been designed and maintained,
providing regular updates on news and events (carried out by each partner, specific to the
information related to and produced in their region). This site includes each and every one of
the tools and reports resulting from the work done by partners in the framework of the CREA-
BUSINESS-IDEA project. All these contents are accessible to the general public.

Activity 3:

Design and publication of project communication tools. Concretely, and edited a generic
brochure project has been designed and edited. The project partners have produced specific
brochures for organized events following the guidelines established in the Communication and
Dissemination Plan.

Activity 4:
A link to the Project website has been included in some websites related to members of CREA-
BUSINESS-IDEA project.

Activity 5:
Press releases on the launch of the project have been edited. Information about the launch
results and the documents and tools designed in the project has also been disseminated.

Activity 6:
Workshops have been held to present the project in the different participating regions.

Activity 7:

Posters have been developed for the CREA -BUSINESS-IDEA project the project using the
corporate image and logos of ERDF and SUDOE, in order to be used in workshops,
conferences, round tables meeting, etc.

All'in all, CREA-BUSINESS-IDEA has been conceived as a project to build from the bottom up,
beginning with the identification of existing actions, measures and policies and the observation
of the gaps in the promotion of creativity as a prelude to entrepreneurship; to continue with
awareness work at two levels: at the level of potential entrepreneurs and at the level of potential
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support business innovation services providers. The last step is the creation of an integral
support system called Virtual Cluster, based on a web 2.0 and a community 3.0, with the active
participation of entrepreneurs, intermediate organizations and Public Administration, as the
main driver of policies oriented to business creation.

The CREA-BUSINESS-IDEA Virtual Community

As mentioned above, the objective of CREA-BUSINESS-IDEA is to have a Virtual Community of
reference for those interested in creativity and business innovation: a dynamic community with a
brand recognized by users.

The short term objectives of this virtual community are:

* Activate processes of creativity, intelligence, deliberation and collective thinking
among all users of the Community.

* Promote the use of Creabusinessidea.net so that users can interact, communicate,
share views, interests, opinions or experiences and knowledge in terms of creativity
and business innovation.

« Achieve national and international recognition for the web site
www.creabusinessidea.net as a tool where users can share their experiences
throughout their academic and professional career.

» Position the CREA-BUSINESS-IDEA Virtual community in the digital intellectual
market (Creativity, Entrepreneurship and Innovation) encouraging conversation
(professional network) as an alternative to other traditional methods of
communication.

* Getting a critical mass of users by improving the network in the areas of online and
offline media to communicate the results in the best cost-effective way during the
medium and long term. (flickr, youtube, Twitter, GNOSS, etc).

* Create a meeting place for entrepreneurs, enterprises, intermediary agencies, etc.
with the purpose of enhancing the exchange of knowledge and enable collaborative
processes at regional and supra-regional level in terms of creativity and business
innovation.

* Provide access to advisory services for entrepreneurs, existing in each of the regions
participating in the project CREA-BUSINESS-IDEA.

* Become a “Pull of Ideas” where users can insert their creative and innovative ideas
and create networks of agents to analyze their viability as a business.

Given the versatility and the applications available on GNOSS, this platform has been used as a
basis for the creation of a Virtual Community Project CREA-BUSINESS-IDEA. Gnoss.com is an
online internet company that enables all actors involved (individuals, corporate entities or other
organizations) to connect, interact and work according to their interests and preferences.
Gnoss.com provides the necessary tools that allow knowledge management, the sharing of
collective thinking and the informal learning.

To this end, a social data network (web 2.0) has been developed, which allows 'gnossonauts’
create their own communities, both public and private, and interoperate with its contents. More
specifically, among the various activities possible in gnoss.com, are the following: create your
personal identity, create communities and participate in existing ones, find and share content,
make contacts and friends to exchange ideas and opinions and share their own experiences,
work and think as a team, using widgets and tools and connect to other networks.
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Through the use of this tool, the intended results are:

e Position the virtual community MAKE-BUSINESS-IDEA in the first pages of search
engines thus constituting the communication and dissemination of virtual community.

* Achieve national and international recognition as a network for exchanging
knowledge in creativity and business innovation.

e The construction of personal spaces for learning and working in the field of creativity
and business innovation.

* Increase the training of entrepreneurs in terms of creativity, innovation and
entrepreneurship, and the generation of ad hoc training environments.

e Set up a comprehensive support system intended to promote creativity and support
for business innovation, counting with the participation of companies and
intermediary bodies in at least each of the regions participating in the project and
with the relevant participation of internationally renowned individuals and entities in
the field.

* Wider dissemination of knowledge, especially in areas away from the usual core of
innovation, as this is a virtual network, providing the extent of innovation on the
areas of the project work.

Analysis of Project Results and Conclusions:
The Project results can be specified in three main areas:

« Create regional and interregional networks to support creativity and
entrepreneurship. Encourage creative ideas to generate new business.

e The valuation of the entrepreneur at economical and social level.

* Impulse to the development of an economy an ever more creative and Innovative
and therefore more Creative Society.

The activities undertaken have been the basis for creating a comprehensive system of support
for creativity, i.e. a system that not only supports entrepreneurs, but also supports the
generation of new business ideas, encouraging and facilitating creative talent, as a basis for
innovation. These activities have contributed to the achievement of this goal:

« Through the regional map, global map and international benchmarking outlining in detail
the measures, policies, infrastructure, initiatives, intermediate bodies and practices, both
regionally and nationally and internationally, being developed in order to support the
entrepreneurs and to foster creativity.

* The handbook of creativity is an important tool to inform entrepreneurs and business
techniques that exist both for generating ideas and for their assessment and subsequent
management through innovative projects.

 The project website, the pull of ideas and the support of the virtual incubator for
entrepreneurs and creative, both in terms of assessing their own capacity to access
relevant information or access to specific services in the regions involved.

Therefore, it can be said that the groundwork has been laid, both through knowledge of what
exists as regional gaps and weaknesses in the launch of a comprehensive system that supports
entrepreneurs and businesses wishing to innovate.

Also, the INTERREG Programme has arisen from its intermediate objectives as “a solid network
configuration for the generation, exchange and transfer of innovations and new knowledge".
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This objective is being met through the development of regional maps, especially the Global
Map of Creativity and the configuration of the Virtual Business Creativity Cluster.

Given the project approach based on the use of new information and communication
technologies (web platforms 2.0 and 3.0., dissemination of knowledge and the tools developed)
the exchange of experiences and the provision services, one can conclude that the project has
been successfully developed. These elements allow to achieve one of the main objectives of
the OP, to achieve greater territorial cohesion through specialized services to support
innovation and generators of knowledge.

Therefore, as a conclusion, CREA BUSINESS IDEA has succeeded in generating a greater
understanding of the creative techniques not only by innovative companies, but also by
companies in more traditional sectors that could use creativity to generate new products and
services and also to solve problems related to processes, Human Resources, or their own
business organization.

This increased knowledge, has also been strengthened by the project partners, linking the same
to different intermediate bodies (universities, chambers of commerce, business associations,
etc.), to offer their know-how and inform on support services for creativeness and
entrepreneurship through the virtual tools developed.

Finally, CREA BUSINESS IDEA has helped to create a network in Southwest Trans-regional
Europe, with all the partners’ involvement through the development of methodologies and
common tools. One of the solutions to addressing the economic crisis we are now facing is to
promote business innovation from the creativity of individuals and organizations.
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Objectives: The objectives of this paper are twofold: first, we investigate the network structure
of interlocked boards in the biotechnology industry, and second we discuss the consequences
fostering an effective knowledge transfer.

Approach/Methods : Starting from a concise literature review on learning, knowledge transfer
and innovation in the context of the biotechnology industry, the conditions for effective
knowledge transfer are derived: (1) the intention to cooperate (2) the absorptive capacity and
(3) the existence of a shared knowledge base of the directors in the network. Based on these
theoretically derived preconditions, we state our research question: Do the characteristics of the
board of directors network in the Flemish and Brussels biotechnology industry meet the
necessary preconditions for effective knowledge transfer? The BoD-network is analysed based
on the method proposed by Robins and Alexander (2004), developed specifically for an
extensive investigation of board networks. In addition, we analyse particular substructures of the
network to gain a better insight in organisation-specific opportunities.

Results/Insights:  Analysis shows that (1) distances between boards are short, (2) clustering in
the whole network is high, and (3) central ‘hubs’ exist in the network structure. The board
network thus meets important conditions for supporting effective knowledge transfer.

Implications for the Community/Industry : The findings of the study improve our
understanding of the dynamics of knowledge transfer between organisations and underline the
importance of networks within the industry.

Value to the Theme : Our analysis is novel as we use an advanced network analysis method
developed specifically to investigate board network characteristics, a method that to date has
not been performed on one single industry. The geographical location of the industry studied
makes the results of particular interest for researchers active in the field of clustering and the
spatial aspects of innovation. A better insight into the networking dynamics of an industry is
useful for managers and policy makers active in the biotechnology industry.

Keywords : Networks; board of directors; knowledge transfer; biotechnology industry
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Introduction

Innovation and learning are critical in today’s competitive global environment, without which a
firm’s chances of survival are slim at best. As a result, major scientific effort is undertaken to
better understand these phenomena, as well as their drivers and obstacles. In this paper we
make a contribution to this literature through the analysis of the characteristics of the network of
directors in the biotechnology industry in Flanders and Brussels (Belgium).

We assume that a closely interlinked board of director structure is conducive to knowledge
transfer between organisations and thus learning and innovation. In this paper we investigate
whether the studied network meets the necessary preconditions for effective knowledge transfer
to occur. Exploratory research into the exposed network and its characteristics provides deeper
insight and formulate suggestions for future research.

The structure of this paper is as follows. After introducing the biotechnology industry in general
and the industry in Flanders and Brussels in particular, a concise literature review on learning,
knowledge transfer, innovation and boards of directors (BoD) in the context of the biotechnology
industry is presented. From this, the preconditions for effective knowledge transfer to happen
within a network are derived: (1) the intention to cooperate (2) the absorptive capacity and (3)
the existence of a shared knowledge base of the directors in the network. Based on these
preconditions and the characteristics of the board of directors of an organisation, we formulate
our research question: Are the characteristics of the studied BoD-network'® supportive for
effective knowledge transfer in the Flemish and Brussels biotechnology industry? The network
infrastructure is then analysed use of the method proposed by Robins and Alexander (2004),
developed specifically for the extensive investigation of board networks. In addition, we visually
analyse particular substructures of the network to gain a better insight in organisation-specific
opportunities. Finally, we explore and discuss some of the characteristics of the network
infrastructure. The final section concludes and suggests possible avenues of future research.

The Biotechnology Industry

The OECD defines biotechnology as “the application of science and technology to living
organisms, as well as parts, products and models thereof, to alter living or non-living materials
for the production of knowledge, goods and services” (OECD, 2005). More commonly, the term
“biotechnology” refers to applications of modern biotechnology, i.e. applications of recombinant
DNA (rDNA) technology®®. The scientific breakthroughs that led to the birth of modern
biotechnology can be traced back to the unravelling of the DNA structure by Watson and Crick
in 1953 (based on the work of Rosalind Franklin) and the development of rDNA-technology by
Herbert Boyer and Stanley Cohen in 1972 in the San Francisco region. This technology allowed
for the introduction of a gene or multiple genes from one organism into another. These genes
code for specific proteins, each of which has a specific biological function. By introducing genes
into other organisms, the receiving organisms are able to produce alien, i.e. non-self proteins.
The number one example of a successful rDNA technology application is the production of
human insulin by hamster ovarian cells. This product was developed by the (now) world-
renowned biotechnology company Genentech (founded in 1976 in San Francisco, CA, by
Herbert Boyer and Robert Swanson) and was marketed by Eli Lilly. During the late 70s and
early 80s a number of highly successful companies were founded based on these newly
developed technologies. Some of these first generation companies have grown into successful

13 1f one director is part of more than one board, two firms are connected. All of these connections together make up
the BoD-network infrastructure.
1n order to exclude “traditional” applications of biotechnology from its study of modern biotechnology, the OECD
has further refined its definition towards modern biotechnology. This list-based definition will be further explained in
the section “Data”.
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pharmaceutical companies, such as Amgen or Genzyme, while others have been acquired by
established players in the pharmaceutical industry (e.g. the acquisition of Genentech by Roche
in March 2009). As the technology matured, the nature of its applications began to diverge from
the initial focus on health care and agriculture. The application fields of biotechnology are now
commonly identified by their colour; red (health care), green (agriculture) and white (industrial)
biotechnology.

Although several major scientific breakthroughs in the field of biotechnology were achieved in
Europe —such as the development of the monoclonal antibody production technology by Kohler
and Milstein in Cambridge in 1975- the continent’s biotechnology industry was unable to catch
up with the United States. Despite huge government efforts, the European biotechnology
industry cannot compete with its US counterpart in terms of revenue, R&D expenses or
employment, as shown in table 1. In addition, only the US biotechnology industry generates a
positive net income (Ernst & Young, 2009). Nonetheless, Europe has a higher rate (50%) of
new company formation than the more mature US biotechnology industry, indicating a possible
catch-up effect (Critical I, 2006, Ernst & Young, 2007). The OECD Biotechnology Statistics
Report 2009 (van Beuzekom & Arundel, 2009) indicates that in term of absolute numbers of
biotechnology companies, the EU leads with 3.377 biotechnology companies, closely followed
by the United States with 3.301 companies. Japan (1.007), Korea (773) and Australia (527)
complete the top five.

Global us Europe Rest of World |
Revenues 86.648 66.127 16.515 7.006
R&D expense 31.745 25.270 5.171 1.304
Net income (loss) (1.443) 417 (702) (2.157)
Nr. of Employees 200.760 128.200 49.060 23.500

Table 1: Public Company Data (million USD), adapted from Ernst & Young, 2009

The Flanders and Brussels Biotechnology Industry

The history of the Flanders and Brussels (two semi-autonomous administrative regions in
Belgium) biotechnology industry is closely entwined with the history of the global biotechnology
industry as world-class research was undertaken in the region’s universities. For example,
Walter Fiers of Ghent University and his team performed the first sequencing of a viral gene and
of a complete viral genome in the early seventies. The first genetically modified plant in the
world was grown in a greenhouse near Ghent in the early eighties using the technology
developed by Marc Van Montagu and Jeff Schell of Ghent University. One of the first successful
first generation biotechnology drugs was a biological molecule called tPA, which was developed
by Genentech but discovered by Desiré Collen of Leuven University. The presence of this
scientific excellence quickly resulted in commercial biotechnology activity. The founding of Plant
Genetic Systems (the second green biotechnology company in the world) in 1982 and
Innogenetics (the first European biotechnology company to go public in 1996) in 1985 are
among the most remarkable success stories of the region’'s biotechnology industry in the
eighties. Despite these early successes, the formation of new successful biotechnology
companies in Belgium declined to virtually zero at the beginning of the 90s, apart from the
foundation of Thromb-X (now Thrombogenics) in 1991.

Only in the second half of the 1990’s did new company formation pick up again. One of the
main drivers for this reversal was that government support for the biotechnology industry grew,
resulting in several action programs aimed at supporting company formation (e.g. Biotech Fund
Flanders, 1994) and the creation of a research institute, the Flanders Interuniversity Institute for
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Biotechnology (VIB), in 1996. A noteworthy detail of the latter is that it is a virtual research
institute grouping the top university biotechnology laboratories of Flanders. VIB provides these
laboratories with structural funding for basic research and has a centralised management and
technology transfer cell. Next to being a centre of excellence in biotechnology research, a
number of highly successful spin-offs were created based on technologies originating from VIB
laboratories. As a result, the Flemish biotechnology industry now boasts world-class research
and is highly dynamic with thriving start-ups and spin-offs in a large set of biotechnology
application fields. Furthermore, the region is home to subsidiaries of large international
biotechnology (such as Genzyme and Amgen), pharmaceutical (such as J&J and Pfizer) and
chemical (such as BASF and Bayer) companies and an extensive group of service companies
such as specialised law firms, equipment and reagent vendors developed around the core
biotechnology companies.

Knowledge Transfer and Innovation

To prosper in a changing environment, firms continuously need to learn and adapt. Firms
outperform markets in the sharing and transfer of knowledge (Kogut and Zander, 1992) since,
within organisations, hierarchical structures exist to guide and facilitate this interaction (see also
Alavi and Leidner, 2001). Indeed, it has been argued that the principal role of the firm is as
integrator of knowledge (Grant, 1996). To remain competitive, this learning should go beyond
mere problem solving and should focus on creating new knowledge, i.e. innovation. In addition,
learning and innovation occurs inside as well as outside the firm’s boundaries (Cohen and
Levinthal, 1990; Hitt, et al., 2000,). Indeed, for new biotechnology firms, it has been shown that
the use of boundary spanning social networks increases the firms learning and flexibility
(Liebeskind et al., 1996).

Rather than firms learning and innovating, knowledge originates with individuals. Learning
occurs as people interact and validate or falsify their ideas. Before any learning, or interaction in
general can take place, the intention to collaborate of all parties involved in the process should
be present. Importantly, people differ in their mental maps and have acquired different
experiences, which makes that, if they are allowed to interact autonomously, the probability of
innovation increases. However, for meaningful interaction to occur actors should share at least
some knowledge base (i.e. redundancy) and exhibit limited cognitive distance (i.e. absorptive
capacity) (Cohen and Levinthal, 1990). Differently put, individuals need to share a common
knowledge base without which no basis exists to mutually expand knowledge upon.
Furthermore, for any learning to take place, the actors should exhibit similar absorptive
capacities (i.e. low cognitive distance). This means that the actors should be able to recognize,
exploit and utilize external knowledge for effective knowledge transfer to occur (Hitt, et al.,
2000). Given the diverse knowledge base and absorptive capacities, some firms may become
central nodes or gatekeepers in a hub and spoke system (Giuliani and Bell, 2005). A final, yet
less critical, condition derived from the literature is that the number of actors should not be
excessive (Kogut and Zander, 1992; Grant, 1996, Nonaka, 1994 estimate an upper limit of 30
individuals) in order not to hamper direct and continuous interaction. This limited size facilitates
the build-up of trust between parties, an aspect considered vital for the exchange of tacit
knowledge and for the creation of a shared culture that facilitates the knowledge transfer
process (Grant, 1996). Furthermore, Singh (2005) looks at the role of interpersonal networks of
inventors in determining knowledge diffusion pathways and finds that “the existence of a tie
[formal link between two inventors, red.] is found to be associated with a greater probability of
knowledge flow, with the probability decreasing as the path length (geodesic) [social distance,
red.] increases” (Singh, 2005). Furthermore, literature on relational capital, geographical
clusters and innovation systems emphasizes the importance of "proximity" from a social or
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physical point of view (e.g. Maskell, 2001, Grant, 1996, Swann & Prevezer, 1996, Coenen et al,
2003).

This implies that knowledge exchange does not happen automatically, and that not all
participating parties will contribute or profit equally. In summary, critical preconditions for
effective learning and innovation to occur are (1) the intention to cooperate (2) the absorptive
capacity and (3) the existence of a shared knowledge base of the actors (see also Alavi and
Leidner, 2001).

As soon as a firm has decided that it is individually not capable (or willing) to undertake an
innovation project alone, it has to seek an external partner and a method of (co)operating. In
this paper, we focus specifically on proximate partners (geographically or relationally) to
cooperate in a non-contract fashion. Thus, we exclude cooperation with a firm's headquarters,
alliances etc. It should be noted that extra-firm innovation does not occur as a result of market
forces only (Humphrey and Schmitz, 2000). Thus, unlike Marshall's agglomeration benefit of
trade secrets being in the air (Marshall, 1920), Humphrey and Schmitz argue that a central actor
(policy makers, a cluster organisation, lead firms) is crucial for meaningful innovation to occur. A
strong BoD-network in the industry can be looked at as a central actor within an industry (Lyson
and Raymer, 2000; Davis and Mizruchi, 1999) and thus is conducive for effective knowledge
transfer.

The Board of Directors (BoD) Network

For the selection of board members, organisations often have to rely on a limited group of
potential candidates already known to the organisation and its directors. Consequently,
executive staff and board members of an organisation tend to address their personal and
professional contacts to identify, motivate and select potential candidates. By inviting
professional contacts from similar and linked organisations, an interlinking of organisations is
observed. This phenomenon of ‘interlocked boards of directors’ (Dooley, 1969), referring to
directors being member of at least two different boards, has been studied extensively (a.o.
Lyson and Raymer, 2000; Davis and Mizruchi, 1999). Interlocking directors are argued to be the
connections between boards, crucial for information exchange, diffusion of management and
governance practices, and for the initiation and decision making on collaboration projects
(Cohen, Frazzini and Malloy, 2008; Davis and Greve, 1997; Davis, Yoo and Baker, 2003).
Furthermore, several authors have been studying the characteristics of interlocked board
networks (Baum, Rowley and Shipilov, 2004; Conyon and Muldoon, 2006, 2008; Davis and
Greve, 1997; Dauvis, et al., 2003; Watts and Strogatz, 1998).

