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LETTER FROM THE EDITORS

Weareextremely pleased to present Volume 2, Number 2, of the AEJ. The Academy
of Entrepreneurship isan affiliate of the Allied Academies, Inc., a non profit association of
scholars whose purpose is to encourage and support the advancement and exchange of
knowledge, under standing and teaching throughout theworld. The AEJ isa principal vehicle
for achieving the objectives of the organization. The editorial mission of thisjournal isto
advance the knowledge, understanding, and teaching of entrepreneurship throughout the
world. Tothat end, thejournal publishes high quality, theoretical and empirical manuscripts,
which advance the entrepreneur ship discipline.

The manuscripts contained in this volume have been double blind refereed. The
acceptancerate for manuscriptsin thisissue, 25%, conformsto our editorial policies.

Aseditors, weintend to foster a supportive, mentoring effort on the part of the referees
which will result in encouraging and supporting writers. We welcome different viewpoints
because in differences wefind lear ning; in differenceswe develop under ssanding; in differences
we gain knowledge and in differences we develop the disciplineinto a more compr ehensive, less
esoteric, and dynamic metier.

The Editorial Policy, background and history of the organization, officer lists and
addresses and calls for conferences are published on our web site. I1n addition, we keep the
web siteupdated with the latest activities of the organization. Please visit our site and know
that we welcome hearing from you at any time.

JoAnn and Jim Carland
www.alliedacademies.org
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SOCIAL PATTERNSBEHIND STRATEGIC ACTION

Claus Nygaard, Copenhagen Business School

ABSTRACT

Inthisarticle | discuss some theoretical and methodological aspectsin the development
of a new business sociology and link this discussion to the work with industrial policy. The focus
ison small subcontracting firmsin the metalworking industry in two local communitiesin two
diverse counties of Denmark. | look for the genuine aspects of each community, concentrating
on which governance structures affect local industrial organization. The business communities
in question are different, which shows in the interaction between the firms, and in their
interaction with the institutional milieu. In short the governance structures differ across
communities, which stems from the social, economic, and political development through time.
To guide (and nurse) the establishment of new firms, to bootstrap the existing industry, it is
necessary for policy makersto understand the different types of “ strategic games’ that go on in
variouslocal communities, which include actors from the industrial arena as well as actors from
the proximate social institutional arena. My aim isto put forward a story that might help civil
servants and industrial policy makersto better understand the constitution and performance of
theindustry they are serving; and at the same time help us as researchers and teachers to focus
alternatively when dealing with issues of strategic management. Following that | have to stress
that my aim is not to give advice, but rather to reflect upon these mattersin a theoretical and
methodological light.

ECONOMIC GROWTH THROUGH INDUSTRIAL POLICY WORK?

Several terms regarding the economic growth of industry have been on the Danish
agenda for discussing industrial policy work during the latest decades, and several policy
programmes have been formulated by actorsin public ingtitutions ranging from gover nmental
ingtitutions over institutionsin countiesto institutions in municipalities, programmes, which
have all had as their overall purpose to generate industrial growth and hence better the
nation’s economic situation in general. Among the variables which have been connected to
growth are the employment rate, the export rate, the number of entrepreneurs, the R&D
spendingsin firms, the size and location of firms - just to name afew. Therecent industrial
policy work has concentrated on solving what the actors on the different political arenas have
seen as problemsfor the industry, more than it has concentrated on what the actors on the
industrial arenas themselves have issued as problems in regards to industrial growth - or
problemssmply in regardsto the act of running a business. Much has been said about what
firms ought to do, and less about what they actually do, and it has resulted in the
implementation of industrial policy programmesin counties and municipalities, which have
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not fulfilled the needs of the respective parts of the industry to which the programmeswere
directed.

Thework on industrial policy has been carried through on the basis of a quantitative
macr o under standing of theindustrial organization, and this hasresulted in an under standing
of theindustry being built upon discontinuous imagesin the time-space world (Schutz, 1967)
and it has been through these momentary quantitative pictures of the industry, the focus of
the industrial policy programmes has been shaped. If the export rate of a given part of the
industry has been seen dropping from period T, to period T, it isalmost certain that the next
industrial policy programme has been centered around initiatives to better the export rate,
dealing with initiatives such as economic subsidies for market research, marketing and
establishment of foreign business relations (in connection with the mention of subsidiesit is
important to notethat in relation to industrial policy programmesin Denmark - much unlike
what | have been informed isthe practicein USA - subsidies have often been given to the firms
directly asgrants, not necessarily on a loan/pay-back basis). In that way the industrial policy
work has not been based on a qualitative micro sociological under standing of the industrial
organization, because the explanans (with what we explain) hasjust been areplication of the
explanandum (what we seek to explain). The policy makers have not inhabited a processual
per spective built on continuousimages of heter ogenous qualities (Schutz, 1967) in their work,
which could have turned their deduction of the explanans from the explanandum to an
inductivistic approach based on the specific industrial relationsin the part of theindustry in
guestion. Rather they have built their policies on a systemic presentation of the industrial
organization per se, and hence neglected the inter actions between the industrial actors.