In this paper, we choose to study the board of director (BoD) network of the Flemish and
Brussels biotechnology industry in order to analyse knowledge transfer between biotechnology
organisations in the region. This formalised network between organisations on a strategic level
is crucial for knowledge transfer between organisations to occur in light of the necessary
preconditions listed above. This network (1) formalises the intent to cooperate, (2) is built on a
shared knowledge base and (3) induces a limited cognitive distance are present or shared
among all actors in the BoD-network (see above). Firstly, the intention to contribute (1) is
inherent to an interlocked board position. Sharing board positions indicates collaboration
between two organisations on the highest strategic level, allowing for the transfer of strategic
information between both organisations. Establishing the interlock and mutually allowing it
shows the intention of the involved organisations to collaborate. Secondly, people in the board
positions are chosen for their specific knowledge and reputation within an industry. In their
paper, Audretsch and Lehmann (2006) introduce a new role for the Board of Directors as
helping the entrepreneurial firm access and absorb external knowledge spillovers. The results
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of their study suggest: “that a strategy deployed by entrepreneurial firms is to select boards and
managers with the human capital and knowledge capabilities to contribute to the access and
absorption of external knowledge spillovers” (Audretsch & Lehmann, 2006). This selection
criterion used when attracting directors to the organisation results in a shared knowledge base
(2) among the board members. This also indicates that the third precondition, the absorptive
capacity of the board members (3), which relates to the capacity to express, convey and
interpret signals of others, is assumed to be sufficient for knowledge transfer to occur. Since, as
the ultimate goal of the board is to take decisions on strategic matters, directors are selected
based on their capacity to make informed strategic decisions. The board of directors meets on a
regular basis and face to face. These intensive contacts on biotechnology related topics,
guarantees a limited cognitive distance between the directors in the network.

With the BoD-network as our focal base for the study of knowledge transfer, the network’s
structural characteristics will be investigated in order to assess the potential effectiveness of
knowledge transfer enabled through this network. In order to do so, three important structural
network characteristics are studied, i.e. clustering, path lengths and the presence of hubs.
Depending on the strength of these structural characteristics, and building on seminal
contributions from literature related to these characteristics (Baum, Rowley and Shipilov, 2004;
Cohen, Frazzini and Malloy, 2008; Conyon and Muldoon, 2006, 2008; Davis and Greve, 1997;
Davis, Yoo and Baker, 2003; Watts and Strogatz, 1998), the potential effectiveness of
knowledge transfer for the BoD network of the Flemish and Brussels Biotechnology industry is
investigated. As a result the following hypotheses for the studied networks are formulated:

Hypothesis 1 (H1): Clustering is significantly strong in the BoD-network of the Flemish and
Brussels biotechnology industry (or; Clustering is significantly higher than what would be
expected compared to a randomly generated set of reference networks)

Hypothesis 2 (H2): The median path length is significantly short in the BoD-network of the
Flemish and Brussels biotechnology industry (or; the median path length is significantly shorter
than what would be expected compared to a randomly generated set of reference networks)

Hypothesis 3 (H3): There are a substantial number of hubs in the BoD-network of the Flemish
and Brussels biotechnology industry (or; the number of hubs is significantly higher than what
would be expected compared to a randomly generated set of reference networks)

Since the characteristics of the network are represented by the configuration counts and their
extremeness (see further) of the studied network (which falls apart in a 2-mode network and two
1-mode networks), these parameters will be interpreted together. Being able to accept all three
hypotheses would support the claim that the respective networks of the Flemish and Brussels
biotechnology industry possesses the characteristics that enhance effective knowledge transfer
among organisations in the network.

Methodology

In order to investigate the potential effectiveness of knowledge transfer in the studied BoD, and
to test the hypotheses, three interlinked analyses are performed. Firstly, a visual representation
of the network will be explored. Subsequently, we will look at the occurrence of several network
configurations, based on the method of Robins & Alexander (2004). Finally, we will look at
differences between linked and non-linked organizations.

Important contributions on the analysis methods for 2-mode board networks were made by
Conyon and Muldoon (2006, 2008) and Robins and Alexander (2004). To objectively compare

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |114



N

daius?

University of Essex

‘S0

Tamkeen

different networks, Robins and Alexander (2004) provide a method for assessing specific
network characteristics. Given our aim to gain insight in the biotechnology BoD-network as a
whole, but also in its different subparts, the Robins and Alexander method is appropriate. This
method enables conclusions on the ‘extremeness’ of observed network characteristics
compared to averaged characteristics of a set of randomly generated networks with a similar
number of nodes and ties. The method proposed by Robins and Alexander (2004) takes a more
elaborate approach, compared to the methods developed by Watts and Strogatz (1998) and
Conyon and Muldoon (2006, 2008), as it combines a set of network characteristics of the 2-
mode network (board — director network) with those of the two 1-mode networks (board — board
and director — director networks).

The method of Robins and Alexander (2004) allows for analysing clustering among actors, the
median path length between nodes and the prevalence of hubs. Clustering can be considered
as the probability of two nodes of the same type (boards or directors) being linked when they
both share the same neighbour (Conyon and Muldoon, 2006, 2008). The median™ shortest path
(also referred to as the geodesic) of a network is the median of all existing shortest paths
between any possible combinations of two nodes in a network infrastructure. A hub is a node
with a high number of connections to other nodes.

The director-board network studied in this paper consists of two separate levels: “boards” and
“directors”. This is referred to as a 2-mode network where directors and boards are linked
through board memberships. The network at hand is an ‘affiliation network’ where actors on one
level, i.e. the directors, are affiliated with actors on another level, i.e. the boards. Hence, such
an affiliation network is a set of two kinds of nodes, with links between different kinds of nodes
and no direct links between similar nodes. Furthermore, the board-board network and the
director-director network are studied. The 1-mode board network is the network where boards
are directly linked when they share at least one director. The 1-mode director network is the
network where directors are directly linked when they are both part of the same board of
directors.

Firstly, the network infrastructure is drawn (see figure 3) for the total population, based on the
board composition of the population. Secondly, the method counts the prevalence of several
network configurations within the observed network. An overview of the counted network
configurations is presented in figure 1 and 2. These smaller network configurations are
categorized as ‘stars’ (SXX), ‘three-paths’ (L3) and ‘circles’ (C4). These parameters on actually
observed network configurations are interpreted in combination with each other to develop a
better understanding of the properties of the total actual network.

5 watts and Strogatz (1998) and Conyon and Muldoon (2004, 2008) use the average shortest path length instead of
the median.
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Figure 1: network configurations in the 2-mode network (Robins & Alexander, 2004)
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Figure 2: network configurations in the 1-mode networks (Robins & Alexander, 2004)

Robins and Alexander (2004) propose C = 4 X C4/L3 as a clustering coefficient for affiliation
networks. Thus, C indicates the proportion of multiple links between boards (and between
directors) compared to the total number of times two boards and two directors are linked. This
parameter enhances the understanding of the strength (or even of the redundancy) of relations
between boards (or between directors). Finally, the median of all shortest paths (geodesics)
between actors in the affiliation network is calculated. The differences in path lengths and
whether they are odd or even®®, clarifies the different kinds of flows and transition processes of
practices and decisions through interlockers (individuals as the vehicle for practices and
decisions on an organisational level; odd path lengths), or of information, knowledge and
experiences of directors in board meetings (exchange on an individual level; even path lengths).
Finally, the calculated parameters of the network infrastructure are tested for ‘extremeness’ by
comparing them with the parameters obtained from a set of simulated reference networks. This
set of reference networks is generated by a randomization procedure based on Snijders and
van Duijn (2002). Based on a Z-test, the ‘extremeness’ of the configuration counts of the

'8 path lengths between any board and any director are always odd, while path lengths between the same type of
nodes are even. Two steps between nodes of the same type in the affiliation network equal a single step in the
corresponding 1-mode network.
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observed network is compared to the distribution of configuration counts of the set of randomly
generated networks.

In this study several parameters will be calculated according to the method proposed by Robins
and Alexander (2004) and interpreted (together) in order to test the hypotheses stated above.
For the 2-mode network (board — director), the following parameters are calculated and
analysed; for clustering: SA2, SA3, SP2, SP3, L3, C and C4; for path length: L3 and the
geodesic; and for hubs: SA2, SA3, SP2 and SP3. For the 1-mode board network (board —
board), the following parameters are calculated and analysed; for clustering: S2A, CA and TA;
for path length: geodesic; and for the hubs: S2A. For the 1-mode directors network (director —
director), the following parameters are calculated and analysed; for clustering: S2P, CP and TP;
for path length: geodesic; and for the hubs: S2P.

Data
The Flanders and Brussels Biotechnology Organisatio ns

The focus of this research is on the core biotechnology players, i.e. biotechnology companies
and academic institutions in the Flemish and Brussels region. The population used for this
research is based on a list of biotechnology organisations in Flanders and Brussels composed
by FlandersBio*’, the Flanders biotechnology umbrella organisation. All organisations on the list
are organisations involved in life sciences R&D and/or -production in Flanders and Brussels, as
well as universities, research institutes and service providers (capital providers, lawyers,
equipment sellers, etc.). The latter category was excluded from the list since it included only
FlandersBio members and did not represent the whole industry. Biotechnology companies on
the list were included based on the OECD list-based definition of the modern biotechnology
industry used in the report “OECD Biotechnology Statistics 2009” by van Beuzekom & Arundel
(2009) and developed in the paper “OECD Framework for Biotechnology Statistics” (OECD,
2005), “which proposes definitions, standards and a conceptual framework for collecting
internationally comparable data on biotechnology.” (van Beuzekom & Arundel, 2009). The list-
based definition narrows the more general definition of what biotechnology is (see above) and
provides a list of biotechnology techniques as an interpretative guideline for reporting
agencies™. This list-based definition was used to compose the population of biotechnology
companies used in this paper, listing all modern biotechnology companies in Flanders and
Brussels with modern biotechnology R&D and/or production (as 1-100% of their activities).

One company was deleted from the list since it had been acquired. Companies appearing on
the list but not officially located in Flanders or Brussels were removed. One company was
removed from the list because the identity of its directors could not be retrieved.

The literature (a.o. Liebeskind et al., 1996, Swann & Prevezer, 1996) stresses the importance of
universities and non-for-profit research centres as drivers of innovations in the biotechnology
industry. Therefore, the four Flemish and two Brussels universities were added to the list, as
well as two relevant research centres, the VIB (Flanders Interuniversity Institute of
Biotechnology) and IMEC. Regarding the VIB, which is a semi-virtual research centre with a
central headquarter and research laboratories spread over four universities, the board of
directors as well as the professors and principal investigators in different research departments
were taken into account. In a last step, all the academic hospitals in the region were added.

7 http://www.flandersbio.be
8 The techniques included in the OECD list-based definition are: DNA/RNA techniques, proteins and other
molecules, cell and tissue culture and engineering, process biotechnology techniques, gene and RNA vectors,
bioinformatics and nanobiotechnology
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One of the academic hospitals has no official board of directors as the hospital forms an integral
part of the parent university and is therefore eliminated from our population.

This results in a population of 152 biotechnology organisations active in six sectors in the
Flanders and Brussels region. The distributions of all organisations according to their sector can
be found in table 2 below. Almost half of the organisations in our population are active in the
healthcare industry.

Industry Count Relative
Healthcare 74 48,68%
Agro & breeding 17 11,18%
Industrial products, processes & bio refinery 33 21,71%
General 10 6,58%
Academic 13 8,55%
Academic Hospital 5 3,29%
Total 152 100%

Table 2: biotechnology organisations in the population by industry.

The Composition of the Board of Directors

The composition of the board of directors for all companies was retrieved from the most recent
financial statements available. These statements were consulted online at the website of the
National Bank of Belgium®®. Regarding the universities and academic hospitals, the composition
of the board was found online at the organisation’s website or through direct contact with the
institutions. All board memberships were assigned to “natural” persons, rather than to the
organisation they represent. As stated above, this study aims at investigating knowledge
transfer as a process of persons rather than as an inter-organisational process. This may have
left out some connections between boards, such as an investment company investing in two
different companies but being represented by two different investment managers in the boards
of the portfolio companies. Although the authors readily acknowledge that the investor network
is highly relevant in this industry and for knowledge exchange to occur, the methodological
approach of this paper is less suited to include this industry. Since, in biotechnology, venture
capitalists (VC) mostly act as a syndicate of investors with one lead investor. Often, there are
less board seats available than there are investors investing in the company.

In some companies, a certain board member was represented twice in the board of directors
(once as a “natural” person, once as representative of a company). In this case, that particular
board member was included only once in the network.

The 152 companies in the population have in total 1127 positions on their boards (on average
7.4 directors per company), which are shared by 1018 persons. Table 3 shows the number of
directors sharing multiple board positions in the Flemish and Brussels biotechnology industry. It
can be observed that 85 out of 1018 (8.35%) individual directors are member of multiple boards
and only 13 directors out of 1018 (1.28%) have more than two positions.

' http://www.nbb.be
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Board positions per director Number of Directors Relative
1 933 91,65%
2 72 7,07%
3 7 0,69%
4 3 0,29%
5 1 0,01%
6 2 0,02%
Total: 1018 100%

Table 3: number of directors having multiple Board of Directors memberships.

Results and Discussion
Visual Analysis

In figure 3, a visualisation of the biotechnology industry BoD-network infrastructure is given.
Rectangles represent boards while the rounds represent directors. The connectors between
rectangles and rounds represent the membership of the director to a certain board. As stated
above, only those combinations where a director (rounds) had two or more memberships to
different boards (network infrastructure) were taken into account when setting up this network
infrastructure.

Ten independent network components are shown (numbered 1 through 10), with the largest
connected component (LCC), component 2, incorporating 113 network actors: 50 boards, i.e.
70.42% of the boards in the network infrastructure, and 63 directors, i.e. 74.12% of the directors
in the network infrastructure.

1.0

board I
director @

Figure 3: The Flanders and Brussels biotechnology industry network infrastructure®.

%0 Figure generated with UCINe/NETDRAW
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Several cases of ‘multiple linking’ are observed. Multiple linking occurs when a set of several
directors are member of the same two boards. It should be noted that these infrastructures
contribute to a large extent to the extreme values of the configuration counts observed and
discussed in the next paragraph. For example, in component 3 we see two organisations (a
university and its university hospital) sharing 9 directors, accounting for 37 of the 72 C4
configurations counted (see below).

Results according to the Robins and Alexander (2004 ) Method

Table 4 shows the configuration counts of the observed network (Observed), the distribution of
configuration counts of the simulated reference networks (Simulated Distribution), i.e. mean and
standard deviation, and the Z-scores (Z-score) for both the affiliation network (2-mode network,
board — director) and the two 1-mode networks.

Observed Simulated Distribution  Z-score

Affiliation Network Statistics

SA2 339 226,39 (11,99) 9,388***
SA3 574 177,17 (35,2) 11,273*+*
SP2 139 125,94 (1,9) 6,884***
SP3 53 25,25 (4,47) 6,211***
L3 905 602,77 (35,45) 8,526***
C4 72 2,52 (1,66) 41,927***
C 0,318 0,017 (0,01) 27,865***
Median  Geodesic  (Affiliation 6 6,99 (0,24) 40245
Network)

Derived Networks Statistics (1-m. Board)

S2A 450 450,06 (35,9) -0,002
TA 60 30,09 (5,45) 5,491***
CA 0,400 0,2 (0,03) 7,857***
Median Geodesic (1-m. Board) 3 3,88 (0,33) -2,642**
Derived Networks Statistics (1-m. Director)

S2P 2150 1210,94 (174,82) 5,372%**
TP 489 182,23 (36) 8,520***
CP 0,682 0,448 (0,03) 8,146***
Median Geodesic (1-m. Director) 3 3,15 (0,36) -0,420

**n(Z > 1,645) = 0,05
%0k n(Z > 3,09) = 0,001

Table 4: Observed and simulated counts for the Flanders and Brussels biotechnology industry
BoD-networks

Hypothesis 1 (H1): Clustering is significantly strong in the BoD-network of the Flemish and
Brussels biotechnology industry (or; Clustering is significantly higher than what would be
expected compared to a randomly generated set of reference networks)
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All ‘clustering’ configuration (SA2, SA3, SP2, SP3, L3, C4, C) counts of the observed 2-mode
network show extreme® values compared to the set of randomly obtained counts. This means
that all configurations occur in reality more often than what would be expected. This can be
attributed to the fact that (1) some organisations have boards with a large group of ‘strong
networkers’ among their directors and (2) in several cases ‘multiple linking’ is visible between
sets of boards (especially between universities and their respective university hospitals,
(Antwerp, Brussels, Ghent). For the 1-mode board networks, the vast majority of configuration
counts for clustering, namely CA, TA, CP and TP, show extreme values compared to the
generated reference networks, only the configuration count for S2A in the 1-mode board
network does not show any significant deviation of what can be expected. In conclusion,
Hypothesis 1 is accepted.

Hypothesis 2 (H2): The median path length is significantly short in the BoD-network of the
Flemish and Brussels biotechnology industry (or; the median path length is significantly
shorter than what would be expected compared to a randomly generated set of reference
networks).

It is observed that for the distance indicator (geodesic) of the 2-mode network and the 1-mode
board network, the actual counts are shorter than expected, indicating that path lengths are
shorter than what would be expected from random simulation, which is the condition to consider
actual path lengths ‘short’ (Robins and Alexander, 2004; Conyon and Muldoon, 2006 and 2008).
For the 1-mode director network, the median geodesic shows no significant difference with the
expected median geodesic. Nonetheless, since extreme values are witnessed in two out of
three networks, Hypothesis 2 is accepted.

Hypothesis 3 (H3): There are a substantial number of hubs in the BoD-network of the
Flemish and Brussels biotechnology industry (or; the number of hubs is significantly higher
than what would be expected compared to a randomly generated set of reference
networks).

Regarding the indicators to interpret in order to draw conclusions on the amount of ‘hubs’
present in the BoD-network, most indicators in the 2-mode network as well as in the 1-mode
networks show extreme positive counts. Only the amount of stars (S2A) in the 1-mode board
network shows no significant difference from what is expected. Nonetheless, since extreme
values are witnessed for all but one indicator in the three networks, Hypothesis 3 is accepted.

Taking these results into account, we conclude that in general clustering is high and path length
is short in the studied BoD-network. Furthermore there is a disproportionately high amount of
important hubs in the BoD-network. Overall, it is concluded that the studied network
infrastructure is strong and that there will be a high degree of effective knowledge transfer within
the Flemish and Brussels biotechnology industry.

Largest Connected Component (LCC)

As noted in the visual analysis, component 2 is by far the largest component in the network
infrastructure, warranting an exploratory investigation into its composition. In table 5 and 6, the
results of a chi-square test that was performed in order to investigate the heterogeneity of the
LCC with respect to the composition of the population (see table 2) are presented.

%1 Counts are considered extreme when Z-scores are outside the range of [-2,2] (Robins and Alexander, 2004).
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Industry: LCC Observed N Expected N  Residual
Healthcare 33 24.3 8.7

Agro & breeding 4 5.6 -1.6
Industrial products, processes & biorefinery 2 10.9 -8.9
General 2 3.3 -1.3
Academic 6 4.3 1.7
Academic Hospital 3 1.6 1.4
Total 50

Table 5: LCC chi-square test, frequencies

Industry: LCC

Chi-Square score 13.074
Degrees of freedom 5
Asymptotic significance .023

Table 6: LCC chi-square test, test statistics

When looking at the nature of the organisations (in terms of their main industry of activities), the
composition of the LCC differs significantly from the composition of our population. Specifically,
“healthcare” companies are overrepresented while biotechnology companies active in “industrial
products, processes and biorefinery” are underrepresented. A possible explanation may lie in
the fact that the Flemish healthcare biotechnology industry is more mature than the industrial
biotechnology industry (indicated by the larger share of healthcare companies in the
population). As a result, the former industry might be more induced to a sharing of board
members and interlinking of organisations. Another possibility is that industrial biotechnology is
mainly confined to larger corporations, and not a game of SMEs, which are typical for the
healthcare biotechnology industry. Being larger, these industrial biotechnology companies may
be able to draw from a larger pool of eligible directors. In addition, the biotechnology healthcare
industry is strongly dependent on Venture Capital (private investors), which may result in
several investors seating in multiple boards and thus in a more interlocked BoD-network. For
reasons already stated above, the VC-network in the biotechnology industry cannot be studied
through investigating the BoD-network. Further research into the board of directors’ network and
its properties, using appropriate methodology, should be performed.
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Future Research

Several interesting points of attention and directions for future research were identified. These
include improving the understanding of the different roles of organisations and directors,
especially the role of hubs, in the network. Also, the heterogeneity of our population related to
the heterogeneity of the LCC indicates that the industry in which biotechnology organisations
are active plays a role in whether effective knowledge takes place through the BoD-network. In
general, a more complete view on the characteristics of the organisations in the network will
gain further insight in the industry, innovation and clustering dynamics. Therefore, more
networks, such as the investor network, physical distance network, social networks etc. should
complement the current analysis. Several authors (e.g. Lundvall, 1992, Coenen, et al, 2003)
mention that the innovation process is highly socially and spatially embedded and that looking
at only one dimension in this process, as we do in this study, is just a first step in gaining a
better understanding in the matter. An avenue of future research would be to relate the
characteristics of the network infrastructure to the performance of the organisations in the
network infrastructure.