Theaim of my ongoing doctor al thesisistwofold, and it isalso to be reflected upon in
thisarticle, wherethe overall subtitle could easly be: “Why do the actor s on the political arena
say that the actors on theindustrial arena operatein one way, when they actually operatein
another way?’. Firstly | wish to create a new theoretical model for studying industrial
relations based on qualitative micro sociological resear ch, which | see asa way to improvethe
foundation for the creation, implementation and evaluation of industrial policy programmes.
Toput it smply | seek to find the needs for industrial policy work by going into the field and
doing open ended qualitative interviews with the actors on the industrial arena - a sort of
ethnomethodological field studies - which question my own previous conceptualization of
industrial relations which hitherto has been partly based on regional economic models and
transaction cost economics (Jensen & Nygaard, 1992; Nygaard, 1993, 1994). Thisis exactly
what raisesthe second aim of my study, namely the urge to get to a motivated under standing
of the" strategic game’ carried out by theindustrial actors, and that insght is used as my basis
for further theoretical experimentation, to bring me closer to the field and away from my own
haze of pragmatic and preconsdered thinking. To put it broadly that meansa need for a move
into the fields of sociology and institutionalism.

To end this short introductory section on a positive note | will open the main part of
thisarticle by saying that | do not see any negative aspects or impossibilitiesin bootstrapping
theindustry by creatingindustrial policy programmesin order to generate industrial growth,
if only the politicians and civil servants would consider an alternative outset to their
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guantitative macro under standing built on discontinuous images, itself leaving no focus on the
explanatory patterns behind theindustrial organization. To me we will get more value for the
money spent on industrial policy programmesif we reach a motivated under standing of the
industrial organization, thereby laying open the industrial actors “strategic game” as our
explanans leading to our explanandum. To get to thispoint a theor etical framework is needed
upon which we can put our causal factorsin our ways towar ds the explanandum. That | will
look into in thefirst part of the article, before the case stories are told and my conclusions
reached.

SORTING OUT THE GOVERNANCE STRUCTURES

If you depart from aqualitative micro sociological outset when doing industrial studies
you will soon find that the organization of patterns of action differs across communities, and
that there is more to the story of industrial development than a systemic presentation of
industrial key actors and key proximate social institutions. The strategic game differsdueto
a “shared sense of appropriate procedures and appropriate interpretations, an assembly of
behaviours distributed among two or more people, and a puzze to be worked on” (Weick,
1979:4), where the sharedness derives from the embeddedness of the infor mational input on
which the actor operates (I usethe term operate asa synonym for behaviour and action, and
later | returntothedifferencesthat | read into these words). Information is here seen asthe
premisesfor operation, wherethe actor finds herself with an appropriateness sstemming from
her enactment of the context in which sheisembedded. In other wordstheinformation is at
a premium for the operation, and the way in which the infor mation is enacted depends on the
actor’s relations vis-a-vis the provider of information. Sources of information can vary
ranging from oral, written, multimedia, aswell as being closeto or distant from the receiver,
which itself isan element | will not look into, as my focusis merely on the embeddedness, no
matter what istheinformational source. The argument of embeddedness has been defined as
“the argument that the behaviour and institutions to be analyzed are so constrained by ongoing
social relations that to construe them as independent is a grievous misunderstanding... Actors
do not behave or decide as atoms outsde a social context, nor do they adhere slavishly to a script
written for them by the particular intersection of social categories that they happen to occupy.
Thelr attempts at purposive action are instead embedded in concrete, ongoing systems of social
relations” (Granovetter, 1992:53-58). This is to encapsulate under the heading of the
governance structure, which in my way of using theterm isthe social, economic and political
relations that affect actors operations and the creation of background social institutions and
proximate social ingtitutions (Whitley, 1992a). The background social institutionsrefer to the
ingtitutionalization processes, wher eas the proximate social institutions refer to institutions as
collectivities of actors/organizations. In a brief moment we will get back to these categories.