Conclusions

In this paper the network characteristics of the BoD-network infrastructure of the Flanders and
Brussels biotechnology industry were investigated. The aim of this paper was to investigate
whether this network’s characteristics meet the necessary preconditions to facilitate effective
and efficient knowledge transfer and innovation between all biotechnology actors in the network.
These necessary preconditions were derived from the literature on learning, knowledge
exchange, innovation and boards of directors and are (1) the intention to contribute (2) a shared
knowledge base and (3) the absorptive capacity of all parties involved. The board of directors
network was chosen since the BoD-network meets these three preconditions. We then
hypothesised that if the BoD-network studied would prove to be a strong network, it would meet
the necessary preconditions to facilitate a high degree of effective knowledge transfer between
the biotechnology organisations in the population. In order to investigate the relevant networks,
the 2-mode and two 1-mode networks, the methodology developed by Robins and Alexander in
2004 was used. This analysis shows (1) that clustering in the whole network is high, (2) that
path length between the boards is short and (3) that a disproportionately amount of central
‘hubs’ exists in the network infrastructure. Therefore, we conclude that the biotechnology board
network meets the important preconditions for supporting effective knowledge transfer to take
place. Since, the studied BoD-network is a strong network, and we assume that there is a high
level of effective knowledge transfer between the actors in the network.

Furthermore, some exploratory research into the network infrastructure and the largest
connected component (LCC) was performed. Several interesting points of attention and
directions for future research were identified. These include improving our understanding of the
different roles of the organisations and directors, and more specifically at central actors or hubs
in the network. Also, the heterogeneity of our population related to the heterogeneity of the LCC
indicates that the industry in which the actors in our network infrastructure are active might play
a role. It seems for instance that Flanders and Brussels show a relatively high degree of
interlocked boards of directors in the healthcare biotechnology industry, while companies active
in industrial or white biotechnology are underrepresented in the LCC.
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Abstract

The paper is a cross sectional study of small and medium (SMESs) firms operating in Kaduna-
Nigeria. The research is grounded on the need to determine the impact of economic reforms
policies and its effects on small and medium enterprise performance. The Study is qualitative in
nature, therefore reviews the different reforms and its policy measures. The study notes that,
these policies were drafted so as to enhance greater innovative skills improve productivity and
increase SMEs accessibility to finance. Data were sourced from both primary and secondary
sources. The population of the study is 350 SMEs. This represents all SMEs that survive the
economic reform period in Kaduna, Northern Nigeria. Out of this, 180 registered entrepreneurs
were sampled. Statistical forms of analysis were used to test whether the aspect of the
economic reforms and its policies had any impact on SMEs growth in Kaduna- Nigeria. The
study finds that, the greater impact of economic reform’s policies are yet to be felt by the small
sized entrepreneurs despite the different draft of policies and guidelines by government and its
agencies. This was as a result of inappropriate procedure that were not followed on the policies,
lack of clear implementation of the guidelines, and more so, absence of planning and harsh
operating environment. It is the recommendation of this paper that polices should not be on
paper but in practice so as to improve and bring out the best of entrepreneur’s performance on
skills and innovation which will be in line with fostering the economic growth of the country.

Keywords: Economic reforms, entrepreneurs, SME’s, growth and development
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1. Introduction

Small and Medium Scale Enterprises (SMES) have over the years attracted global interest.
These include investors, academicians, government, consumers and researchers among
others. The interest could be linked to the significant role they play in all economies of the world.
SMEs are key generators of employment and income, drivers of innovation and growth. In the
(OECD, 2007) area, “SMEs employ more than half of the labour force in the private sector. In
the European Union, they account for over 99 % of all enterprises. Furthermore, 91 % of these
enterprises are micro-firms with less than 10 workers”. Given their importance in all economies,
they are essential for the economic recovery.

Many economies, developed and developing have come to realize the value of small
businesses. They are seen to be characterized by dynamism, witty innovations, efficiency, and
their small size allows for faster decision-making process (Akabueze, 2002). “Governments all
over the world have realized the importance of this category of companies and have formulated
comprehensive public policies to encourage, support and fund the establishment of SME's.
Developments in small and medium enterprise are a sin quo non for employment generation,
solid entrepreneurial base and encouragement for the use of local raw materials and
technology”.

Given the seminal role of SMEs to the world economy, various countries have established
reforms regimes to address their survival and contribution. SMEs have been fully recognized by
those governments and development experts as the main engine of economic growth and a
major factor in promoting private sector development and partnership. Their development is
therefore, an essential element in the growth strategy of those economies. “They not only
contribute significantly to improved living standards, but they also bring about substantial local
capital formation and achieve high levels of productivity and capability. From a planning stand
point, SMEs are increasingly being recognized as the principal means for achieving equitable
and sustainable industrial diversification and dispersal” (Udechukwu, 2003).

Nigerian government since independence in the 1960, have developed various reforms
programs and spent immense amount of money with the primary goal of developing these
enterprises. However, there are complains going around challenging those reforms and/ or their
implementations by not yielded any significant results as evident in the present state of the
SMEs in the country. “Thus, in Nigeria they are generally very susceptible and only a certain
number of them manage to survive due to several factors such as difficulty in accessing credits
from banks and other financial institutions. Others are harsh economic conditions which results
from unstable government policies, gross undercapitalization, inadequacies resulting from the
highly dilapidated state of infrastructural facilities among others. Additionally, astronomically
high operating costs, lack of transparency, corruption and the lack of interest and lasting
support for the SMEs sector by government authorities are also reasons advanced” (Lamuel,
2009).

Our concern in this paper is the various reforms and its impact on the SMEs performance as
pointed by Uniamikogbo (2006), “that Nigeria has a historic opportunity to lay the Foundations
for a strong financial sector. Since 1986, there has been a tremendous focus on achieving
growth in Nigeria so as to reduce poverty and boost living standards. To help achieve this goal,
Nigeria has adopted policies known collectively as the Washington Consensus that is
maintenance of macroeconomic stability, integration with the world economy, creation of a
sound business environment among others”. These policies which were translated into
programs and strategies comprise of the Structural Adjustment Programme (SAP), National
Economic Reconstruction Fund (NERFUND), Small and Medium Enterprises Equity Investment
Scheme (SMEEIS) and the National Economic Empowerment and Development Strategy
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(NEEDS). These were all laid down policies which were expected to be implemented to
engineer the drivers of the economy to move.

Successive governments over the years have all recognized that to survive and grow, SMEs
need specific policies and programs. However, at the present time, SMEs have been especially
hard hit by the global crisis in the country as in other countries world over. They are exposed to
changes quickly for many reasons. Not only has the traditional challenge of accessing finance
continued to threaten them, but the new supply-side difficulty is currently apparent. These crises
affecting the SMEs can be understood from varying reasons among which are: difficulty for
them to downsize as they are already small, they are individually less diversified in their
economic activities and they have a weaker financial structure (lower capitalization). Others are
they have a lower or no credit rating, they are heavily dependent on credit and they have fewer
financing options.

In spite of the above, the problem that will be identified by this research therefore, is to assess
the various reforms policies and its effect on entrepreneurs of small sized firms (SMESs) in
Kaduna- Nigeria.

The main objective of this paper is therefore to analyze the different reforms, evaluate their
impact on the SMEs performance. By this the outcome is expected to be of significant benefit to
government, SMEs entrepreneurs, academicians, non-governmental organizations among
others. To establish such the study covers a period of the policy drafts of economic reform that
affect the small size entrepreneurs in Kaduna state from 1986 to 2009.

The methods in used in data collection were both primary and secondary source of data
collection. Statistical form of Analysis was done using the quantitative technique. Due to nature
of objectives set in line with paper, It analyzed the entrepreneurs that based their business
existence in Kaduna state. Sample of 180 were selected, and drawn from registered and non
registered entrepreneurs. The registered firms samples were captured from the corporate affairs
commission (CAC —registrars of companies) and Small and medium enterprises development
agency of Nigeria (SMEDAN).

The population of samples were distributed among the following areas of specialization:
production, agriculture and service industry. Selection was based on equal humber of the then
random selection was made according to the age of the business. This selection was done
basically for businesses that have experience life circle through the years of the economic
reforms. This simply narrates the sequence of small sized firms entrepreneurs.

The research analyzed the hypothesis on whether the economic reforms process and its policy
measures had not given a positive change on the growth and development of entrepreneurs in
Kaduna state.

2. Conceptual Framework

(OECD, 2000) “The SMEs sector all over the world has been identified as the key driver and
engine-room of all the major economies in the world. They make up the largest proportion of
businesses and play tremendous roles in wealth creation, employment generation, provision of
goods and services, creating a better standard of living, as well as immensely contributing to the
gross domestic products (GDPs) of many countries”. However, the SMEs (subsector) in Nigeria
was plagued by a plethora of problems and militating factors inhibiting its growth and
development; thus hindering the country from deriving benefits from the successful performance
and enormous potentials inherent in this sector, which have led to the development of all the
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leading economies in the world. This paper aims at reviewing past government support for the
small and medium entrepreneurs in Kaduna State.

An entrepreneur on the other hand has been defined by Casson (1993) as “someone who
specializes in taking judgmental decisions about coordination of scarce resources”. As noted by
Capati (1986), a question arising from this view concerns when entrepreneurial activity starts
and stops. Casson (1993) seems to provide a satisfactory answer to this question. In his view,
since in practice, judgmental decision-making about the coordination of scarce resources
cannot be a “once-for-all” activity; therefore, entrepreneurship becomes a continuous process.

Entrepreneurship in Nigeria is perceived as a major avenue to increase the rate of economic
growth, create job opportunities, reduce import of manufactured goods and decrease the trade
deficits that result from such imports. (Onwubiko, 2009) “Two approaches have been used for
Entrepreneurship in Nigeria. First approach is concerned with the provision of generous credit
facilities for small and scale industrialist. The aim of the scheme was to give the entrepreneur
seed money. The second approach was the establishment of the industrial development centres
(IDC) with the intending idea to provide facilities for on-job training of entrepreneurs especially
those in the informal sector which include petty raders, artisans, peasant farmers etc and train
them in various aspect of industrial management’. Unfortunately due to factors like
infrastructural amenities and other overriding policies did not achieve desired results.

SMEs entrepreneurs play a significant role in all economies and are the key generators of
employment and income, and they are also considered to be drivers of innovation and growth.
In Nigeria, SMEs employ more than half of the labour force in the private sector. In the
European Union, they account for over 99 % of all enterprises. Furthermore, 91 % of these
enterprises are micro-firms with less than 10 workers. Given their importance in all economies,
they are essential for the economic recovery.

Analysis of Various Policies
2.1. Nigerian Government’s Efforts toward Develop ~ ment of Smes in Nigeria

Over the years, the Federal Government has taken various steps, including monetary, fiscal and
industrial policy measures to promote the development of Small and Medium Scale Enterprises
(SMEs). Specifically, the Government has been active in the following areas:

() funding and setting up of industrial estates to reduce overhead costs; (ii) establishing
specialized financial institutions, including the Small Scale Industry Credit Scheme (SSICSs),
Nigerian Industrial Development Bank (NIDB), Nigerian Bank for Commerce and Industry
(NBCI) to provide long-term credit; (iii) facilitating and guaranteeing external finance by the
World Bank, African Development Bank and other international financial institutions; (iv)
facilitating the establishment of the National Directorate of Employment (NDE), which also
initiated the setting up of new SMEs; (v) establishment of the National Economic Reconstruction
Fund(NERFUND) to provide medium to long-term local and foreign loans for small, and medium
scale businesses, particularly those located in the rural areas; and (vi) provision of technical
training and advisory services through the Industrial Development Centres.

The review and appraisal of some of these government initiatives and policy measures are
outlined as follows:
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2.1.2 The National Economic Reconstruction Fund (N ERFUND)

Following the adoption of the Structural Adjustment Programme (SAP) in 1986 and the
subsequent tightening of monetary policy, many SMEs found it difficult to secure finance for
their working capital and investment purposes. In order to bridge the observed widening
resource gap for the SMEs, the Federal Government set up the National Economic
Reconstruction Fund (NERFUND) 1989, and took effect 9th January, 1990 with the CBN as one
of the facilitating institutions. Established as an apex institution to help catalyze the
development of SMEs, such SMEs must be wholly Nigerian owned and engaged in the
business of manufacturing, mining, quarrying and industrial support services, among others.
The fund has disbursed about and N24.9 billion to 266 projects across the country, out of which
it said loans granted 224 of them, have been fully re-paid. This scheme, which was facilitated by
the Federal Government, is therefore aimed at providing affordable funding for the SMEs to
enable them operate optimally thereby generating employment, creating wealth and reducing
poverty in line with the seven point agenda.(NERFUND document 2009).

NERFUND lending activities were seriously constrained by the impact of Naira devaluation
which worsened the burden of debt servicing under the programme in 2001. NERFUND was
merged with two other DFIs to form the Bank of Industry.

2.1.3 SMEEIS Establishment of the Scheme:

In recognition of these potential role of the sector, successive governments in Nigeria have
continued to articulate policy measures and programs to achieve industrial growth and
development, including direct participation, alone or jointly with the private sector, interest
groups, assistance from external agencies, provision of industrial incentives and adequate
finance as stated in the 1988 industrial policy of Nigeria (FRN, 1988). However, the poor
performance of the industrial sector, especially when emphasis was on medium and large scale
enterprises in the course of implementing the import substitution strategy of the Nigerian
government, led to the renewed emphasis or focus on the small and medium enterprises
(SMEs) as the driving force in the industrial sector. This brought about the birth of “The Small
and Medium Enterprises Equity Investment scheme” which is a voluntary initiative of the
Bankers’ Committee of Central Bank of Nigeria approved in 1999. The initiative was in response
to the Federal Government’'s concerns and policy measures for the promotion of Small and
Medium Enterprises (SMEs) as vehicles for rapid industrialisation, sustainable economic
development, poverty alleviation and employment generation. The Scheme requires all banks
in Nigeria to set aside ten (10) percent of their Profit After Tax (PAT) for equity investment and
promotion of small and medium enterprises.

The purpose of the scheme is to set aside 10% of the Profit After Tax (PAT) to be set aside
annually shall be invested in small and medium enterprises as the banking industry’s
contribution to the Federal Government’'s efforts towards stimulating economic growth,
developing local technology and generating employment. The funding to be provided under the
scheme shall be in the form of equity investment in eligible enterprises. This will reduce the
burden of interest and other financial charges expected under normal bank lending, as well as
provide financial, advisory, technical and managerial support from the banking industry.
Activities Covered by the Scheme Every legal business activity is covered with the exception of
Trading/merchandising and Financial Services.

The Definition of SMEs designed for the purpose of the scheme, has been defined as any
enterprise with a maximum asset base of N500 million (excluding land and working capital), and
with no lower or upper limit of staff. While to be eligible for equity funding under the Scheme, a

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |131



N\

dIH

‘S0

Tamkeen

University of Essex

prospective beneficiary shall be) Register as a limited liability company with the Corporate
Affairs Commission and comply with all relevant regulations of the Companies and Allied
Matters Act (1990) such as filing of annual returns, including audited financial statements
(SMEEIS document, 1999). Based on the non-performance of the scheme, the federal
government revised the guidelines in 2006 with the following additional objectives: (i) Stable
macro-economic environment; (i) Stable and reliable regulatory and legal framework; (iii)
Adequate Physical Infrastructure; (iv) Prudent fiscal regime; and (v) Capacity building.

Specifically, the responsibility of the Government with respect to the implementation of the
SMEEIS is to pass the enabling legislation to provide the following tax reforms and incentives:
Make the bank’s contribution to the Scheme enjoy100% investment allowance; Reduce tax paid
by SMEs to 10%; Provide 5 years tax holidays to the SMEs under the Scheme; and Exempt
divested fund under the Scheme from capital gain tax (SMEEIS document 2006).

2.1.4 NEEDS: national economic empowerment development strategies. (SMEEIS document
1999) is Nigeria’s home- grown poverty reduction strategy (PRSP). NEEDS builds on the earlier
two-year effort to produce the interim PRSP (I-PRSP), and the wide consultative and
participatory processes associated with it. NEEDS is not just a plan on paper, it is a plan on the
ground and founded on a clear vision, sound values, and enduring principles. It is a medium
term strategy (2003- 07) but which derives from the country’s long-term goals of poverty
reduction, wealth creation, employment generation and value re-orientation. NEEDS is a
nationally coordinated framework of action in close collaboration with the State and Local
governments (with their State Economic Empowerment and Development Strategy, SEEDS)
and other stakeholders to consolidate on the achievements of the last four years (1999- 2003)
and build a solid foundation for the attainment of Nigeria’s long-term vision of becoming the
largest and strongest African economy and a key player in the world economy. NEEDS rests
on four key strategies: reforming the way government works and its institutions; growing the
private sector; implementing a social charter for the people; and re-orientation of the people with
an enduring African value system (NEEDS documents, 2003)

Growing the private sector is a development strategy anchored on the private sector as the
engine of growth--- for wealth creation, employment generation and poverty reduction. The
government is the enabler, the facilitator, and the regulator. The private sector is the executor,
the direct investor and manager of businesses. The key elements of this strategy include the
renewed privatization, de-regulation and liberalization programme (to shrink the domain of the
public sector and buoy up the private sector); infrastructure development especially electricity
and transport; explicit sectoral strategies for agriculture, industry/SMEs; services (especially
tourism, art and culture, and information/communication technology), oil and gas, and solid
minerals. Other elements of this agenda include the mobilization of long-term capital for
investment; appropriate regulatory framework; a coherent and consistent trade policy and
regional/global integration regime; and specific interventions to encourage the development of
some sectors. For instance, in order to enhance rapid industrial growth and efficient exploitation
of resources, Government shall encourage strong linkage between Science and Technology
Parks (STPs), industry and R&D Institutions. In addition, there shall be deliberate efforts made
to promote technology acquisition from within as well as across national boundaries.

2.2 Some Other Related Initiatives and Strategies D one by the Government for the
Benefits of Small Sized Entrepreneurs

2.2.1 Small Scale Industries Credit Scheme (SSICS)

In 1971, the Federal Military Government set up the Small Industries Development Programme
to provide technical and financial support for the SMEs. That led to the creation of the Small
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Industries Credit Fund (SICF), which was formally launched as the Small Scale Industries Credit
Scheme (SSICS) in the third National Development Plan, 1975- 1980. The scheme, which
operated as a matching grant between the Federal and State Governments, was designed to
make credit available on liberal terms to the SMEs and was managed by the States’ Ministries
of Industry, Trade and Co-operatives. The success of the scheme was constrained by the
dearth of executive manpower to supervise and monitor projects. Thus, many unviable projects
were funded, leading to massive repayment default.

2.2.2 The Nigerian Bank for Commerce and Industry ~ (NBCI)

The Nigerian Bank for Commerce and Industry (NBCI) was set up in 1973 to provide, among
other things, financial services to the indigenous business community, particularly the SMESs.
The NBCI operated as an apex financial institution for the SMEs and also administered the SME
1 World Bank Loan Scheme under which total credit amounting to N241.8 million were
approved between 1981 and 1988 while actual disbursements were 36.5 per cent lower than
the approvals during the period. The NBCI suffered from operational problems, culminating in a
state of insolvency in 1989 and absorption into the newly established Bank of Industry in 2002.

2.2.3 World Bank —Assisted SME Il Loan Project

In order to further expand credit allocation to the SMEs, the Federal Government, in 1989,
negotiated a programme of financial assistance with the World Bank to complement other
sources of funding the SMEs. Altogether, this facility involved a total of US$ 270 million for on-
lending to the SMEs through the participating banks. The credit components and other related
activities of the World Bank loan were administered by the CBN, which in 1990 established an
SME Apex unit for its efficient implementation. The SME apex office approved loans for 211
projects valued at US$132.8 million between 1990 and 1994 when further approvals were
stopped. A total disbursement of US$ 107.1 million had been recorded as at June 1996 in
respect of 102 projects.

2.2.4 International Financial Assistance

Governments have continued to approach international financial agencies such as the World
Bank and its affiliates, United Nations Agencies and the African Development Bank (ADB) to
source capital for the SMEs. The Federal Government often guarantees and agrees to monitor
or co-finance the SMEs receiving such external financial support. For example, in 1988, the
African Development Bank granted an export stimulation loan of US$252 million repayable in 20
years with a concessionary interest rate of 7.3 per cent for SMEs in Nigeria.

2.2.5 Bank’s Equity Holding in Companies

The 1988 Amendment to the Banks and Other Financial Institutions, Section 7.3 (f) lifted the
provision that restricted banks from holding equity shares in non-banking related enterprises.
The policy objectives were to stimulate increased availability of equity capital to SMEs and help
in restructuring their capital bases for survival and growth. All the policies stated above have not
yield and change on the entrepreneurs of small sized firms. The reasons behind some of the
constraints were obvious as most of the entrepreneurs’ capital base do not meet up to the
requirement of the outlined policies.
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3. Findings
Table 1: Distribution and retrieval of questionnaires of Entrepreneurs.
SIN | LOCATIONS LODGEMENT RETRIEVED %RESPONSE
1 Kaduna Central Zone 100 80 44.44
2 Kaduna Southern Zone 60 40 22.22
3 Kaduna North Zone 80 60 33.33
TOTAL 240 180 100

Field Survey 2010

Questionnaires were distributed based on how densely populated the entrepreneurs are located
in the region.