The governance structures are here seen as the factors that guide and constrain the
operations of theindustrial actor aswell as of the proximate social institutional actor. Note
that | seetheterm of the gover nance structuresin the way that they are able to guide as well
ascongrain operations. Sometimesthe actor will find her operations to be backed/supported
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by the gover nance structures, but at the next moment her operations may be blocked by the
same structures. The metaphor of the well-known boxed labyrinth game, where you steer a
slver ball through a labyrinth, which is supported by a wooden plate that can be moved by
two handles at the side of the box may be used to symbolize the role of the governance
structures. You turn theright handle and the silver ball gladly rolls ahead, guided by the
structure of the labyrinth, and the next moment it hammer s against the wall and find itself
trapped in the corner. Even if you usethe same operation, turn theright handle, the silver ball
does not move, because the structure constrains it to support your current operation. Of
courseyou can forcethrough your operations, but then you eventually find that the silver ball
drops in one of the holes on the board and the game is then over. When referring to the
gover nance structures as constituted by social, economic, and political relations, it is of course
an analytical framework | asaresearcher put forward to grasp the motivation for operation
in theindustry, as| can then usethese “environments’ as scenariosin arequest for reflection
from the actors participating as respondentsin my case studies. Thisisserving mein the
same way as the notion of the ideal type has served others before (Weber, 1922).

Not only are such gover nance structures different acr oss communities, but very often
they are also perceived differently by the actorsin the same community. If you interview a
manager /owner about the businesssheisin, you will most probably get a description based on
her everyday operations including a notion of the social setting, and the economic
development of theindustry. If however, you interview a politician or a civil servant on the
same subject, she will most probably give you a description based on the economic and
political development of theindustry. It isof course only natural that you meet such different
perceptions, as the reality, here the question of industrial constitution and industrial
development, is selectively perceived by each actor (Berger & Luckmann, 1967). But in
connection to industrial policy work these institutionalized world views constitute a problem.
In an extreme society with no relations between firms and the regulatory institutions (Scott,
1995) such differences would be of only minor interest to resear chers, but where the work on
industrial policy playsa dgnificant rolein the shaping of the relationship between gover nment,
businessand society, to get to a motivated under standing of the gover nance structures guiding
and congtraining the oper ations of the actorsbecomes central. My hypothesisisthat different
per ceptions of the gover nance structures - which stem from an under standing rather than a
motivated under standing (Weber, 1922) of the industrial relationsin question - in the wor st
cases lead to the formulation and implementation of an industrial policy that does not result
in the intended effect, and therefore the actual bootstrapping of the industry does not guide
but rather consgtrainsfirm creation and firm performance (Sabel, 1994). To reach a motivated
under standing you have to cometo terms with the subjective meaning that the actor attaches
to her operation, which is to go a step further than just describing the outcome of her
operation. You do not have a good base to build upon your industrial policy if you just know
that the firms has such and such a size and export rate, if you do not understand why they
have chosen this size and thislevel of export.

The impact of the industrial policy is dependent on the context in which it has to
function, so what istherefore needed befor e the shaping of any industrial policy programme,
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isa motivated under standing of the strategic game gover ning the industrial development at
the community level, and ther eby constituting what can be labeled the local business system.
In so far aswe can locate a somewhat general pattern of strategic behavior in a specific part
of theindustry, it makes sense to talk of the presence of a genuine business system (Whitley,
1992a, 1992b, 1992¢). The business system is defined as “ particular combinations of firms and
mar kets which have become established in particular institutional contexts and so develop at the
level of collective organisation which contains key institutions’ (Whitley, 1992c:269). My focus
on the business system is an ex post observation of the social, economic and political
development in the community, which | will look into in the following thr ee sections, when |
decongtruct the definition of the business system. It ishowever a systemic view on what actors
and factors areinvolved in the industrial organization, so accompanying thisview hasto be
a more socialized view. That | will get to in just a minute. In the midst of my talk on
communities | ought to clarify that the dispersion of a genuine business system is not
necessarily a city or aregion, asthought of in geographical terms. Thereforel usetheterm
community to express the situation in which a thick institutionalization phase has shaped a
somewhat institutional identity and thereby an ideal of community, in which the modes of
social integration is no longer designed as organizational goals but have shifted towards
common personal values (Selznick, 1992). It does not mean that organizations do not have
goals, it israther an emphasis on the importance of the social relationsin the constitution of
governing principles.