Table 2: Registration of companies and age of Business.

S/N | Nature of business 1-5/% | 6- 10- 16 -121 & | Total/%
O 10/% 15/% 20/% above/
%

1 Agriculture(poultry,fishirie | 26 15 10 7 2 60/33.3
s, & farmers) Group A 3

2 Production( table water, | 31 11 9 8 1 60/33.3
cosmetics producers, 3
carpenters) Group B

3 Services(welders,fuels 26 16 12 4 2 60/33.3
stations,printers,auto 3
assembly&
repairs)GroupC
TOTAL 83/46.1 | 42/23.3 | 31/17.2 | 19/10.5 | 5/2.78 180/100

1 3 2 6

Field Survey 2010

Table 2 Based on the above, the sample selected had 46.1% of the entrepreneurs have been in
business and innovation for less than 10 years, 23.33% had their of business practice of 10
years, 17.22% with 15years of business practice while 2.78% have been entrepreneurs for 20
years and above. This had indicated majority of the business ventures had only withessed one
reform policy.

For the registration of companies, most of the enterprises are registered but majority of group A
who happen to be agricultural based entrepreneurs are not educated, so the idea of registration
is not known to them. Also as the cottage innovators and are not knowledgeable of the
processes of making the businesses to be known since services are provided only within the
locality (examples are the poultry farmers, fisheries, soap making and oil extracting ventures).
While those 45% registered have partially complete documentation.

Table 3: Contribution of funds at start-up

GROU | Government/bank | Family & | Community/NGO/ | Personal Total /%
P s/% friends/% % savings/%

A 8 20 11 21 60

B 1 23 3 33 60

C 3 15 20 22 60

Total 12/6.67 58/32.22 34/18.89 76/42.22 180/100

Field Survey 2010

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |134



N\

dIH

‘S0

Tamkeen

NTRPRg, ’
b )
N st (&
University of Essex .

Table 3 shows initial investable capital. It had shown that most entrepreneurs started business
with personal savings. Respond ants of 42.22% were retrieved from personal investments.
Interview source of data collected had most of this respondants saying they were engaged in
informal method of contribution which they termed as “adashi, & esusu. This is a form of
savings that contribution is done either monthly or weekly or daily for a certain period of time.
While 6.67% had contribution from either government or bank, 32.22% was allocated to family
and friends.

Table 4: Assets of business excluding land

Group Less than N500,000- 1m N1.5m-2.5m | N3m —4.5m | N5m —-6.5m | N7& above
A 30 15 7 5 3

B 28 17 5 6 4

C 28 16 6 8 2

Total/% | 86/47.78 48/26.67 18/10 19/10.56 9/5

Field Survey 2010

From what had been deduced from the questionnaire and interviewed section, 47.78%
entrepreneurs business worth between the asset base of N500,000 to N1million excluding land
and building. While 26.67% have assets between N1, 500,000 and only 9.5 % have asset
above N7million. From interview only 3 respondants had asset worth between the limit of
N100million to N150 million. This is an indication that only the 3 respond ants qualify to
participate in the SMEEIS initiative.

For NERFUND scheme it will not favour the sampled group since its activities are centred
towards mining, quarrying and construction activities. Only in September 2010 that the
NERFUND had come back with its disbursement of funds and it had widened its beneficiaries to
productive and agricultural based entrepreneurs. For now no records had been found.

TEST OF HYPOTHESIS

Ho; Economic reforms and its policy measures had not significantly impacted on the growth of
and development of entrepreneurs in Kaduna.

We utilized One-Sample t-test to test the hypothesis formulated.

FACTOR FREQUENCY T-VALUE T-RESULT SIGNIFICANCE
Impact of | 302 2.5 -7.659 .0001
economic

reform on SMEs

performance

SPSS Output: Field Study: 2010

Interview session:
Successive practice of business through the period of economic reforms.

Research had shown that 66% of the entrepreneurs are not aware of policies that had been
taken place that will aid them in becoming better innovators of skills acquisition. This is perhaps
due lack of awareness of different policy measures for the entrepreneurs to flourish their
businesses. 34% have gone through the reform process but only 10 entrepreneurs out of this
percentage had in one way or the other benefited through the economic reforms of NERFUND,
SMEEIS, and NEEDS. Records from SMEEIS distribution as at 2009 indicated only 4
businesses from Kaduna state benefited from the scheme.
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Non-governmental assisted agents: So many NGO’s have assisted in finance and had
organized symposium and workshops for better innovative technologies for these
entrepreneurs. This information was captured based on the interview section made with the
entrepreneurs covering response made of 43%.

Only 2 out 7 of the entrepreneurs of the study that we had surveyed met the requirement and
modalities of all the policies of the reforms as their capital base for instance for assessing of
credit is below the set line for the programs. For example N500 million is the set line for an
entrepreneur to have meet the requirement SMEEIS

4. Conclusion

An economic reform comes with changes which are intended to favour and enhance the growth
in the economy. Therefore based on the foregoing, these small business entrepreneurs
consider economic reforms to be reforms of the government and for the government which had
not fit or suit the innovators they are. The categorization to fit into the government policy draft is
too harsh for their operations.

“In reality, the desire of governments to promote SMEs is often based on social and political
considerations rather than on economic grounds. Often SMEs are (or perceived to be) the
domain of certain ethnic groups or political constituencies such as women in traditional
societies, some society or family inherited traits in producing some goods like hide and skin in
northern Nigeria, Iron smelting in the middle belt part of Nigeria” (Ekpenyong, 1997,0gbore
,2005). Sometimes the growth of small firms is seen as part of a democratization process and
increased social stability, or as an instrument of regional development.

Various government regimes had instituted programs and initiative aimed at tackling the
constraints faced by the sub-sector of the economy but due to lack of continuity of designed
programs, with inappropriate enlightenment campaign for skills acquisition, and proper
implementation, these policy drafts had no optimal results that had been achieved. Access to
finance, infrastructural defects and other necessities of the entrepreneurs survival support,
continue to pose as a major constraint to the growth and development of the subsector.

International donors and NGO’s have proven to be more accepted by the entrepreneurs in
assisting financially. This had help in bring out the innovative skills of the entrepreneurs.

5. Recommendations

The need to protect and increase their longevity lies under the umbrella of the government.
Efforts should be made to enlighten the entrepreneurs on the various policies which are
designed to cater for their needs, and which are intended programs to make their business
practically viable.

Government should give these entrepreneurs conducive operating environment by reducing
high interest rate on loan able funds, reducing harsh procedures in assessing finance, providing
and maintenance of amenities of usage by the SME’s (for example , electricity, water, and good
road linkages for transportation). This when provided should be compared with international
standard.
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Also government should extend the sub-sector to a sector and strengthen it as part of the
sectors that drive the economy. This will help in making financial institutions to be comfortable in
granting of financial assistance.

Lastly a code of corporate governance should be enacted for the SME'’s as the practice of
governance will deviate the fair giving the formal assistance to finance.

It is the recommendation of this paper that polices should not be on paper but in practice so as
to improve and bring out the best of entrepreneur’s performance on skills and innovation which
will be in line with fostering the economic growth of the country.
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Introduction

Indonesian government has been trying to encourage entrepreneurship development by
supporting the development of small and medium enterprises (SMEs) in the country. The
number of Indonesian SMEs in 2008 was 51,257 million (99.66% of the total enterprises), but
the number of micro enterprises covered 98.58% of the total enterprises. There are only 1.01%
of the total enterprises in the level of small enterprise, and 0.08% are in the level of medium
enterprise (Indonesian Bureau of Statistics, 2009). There have been many government efforts
to introduce new technology and model for SMEs development in order to increase the level of
micro enterprises to the level of small enterprise. But there is an increasing problem in the
demographic features of the Indonesian population. Two-thirds of Indonesia's population live in
rural areas, having weak economic appeals compare to urban areas. From time to time more
people coming from rural areas to major cities due to various attractive opportunities offered by
the big cities, leaving the rural areas undeveloped. Therefore, access to resources to support
the development of SMEs in rural areas is increasingly difficult. One way to prevent future
urbanization is to develop highly competitive SMEs in rural areas by managing them in the right
way possible.

Management in the western world is more individualistic, as individuals’ incentives are
measured by individual performance. On the other hand, management of the eastern world,
including Indonesia, is highly dependent on group performance. Conflict between individuals
within a group is resolved by all members of the group, whereas conflict between individuals in
different groups is resolved by the groups from both sides. Indonesian society also
acknowledges the term gotong royong (mutual cooperation/mutual assistance), which in
Javanese culture known as rewangan. In this mutual cooperation, all members of a community
work together without financial rewards in a social context. Examples of this mutual work that
are still prevailed both in rural and urban areas are improving public facilities such as cleaning
the ditches, repairing roads, and mutual assistance in family celebration or disaster
management. For the last example, the tradition gradually eroded in the modern and practical
urban community. But in rural areas, rewangan can last for 10 days from morning until night that
obviously would disrupt productivity. Even so, individuals remain obligated to participate if
he/she does not want to be excommunicated from the society.

However, given the above knowledge of specific management requirement in Indonesia, many
of entrepreneurial approaches are still more individualistic, emphasizing the characteristics and
behaviour of individual entrepreneurs. Individualistic view of entrepreneurship has yet to
recognize collective phenomenon of entrepreneurship (Yan & Sorenson, 2003). From the
observation of entrepreneurial programs already developed in rural and urban areas of
Indonesia, it seems that many of the entrepreneurial efforts by the educational institutions and
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private sectors use the individual approach to entrepreneurship. Considering collective values
held by most of Indonesian people, it is assumed that individualistic view of entrepreneurship is
not the best prescription to entrepreneurial development in Indonesia, especially in rural areas.
It is very interesting to know that Indonesian government especially Ministry of Cooperation and
SME is beginning to realize the power of collective to entrepreneurial development. The new
approach is termed collective entrepreneurship.

Collective Entrepreneurship Concept

Stewart (1989) was the first person to put forward the term “collective entrepreneurship” based
on the result of his ethnographic research on high-performing work team. Collective
entrepreneurship is a team-based effort that draws everyone's talent and creativity (Stewart,
1989). In this sense, collective entrepreneurship implies an increase in the ability of each
member of the group whenever they are confronted by the continued demands and
opportunities from the environment, which referred to as running hot (Stewart, 1989). On the
other hand, Jan and Sorenson (2003), defined collective entrepreneurship as “synergism that
emerges from a collective and that propels it beyond the current state by seizing opportunities
without regard to resources under its control; the collective capability of both identifying and
responding to opportunities are important components of collective entrepreneurship.”
Collective entrepreneurship may exist in teams, organizations and networks of organizations
(Jan & Sorenson, 2003). In this study, we will take both Stewart (1989) and Jan and Sorenson
(2003) definitions as follows: collective entrepreneurship is a synergism of efforts exerted by
team members that draws everyone’s talent and creativity and propels them beyond the current
state by seizing opportunities and continuous improvements.

The concept definition is obvious, that collective entrepreneurship focuses on the work team,
and the fundamental aspects of the work team are creativity and innovation. Creativity is
defined as the production of novel and useful ideas by individual (Amabile, 1988) whereas team
innovation is understood as the combination of the quality and quantity of novel and useful
ideas that are developed and implemented (Eisenbeiss, et al., 2008; Pirola-Merlo & Mann,
2004). Individual creativity is always limited; therefore good collaboration contributes to group
innovativeness. However, there is no guarantee that individual level of entrepreneurship will be
automatically transferred to a collective entrepreneurship.

In the social economy realities, collective entrepreneurship corresponds to a true desire of
venturing and of pursuing a project coming from a common will, but it seems that the collective
ventures have more a mission turned towards a group of people than towards the society in
general. The best example here would be the cooperatives. The most successful cooperatives
in Indonesia have been village unit cooperatives designed to meet the villagers need for credit
and marketing aid.

According to Jan and Sorenson (2003), there are two major variables that contribute to
collective entrepreneurship. The first variable is the attitudinal variables that provide "energy" for
the group to "run hot" (Stewart, 1989). Running hot means to work sustainably that needs the
sustainable energy from members of one group. The second variable is the behavioural
variables that are essential to channel the "energy" into positive and synergistic results
(Hackman, 1987). Without these two variables, a collective entrepreneurship will not be
succeeded. Two attitudinal variables assumed to have a positive contribution to the
development of collective entrepreneurship is commitment to the group and job satisfaction.
Meanwhile the three behavioural variables assumed to play a role to decrease or increase
collective entrepreneurship is communication, collaboration and conflict management. Both of
these variables (attitudinal and behavioural) are strongly influenced by the role of a leader.
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Below is the Jan and Sorenson (2003) model of collective entrepreneurship based on
leadership, “energy” and “mechanism” variables.

Energy:
Team commitment
Job satisfaction \
Collective

Entrepreneurship

Mechanisms:
Communication
Collaboration

Conflict management

Leadership:
Participative
Relationship oriented

Fig. 1. Model of collective entrepreneurship development (Jan & Sorenson, 2003).
Methods

The study employs qualitative design using observation and interview techniques. The design is
employed since it was just the beginning of the study, when we have yet to understand the
phenomena. We interviewed groups of micro entrepreneurs in Boyolali and Salatiga, Central
Java. The type of ventures observed are creative home industries using metal materials,
garment, food & beverages, and toiletries. They are chosen since most of migrants in certain
place of Jakarta who are unemployed came from both places.

Result

The idea of collective entrepreneurship came from a study we conducted for the last two years.
It was a study designed to create intervention to unemployed migrants in a slum area of
Jakarta. Many of the migrants came from Boyolali and Salatiga, both in Central Java. The
intervention we came up with after studying the population was a model of partnership among
the unemployed migrants and local government in Jakarta, and local government and
entrepreneurs in Boyolali and Salatiga. University served as the broker among parties.

The partnership intervention generated some ideas on collective entrepreneurship. As we were
working with groups of entrepreneurs in Boyolali and Salatiga, we realized about the power of
group to enterprising. From interviews we found that all groups of entrepreneurs we
encountered were initiated by them. Groups of entrepreneurs we observed were in creative
home industry using metal materials such as copper and aluminium. We also interviewed
entrepreneurs working on garments and food and beverages.

What we found from the observation led to the change of model Jan and Sorenson (2003)
proposed earlier at least in Indonesian situation. There are two types of collective
entrepreneurs; first type is groups of independent entrepreneurs with their own capitals,
voluntarily forming a group to excel their creativity and innovation. They call their group as
paguyuban, to describe informal group formed voluntarily by the group members. The working
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mechanism of this type of group is different from other type of group, where members of the
group meet together occasionally to solve problems faced by members or share information.
Second type is a group of people intentionally formed either by the group itself or by other
parties. Each of the group members does not run business independently. Sources of capitals
include capitals from each member or other institutions (e.g. credit union or local government).

The difference between both types of groups lies in the leadership variables needed. In
collective entrepreneurs type one, a leader is appointed by the group as a prerequisite of
forming a group but the person does not necessarily take role as a true leader. Hence one could
say there is no leadership in the group, or everyone is the leader of him/herself. However,
having no true leader in the group does not withhold them from doing their jobs. Different from
Jan and Sorenson’s argument about the role of a leader in collective entrepreneurship (Jan &
Sorenson, 2003), we assume that self-leadership owned by each of them control their own
actions and thinking. Increased self-leadership in individuals leads to effective learning and
applying specific behavioural and cognitive strategies necessary to their business venture.
According to Manz (1990), self leadership is a process by which one exerts self-influence in a
way that establishes the direction, intensity, and persistence of efforts needed to perform a
task/achieve a goal. Manz and Neck (2004) describe self leadership as a self-influence process
through which people can and do achieve the self-direction and self-motivation necessary to
perform their tasks and work. Self-leadership consists of specific behavioural and cognitive
strategies designed to positively influence personal effectiveness. These strategies are
generally clustered into the three primary categories:

e behaviour-focused strategies, includes self-observation (focusing on an individual's
awareness of how, when, and why they engage in specific behaviours), self-goal setting,
self-reward or self-punishment (mentally congratulating oneself for an important
accomplishment, or more concrete like a special vacation at the completion of a difficult
project. Self-punishment or self-correcting feedback can consist of a positively framed
and introspective examination of failures and undesirable behaviours leading to the
reshaping of such behaviours, and self-cueing (lists, notes, screensavers, and
motivational posters).

e natural reward strategies, involves building more pleasant and enjoyable features into a
given activity so that the task itself becomes naturally rewarding and shaping
perceptions by focusing attention away from the unpleasant aspects of a task and
refocusing it on the task’s inherently rewarding aspects.

e constructive thought pattern strategies, includes identifying and replacing dysfunctional
beliefs and assumptions, and practicing mental imagery and positive self-talk. Individuals
should first examine their thought patterns, confronting and replacing dysfunctional
irrational beliefs and assumptions with more constructive thought processes (D'Intino,
Goldsby, Houghton & Neck, 2007)

However, it is assumed that the participative leadership variable still plays important role in
collective entrepreneur groups type two, i.e. groups that intentionally formed and each member
does not have he/she’s own business. Therefore, Jan and Sorenson’s model of collective
entrepreneurship still applies to the second type of collective entrepreneurship groups,
especially the role of leader to influence each member’'s embeddedness.

In Indonesia, people tend to group based on their closeness to other people (i.e. family, friends
and community), and decisions people take in their jobs almost always depend on forces they
receive from them. As a result of these forces they are most likely being “stuck” or “embedded”
in their current job. Therefore, embeddedness is assumed to play important role in their
persistent to be entrepreneurs rather than “energy” and “mechanism” variables according to Jan
and Sorenson’s above, and this applies to both type of collective entrepreneurs.
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Principle of embeddedness is understood within the social network research as the effect of
social relationship on economic outcomes. Entrepreneurship is not merely an economic process
but draws from the social context as well which shapes and forms entrepreneurial outcomes
(Jack & Anderson, 2002). It is very important to study entrepreneurs using embeddedness
approach since the approach view the entrepreneur as a whole person.

Being embedded in a local area enabled entrepreneurs to recognize and realise opportunities
which fit the specific needs of the local situation. Research by Jack & Anderson (2002) on
seven rural entrepreneurs pointed out the importance of examining the entrepreneurs within the
context of rurality, since embeddedness is an important factor of entrepreneurship process in
rural areas. The entrepreneurs were all embedded in their locals and this influenced the way in
which their businesses were established and managed. Oyhus (2003) argues that
entrepreneurs who identify themselves with the local community regard the whole local context
as a resource bank, and then manage businesses by operating within this network. According to
Oyhus (2003) the networks are important to provide four essential ingredients to
entrepreneurship: support and motivation, examples and role models, expert opinion and
counselling, and access to opportunities, information and resources. He conducted cross
cultural research in Indonesia and Tanzania, and found that there was a difference between
both countries. Indonesian entrepreneurs are found to be more locally oriented compared to
Tanzanian entrepreneurs. He found that Tanzanian entrepreneurs could move out of their local
place and got involved in business in an entirely new setting. They have to move out since
kinship is regarded as an intrusion and as disrupting businesses. Generally, they cannot save
money for business purpose if they stay in their community, since they have to shoulder a lot of
social responsibilities and commitment. In Indonesia, though he found out from the interviews
that the entrepreneurs theoretically treated kinship as something negative for their business, in
practice the reverse were noted. They actually exploited kinship relationship to its potential
(Oyhus, 2003).

According to Mitchell, Holtom, Lee, Sablynski and Erez (2001), embeddedness suggests that
there are numerous strands that connect an employee and his or her family in a social,
psychological, and financial web that includes work and non-work friends, groups, the
community, and the physical environment in which he or she lives, (p.1104). The other term
Mitchell, et.al come up with for the theory of job embeddedness is theory of staying (Mitchell, et
al, 2001), describes that the greater a person’s connections to an organization and community,
the more likely it is that he or she will remain in the organization. Job embeddedness can be
work related (positive attitudes towards aspects at work) or non work (such as family and
friends) (Ramesh & Gelfand, 2010). Ramesh and Gelfand argue that these work and non-work
domains can be further divided into three types of attachment — fit, links and sacrifice — thus
forming six dimensions of job embeddedness. The six dimensions are: organization fit (fit with
an organization), community fit (fit with a community), organization links (connections with
people in the organization), community links (connections with people in the community),
organization sacrifice (what the individual gives up when leaving the organization) and
community sacrifice (what the individual gives up when leaving a community) (Ramesh &
Gelfand, 2010).