The particular combinations of firms and marketsisthefirst level at which to perceive
the industrial differences across communities, and it shows to what degree the production
systems are hierarchically internalized or externalized vertically/horizontally. 1t may be
expressed with a quantitative macro understanding, but to move to a motivated
under standing, we have to focus on the motives behind the choice of the patterns of industrial
relations, as expressed by the industrial actors themselves. Using a quantitative macro
under standing we ar e picturing the industrial development through discontinuousimagesin
the space-timeworld (Schutz, 1967) from which the development of the industry is perceived
through momentary picturesof theindustry, which do not allow usto cometo termswith the
motivation behind the operation of the industrial actor. We just get an overview of the result
of the oper ations, measured on selected key-refer ence points, such as employment figures and
export rate. By taking a qualitative micro sociological outset we construct our perceptions of
theindustry by continuousimages of heter ogenous qualities (Schutz, 1967) reflecting a process
per spective, which is so because wer eflect the factorsthat guide and constrain the industrial
development by the recounting of the everyday experiences of the industrial actors we
interview. If, for example, wetake the continuum of obligational contracting and arm’slength
contracting (Sako, 1994) we may well be wrong to conclude that firms dealing with written
rather than oral contractsare participating in a business environment of the arm’slength type.
The actor could set the record straight by telling us that because of a quality assignment,
between thefirm for which they are subcontracting and that firm’sforeign customer, they as
a subcontractor haveto sgn aformal contract for each product they make. And to assurethe
sceptic resear cher that thisisindeed a case of obligational contracting they inform usthat they
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will always just get an order over the phone and that these aforementioned contracts for
convenient mattersare mostly written in batches after the production hastaken place and the
productsarelong delivered. However, this ill istheimmediate focus on the economic context
of the business system. Following the theories on marketshierarchies, the transaction costs
and market failures especially (Coase, 1937; Arrow, 1974; Williamson, 1981, 1985, 1989), we
can tell that thereisof course afocus on the economic aspects of division of labor in the choice
between internal production in hierarchies and subcontracting in the marketplace. To neglect
the economic context would be to overemphasize the social- and political context, but at the
same time the results from my study show that manager/ownersto a degree are willing to
operate economically irrationally in order to maintain their social relations, and that their
embeddednessin the political context sometimes for ces them to act economically irrationally,
simply because a certain operational pattern isenforced by law (Nygaard, 1994). That iswhen
the constraining gover nance structures show their faces.

The business system has become established in particular institutional contexts and so
develop at the level of collective organisation, which is encapsulated under the term of the
background social ingtitutions. Although theseare“...distant in origin and indirect in impact”
(Whitley, 1992a:16) they “...underpin the organisation of all economic systems and form the
background to industrialisation and the development of modern market economies’ (Whitley
1992h:19). But just astheindudtrial relations have economic aspects, so do they have a social
aspect, which isthebasisfor both the economic- and political development. The major focus
on business cultures, national differences especially, tells us that there are different social
aspects behind the firm operations, aswell in regard to intra-organizational aspectsasto inter-
organizational operations (Hofstede, 1985). It leads usto the notion of the business recipe
(Spender, 1989), the mind set (Ulrich & Wiersema, 1989), or the industrial wisdom (Hellgren
& Melin, 1992) where two levels of analysis seems to be dominant, the macro level and the
microlevel. Theformer isargued in regardsto a national analysis“...because the nation state
is the dominant collectivity for organising so many of the social institutions which impinge
directly on economic activities, such asthe legal, education and financial systems, as well as itself
congtituting one of the major influences on firm structure and behavior, it is the obvious starting
point of analysis of business systems’ (Whitley, 1992b:37). Thisemphasis on therole of the
political context asthe major gover nance structureis seen as macr o-level generalizations by
the micro-level theorists, who point towards an alternative starting point when analyzing
business sysemswhich tend towar ds a focus on the background social institutions: “...it may
be necessary to pay careful attention to a host of meso-level and even micro-level units around
which collective action can be organised within a country, and sometimes across national borders.
These alternative emergent or ‘natural’ units of collective action include: industries, sectors,
districts, regions,; production systems; crafts, professions, elites; corporations; kin networks;
cultures, religion; parties, ideologies.” (Rasanen & Whipp, 1992:47). Asthisarticle points out
initscase gories, thereisadifferencein industrial organization across business communities,
which is not necessarily geographically bounded, nor doesit stem from the proximate social
ingitutions per se, but rather it growsout of theactors enactment of the context in which they
are embedded and upon which enactment they operate.
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What we are dealing with hereistheinstitutionalization processitself which has been
described as “...to infuse with value beyond the technical requirements of the task at hand”
(Selznick, 1992:233). Herethetechnical requirements are seen asthe immediate rational goal
of the operation, and to talk of an infusion with value beyond that specific requirement, isto
stresstheimportance for the actor to operatein accordance with institutionalized patter ns of
operation. It drivesour notion of theinstitution towar ds a specific way of carrying out a social
function, and we can here describe the institutionalization of practice as*” ...the emergence of
orderly, stable, socially integrating patterns out of unstable, loosely organized, or narrowly
technical activities” (Selznick, 1992:232). Out of chaos comes order would be a too easy way
of expressing the institutionalization process, which analytically is very difficult to come to
termswith.

You can, however, look upon the notion as a dichotomy (yes, yet another theoretical
dichotomy to our collection), where you take the actors explanations of their industrial
relations as your starting point. Where unstable operational patterns exist, and the
manager/owner hasto shop around constantly to get contracts, and constantly shift strategic
focusto suit the market demands, it isdifficult for her to cometo termswith the value beyond
the technical requirements. Thereyou find the actor who is not always sure about the value
of her firms work to others, and she has often wondered why the firms for which her firm
subcontracts, placether orderswith her firm. A question mark is put to which of their goals
her firm fulfils, if not just the economic goals. She knowsthat as a subcontracting firm they
are the meansto the end of the putting out firm, but she wonders about the role of her own
firm in the strategizing game, and in her explanations of the industrial organization she will
often emphasize the economic termsof the relations. The fact that she wonders, isthe central
element here, not the uncertainty, because nobody has full information and every rationality
is bounded (March & Simon, 1958; Cyert & March, 1963), no matter what are the
characterigtics of the background social ingtitutions, and the answer s you get to your questions
are of the I-have-often-wonder ed-about-that-myself-type. At the other side of the coin you have
the actor who will talk sociology and refer to goalsin vague terms of value, and she will often
look upon you with surprise/astonishment when you ask a question so “deeply” rooted in her
personal experiences. That is, when the ways of doing business are ingtitutionalized to a degree
whereit can hardly be explicated by the actorsin theindustry themselves, and the answer you
get herewill often be of the |-have-never-thought-of-that-type. You can of courserun into an
unr eflective manager /owner, who does not know anything at all about industrial relations and
at the sametime operatesalmost as by the toss of a coin, but normally you find out about such
mattersduring an interview. What | am talking about hereisthe situations where you get a
batch of respondentstending to position themselves at the same side of the coin. That tellsyou
something about the level of institutionalization, and thereby the presence of a genuine
businesscommunity. | ought to stressthat this dichotomy isnot used in a processual way to
say that industrial actorsnecessarily move from one side to the other over time, but rather as
a methodological classification scheme to be used on the empirical material.

Taken together the social background institutions point towards a specific way of
oper ating, which has been forged under special preconditions. “ Actions and procedures become
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ingtitutionalized when they are endowed with moral significance and thus subject to approval or
disapproval on the part of an actor’s significant others” (Moore, 1964:892). Thereby these
ingtitutions ar e seen as a complexity of norms, which are a precondition for social organization,
aliasthe aforementioned collective organization. Norms can of coursebe private, but they then
differ from the social normsin so far asthey are not (necessarily) shared with others and then
not subordinated to the approval of others (Elster, 1989). The normsof interest herearethe
norms of cooperation, which can be both outcome-oriented and non-outcome-oriented,
depending on the situation, and that is in itself to acknowledge the rational aspects of
operations, even under theterms of norms. It isso because “...actions typically are influenced
both by rationality and by norms. Sometimes, the outcome is a compromise between what the
norm prescribes and what the rationality dictates” (Elster, 1989:102). It isimportant to stress
that theindustrial actor’s perception of her rational operations does not need to be outcome-
oriented, but can easily be non-outcome-oriented and yet perceived asrational. That isthe
reason why the norms play a crucial role in our urge to come to terms with the motivation
behind operation. Just aswe discussed before with organizational goals and values, it is not
an either or, but a combination of both. Yet we still do applaud white lies, even if it is not
legitimate to lie, and so an actor can break normsif it isnot discovered by others, or if it is
necessary to do so to fulfill important goals and so forth. Thissubordination of social norms
to the approval of others means that “...a sense of institutional identity and an ideal of
community are most likely to develop where values are more central than goals or at least are
equally important, and where goals are multiplied in order to accommodate a broad range of
interests’ (Selznick, 1992:237-238). Thisisexactly what liesin the value beyond-expression as
referred to previously. Summed up, it is then through the focus on the background social
institutions we see that history (the time element), so to say, matters in the creation of
communities (the space element), as the genuine characteristics of the community are not
established nor altered overnight, but are following a process over time, wher e history shows
us the social, economic and political development, which together constitutes the context in
which theindustrial actor is embedded.