A person’s personal values, career goals and plan for the future must fit with the larger group
culture and the demands of his or her immediate job (knowledge, skills and abilities). A person
will consider how well he or she fits the group and the environment. Weather, outdoor activities,
political and religious climates and entertainment activities are examples of the fit dimension.
Job embeddedness assumes that the better the fit, the higher the likelihood that a person will
feel professionally and personally tied to the group. As in the case of groups we observe in
Central Java, those who stay in the group are more likely to have the same values both in work
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and non work situations. Those who do not fit to the values of group leave the group voluntarily.
An interesting reason we got from those who leave is that because they do not want others to
copy their products. Ultimately they work alone and one of the disadvantages of working alone
is that they cannot fulfil the demands of their customers for the long run. It is a dangerous
situation in a sense that they would lose potential customers.

Number of links (formal and informal) a person has in social, psychological and financial web in
a community determines their embeddedness, hence the likelihood that they will stay in the
group (Mitchell et al, 2001). People who are older, are married, have more tenure and/or have
children requiring care are more likely to stay than to leave (Abelson, 1987). Hobbies as well as
social and religious-related activities are factors that can influence commitment of a person to
stay. Thus, people have many links among the various aspects of their lives. Leaving their
current jobs or community requires them to rearrange these links, and that could be the reason
why they should stay. As in the case of the groups we observed in Boyolali and Salatiga, people
who already are engaged in entrepreneurial work are most likely to stay in their community
since they find most of opportunities and links are in their communities, whereas migrants from
rural to urban areas are mostly unemployed people who are seeking better lives in urban areas.
The concept of sacrifice represents the perceived cost of material or psychological benefits that
are forfeited if they leave the group. The more a person will have to give up when leaving, the
more difficult it will be to sever membership of the group. Community sacrifices are mostly an
issue of relocation. Leaving an attractive and safe community where one is liked and respected
can be hard. One must sacrifice their links also if he or she leaves community. The same with
rural entrepreneurs, the possibility of leaving their status quo in rural communities to other new
areas are too much for them, since they have built links and trust in the community.

People who are job embedded are most likely to exert efforts and provide energy sustainably for
their collective entrepreneurial effort since they decide to stay in the organization and
community. Thus, job embeddedness is assumed to predict collective entrepreneurship in
Indonesia, better than the two attitudinal variables (team commitment and job satisfaction)
offered by Jan and Sorenson (2003). This notion is supported by evidences from Mitchell, et.al.
(2001) and Crossley, Bennett, Jex, and Burnfield (2007) that demonstrated the value of job
embeddedness beyond that of job satisfaction, organizational commitment, perceived
alternatives, and job search.

Given the above two types of collective entrepreneurship, | propose two models of collective
entrepreneurship to explain both situations in rural areas of Indonesia:

Job embeddedness

- Organization fit
- Community fit
- Organization links

- Community links .
- Organization sacrifice Collective

- Community sacrifice Entrepreneurship

Self-leadership:
Behavior-focused strategies
Natural reward strategies
Constructive thought strategies

Fig.2. Model of collective entrepreneurship type one.
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Job Embeddedness:

. - Organization fit .
Leadership: ] Co?nmunity fit Collective

Relationship oriented - Organization links Entrepreneurship
Task oriented - Community links

- Organization sacrifice
- Community sacrifice

A 4

A 4

Fig.3. Model of collective entrepreneurship type two.

In both models, it is obvious that job embeddedness plays an important role for people in the
group to be involved in collective entrepreneurship.

In the case of collective entrepreneurship type two described in Figure 3, leader plays an
important role to keep members of the group to stay in the group and perform well. It is quite a
challenge in Indonesia to appoint someone or to self-appoint oneself to be in a position of a
leader, given the fact that most Indonesian people tend to have high level of followership. The
advantage of this condition is that once leader is appointed, members of the group tend to
model the leader.

From the broad arrays of leadership style and behaviour, | focus on the behaviour of team
leaders. It is based on social learning theory (Weiss, 1977), where team leader affects the
attitude and behaviour of the team members, creates the necessary conditions of relations and
enables the transmission of the entrepreneurial spirit to the team. It is assumed that team leader
behaviour would most likely to fit in Indonesian situation.

However, Soriano and Martinez (2007) posits that it should be stressed that different styles of
leadership can have different influences on the capacity to transmit the entrepreneurial spirit.
Soriano and Martinez (2007) compile some predominant leadership styles: relationship-oriented
(such as doing personal favours for the subordinates, looking out for their welfare or accepting
their suggestions), task-oriented (such as maintaining performance, asking subordinates to
follow standard procedures and regulations and making them see the importance of meeting
deadlines) and participative leadership (encouraging and facilitating the participation of
subordinates in making decisions that would ordinarily be made by the leader alone (Morrison,
2000; Sorenson, 2000).

Leaders who adopt a relationship-oriented style are interested in people and their social
interaction (Sorenson, 2000). Key behavioural components of a relationship-oriented leadership
style are: support, development, recognition and consultation of other individuals (Yukl, 1998).
Relationship-oriented leaders tend to influence an increase in collaboration and work team,
have a strong identification with the group, and are committed to producing satisfactory
outcomes (Soriano & Martinez, 2007). Weiss (1977) argues that it is possible that the
subordinate will then imitate the leader’s supportive behaviour, and so offer passive support and
an efficient working relationship to others. Soriano and Martinez (2007) found that relationship-
based leadership style positively enhance the chances of transmitting the entrepreneurial spirit
to the work team. By applying relationship-oriented style, a leader develops, recognizes and
rewards subordinates and in turn increases the likelihood of achieving greater commitment to
the team and its tasks, as well as the willingness and satisfaction of contributing to the team’s
success. It is assumed that relationship-oriented style would be most likely to fit among

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page | 145



N

daius?

University of Essex

‘S0

Tamkeen

Indonesian people. It is also assumed that leaders who employ this style of leadership would be
more likely to have group members who are job embedded in the group.

Task-oriented leaders structure and define rules that every members of the group has to adhere
to. They set clear tasks of planning, coordinating, implementation, monitoring and evaluating.
They will provide the necessary help, such as supplying equipment and technical assistance for
subordinate to work adequately. Leaders who adopt a total task-oriented style like to keep
psychological distance from their subordinates and often appear cold and distant (Blau & Scott,
1962). To some extent and in the beginning of group forming, this style is needed to make clear
of dos and don’ts of every members of the group. Leader takes role to set standard of doing
things in the group. But when the group is already working properly, leaders must change their
style into relationship-oriented style. It is assumed that task-oriented leaders would be more
likely to have group members who are embedded in the group at the first stage of group
development.

Participative leadership is different style to the relationship-oriented and task-oriented stules
(Bass, 1990). This is a style of leadership in which managers share the decision making
process with other members of the group by motivating and facilitating the participation of
members in making decisions (Harbe, Marriot & Idrius, 1991; Cole, Bacdayan & White, 1993).
Participative leaders motivate subordinates to assume responsibilities for their own work,
encouraging, favouring and rewarding all behaviour and ideas aimed at satisfying the needs of
innovation (Bowen & Lawler, 1992), thereby improving the organization’s performance (Hermel
in Soriano & Martinez, 2007). Participative leadership at the highest level involves delegating
decision making to subordinates. This style of leadership most likely does not occur in groups of
entrepreneurs in rural areas of Indonesia. The different level of competencies the group
members has is the cause to such condition, besides the high level of followership characteristic
most Indonesian people have. It is assumed that this style of leadership does not influence
group members’ job embeddedness in a sense that they wouldn't like it if their leader always
asks them about what to do next.

It is interesting to argue that collective entrepreneurship type one could be the next step of the
collective entrepreneurship type two. When one decides to involve in a venture but one does
not have capitals to do so, he or she must find group to start experiencing the venture.
Ultimately, when one decides he or she has enough experience, it is possible that the individual
would leave the group to do his or her own business and find other group, or the group would
develop into first type of collective entrepreneurship.

Insights proposed

It is assumed that job embeddedness will influence collective entrepreneurship in a sense that
people who are job embedded are most likely to exert efforts and provide energy sustainably for
their collective entrepreneurial effort since they decide to stay in the organization and
community. Leadership plays important roles in a situation where groups are formed
intentionally either by the group members or by other parties, where each of group members
does not own capitals. Self-leadership plays important roles in a situation where groups are
consisted of independent entrepreneurs with their own capitals and businesses. In both groups,
job embeddedness plays important roles in keeping them to work as collective entrepreneurs
groups.

This paper aims at pointing the collective entrepreneurship as a method of developing
entrepreneurial ventures in rural areas. From the literature review and observation of rural
entrepreneurs, it can be noted that collective entrepreneurship is not a new method of doing
business. To some extent, cooperative model of social economics in Indonesia serves as
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collective entrepreneurship model. Unfortunately most of cooperatives do not serve as should
be, since it does not increase the ability of each member of the group.

Implications to Community/Industry

Collective entrepreneurship implies an increase in the ability of each member of the group. This
is very important, given the fact that the number of micro enterprises covers up to 98.58% of the
total enterprises in Indonesia. This means the government has to find efforts to new model for
SMEs development in order to increase the level of micro enterprises to the level of small
enterprise. However, the government has attempted to develop micro enterprises in group.
Unfortunately, the policy has not been spread well in rural areas. The local governments still
manage micro entrepreneurs individually based on individual proposals. Best practices from
groups of entrepreneurs type one and type two must be recorded and spread to other areas in
Indonesia, to enhance collective entrepreneurship.

Keywords: collective entrepreneurship, job embeddedness, self-leadership.
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Appendix A

Interview Guidelines:

ogkrwnE

History of entrepreneurial ventures.

Demographic features of entrepreneurs.

Day to day interaction of entrepreneurs

People or parties to be consulted to

People who are involved in venture decision making

Financial aid and other forms of aids in every step of business development.
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Innovation in Microentrepreneurship & Islamic Micro finance:
The Model of Family Bank
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Abstract

Different definitions were given to what we call “Microentrepreneurship”, most of research link it
with microfinance, self-employment and micro-enterprises development. It is globally admitted
that micro entrepreneurs are the owners of very small businesses with very low start-up costs.
Those microentrepreneurs are normally the owners of home-based businesses, bakeries,
beauty shops, repair shops, arts and crafts shops, fishmen, family-owned shops, etc. The
importance of supporting such type of entrepreneurs to start and grow is fundamental for the
diversity and the social development in emerging economies.

Moreover, the need to develop innovative socially-oriented banks that care about the
“unbankable” segment of the society is rather increasing. Family Bank is considered to be one
of the “social businesses” which are based entirely upon the partnership as well as social
corporate responsibility (CSR) of private sector.

Family Bank is established as the 1st Islamic microfinance bank in Bahrain with the prime
objective to contribute to poverty alleviation and socio-economic empowerment through the
provision of sustainable Islamic financial services to the underserved. The Family Bank is
currently acting as a mechanism to guide and maintain programs aiming at enhancing
microentrepreneurs training, counselling, marketing support and finance within a
comprehensive approach.

The present paper will discuss the main concepts of the family bank as a social bank aims to
support micro entrepreneurs to grow and develop their business beyond a microenterprise level
in order to contribute to society by creating wealth, economic assets, and jobs.

Introduction

As described by a recent ILO’s report, the world is now facing one of the most important
challenges that has ever had. In the midst of an expanding socio-economic crisis, the likes of
which the world has not known since the Great Depression, the ILO’s preliminary estimates are
that world unemployment could rise by 20 million reaching over 210 million during of 2009, Juan
Somavia, (2008). Furthermore, the already poor are likely to see their very low incomes
squeezed further by still high food and fuel prices. As a result of the food and fuel crises, the
number of “extremely poor” was estimated to have increased by at least 100 million®2. Informal
activities and involved workers will increase. Middle classes throughout the world are also
affected and uncertain, concerned particularly about the future of their pension systems,
unemployment benefits and access to healthcare. As this situation in the world jeopardizes the

#World Bank Report (2008): “Global Financial Crisis And Implications For Developing Countries”, G-20 Finance
Ministers’ Meeting Sdo Paulo, Brazil, November 8, 2008.
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efforts done for poverty alleviation, it gives another important dimension for the self-employment
and microenterprise development programs.

Already ninety per cent of the world’s self-employed poor — more than a billion people — lack
access to basic financial services as explained by Richards (2006). In a country like Indonesia,
more than 90% of its 50 million small businessmen have no access to regular bank financing
(Soraya Permatasari, 2010). Hassan and Alamgir (2002) maintain that the roots of poverty lie in
that the poor are ‘systematically disorganized by economic, social and political relationships
within which they are caught. The only long-term solution to the problem of poverty, therefore,
lies in assisting the poor to challenge the relationships that improvised them.
Microentrepreneurship plays a key role herein allowing the poor to unleash their potential and
go beyond their dependence on welfare and social aides investing to create their own
employment and/or income generating activities.

Successful programs in many countries demonstrate this fact not only in developed countries
but also in industrialized ones. Amy Kays Balir & Joyce Klein (2001) revealed a creative
initiative launched in 1998 by the Charles Stewart Mott Foundation, USA, to support ten
microenterprise programs serving thousands recipients of their welfare program?®, through a
program entitled “Welfare to Work (WTW)”. Moreover, over the last two decades, the innovative
microfinance programs run by Grameen Bank and hundreds of national and international NGOs
have contributed to improving the quality of life of millions of people, mostly women. The
progress of microfinance worldwide is phenomenal. In 1997 only 7.6 million families were
covered; however in 2006 this number has reached 100 millions of families. Professor
Muhammad Yunus who has received the "Nobel Prize" in 2006 for his work on Grameen bank
in Bangladesh, and other parts of the world, expected that by year 2015 about 175 millions of
families around the world will have access to microfinance.

While, conventional microfinance has been effective at supporting and uplifting the living
conditions of the poor in many countries, it is not fully satisfying the cultural and spiritual
aspirations of others. In some Muslim communities, conventional interest based microfinance
has always been rejected due to its non-compliance with the Islamic principles, particularly on
the issue of paying of interest or riba, which is forbidden. Moreover, Islamic microfinance has
one major advantage, namely risks are shared between financial institutions and beneficiaries,
which allow entrepreneurs to concentrate on what they do best. At the same time, the
disbursement of collateral-free loans in certain instances reflects the sharing of common
objective between financers and enterprises, thus advocating entrepreneurship.

The present paper will try to enlighten the microentrepreneurship and Islamic microfinance
development in the world with a special focus on Bahrain as an example of successful Muslim
developed countries. Despite Bahrain's relatively high per capita GDP, a percentage of its
population is in need of regular financial assistant. Currently a small portion of Bahrainis live
below the national poverty* threshold. The government provides cash assistance to
approximately 10,000 needy families, covering around 20,000 individuals in the Kingdom —
especially women. The national economic vision 2030 has emphasized the need to enhance the
Social investment services. These services target the reintegration of beneficiaries into society,
eliminating their dependence on the state. Services provided by the MOSD include
empowerment programs for the needy (e.g., the Productive Families program), rehabilitation
and training programs for the disabled, and educational programs for women, as well as
structural assistance, and capability-building programs to empower NGO’s and its role in
poverty alleviation. In 2010 the MOSD in partnership with five organizations established an

2 “Temporary Assistance for Needy Families”
4 National poverty threshold in Bahrain is of BD 383t month for a family of six members
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innovative microentrepreneurship development catalyst based entirely upon the social corporate
responsibility. Family Bank is established as the 1st Islamic microfinance bank in Bahrain with
the prime objective to contribute to poverty alleviation and socio-economic empowerment of the
communities it serves through the provision of sustainable Islamic financial services to the
underserved. The main objective of the present paper is to evaluate the potential of family bank
as a microentrepreneurship development catalyst and its contribution to the Bahraini society by
creating wealth, economic assets, and jobs.

Worldwide Growth of Microentrepreneurship

Different definitions were given to what we call “Microentrepreneurship”, most of research links it
with microfinance, self-employment and micro-enterprises development. It is globally admitted
that micro entrepreneurs are the owners of very small businesses with very low start-up costs. A
microenterprise is essentially any business bringing revenue to a family. The term refers to both
registered and unregistered businesses, including individuals working informally from the home
or elsewhere. There is a significant overlap between micro-entrepreneurs and the poor although
some micro-entrepreneurs are not poor and many poor are not micro-entrepreneurs. However,
even those micro-entrepreneurs who are not

poor tend to be particularly vulnerable to Market in the United States
economic shocks and could easily become poor
(Ala'a Abbassi et al, 2009). As a matter of fact,
microentrepreneurship development is
considered worldwide to be an income
generating strategy that helps poor, low- to
moderate-income, and other disadvantaged
individuals start or expand microenterprises. The
importance of supporting such those individuals
to start and grow are fundamental for
empowering tremendous number of families®

United States = 300 mil people
One of the highest per capita GDP in the world

35 million
immigrants

\, <
b

40 million 25 million
youth

and needy people in emerging economies. Potential Market ~ 100 million
Microfinance, where it encompasses the Figure 1 The potential market of microentrepreneurs in
management of small amounts of money through USA, Tulchin et al (2009)

a range of products, and a system of

intermediary functions that circulates money in an economy, represents the main pillar of
microentrepreneurship. It targets the low incomes individuals by providing mainly: loans,
savings, insurance, transfer services and other financial products and services. Providers of
microfinance include non-government organizations (NGOs), self-help groups, cooperatives,
credit unions, commercial and state banks, insurance and credit card companies, wire services,
post offices, and other points of sale.

Many successful programs in Asia, Africa and other parts of the world have shown that
microenterprise development programs have been also serving welfare recipients with
microcredit, training, technical assistance to help them start, formalize or expand very small
business. Moreover, the need to have innovative socially oriented financial services that care
about these micro businesses and the segment it composes in the society is rather increasing.
Several studies provide great progress of microentrepreneurship worldwide, Drew Tulchin et al
(2009), gave an estimate that the potential of microenterpreneur only in the US is about 100
million, see figure no. 1.

2 Empowerment as a concept can be interpreted in different ways such as to express self strength, control, self-power,
self-reliance, own choice, life of dignity in accordance with one's values, capable of fighting for one's rights,
independence, own decision making, being free, capacity building.
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Financial Challenges Facing Microentrepreneurs

The lack of access to finance is perceived worldwide as a key reason for the poor to remain
poor. As the entire financial system comprising of private commercial and semi private-semi
public specialized banks, financial institutions leave a large chunk of population untouched by
their activities as “unbankable”. In most developing countries, less than half the population has
an account with a financial institution. In many countries, the ratio is less than 20%. Less than
20% of small firms use external finance, about half the rate of large firms®®. These are the poor,
poorest of the poor and marginalized people who do not enter into the market at all*’. In fact, M
Obaidullah (2008) pointed out that there are three blocks which hinder the access of poor to
banking and financial system: high cost of financing, high cost of processing and the traditional
system of collaterals.

In recent years, microfinance has emerged as an important instrument to help a large number of
“unbankable” members of society, as a tool to help reduce poverty and encourage economic
growth.

Microfinance is became a large industry comprising many sectors: microcredit, micro-housing
loans, micro-insurance, micro-education loans, microfinance health protection systems, etc.
Microfinance institutions (MFIs) reached 155 million clients by Dec. 31, 2007 of which 106.6
million were among the poorest affecting 533 million people. The data collected for 1,072 MFIs
from 90 countries in 2007 shown: 67 million borrowers, 63 million savers, and gross loan
portfolio of $36 billion and voluntary savings of $26 billion, R. Meyer (2010). As a result of the
increasing professionalization and commercialization of microfinance, the field of microfinance,
once dominated by small non-profit organizations, is now lead by formal financial
intermediaries. Figure 2 gives a distribution of microfinance programs in the world.

Central & Eastern Curope (33.6%)

South America (22.4%)

Russia, Caucasus & Central Asia (14.3%)
Central America, Mexico & Caribhean [11.7%)
Sub-Saharan Africa (8.3%)

Cast Asia & Pacific (5.8%)

South Asia [3.8%)

Middle East and North Africa (0.2%)

Figure 2 Geographical Distribution of microfinance programs, Cedric Lombard, (2009).
Are Microentrepreneurship is Only to Fight Poverty?

As mentioned earlier microentrepreneurship programs were implemented in many countries to
serve microenterprise development, for many reasons: individuals seek additional ways to earn
income, labour is become in surplus supply, jobs are hard to come by, wages are low, and
many people are self-employed out of necessity, women with small children seeking greater
flexibility, etc.

26 Wotld Bank Report (2008)
27 According to the CGAP, the clients of microfinance—female heads of houscholds, pensioners, displaced persons,
retrenched workers, small farmers, and micro-entrepreneurs—fall into four poverty levels: destitute, extreme poor,
moderate poor, and vulnerable non-poor.
10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
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Meanwhile and precisely microcredit is generally perceived as a tool for poverty reduction via
self-employment and income-generating activities. M. Yunus (2008, pp 85) concluded “one of
the significant social impacts of microcredit movement has been the realization that the key to
alleviating poverty is often not the creation of “jobs”- that is, salaried work for large corporate
employers- but rather the encouragement of self-employment for all individuals, particularly
women, who create goods and services and market them on a local level”. Millions of such
small-scale entrepreneurs are now active throughout Bangladesh, lifting themselves, their
families and their communities out of poverty- and many owe their start to Grameen bank.

The efficiency of microentrepreneurship development programs in fighting the poverty and
giving disadvantaged people second chance is worldwide recognized. A World Bank study
dated to 1998 showed that in Bangladesh, Grameen Bank's clients were escaping poverty at
the rate of 10,000 per month?. Yunus (2008), elaborated on this: The problem | discovered in
Bangladesh-the exclusion of the poor from the benefits of the financial system-is not restricted
only to the poorest countries of the world. It exists

worldwide. Even in the richest country in the 90r . e

world, many people are not considered credit- 80 ] Mioriies, B0%
worthy and therefore ineligible to participate fully 7o}
in the economic system, (pp 49). 60 Women, 57%
- Low-income, 53% [ 7 Minorities, 56%

From other hand, as the vast majority of poor Low-income, 41%

. . . . 40 Very low-income,
households live in developing countries, poverty 2ok 31% ——
in industrialized countries is often neglected. 23% ’
Several reports focused recently on microfinance 201
as a tool for pulling disadvantaged individuals out 0[]
of poverty in industrialized countries. In particular, % edian Outreach of MicroTest '
Armendariz (2009) compared the experiences of CFWED Programs Median

two microfinance institutions in Belgium and France. He provided an analysis of microfinance
programs in the world pOinting out that the Figure 3 Analysis of 6000 participants in microenterprise
characteristics of those programs are development program, Jeremy Black (2004)
fundamentally different. The first characteristic

of microfinance in industrialized countries is that it focuses on poverty and social exclusion. The
concept of social exclusion, combines factors such as lack of adequate education, deteriorating
health conditions, homelessness, loss of family support, non-participation in the regular life of
society, and lack of job opportunities (Levitas, 1996). Also Schmittand Zipperer (2006) focuses
on the link with poverty in Europe. The second characteristic of microcredit in Europe, relative to
developing countries, is that the latter countries review high rates of informal-sector/self-
employed individuals. In contrast, industrialized countries tend to associate poverty with long-
term unemployment which is often perceived as being positively correlated with the above-
mentioned concept of social exclusion, an issue to which we will come back later in this report.
Two additional observations deserve to be mentioned here. First, the average size of a
microloan in developing countries ranges from about $200 in South Asia to $1,600 in Latin
America®. In comparison, average loan sizes in industrialized countries are considerably larger;
with relatively small loan sizes reviewed in countries such as the United States -approximately
$6,500- to roughly $25,000 in countries such as Belgium. Second, interest rates are
considerably higher in developing countries, with low interest rates of about 17 % charged by,
for example, Bangladeshi MFIs to approximately 70 % charged by Latin American MFIs. In

28 Shahidur R Khandker, (1998) provides an estimate of 5% of the borrowers move out of poverty each year.
29 Source: MixMarket data (2008)
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contrast, average interest rates in industrialized countries range from 5 % — the lowest — in
countries such as Belgium to 7.5 % in France®.

Also as the Small Business Administration’s Office of Advocacy reported; 84 % of women-
owned enterprises were sole proprietorships with average annual business revenues of just
$31,000 in 1997 (compared to $58,000 for all sole proprietorships). Eighty-seven percent of
women-owned, sole proprietorships reported receipts less than $50,000. Sole proprietorships
operated by women in the United States increased dramatically from 1990 to 1998 in numbers,
gross receipts and net income. The most common types of women-owned businesses are door-
to-door sales and child day care. Jeremy Black (2005) provides a very interesting study on
microentrepreneurship in USA with a detailed analysis of nine microenterprise development and
microfinance programs in nine states.

Another study on developing welfare recipients in USA out of poverty undertaken by Peggy
Clark & Amy Kays (1999) provides certain statistics confirming the tight relation between
microentrepreneurship and what they called “progress out of poverty”. Based on findings from
the self-employment learning project which is a five year study of microentrepreneurs, they
concluded that:-

A very large majority — 72% — of poor microentrepreneurs experienced gains in household
income over five years. The average change in household income was $8,484 — rising from
$13,889 to $22,374 over five years.

More than half — 53% — of poor entrepreneurs had household gains large enough to move out
of poverty. For these individuals, their move over the poverty line was an economic change of
huge magnitude: in most households family income nearly doubled over the five year period.

For most of the individuals who moved their families out of poverty, the micro-business was a
major source of earnings for the household. For this group of successful individuals, the
business was critical to the family’s ability to get out of poverty.

As a conclusion of the analysis of characteristics of microentrepreneurship and microfinance
programs worldwide, one can admit that the perception of microentrepreneurship is widely
different and its role is accordingly multiple. While marginalized or excluded individuals are
forming the main basin of microentrepreneurs in industrialized countries, welfare recipients,
poor, unemployed and low income families are the major players of microentrepreneurship in
developed and underdeveloped countries. As a result, not only the microfinance stereotype
programs will differ but also the training needs and non-financial services may largely vary from
a country to another.

Microfinance in Muslim Countries: Fostering Islamic Microfinance

Despite being able to demonstrate successes, conventional microfinance is criticized to not fully
reaching the poorest of the poor and loans are going to activities unrelated to entrepreneurs. In
some Muslim communities, conventional interest based microfinance has always been rejected,
principally of its non-compliance with the Islamic principles, particularly on the issue of paying of
interest or riba, which is forbidden. Meanwhile, conventional microfinance institutions have often
been criticized for charging the poor exorbitant interest rates and fees. This is largely due to the
higher transaction costs incurred, including the provision of services such as monitoring, advice
and health insurance.

30 ACCION International USA, European MicrofinancetiNerk and Nantik Lum Foundation (2008).
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Although the number of Islamic microfinance initiatives remains limited, less than 1% of total
global microfinance outreach, there is an increasing interest in developing microfinance
programs based on Islamic financing principles. Generally speaking, Islamic microfinance
represents the confluence of two rapidly growing industries: microfinance and Islamic finance.

Many argued that Islamic finance could help correct the shortcomings as it focuses on achieving
social justice, prohibits exploitation and battles poverty. This is further strengthened by the fact
that the philosophical basis of Islamic financial system lies in ‘adl’ (social justice) and ‘ihsan’
(benevolence). During the past decade or so, the value of total assets held by banks complying
with Sharia has grown more than 12 times. Having reached nearly $ 1 trillion in value worldwide
at the last count, the industry is set to continue growing strongly over the next ten years,
(Abdulkarim Bucheery, 2010)

The involvement of Islamic banks can also help to increase the scope of Islamic microfinance,
that can provide microfinance at lower operating and financing costs compared with MFIs as it
can operate from existing branches and do not require a whole range of professionals/staffs and
not incur extra fixed costs. Currently, there are not many Islamic microfinance institutions but
their number is incessantly increasing. They largely use the lending format of the conventional
MFIs and adapted Islamic principles and values. The table below illustrates full data collected
by Nimrah Karimet al (2008) to evaluate the number, seize and types of Islamic microfinance
programs working worldwide. The situation is certainly evolved since, as this table is dated to
2008. One can add different 100% shari'a compliant programs came up in Yemen, Sudan,
Palestine and Bahrain.

Total Outstanding Loan | Avg. Loan Size
Total # of Clients Portfolio (Islamic) (Islamic)
# of % of % of
Institution Type Institutions # Total uss Total uss
Cooperative 1 6,671 2 926,251 <1 132
Village Bank (Syria) 1 2,298 1 1,838,047 <1 800
NGO 14 125,793 42 41,421,580 21 303
Rural Bank (Indonesia) 105 74,698 25 122,475,158 62 1,640
NBFI 3 4,293 1 1,893,207 <1 595
Commercial Bank 2 87,569 29 29,030,997 15 305
TOTAL 126 305,237 100 198,090,268 100 629

Table 1: Islamic Microfinance by Institution Type, Nimrah Karimet al (2008)

As a matter of fact, the major products developed in almost the majority of these institutions
working in Islamic microfinance programs are three. C. Segrado (2005) described these
instruments of Islamic finance as three: mudaraba, musharaka and murabaha, which are used
to trying to use them as tools to design a successful microfinance program.

A mudaraba model : the microfinance program and the microenterprise are partners, with the
program investing money and the microenterpreneur investing in labour. The microenterpreneur
is rewarded for his/her work and shares the profit while the program only shares the profit. Of
course the model presents a series of difficulties, given most of all by the fact that
microentrepreneurs usually do not keep accurate accountability which makes it more difficult to
establish the exact share of profit. As stated before, these models are complicated to
understand, manage and handle which implies that those who are involved need specific
training on the issues. For this reason, and for an easier management of the profit sharing
scheme, the mudaraba model might be more straightforward for businesses with a longer profit
cycle.

10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
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A murabaha model: under such contract, the microfinance program buys goods and resells
them to the microenterprises for the cost of the goods plus a mark-up for administrative costs.
The borrower often pays for the goods in equal instalments, and the microfinance program
owns the goods until the last instalment is paid.

Muherreq slend

the credit officer investigates the group and does a feasibility study
for their activities so the officer can estimate the precise finance
amount. If the feasibility study is positive, the client should identify e
items (commodities/equipment) needed from the wholesaler and B\'\
negotiate a price. The credit officer then purchases items from that
source and resells them immediately at that price to the client. | "= -
HMFP has two elements of accounting/finance, which differ from | s j P
most microfinance organizations. Both have implications for
content of financial statements. The first is capitalization of the 2N
service charge expected upon disbursement, which affects the
balance sheet. The second is the absence of the "principle of Figure 4 Map of Bahrain
interest” on outstanding finance balances affecting yield on the

portfolio and thus income earned.

The procedure is as follows: upon receipt of the finance application, /\/\J

~ Sitra Island

* Eahrain Island

AT

2004 Unisc

More instruments for Islamic microfinance are recently developed like: ljarah (leasing), Estissna
(industrialize), Musharakah (partnership), etc, but their employment yet not generalized as the
first three mentioned earlier.

Microentrepreneurship in Bahrain

Bahrain is a country in transition, where the economic reforms have resulted in the rapid
liberalization of domestic economy and improvement in the business environment. Many
economic sectors especially the service sector has been growing rapidly. But as evidenced in
many countries, economic growth can bypass the poor whereas poverty can continue to coexist
in certain social categories with the high growth of salaries and improving standard of living.
That is why Bahrain has a strong social protection net that assists the poor and vulnerable
groups. These programs include consumption subsidies and social safety nets in the form of
cash transfers. The current research will discuss the major initiatives establish to develop the
needy families’ living standards through microentrepreneurship.

1. The Microenterprises and SME’s
Since two decades, Bahrain is focusing on fighting Numberof MSMEsin Bahrian Q1 2010
unemployment, developing a competitive SME sector, h:&_;';;fm —~_ Others
delivering international quality products & services and " gl Wl 0-33%
contributing to quality employment opportunities. During
2010, official figures state that unemployment among
Bahrainis is estimated at 3.8%, although other estimates
suggest that the figure is closer to 15% for youth. Statistics
show also that micro, small and medium enterprises
represent a significant part of the Bahraini economy. As the
Central Informatics  Organization estimates, these
enterprises contribute nearly 28% of total nominal GDP.
Construction, manufacturing and trading are the three main  Figure 5 The MSME's in Bahrain, EDB 2010
industries within this sector. Figure 6 illustrates the
distribution of MSME’s in Bahrain as per the first quarter of 20103

31 Report on micro, small and medium enterprisesahrBin economy, EDB-Bahrain, 2010.
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Micro, small and medium enterprises also
provide jobs for nearly 73% of private sector
employees, only 14% of which are Babhraini
employees, however, and 86% are non-
Bahrainis, as illustrated on figure 7. Broken Psople
down by gender, 90% of these employees are

140,0007 28%
male, and only 10% are female. These male 5.

250, 26%
employees tend to have higher wages than their g9 p00 21%
female counterparts. an:nnn
60,000 -
According to Husain Al Rabeei (2008) there are 40,000
number of challenges affecting entrepreneurship 20,000
0 . .

in Bahrain, among them the development of

Employees In the MSMEs Q1 2010

specific policies and strategies, development of Micro Small  Medium  Others
infrastructure and industrial areas, creating an Figure 6 The working force distribution in MSME's,
encouraging economic and business environment, EDB 2010.

bringing a change in the socio-cultural attitudes at

the macro level, having enlightened approach to entrepreneurial financial services and
development of training for existing SME'’s, etc.. To face such challenges, the government has
taken several great steps like: enlarging the financial support, providing enhancement
development programs, training of national workers and recently elaborate a national definition
and classification of Micro, small and medium enterprises. The MSME's in the Kingdom of
Bahrain will be defined as per the following (MOIC, 2006)

e Micro Enterprises —would involve Full time employment up to 10 persons and capital
investment up to BD 20,000.

» Small Enterprises —would involve Full time employment more than 10 and up to 50 persons;
capital investment more than BD 20,000 and up to BD 500,000.

* Medium Enterprise — Full time employment more than 50 and up to 150 persons (up to 300
persons for textile & garment sector as a special case); capital investment more than BD
500,000 and up to BD 2 million.

The elaborated definition will have certainly an important impact on the development of the
microenterprise sector as the classes of companies will allow the government and other national
assistance organizations to better target their support programs.

2. The Microfinance in Bahrain

The government in Bahrain provides the welfare support (Social Assistances) which have been
delivered through since 1972. The annual welfare budget was doubled in 2006 to reach of BD
8,400,000, The number of families benefited from the social grants until April, 2007 was 9827
families (e.g.: elderly, widows, divorced, etc.)®. A detailed study elaborated in 2007 shown that
over 93 per cent of families have been recipients for more than five years, moreover, it
estimated that 4,623 households belong to the category “ poor” despite they are all valid and in
working age (between 18 and 45 years). This study presumed that: if proper economic
empowering programs are provided to them, these households have a high probability to be
good candidates for graduating out of poverty. The strategic objective of the MOSD then was to
establish the suitable development instrument to design and implement such empowering
programs.

%2 Source: www.MOSD.gov.bh
3 Improving Services Rendered to the Families in the Fields of Social Assistances, MOSD, April 2007.
10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page | 158



N

daius?

University of Essex

‘S0

Tamkeen

Meanwhile, the microfinance in Bahrain was initiated in 1999 by both of the United Nations
Development Program (UNDP) and the Ministry of Labour and Social Affairs through a program
entitled: MicroStart. This program was a highly successful microcredit instrument that providing
small, short-term loans to low-income individuals, including women, while at the same time
creating a system of sustainable credit delivery and management capacity in three national
welfare non-governmental organizations, namely: Awal Women Society, Child and Mother
Welfare Society and Al Islah Welfare Society. The total budget of the program amounted to US
$1.5 million, with US $1 million contributed by the government and US $500,000 provided by
UNDRP in the form of technical assistance. In addressing poverty and unemployment in the
country, the program provided 7,637 short-term loans to 4,347 low-income individuals for a total
value of US $2,532,713. The number of beneficiaries (4,347 loan recipients) was equal to
about 40% of the number of needy individuals on the social assistance rolls, or to almost 30% of
the estimated numbers of unemployed nationals. Furthermore, the size of the individual loans
ranged from US $130 to US $1,600, while the portfolio at risk was below the 3% acceptable
level as set by the program. In fact, over 99% of all the loans paid out are on their prescribed
schedule for repayment, which, in turn, has served to instil a discipline of loan repayment
among recipients, thus encouraging attitudes of self-reliance rather than a habit of dependency
(UNDP, 2008). As it will be discussed later, despite the success of the MicroStart, its ability to
grow in term of provided loan seizes and tenure was limited. The very small amount of money
provided by the program was great for some “very needy” but failed to fulfil the diverted needs
of microenterprises particularly in the development stage where more money is needed to for
the growth of microenterprises.

3. The Informal Microenterprises (Productive Famili  es)

The efforts to develop welfare recipients in Bahrain dated to early eighties when the Ministry of
Labour and Social Affairs launched the microenterprise and self-employment development
program entitled “productive families” program. Recently, the establishment of the Ministry of
Social Development in 2005 provides a new momentum to the program of microenterprises and
self-employment development. In 2006 the MOSD has launched a national project aiming at
achieve a radical change in the culture, quantity and quality of microenterprise particularly
home-based businesses. The project has a general goal of creating a successful
comprehensive model of support to productive families which not only stimulating a bigger
number of families recipients of welfare to integrate income generating activity but also to grow
the “matured ones” to become SME'’s. Figure 8 provides the conceptual Framework for MoSD
National Support System for Productive Families, which is based on best practices in training,
finance, technical support, legal framework and rewarding of micro-entrepreneurs. It has several
strategic goals as follows, A Elshabrawy (2008):-

e Shifting the charity spirit to focus on support the work done by needy,

e Shifting the involvement of sponsors/partners from donation to partnership,

* Shifting supporting development services to focus on value-added services,

* Shifting the microcredit NGO’s-based to create Microfinance Bank for “unbankabal’”.

« Shifting charity associations from exclusive charity works to turn into service providers to

microentrepreneurs.

A creative implementation strategy was also elaborated in view of maximizing the outcomes of
the project different elements. This strategy has the following targets:-

* Provide a legal umbrella for home-based micro-enterprises,

« Establish strong partnership between the program and private sector & NGO'’s,

+ Establish a modern & attractive infrastructure,

« Establish several specialized entities as service providers
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* Provide training, technical & marketing support,
* Provide diversified financial services for different stages and requirements of
microentrepreneurs.

As a result of this drastic shift, the number of registered productive families has drastically
increased from 120 to about 600 families since the beginning of the project in March 2006.

Marketing & outlets

- " IT Design
= Services Counseling | Workspaces center | creativiry E
= =
v e
S Micro- finance -E_" ;
= i - i -
E Funding bank Micro - start program P
= T
o _— Froduct How to start Specialized s
e Traini ng develop Micro - enterprise training L=
= 3
w
Jjewelry Kirtchen Ceramics | Hand
Infrnstruc‘l'l.lre. center incubators center craft
Home -based HH Shikha Sobeska International
I Supporting NGO's Al Khalifa A
aw cooperation
Rewards

Adequarte resources (financial & human)

Governmental support & commitment

Figure 7 Framework of National productive families project, MOSD- A. Elshabrawy 2006.

The Establishment of Family Bank

The significance of microfinance services in a society is accentuated by several features
affecting the socioeconomic context and spirit of microentrepreneurship in this society. Bahrain
has the required ingredients to make it an example of entrepreneurship development in the
Middle East. It has business incubator, SME’'s financial and technical support, UNIDO
programs, MOSD productive families programs, industrial zones, etc. Only microenterprise
sector is still needs more development. This is one of factors that were behind the
establishment of a microfinance bank which are mainly: the continuous increase in numbers of
welfare recipients, and the gap in financial services for microentrepreneurs. Despite the
successful implementation of the MicroStart project that is introducing the concepts and practice
of microfinance to Bahrain by providing capacity building to participating NGOs serving as
Microfinance providers, it does give micro loans up to only BD1000. Microentrepreneurs coming
from home-based businesses and other microenterprises (most informal) are unable to obtain
financial services particularly during their transformation into formal sector. Added to the
complication raised by the need to have collateral and guarantee to cover the loans, there is a
need to enhance the role of various agencies particularly NGO’s in microfinance in Bahrain.
Until the end of 2008, there was no formal microfinance institution/bank in Bahrain, except for
the UNDP MicroStart program, that leaves a large gap in financial services.

The establishment of Family bank supposed to face challenges cited earlier by provide financial
support between BD500 up to BD7000, and by engaging private sector and NGO'’s together
with government as well as international agencies directly and in-directly in delivery of
microfinance services. Family bank is established mainly to develop the microentrepreneurship
in Bahrain. The Bank’s underlying principles are broad community service outreach, maximal
impact on the target clientele, and long term sustainability. The major strength of the plan of the
MOSD to establish the bank was to make sure that the Bank will be licensed by the Central
Bank of Bahrain as Islamic microfinance bank in order to ensure the highest level of
10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
Page |160



N

daius?

University of Essex

‘S0

Tamkeen

professionalism in all its operations. The paid up capital of the Bank is fixed to be BB5m but the
allowed one is BD15m.

As a result of the several meetings, discussion, modifications the Bank was established thought
the partnership between the following stakeholders:-:

Royal Charity Organization

Bank of Bahrain & Kuwait

Ahli United Bank

Ethmar Bank

Kuwait Finance House

Ministry of social development

ouokwnE

An agreement was signed with one of the pioneering microfinance organizations recognized
worldwide, Grameen Trust, to implement a microfinance Grameen model-based program as
one of the future bank programs. At present Grameen has replicated it model in 42 countries
and more than 8 million borrowers only in Bangladesh are getting finance from Grameen bank.
The Family bank was officially launched the Islamic microfinance program on January 14th
2010.

The Proposed Business Model of Family Banks

Family Banks is to be considered as development non-for-profit organization based on solid
collaboration with different partners to achieve the following strategic goals:-

« Providing a better eco-system for microentrepreneurship, with focuses on very small
businesses that may not be bankable, but are feasible,”

* Providing innovative banking services for “unbankable” such as:-

0 Shari'a complaint microfinance services
o Collateral Free finance

0 No legal or formal entity required

0 Target the Financially Disadvantaged

0 The Bank will go to the poor

e Targeting Youth. In order to have a real and sustainable impact on unemployment,
family bank will target the youth, as a large proportion of the youth are suffering from
unemployment.