Theindustrial actorsarenot decoupled from the remaining society, and this collective
organization, though, is not a matter of industrial relations alone, as the business system
contains key ingtitutions, namely the so-called proximate social institutions. They “...affect
business behavior currently and in the recent past” (Whitley, 1992a:16) and are “...directly
involved in the economic system and constitute the more immediate business environment”
(Whitley, 1992b:19). Thistype of institutionsisthe referenceto a group/organization, rather
than a social practice, aswas the background social institutions. This now gives ustwo types
of institutionsto work with although we - asresearchers - do not need to end in desperation
because“...thisambiguity is easy to live with, for the basic phenomena isthe same. The group
itself may represent an institutionalized way of carrying out a social function” (Selznick,
1992:232-233). It stressesthe importance of both structure and conduct, asit tellsusthat for
every proximate social ingtitution exists an ingtitutionalized way of entering into the “ strategic
game’.
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It is exactly this ambiguity that forces us to move to a qualitative micro sociological
analysis, but it is also the fact which actually points at the very crucial aspect of the
inter connectedness between the background social institutions and the proximate social
institutions. Because even if institutions under the broad headings of the state, the financial
system, the education and training system, and the labor organisation and the labor markets, may
at first seem to be identical, that is only so if we look at them as normative institutions
embracing ourselves “a social realist ontology and a rational choice logic of action” (Scott,
1995:49). To move away from this systemic and obj ective inter pretation and instead focus on
the subject of the proximate social institution isto tone down the constraining aspects of the
ingtitutional structureitsalf and bring the focusonto the actor. It meansthat even in our study
of the proximate social institutions we haveto find an outset in the analysis of the operation
of actorsin theingtitutions, rather than turn to a description of the presence of the proximate
social institutions themselves. That is an analytical shift towards strategic conduct: “In
ingtitutional analysis structural properties are treated as chronically reproduced features of social
systems. In the analysisof strategic conduct the focusis placed upon modes in which actors draw
upon structural propertiesin the constitution of social relations“ (Giddens, 1984:288). With
strategic conduct ismeant that we look into therole of theinstitutional actors, and do not take
for granted that each proximate social institution operatesin accordanceto “universal laws’
made explicit for that specific ingtitution. The presence of the proximate social institution itself
tellsuslittle about the conduct upon which we can conclude about the input these have to the
genuine characteristics of the business system. Thisisalso the case for the industrial actor,
and in that connection it isimportant to stress that the conduct isnot just a presentation of
profit-maximizing behavior.

As an example our awareness of the existence of a proximate social institution for
education of unskilled workersand in-service training of skilled workersis not something from
which we can draw our conclusion about the strategizing game in the business community, not
even if the statistics show usthat a lot of people attend these courses. In Denmark we have
such an institution named the AM U, with 24 educational centerslocated acrossthe country.
In 1994 these AM U-center s had 40,4% unskilled workersand 21,2% skilled workers attending
their courses, who all had their course-attendance formulated as a part of a formalized
personal education plan (Langager, 1996). Now, if that was taken as our case, we could tell
the story that the strategy of the firms was to make personal education plans for their
individual employess, for their use of the AMU-institutionsfor in-service training to upgrade
their unskilled employees to meet the technical requirements at hand in their job, and to a
lesser degree upgrade further the skills of the skilled workers. But the existence of 24 AMU-
centers and the distribution of workerson their coursestell usso. Well, it could be that the
state apparatus had decided that unemployed workers, upon request from AMU to the
unemployment benefit offices and employment exchange offices, should attend cour ses to
obtain their right to draw unemployment benefit, and hence these courses were mainly
attended by unemployed people, because the firms did not appreciate their workers
attendance, and therefore the courses were filled by currently unemployed people. As an
example this shows us how we, by taking a step from the immediate institutional analysisto
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afocuson the strategic conduct, could then seethat our explanation of the way in which actors
draw upon the structural properties change as we shift our focus. Our understanding is
motivated differently whether we focus on the workers, the firms, the AM U-institution itself,
or the state apparatus. It tellsusthat each firm and each proximate social institution consist
of a pool of actors who each participate in a strategic game, and it is this game we have to
grasp to understand the nature of the industrial organization.

Summed up we can say that the strategic game takes place not only on the industrial
arena, but also on the proximate social institutional arena, and it is constrained and guided
by the background social ingtitutions asreflected in the community, and the latter factorsare
the mediate factor s between thefirst two arenas.