« Focus on Women. International experience has demonstrated that a high degree of
female participation as borrowers in micro finance programs serves as a basement for
the strong performance of the overall lending process. Moreover, women have proven
in all cultures to be more responsive than men to the opportunities gained through micro-
finance schemes, as well as more reliable regarding finance repayment.

* Focus on handicapped. A special program is to be arranged between the bank and
MOSD to empower the disabled individuals who are currently listed and supported by
the MOSD.

* Involve a sufficient number of NGOs in the lending process. In order to expand the
positive impact of the bank services in reducing unemployment and developing the
capacity of NGO'’s in Bahrain, the total number of NGOs involving in the project will be
gradually increased to cover the whole areas of Bahrain.

The Innovation in Family Bank

Facing the dilemma of self-employment and micro-entrepreneurship in a welfare-state like
Bahrain where different SME’s players are providing competitive supporting schemes and
where the needy families have mostly a previous banking experience (either for personal loans,
10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
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housing loans, auto loans, etc.) is not an easy task. These factors forced the family bank
applying an innovative philosophy focuses on provide poor and micro-entrepreneurs with a
comprehensive adopted financial and non-financial services to start and expand their very small
businesses, at the same time working with all the instruments of professional banks operating
under the supervision of the central bank. Several process and operations from banking side
together form MFI's and entrepreneurship development side are married together to nurture a
specialized Islamic microfinance bank. The main characteristics of the bank are as follows:-

1. Provide Full Fledge Programs & Services

The principal activities of bank are divided into four main programs as follows:

o0 A group finance through Grameen-based program: A collateral, guarantee and
commercial registration free finances from BHD 500 to 3,000 to be repaid in 12-24
months with a subsidized rate of return and against mo administrative fees. Repayment
to be made in equated monthly instalment.

0 Microenterprise development finance: A collateral, guarantee free finances from BHD
2,000 to 7,000 to be repaid in 36 months with a subsidized rate of return and against mo
administrative fees with a grace period of 3 months. Repayment to be made in equated
monthly instalment.

o Finance schemes throughout the Non-Government Organizations (NGOs)/ Micro-
Finance Institutions as well as Charity organizations in order to work as MFI, from BHD
50,000 to BD100,000. This program is designed to work in partnership with the bank to
cover geographically the whole country. The program targets also certain disadvantaged
categories like women, handicapped and youth.

o Compressive non-financial services for all clients (training on money management, how
to start a business, counselling, marketing support, providing new business ideas).

As results of this range of services, family bank has a net advantage on other MFI's and
microfinance organizations, and applying the philosophy that it's not distributing small amount of
money agency, it's a full empowering organization.

2. Provide Max Supporting for First Steps

As microenterprise development has proven to be an effective method for fighting poverty and
rising up entrepreneurs in the society, Family Bank is trying to maximize its efforts to be a real
catalyst for Bahraini self-employment and microentrepreneurs who are entering the “business”
world for the first time. Some of those individuals are already recipients of welfare support,
undergoing a special program for “graduation out of poverty”. Many clients are working currently
in very small scale as home-based businesses; they are willing to get finance to shift to formal.
For these reasons Family Bank ensures that the microentrepreneurs and their communities
benefit now and in the future. Beside the major strengths to provide collateral, guarantee and
commercial registration free finances, the bank provides also training on basic financial
principles and general business training before providing finance.

3. Develop Islamic Microfinance Services

Islamic Finance has grown tremendously over the past 3 decades whereas an opportunity and
need of Islamic Microfinance has been spotted. Hence, Family Bank has combined Grameen
method and combined it with expertise in Islamic finance to re-structure the products to become
100% Shari'a compliant. The Islamic product development team worked on structuring under
the supervision of the Shari’a Supervisory Board shown a real understanding for microfinance
models specificity and elaborated a suitable instrument to finance needy. After implementing
these products and proven its success, more microfinance models will be introduced to serve
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Family Bank’s clients in different life improvement and empowering aspects. Currently, the
developed Islamic microfinance products in family bank are:

1. Micro-Mudharaba

Mudaraba is a trust based financing agreement whereby an investor (Family bank) entrusts
capital to an agent (Mudarib) for a project. Profits are based on a pre-arranged and agreed on a
ratio. This agreement is akin to the Western style limited partnership (or venture capital), with
one party contributing capital while the other runs the business and profit is distributed based on
a negotiated percentage of ownership. In case of a loss, the bank earns no return or negative
return on its investment and the agent receives no compensation for his/her effort. Family bank
is the first microfinance bank who designed a new type of Micro-Mudharaba. Basically the
Islamic banks are not interested to provide finance thorough Mudarabah instrument where the
bank is not generally the entrepreneur “Mudarib”, as it is very risks (the banks are used to be
“Mudarib”). However after several interactive sessions with the clients, their main request was
that the family bank should provide cash funds to them within the shortest time and clients can
utilize the funds as per their choice in any income generating activity.

2. Micro-Murabaha

A patrticular kind of sale, compliant with Shari'a, where the seller expressly mentions the cost he
has incurred on the commodities to be sold and sells it to another person by adding some profit
or mark-up thereon which is known to the buyer. As an Islamic Microfinance bank, Family Bank
adds a mark-up that is very low, allowing citizens to have access to these commodities without
needing to pay large amounts of mark-ups, and will ease the process for them through deferred
payment. The bank doesn’t incur any administrative fees on this process.

3. Micro-Murabaha by Tawaraq

As many clients are purchasing the items required for their micro-business outside Bahrain, the
classical Micro-Murabaha is not suitable for them. Added to the fact that several businesses are
required finance beyond the ceiling limits the bank fixed for Micro-Mudharaba. Accordingly, the
Micro-Murabaha by Tawaraq product is particularly designed to suit the clients who have very
special financial needs, small amount of money, various purchases, mostly buying form foreign
markets, etc. the development of Micro-Murabaha by Tawaraq is very rare in the Islamic
microfinance as it needs various arrangements with shari'a complaint financial agencies and
commodities traders who execute the Tawarq process.

4. Adjusting a Grameen —based 100% Islamic Finance

Grameen Foundation helps the world's poorest, especially women, improve their lives and
escape poverty through access to microfinance and technology. By making very small finances
to every determined people, we've seen millions of the world’s poor pull themselves out of
poverty. An agreement for implementing Grameen program is signed between Family Bank and
the Grameen Trust, and two professional experts are employed as full time employee in the
bank for the first years of operations. Grameen family bank program conducted a general
feasibility study to check the suitability to the program to local culture. A detailed marketing plan
was elaborated to identify the targeted customers & areas. A comprehensive survey is
commissioned to have detailed and concrete idea on the proposed area where bank intends to
work. As socioeconomic, demographic, political, marketing information are essential for the
feasibility study, Grameen team worked to enable family bank department to analyze the local
socioeconomic texture as well as getting familiar with the local communities. Once the
customers indentified and recognized the program immediately starts to educate them by
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offering training in how to utilize the amount of money which they are asking and any amount
that they would to raise in order to improve their living conditions. Since the launch of this
financial instrument in the Kingdom of Bahrain it shows a great improvement and high
responsibility in terms of the payments. To date more than 70 groups are formed and working in
different sectors as it will be discussed.

5. Competitive Pricing Philosophy

Family Bank aims to enhance and improve the living standard of needy Bahraini by employing
them in different areas of business within very socially oriented terms. Under the pricing
methodology adopted by the Family Bank, the bank is charging the lowest cost on money
available in Bahrain and may be in the region with a profit rate ranging around 1% per month.
Since the launch of the Bank in January the bank has reach more than 350 investors with a
different area of investments and other number is under the process of disbursing as the
number is getting increase every day.

B Agriculture and
Fishries 22.32

B Manufacturing13.51
%

W Trade 58.87

W Transportationand
communication5.28

Figure 8 Sectors of investment of family bank customers
6. Provide a Takaful life Insurance for clients

As the mutual sharing of risk is based on the concept of Taawun (Mutual Protection), Family
Bank has signed an agreement with one of the biggest Takaful insurance company to provide a
protection for clients in term of the death and the disability. The insurance company will have
the full responsibility to repay the finance amount to the Bank in case of death and the disability
of the customer. The cost of this operation was agreed to be with nominal fees as the Takaful
Insurance Company considered the agreement as part of its CSR activities.

The Diversity of Financed Microenterprises

Within an open economy like Bahrain economy, microentrepreneurs have a real opening to start
microenterprise in much diversified business activities, more than the agricultural and rural
activities based economies. Family bank is trying to guide microentrepreneurs to develop their
ideas according to market potential and their experiences. The results of operations during the
first three quarters reflected this policy. Some examples of the financed microenterprises are:-
10th International Entrepreneurship Forum, Tamkeen, Bahrain, 9-11 January 2011
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Engine for Fishing Boat, Foodstuff (Food Processing), Clothing & Fabrics, Aluminum
Workshop Motor, Vehicle & Parts (Buying& Selling Scrubs), Used Cars Spare parts&
Accessories of cars, Departmental Store ( Cold Store) ,Boutique, Cloths &Baby Wears, Gift
Shops, Perfume, Beauty Saloon, DJ Equipment, Welding machine, Hijab & Jalabiah, Stationary
tools, Transportation & Communication, as shown on figure 9.

Conclusion

We should admit that issues of social exclusion, social justice, and poverty and wealth
redistribution are matters of great concern to the world; however, reasons for poverty in society
are complex and historical. A significant dimension of these reasons is that many of the poor,
who have the potential to work and get eventually better life, do not have the access to any
financial services (neither the finance for their income generating activities nor the channels to
mobilize their savings). As a result, access to funding has been identified as a major problem
facing their empowering through self-employment and microenterprise development. Various
studies showed that small and micro-enterprises are restricted in their ability to source funds
from the “traditional” organized financial sector, arising from the perceived high risk of default
and high administrative cost. Consequently, they resort to private moneylenders who charge
substantially higher interest rates.

As a conclusion of the analysis of characteristics of microentrepreneurship and microfinance
programs worldwide, one can admit that as the perception of microentrepreneurship is widely
different and accordingly its role is multiple. While marginalized or excluded individuals are
forming the main basin of microentrepreneurs in industrialized countries, welfare recipients,
poor, unemployed and low income families are the major players of microentrepreneurship in
developed and underdeveloped countries. As a result, not only the microfinance stereotype
programs will differ by also the training needs, and non-financial services may largely vary from
a country to another.

To a significant extent, conventional microfinance has been effective at supporting the
development of very small and small enterprises and consequently uplifting the living conditions
of the poor in many countries. However, this convention microfinance is not fully satisfying the
cultural and spiritual aspirations of all needy. Potentially, Islamic microfinance can chart a rapid
growth given the prevailing high proportion of poor population (particularly in Muslim dominant
countries) involved in small and micro-enterprises that are not having access to formal banking
system. Islamic finance and conventional style interest-based finance should not be viewed as
competitors. Instead, the application of Islamic finance should be seen as a supplement to
interest rate credit financing to help microentrepreneurs. The application of Islamic financing
formula by Family Bank to small enterprises has not been without problems. These include
difficulties in designing suitable Shari'a compliant finance instruments to satisfy client's needs,
the mark-up rates, the competition with other banks, as well as the nature of microenterprise
within an open economy like Bahrain. The bank is yet in its first year of operation so one can't
undertake a serious evaluation. More time is needed to get deep evidences on the
‘appropriateness of its program and innovative approach. But generally the involvement of
Islamic international financial institutions and Islamic commercial banks potentially is seen as a
help widen the reach and scope of Islamic microfinance. Extensive research is also needed in
the application of Islamic financing formula to small and microenterprises, if Islamic
microfinance is to become more widely accepted and successful.
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Sub theme of this abstract is entrepreneurship and value creation. We interest in this topic
because of our concern in economic decrease that might caused bad effect, such as stress till
depression to the retirement people. Especially for the men worker who will get their retirement
soon as they get because of their lost of pay. It makes them get anxiety about their future. As an
academician, orientation of the practice comes from our contribution from the study of the
phenomenon. So, we want to know relation between anxiety about the retirement condition with
a prospective solution that may help to solve this problem. The alternative comes with
entrepreneurial intention. Our study is correlate anxiety with entrepreneurial intention. The study
based on ex post facto study among 80 men who will get their retirement 2-3 years in coming
(age range 51-53 years old). Result of the study shown that it has negative correlation between
anxiety to retirement phase with entrepreneurial intention. This meant that we could do
something to protect the negative impact because of retirement with get some activities in
entrepreneurship. So it might concerned by organization that has problem with human
resources who will get their retirement and worry about with fair and helpful HR system and
policies. Entrepreneurship training will conduct to give and build the entrepreneurship values
among worker to prepare their future after retirement.

Keywords : anxiety to retirement, entrepreneurial intention, men worker
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Job is one of the needs in people’s lives. Job gives us opportunity to reach good quality of live.
Job gives someone opportunity to fulfil their needs such as foods, clothes, house and
everything, because job makes us have some money for our works. Psychologically, job also
gives us social identity because of status and the social function, too (in Agustina, 2008). But,
we have to realize that someday, workers have to finish their work because they have to retire
from their job. This situation is not really good. Needed preparation and readiness to adapt with
new situation, especially if the situation has bad impact for their future live.

For the worker, retirement phase has to be done because in the goes by time, age and physical
condition will decrease, so it has impact in their work’s performance. Retirement is the end of
work phase and will stop the pay and all of benefit from the company for the worker (Baron &
Greenberg, 2003). In Indonesia, the age for retirement has been mentioned in PER-
02/MEN/1995 (Rule of Ministry of Labour Republic of Indonesia). It said that 55 — 60 years old is
the age limit for someone to be retired from their job. Now, with the goldenshake policies,
Indonesian government decided to give one year before retire as preparation period called MPP
(Masa persiapan pensiun/the preparation period before retired). But for non government
company, that period mustn't have given to their employee. So, the employees have to make
their own preparation for the retirement phase. It is the reason why for private company, the
retirement phase much greater cause the anxiety. Besides that, in the previous study in
government employee found that there was no anxiety for them (Komalasari, 1995). The one
reason is because they will get the pension fee after they retired.

So, the retirement phase isn’'t easy to cope and adapt. Davis & Newstroom (1985) said that in
this term, is more difficult time than other term, so it need preparation to face the new condition
after retired. From earlier studies shown that the impact become greater when it happens to
men. In many traditions, like in Indonesia, men still have main role as a family funding
contribution. So, when a man got his retirement phase, it will make them in the stress condition
till depression. Lots of the fund sources sometimes make them get bad picture about their
future. Besides that, after retire, people will lost their contact with colleague and all partner they
have. Sometimes, it would not have impact for their life directly. But, lonely at home and lost of
their activity that usually they have, also made they have to cope with that situation.

Related with the entrepreneurial intention, lost of connection with other people outside, it will
make them worry to develop their intention become an entrepreneur. Because as an
entrepreneur, they must think not only about something creative and innovative, but also need
capability to distribute and gain attention from people outside. Bird (1989) said that networking
also an important thing in entrepreneurship. The network provides the entrepreneur with access
to resources, training and psychological release which are thought to be particularly important
during start up and other periods of rapid change (Aldrich, Rosen & Woodwarth, in Bird 1989).
Birds (1989) also said that networks composed of mostly business contacts (compared with
family and friends) are thought to have more of the resources needed by an entrepreneur.
Byers et al (in Remington et al, 2008) also emphasized that entrepreneurship is more social
than individual activity: building a company entails hiring, organizing and inspiring a collection of
people who typically need to get start-up funds from others, to buy things from people and
ultimately flourish or fail together as a results of the ability to sell things to yet another group of
people (in Remington, et al, 2008).

Referring that reason, this study focused on anxiety in social relation after men got their
retirement phase. Because entrepreneurial intention might also influence by their perception
about the opportunity to create network and prospect of their business in the social
environment.

Literature Review
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There are some explanations to give us understanding about what entrepreneurship is.
Entrepreneurship, entrepreneur, entrepreneurial is common terms that mention when we talk
about entrepreneur.

A: Entrepreneur and Entrepreneurship

An entrepreneur is an individual who set the process in motion and who direct the early stages
of new ventures. An entrepreneur set up themselves to make a process that starting and
growing a new profit making business. It is called entrepreneurship (Bird, 1989) More than that,
entrepreneurship is ability to create new creature and different through creative thinking and
innovative in the business opportunity. Hisrich and Peters (1998) said that entrepreneurship is
one process to create new business with hard effort in time and sacrifice anything, including risk
in money, physical effort and social matters in order the new business could be success and
satisfy them.

Matthews (2008) unifies the particular mix of trait of an entrepreneur explored by other
researchers in an “entrepreneurial syndrome”

Achievement Need

Self-determination

Locus of
Control

Tolerence
towards
Ambiguity

Innovativeness

Entrepreneurial
Syndrome

Risk Taking

Coping Ability

Problem Solving Ability

Figurel. The nature of Entrepreneurial Syndrome
(Source: Matthews, 2008, p.22)

B: Entrepreneurial Intention

This study adopt TPB (theory of Planned Behaviour) to see how someone efforts become an
entrepreneurs (Linan and Chen, 2009). Kazt & Gartner (1988) explained that entrepreneurial
intention is an information searching process that used to achieve goal to create an enterprise
or business (in Indarti and Rostiani, 2008). Intention would predict whatever someone will start
a business, so it could be predictor that became an entrepreneur (Choo & Wong in Indarti &
Rostiani, 2008).
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Figure2. Theory of Planned Behaviour

From his study, Lihdn (2008) said that there are three motivational factors in entrepreneurial

intention consist of:
a. attitudes towards start up (personal attitude, PA)

It is about someone’s perception about being an entrepreneur, including affective (like

or dislike) and evaluative (prospective or not) judgement.
b. subjective norms (SN)

It talks about how the social pressure that someone feels when they do something

related with entrepreneur activities.
c. perceived behavioural control (PBC)

It is about easy and not easy becoming an entrepreneur. It is about how someone
perceived their capability to be able an entrepreneur and how they control the

entrepreneur behaviour.

Lindn & Guerrero (2008) also put other factor that is environmental values consist of social
values and closer valuation to complete the factors that has been mentioned above. Social
values related to how the community see the career’s choice as an entrepreneur. Closer values
more focused on how people accept the values from their family or significant others, in order, it
would be influence them in career choice, especially becoming an entrepreneur. Below, a model
that explains about relation between variables that might build someone’s entrepreneurial

intention.
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Figure3. Linan’s Entrepreneurial Intention Model (2008)

Therefore, Davidsson (1995) developed the following economics-psychological model that

explains determinants of entrepreneurial intentions (in Remington, 2008).

CONVICTION|

INTENTION

PERSONAL GENERAL
BACKGROUND ATTITUDES
Change
Gender Compete
Money
Vicarious Achieve
experience Autonomy
Education
DOMAIN
Radical change ATTITUDES
experience Payoff
Societal
Age confribution
Know-how

SITUATION
Current
employment
stafus

Figure 4: Economic-psychological model of determinants of entrepreneurial intentions

Source: Daviddson (1995, p. 5)

C: Retirement

Retirement is the phase when someone had to finish all their activities related with his job, that
means as the end of his career and not accept salary from the company anymore (Baron &
Greenberg, 2003). Turner & Helms (1987) said that retirement is the end of someone’s activity
in the formal job and beginning of the new phase in their life.
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The ranges of age for someone get their retirement phase about 55 — 60 years old (PER-
02/MEN/1995, Rules of Labour Ministry Republic of Indonesia).

Papalia et al (2007) classified this range of age into generativity versus stagnation phase. In this
phase, Erickson has explained that the continuum of the generativity and stagnation phase
comes from the will of self to become productive or stagnant. Generativity is being creative, role
as a mentor, and willingness to self development. Kotre also mentioned that entrepreneurship
as a way to make somebody become generate (Papalia, et al, 2007). But when feeling of being
un-competence, powerless, and learned helplessness, so it makes somebody being stagnant.

Due to the retirement phase, in that range of age workers start to think about what next if they
are getting retired. Commission of the European Community surveyed on employee at 50 -60
years old and found that since they at 45-50 years old, they start to think about the life after the
retired and it caused the anxiety increased among workers (Zapalla et al, 2007).

D: Anxiety to Retirement

Anxiety is a response to a threat situation and it normally happen when someone have to cope
with new situation, change or some condition that never face it before (Kapplan, Saddock and
Grebb in Fausiah & Widuri, 2007). Anxiety to the retirement phase is general feeling that
happens when someone go through the retirement phase that unpredictable and do not know
beyond that (Fletcher & Hansson, 1991).

Research Method
Variables

There are two main variables: anxiety to retirement and entrepreneurial intention. Those
variables will correlate to know how they are correlating each others.

Respondent

We tried to get at least 120 respondents in this study. But in the last minute, we only got 80
respondents that fit with characteristics and complete the questionnaires very well. The
characteristics of respondent consist of : men workers, with age around 50 — 55 years old, and
still work in private company. Sampling method used incidental sampling.