The institutionalization process of organizing principles follows the principle of
recur sveness, which isto say that the principles of organization “...are not brought into nature
by social actors but continually recreated by them via the very means whereby they express
themselvesasactors. In and through their activities agents reproduce the conditions that make
these activitiespossible’ (Giddens, 1984:2). Theactors operations are ssimultaneoudy affected
by and recreate social structures. If we link the conception of a business system to the brief
debate on different per ceptions of governance structures and the work with industrial policy
as presented above, we cannot expect any macro-political initiativesto serve theindustry as
awhole, not even if weisolatejust one branch of it, which is because the social, economic and
political congtitution differsacross communities. What isneeded isan actor’s per spective from
which we can study the strategy process itself, from which we can get to a motivated
under standing of how the industrial actors and proximate social institutional actors operate
as strategizers in the context in which they are embedded. This statement sums up the
recursveness and the need for a focus on conduct: “ Agentsin any country may be opportunistic,
try to shirk and even to be free-riding towards their principals, but what they can shirk about, and
what is defined as shirking, differ. So doesthe nature of their opportunism because they are able
to drategize with very different means and from very different situations’ (Kristensen, 1996a: 26).
By other words we have to go and look for genuine business systems through which the key
aspects, the gover nance structures so to say, of communities can be singled out. To do sowe
haveto look for the governing principlesfor which we need a vocabulary - a point of reference
to center the study around. | will look into that in a minute, but first we shall come to terms
with the conduct, what | have previously called the operation.

THE NOTION OF ACTION

Following the discussion of the collective organisation and the constitution of business
communities, it isfruitful to dig into the notions of strategic behavior, strategic action, social
action, and strategic social action - what | have hitherto broadly referred to asthe operation
of actors. It is so because this reflection has methodological implications for our way of
analyzing theindustrial organization in business communities. It allows usto move from the
system analysisto the analyss of interaction. Firg of all action can be defined as*...all human
behavior when and in so far asthe acting individual attaches a subjective meaning to it” (Weber,
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1922:88). It meansthat all human behavior, to beregarded as action, hasto give meaning to
theindividual actor, the subject. If not it stays as behavior and isnot regarded as action. In
that light, the notion of strategic behavior isthen based more on tacit knowledge (Polanyi,
1967) than is strategic action, and we may expect the actor to be able to express her subjective
meaning attached to her own strategic behavior, thereby transforming it into a strategic
action, upon which we as researchers can reflect and analyze. The outspoken subjective
meaning is so to say our point of analysis. Thereby action can only be created by the actor
her sdf, whereaswhat other human beings do, to the actor will bereflected upon as behavior.
Social action can then be defined as “...action based on the behavior of others’ (Schutz,
1967:15), because only the self can act, whereas others behave. Following that definition
together with the notion of behavior and action wefind, that just asthe individual actor isable
to create a meaning to her own behavior (thereby converting it into action) so will the action
based on the behaviors of other, only become action, if the actor is aware of the behavior of
others, and if the actor is ableto interpret this behavior. If not the behavior will not have
attached to it a subjective meaning, and it will ther efore be random, unreflected and so forth,
and we will not be able to look upon it as neither social nor action. That interpretation of
action issupported by the sociological tradition of symboalic inter actionism, wher e the symbolic
aspect isthe emphasis on the construction of meaning out of the behavior of others (M cCall
& Becker, 1990). Thefocuson interaction isimportant asit points out that thisisa processual
view, in which the relationships between actors play a crucial role, asthe infor mation on which
you interpret the behavior of others, variesin regardsto the social organization you as an actor
isembedded in.

It meansthat the actor whoisnot ableto interpret the behavior of othersand act upon
that interpretation will turn out as an asocial, unreflective and randomized behaving actor.
Wadll, thisisathick caricature of the actor, | know, but it isimportant to stressthe notion of
social action, asit only gives a meaning when wetalk about business communities, because the
mor e distant the social organization is, the moredifficult it isto construct a meaning out of the
process of interaction. The precondition for the constitution of communities, as we discussed
earlier, is the existence of a focus on values, and that goals are created in order to
accommodate not only own interests, but a broader range of interestsbeing of value to a larger
social group. Inorder for thelocal busnesscommunity to exist in thefirst place, and in order
to beableto survivein that community the actor must be ableto inter pret the meaning of the
behavior of other actors, soto say objectivate the subjective meaning of others. The actor who
isnot ableto do so, will probably find her self being somewhat isolated, a somewhat lonely pale
rider in the community having a hard time establishing and doing business. This is also
referred to as the degree to which recipe “ solutions’ to “problems’ are socially shared and
transmitted over time (Hall, 1990), and if such institutionalized ways of carrying out social
functions are not established, accommodations of interests are non-present, and a genuine
business community ther efore does not exists. Then we will find the palerider syndrometo
be more of a rule than an exception, but that of course has to do with the genuine
characteristics of the business system, as pale riders syndromes are more likely to be taught
than inherited, if we follow suit to the social-psychological arguments emphasizing
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environment over inheritance. Finally we can also, asbriefly mentioned earlier, find situations
in which the actor is not able to attach a meaning to her behavior and still behave in
accordanceto the strategizing game, which iswhen the knowledge is so institutionalized and
the element of tacitness is so high that the behavior cannot be made explicit by the actor
her self.