Instrument Development
In this study, we used two scales:

a. SCRAS (Social Components of Retirement Anxiety Scale) by Fletcher & Hanson (1991). This
scale consists of 23 items that has been constructing from 4 factors such as :
1. Social Integration and Identity
2. Social Adjustment/ Hardiness
3. Anticipated Social Exclusion
4. Lost Friendships

This scale used English language. So, we had to adapt the language into Bahasa Indonesia, in
order the respondents who helps us in this study more understand about what the scale ask for.
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The scale translated into Bahasa Indonesia by student who has at least 500 TOEFL Score and
reviewed by expert judgement too. After that, we tried out the scale to some respondent to
make sure that they understand what the scale asks and there are not misperception about the
items want to assess. Then, we also counted the reliability of the scale and found a = 0,941
(Alpha Cronbach coefficient).

b. EIQ (Entrepreneurial Intention Questionnaire) by Lifian & Chen (2006)
This scale constructed to have understanding about the impact of social environment and
individual perception about their capability to be an entrepreneur. The item was 37 that
constructed from factors consists of :

« Attitudes towards start-up (personal attitude, PA)

* Subjective norm (SN)

* Perceived behavioural control (PBC)

* Social values

» Social evaluation

* Entrepreneurial skill

In the process, just like SCARS, we have to adapted the scale into bahasa Indonesia and then
we count the reliability of the scale and found a = 0,944 (Alpha Cronbach coefficient). But, in
this scale, from 37 items, we have to eliminated 6 items because that items have coefficient
under 0, 3 (Kapplan & Sacuzzo, 1997). The validity of the items has not enough to assess the
main construct that have to assess. After that, the reliability of the scale increased to a = 0,980
(Alpha Cronbach coefficient).

Data Analysis Method

The methods that used to count the data included: frequency distribution, Pearson Product
Moment Correlation and Partial Correlation.

Statistical Analysis

From the all data have been collected, 80 respondents help us to complete the all
questionnaires. The results of the study shown there is negative correlation between anxiety to
retirement and entrepreneurial intention (r = - 0,331, los < 0,01). It means that if the anxiety to
retirement is high, so the intention to be an entrepreneur is low. In the other hand, if the anxiety
is low, so the intention to be an entrepreneur is high.

Specifically, from the data known that 54 respondents (67.5%) have low anxiety to retirement. In
the other hand, 26 respondents (32.5%) have high score in anxiety to retirement. For the
entrepreneurial intention, it found that 11 respondent (13.8 %) have low intention to an
entrepreneur. So, 69 respondents (86.3%) have high intention to be an entreprenueur.

From the aspect of entrepreneurial intention, we also found relation between each aspect with
anxiety to the retirement. With partial correlation, the results shown below:
« perceived behavioural control has negative and significant correlation with anxiety to the
retirement with r = -0,446, p = 0,000 (los : 0,01)
e attitudes towards start-up have negative and significant correlation with anxiety to the
retirement, with r =-0,302, p = 0,007 (los : 0,01).
e subjective norm has negative and significant correlation with anxiety to the retirement,
with r =-0,337, p = 0,002 (los 0,01).
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« social value has no correlation with anxiety to the retirement, r =-0,050 and p = 0,659.

« closer valuation has no correlation with anxiety to the retirement, r = -0,167 and p =
0,142.

e entrepreneurial negative and significant correlation with anxiety to the retirement, with r
=-0,035 and p = 0,006.

Resume & Discussion

According to the statistical analysis, there is negative correlation between anxiety to the
retirement and entrepreneurial intention. Anxiety to the retirement in this study specifically
focused on social anxiety that come to the men worker after they have to retire from their job.
This mean, if respondent show the high anxiety to the retirement, it will be make them have no
intention to be an entrepreneur. In the other hand, if they didn't feel stress or depression when
they have to face the retirement period, so the intention become an entrepreneur will increase.
From this result, we try to explain this from Turner and Helms (1987) has been said that people
need to adapt with retirement phase in their life, include adapting in psychological aspect,
financial and social. Wirasasmita mentioned that there are some reasons why someone actually
became an entrepreneur such as lack of income, social matter, service orientation and self-
actualization (in Suryana, 2003). But, regarding this study, the anxiety to retirement phase in
social relation is not seen as the cause of entrepreneurial intention. This result in line with
Wolman & Striker (1994) that said if someone had anxiety, it will decrease someone’s capability
to think and do something. So, if the anxiety comes, people could not do anything to solve the
problem. Even men, that more logic and reasonable than women, might failed to think clearly.
But, in other side, if people in good condition, it will give more passion to think and do, that one
of it is to be an entrepreneur.

There are also known by the data of respondent that 86,3% have high intention to be an
entrepreneur. 77,5% from that, declare that they have been thinking to be an entrepreneur.
52,5% respondents even have previous experience in entrepreneurship. This result give us a
picture about the main result that shown before that the low degree of anxiety might be give
people energy to think and make a decision to solve their problem about preparation after
retirement phase. And becoming an entrepreneur is one of their choices to maintain their
financial problem after retirement. The respondent did not feel difficult in social relation so it
possibility to make good networking give them confidentiality as an entrepreneur.

Regarding to the partial result has been found in this study, known that only perceived
behavioural control, attitudes towards start-up, subjective norm, and entrepreneurial skill that
has negative correlation with anxiety to retirement. Those results support the main results that
there is a negative correlation between the two of variables. But, there is uniqueness in this
study that social values and closer values had not any correlation with anxiety to the retirement.
Explanation to this result might be correlates with personality factor. Independently and self
confident might caused the respondents to choose and making decision to be or not become an
entrepreneur. Further research may continue to correlate personality to entrepreneurial
intention.

But, it still have to be consider that many factors may affect the decision to become an
entrepreneur, since “the actual decision to pursue a new firm start up reflects a complex
interaction between the individual's background, family and personal context and trends in
regional or national economic situation that influence people to make their own decision (Global
Entrepreneurship monitor, 2002, Bird, 1989).
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Limitation of the Study

In this study, we just have 80 respondents. So, it needed more consideration if the result will
generalize to the population. Comparison between men and women also will make
comprehensive description and understanding about gender or personality variables that could
be analyze in this study. Limitation in time and resources is other thing that we had in this study.
So, if there is some doubt with this paper, we asking for apologize and suggestion that could be
makes this paper much better.

Conclusion

From this study we can learn that anxiety is one aspect that we have to consider because the
negative effect even in entrepreneurial intention. Anxiety must be manage in order the bad
condition would not appear to distract people to solve the problem and make good decision. Be
an entrepreneur is one of alternative to help men workers to make their preparation when they
get retirement phase. Training or build entrepreneurial climate is the ways that can be suggest
help and improves the ability as an entrepreneur. Networking and good relation between
employee and company is also the advantage for the worker to still confident about their social
relation and minimize the social pressure after the retirement.
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Objectives: The purpose of this paper is to analyze Iranian literature textbooks at elementary
level, in order to study that to what extent is entrepreneurial attitude, from the aspects of
cognitive, affective and behavioural, considered in these books and how can increase it.

Prior Practices: Although many researchers have analyzed textbooks but Content analysis of
textbooks from the aspect of entrepreneurial attitude hasn't done yet in researches and the
article is new in this field.

Approach/Methods: In this research, all the literature textbooks such as reading and writing
books of five grades at elementary level in Iran that were published in 2010, was analyzed with
qualative content analysis method. In this analysis entrepreneurial attitude was broke down to
five categories with refer to entrepreneurship literature models such as Robinson’s (1991).
These categories are as follows: need for achievement, creativity and innovation, perceived self
control, self efficacy and opportunity recognition. Validity of the content analysis tool, were
confirmed by some specialists and reliability were estimated by pie-Scott coefficient over than
80%. Analysis of data gathered by content analysis, were done by descriptive and deductive
statistics methods.

Results/Insights: Results show that in all reading textbooks, in sum total of text, question and
picture, 24.8% of all units consider entrepreneurial attitude. In writing textbooks, this percent is
equal to 54.9%. In the subjects of reading books lessons, 22.15% of all attend to
entrepreneurial attitude categories. Creativity and innovation, among the other categories, has
the most frequency in all books and opportunity recognition has the least and there was a
significant different in frequency of five categories. On the other hand, textbooks of third grade
had the most and first grade textbooks had the least frequency. In attitude components,
including affective one in reading books and behavioral one in writing books was significantly
higher than the others. Cognitive component had the least scale in all books.

Implications to Community/Industry: Population growth, local and global circumstances,
technological changes and unemployment situation encounter the societies with some
problems. Promote the entrepreneurship culture through education, can be a convenient way
for developing entrepreneurship and dealing with these problems. In this way, formal education
especially at elementary level is very important because elementary education affect one’s life
and future deeply. On the other hand, literature textbook that is one of the most important
educational tools and transfer cultural concepts can play an important role in developing
entrepreneurial attitude of the students. This article can stimulate promotion of entrepreneurial
attitude in education systems and school curriculums.
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Value to the Theme: In order to developing entrepreneurship, entrepreneurship education is
such an effective way to reach this goal. This article relates to this topic and can have cultural
and attitudinal effect.

Keywords: Entrepreneurial Attitude, Content Analysis, Literature Textbooks, Elementary level

Introduction

Entrepreneurship is ‘at the heart of national advantage’ (Porter, 1990, p. 125) and
entrepreneurial people are a valuable asset for the government, most importantly because they
create new jobs, take risks and are willing to take responsibility (Torokoff, 2006). Therefore, the
encouragement of entrepreneurial activities is recommended as a way to stimulate economic
growth (Harper 1991).Culture is an important topic in regards to entrepreneurship because it
plays an integral role in determining entrepreneurial attitudes and intentions, and whether or not
entrepreneurial behaviours are desirable (Morrison ,2000, Linsday,2005). Education is an
important contributor to the development of an entrepreneurial culture (Burger, 2005). Therefore
many governments are aiming to introduce entrepreneurial culture through education into the
school system (Kyr6 2005; Carrier 2005; Mets and Andrijevskaja 2005; Venesaar et al. 2005).
There would be an increase in the number of people whom would be successful entrepreneurs
if they were identified, recruited, and nurtured throughout the educational process (Hatten and
Ruhland, 1995; Ede, Pnigrahi, & Calcich, 1998) and empirical evidence supports
entrepreneurial education as an intervention tool, which impacts adult attitudes toward
entrepreneurship (Ede, Panigrahi, & Calcich, 1998; Hansemark, 1998; Hatten & Ruhland,
1995). Education can improve individuals’ skill level and overall perceptions of business
creation (Morrison, 2000; Gatewood et al., 2002), and that attitudes are likely to be influenced
by education (Florin, Karri & Rossiter, 2007).In the education process, elementary stage is very
important because the principles and values acquired at an early age or in the course of an
individual's socialisation have a stronger influence than those adopted later in life (Vadi
2004).The general education system at elementary schools form and reinforce major values,
knowledge, skills, and attitudes at the most susceptible age (Torokoff, 2006).There is
significantly higher probability for start-up of new activities among people with entrepreneurial
attitudes (Lunnan et al. ,2006) and empirical studies find that those enterprises adopting an
entrepreneurial orientation exhibit superior performance (e.g. Wiklund,1999; Zahra,
1991).Therefore reinforcing entrepreneurial attitude of the students at elementary level in order
to increase entrepreneurship activities is very important.

Key dimensions that play an important role in implementing entrepreneurial education through
the curriculum area are textbooks. Textbooks clearly serve as a source of knowledge and
understanding for school students and potential tools of education for teachers (Williams, 2001).
Literature textbooks at the viewpoint of transferring cultural and attitudinal concepts can be an
effective tool for developing entrepreneurial attitude among the students. Therefore, this
research is conducted to assess whether and how elementary school literature textbooks
helping students to present entrepreneurial attitudes.

Literature Review and Theoretical Background
Entrepreneurship Education
Current years have witnessed the ongoing interest in entrepreneurship, which is essentially

understood as the emergence and growth of new businesses (Rosa et al., 1996).policy makers
worldwide have now begun to recognize the instrumental role of entrepreneurship for economic
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growth. New and growing businesses are seen as a solution to rising unemployment rates, and
as a major catalyst to national economic prosperity (Acs et al., 1999; Bruyat and Julien, 2000).
As a result of the proliferating emphasis worldwide on entrepreneurship as the catalyst for
economic development and job creation, policy makers have developed a wide array of
measures to support entrepreneurship (Gnyawali and Fogel, 1994; Maillat, 1998). Key among
these is entrepreneurship education (Laukkanen, 2000). There appears to be a consensus that
entrepreneurship education and training has a major role to play in the economic development
of a country (Gibb, 1996).

Interest in entrepreneurship education grew rapidly in the late 1950s and early 1960s when
some of the most well-known studies in entrepreneurship like McClelland’s The Achieving
Society (1961) and Collins, Moore, and Umwalla’s The Enterprising Man (1964) were published.
Over the years, entrepreneurship education has climbed the ranks in the business domain and
was positioned sixth in importance out of the 60 recommendations on the solutions to the major
problems facing small businesses (Solomon and Fernald, 1991).

Entrepreneurship education has been defined as education with the purpose of creating a new
product or service that results in higher economic value (Hanesmark, 1998). Entrepreneurial
education also focuses on knowledge of small business ownership and self-employment, as
well as entrepreneurial skills and attributes. Formal entrepreneurial education has been found to
affect attitudes of students toward entrepreneurship as a career option (Hatten & Ruhland,
1995; Hansemark, 1998). It has been acknowledged that entrepreneurship education helps
ignites the artistic, creative, and perceptual aspects of entrepreneurship (Shepherd and
Douglas, ibid.). Indeed, recent evidence in the literature indicates that entrepreneurship
education has a positive impact on perceptual factors such as self-efficacy (Cox et al.,
2002/2003).Also it is proven that skills, knowledge and attitude may be modifiable by education
(Tam, 2009). Kourilsky and Walstad (1998) suggested that stimulating entrepreneurial attitudes
through education at the pre-collegiate level could encourage entrepreneurship as a career
choice.The general education system, is the most important place outside their home for young
people where, at the most susceptible age, major values, knowledge, skills, and attitudes
towards targeted play and schoolwork are formed and reinforced (Vadi, 2004). A young person
spends about 12-17 years within the pre-school and general education system, which is a long
time — thus the experience forms beliefs which last for the rest of that person’s life. Later life can
only make some corrections in these beliefs, but the core remains unchanged. The foundation
for business-minded and enterprising behaviour and attitudes is laid before university starts and
a well-organised educational system is the best insurance for each individual seeking a good
job (Torrokoff, 2006)

Entrepreneurial Attitude

Although prior research has debated whether entrepreneurial characteristics are innate, recent
findings support the idea that psychological attributes associated with entrepreneurship can be
culturally and experientially acquired (Vesper, 1990; Gorman, 1997). Individuals are
predisposed to entrepreneurial intentions based on a combination of personal and contextual
factors (Boyd & Vozikis, 1994). Personal and contextual factors attributable to entrepreneurs
have generally been categorized as demographic characteristics and personality traits. A
number of psychological attributes have been suggested as predictors of entrepreneurial
behavior in the literature on of entrepreneurs, with some degree of concurrence.

According to Robinson, Stimpson, Huefner, & Hunt (1991) traditional approaches for studying
entrepreneurship, have provided substantial background on entrepreneurship based on a
psychological paradigm that assumes temporal and situational stability. The field has advanced
within the limits of that paradigm to a point that further effort will yield diminishing rectums. An
acceptable alternative paradigm must be able to both include the strengths of the preceding
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paradigm and overcome the deficiencies. It is proposed that the attitude approach fills both
these requirements and offers substantial promise in advancing our understanding of the
entrepreneur.An advantage of using an attitudinal approach is that it can be more domain-
specific, which increases the correlation with actual behaviour and reduces unexplained
variability.

Entrepreneurial attitudes can be seen as an individual's orientation towards future involvement
in value-adding activities relating to self-employment in a small business (burgur,2005) and
entrepreneurial attitudes can be associated with five main factors such as personal
elements/traits factor (need for achievement, internal control, taking risk), personal
environmental factor (family status, gender and having business-owning family), personal
objective factor (being the owner of business, financial guarantee and vision),business
environment factor (competition, societal attitudes towards new businesses and the accessibility
of loan) and business idea factor (Naffziger, Hornby & Kuratko, 1994). Research conducted by
Mazzarol, Doss & Thein (1999).

Attitudes have a behavioral component that consists of behavioural intentions and
predispositions to act in a certain way toward some subject (Shaver, 1987). The Theory of
Planned Behavior argues that intention is an antecedent to behavior (Azjen, 1991), and
intentions play a crucial role in understanding the entrepreneurial process (Krueger, 1993;
Krueger & Brazeal, 1994). There are two fundamental approaches taken as to the nature of
attitude. One approach holds that attitude is a unidimensional construct and is adequately
represented by affective reaction alone (Fishbein & Ajzen, 1975). The other approach, known
as the tripartite model, holds that there are three types of reaction to everything: affect,
cognition, and conation. Attitude is a combination of all three (Allport, 1935; Breckler,1983,
1984; Carlson, 1985; Chaiken & Stangor, 1987; Katz & Stotland, 1959;Kothandapani, 1970;
Ostrom, 1969; Rosenberg & Hovland, 1960; Shaver, 1987). The cognitive component consists
of the beliefs and thoughts an individual has about an attitude object. The affective component
consists of positive or negative feelings toward the object. The conative or behavioral
component consists of behavioral intentions and predispositions to behave in a given way
toward the object.

Entrepreneurial Attitude Orientation (EAO) model developed by Robinson (1991), measure
entrepreneurial attitudes. The subscales of the EAO measure individuals’ attitudes on four
constructs each of which consists of three components: affect, cognition, and conation:

1. Achievement in business (referring to the results of starting and growing a business venture);
2. Innovation in business (using innovative methods in business activities);

3. Perceived personal control of business outcomes (individual's control and influence on
his/her business);

4. Perceived self-esteem in business (self-confidence and perceived competency in business
affairs).

The EAO has been used in a number of prior studies was designed specifically to measure and
compare entrepreneurial attitudes. Harris and Gibson (2007) used the EAO to identify
differences between U.S. and Chinese business students, while Boshoff and Van Wyk (2004)
used it to examine professionals in South Africa. Additional studies have used the EAO to
examine entrepreneurs in India (Shetty, 2004) and Russia (Robinson, Ahmed, Dana, Gennady,
Latfullin & Smirnova, 2001). Interestingly, Lindsay (2005) used the EAO to develop a cultural
model of entrepreneurial attitudes specifically for indigenous entrepreneurs.

According to Robinson’s theory (1991), the four subscales are not intended to be an exhaustive
list of the attitudes associated with entrepreneurship and it is intended to be a starting place. In
the opinion of McCline, Bhat, and Baj (2000) opportunity recognition has an important role in
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entrepreneurship and should include to entrepreneurial attitude subscales of EAO model. As a
result, they extended the work of Robinson, Stimpson, Heufner, and, Hunt (1991) by developing
the entrepreneurial attitude opportunity recognition (EOR) scale which they found to be a more
parsimonious scale in predicting entrepreneurial attitudes and differentiating entrepreneurs from
non-entrepreneurs. Other researchers emphasize on relationship of opportunity recognition with
entrepreneurial attitude, too. Ireland et al. (2003:965) state: “Exploring entrepreneurial
opportunities contributes to the firm's efforts to form sustainable competitive advantage and
create wealth.”Lindsay (2007) identifies:’ exhibiting an appropriate entrepreneurial attitude
would seem fundamental to being able to identify business opportunities”. Timmons and Spinelli
(2007) express:’ Entrepreneurs exhibit an entrepreneurial attitude and entrepreneurial
individuals are better at recognizing opportunities”. McCline, Bhat, & Baj (2000) stress:’
Successful venturing is linked to the entrepreneur’s ability to distinguish an opportunity from an
idea’.

According to Robinson’s (1991) and Baj's (2000) studies, this research broke down
entrepreneurial attitude into five categories that are as follows: need for achievement, perceived
personal control, perceived self-esteem, Creativity and innovativeness and opportunity
recognition.

Analysis of Textbooks

While textbooks are not singly to blame for all the problems in student learning, they largely
determine what topics and ideas are taught in the classrooms and how these topics are taught
(Association for Supervision and Curriculum Development, 1997; Tyson, 1997). A study found
that 90% of all science teachers use a textbook 95% of the time (Harmes &Yager, 1981, as
cited in Renner, Abraham, Grzybowski & Marek, 1990). More recent studies indicated that many
teachers rely on curriculum materials to provide them with some or all the content or the
pedagogical content knowledge (Ball & Feiman-Nemser, 1988; National Educational Goals
Panel, 1994). Poor curriculum materials can deprive both students and teachers of ways that
allow them to understand and implement effective teaching practices (Abraham, Grzybowski,
Renner, & Marek, 1992). Nonetheless, when used properly, good curriculum materials can be a
powerful catalyst for improving teaching and learning (Ball & Cohen, 1996; Schmidt, McKnight,
& Raizen, 1997). Indeed, some studies have suggested that textbooks that use effective
teaching strategies improve student learning and provide good models for teaching (e.g.Bishop
& Anderson, 1990; Lee, Eichinger, Anderson, Berkheimer, & Blakeslee, 1993). While better
curriculum materials alone are unlikely to improve student learning, we think that high-quality
curriculum materials can positively influence student learning directly and through their influence
on teachers. For these reasons, valid identification of curriculum materials that actua