THE GENUINE BUSINESS SYSTEM S

The central element of the study | am doing isthe illumination and under standing of
theinteractional patternsbetween the industrial actorsand the proximate social institutional
actorsin the genuine business systems. Thisiscarried out with a processual view with focus
on the creation and destruction of industrial relations, rather than a presentation of the
relational patternsin a systemic view. Thisisdonewith afocuson the actors embeddedness,
where key factors that give the business system its genuine aspects emerge from the
background social institutions. Of course we find an impact from the proximate social
ingtitutions, such asregulative institutions being legally sanctioned (Scott, 1995), for example
the economic constitution of the firm; the need to add VAT to the transactions; the need to
fulfill environmental requirementsand soon. But in so far asthese regulative institutions are
not ignored by law-breaking industrial actors, they are designed to have the same functional
implications acr oss communities, and need not to be taken into account.

That isnot the case with the background social ingtitutions. Here we find the historical
aspectsin thetraditions for establishing and doing business (Bianchi & Bellini, 1990), which
may very well affect the way in which industrial policy work dealing with entrepreneurial
activitieswill succeed or fail. Thisisalso pointed out in the notion of spectator communities
(Kristensen, 1994) which in itself stresses the importance of the social integration, which is
“...involving reciprocity of practices (of autonomy and dependence) between actors or
collectivities. System integration then means systemness on the level of face-to-face interaction”
(Giddens, 1984:28). Inherited in the community isa taken for grantedness, represented in the
cognitive institutions (Scott, 1995), and to function as a manager/owner in theindustry or a
civil servant in a proximate social ingtitution you have to take into account the customary rules
of the strategizing game, which is enforced by your exposure to peer groups of colleagues,
competitors, friends and foes.

Certain normsexist for strategic behavior, which may be habitual but at the sametime
exposed to (and maybe constrained by) thethreat of external sanction (M oore, 1964), and you
can wdll find examples of businessrelations being devastated due to actor s not having followed
suit to the normsfor strategic behavior in the community (Nygaard, 1994, 1996b). If industrial
policy work interferewith these norms, the effect of the policy programmesislimited, asthere
are not many manager yowners who will expose themselves to external sanctions from the
industrial peer groups in order to acquire legitimacy from actors on the proximate social
ingtitutional arena. That theindustrial policy work interfereswith the industrial normsisvery
possible, as the civil servants and politicians themselves do not underlie the same normsin
their professional life, and therefore they do not understand the borders for acceptable
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strategic behavior on theindustrial arena. On the subject of norms, in suggesting such liesthe
danger that it turnsout asan intangible category in which you as the resear cher can easily put
all from your collection of data that does not fit your hypothesis, which isareason why you
haveto be car eful when labdling strategic behavior as following norms. The morally gover ned
normative ingtitutions (Scott, 1995) are very difficult to pick out, but a help might be to seethe
norms, therules of conduct so to say, asthe meansto the values (M oor e, 1964), which give you
some scenariosto put forward and deal with in your qualitative analysis. In that way you can
cometo termswith theingtitutionalization processitsalf, which developswhere values are more
central than goals (Selznick, 1992).

Together that puts forward the notion of a game of reputational linking (Kristensen,
1996a, 1996b) which is a very concrete subject to stressin your research, as the actor can
reflect upon the question asto whether the strategic behavior earns her areputation in the
local businesscommunity. The notion of reputation has been dealt with in various empirical
contexts, by researchers striving for the construction of a theory for factors that help
organizations earn areputation. One study concludesthat reputational statusis*“a function
of organizational performance, organizational structure, and network position” (Shrum &
Wuthnow, 1988:882), whereas yet another concludes that the variables contributing to
reputation building are “...(1) accounting signals or profitability and risk, (2) market valuation,
(3) media visibility, (4) dividend yield, (5) size of firm, and (6) boundary spanning through
foundations, charitable contributions, and advertising” (Fombrun & Shanley, 1990:251). To
put forward such studies is merely the same as drawing two different rabbits out of the
magician’stop hat, but even if the empirical fields and applied methodology differ, and even
if the studieshave been donein a different context than the Danish case studies| am putting
forward, both studies have important conclusions about the social aspects of reputation
building. Thecommon factor isthat they stressthe importance of the actor’s social networ k
position in relation to her earning a reputation, and when dealing with task-oriented fields,
which is a label you can give a pool of subcontracting firms, there is a tension to see the
reputation of the firm or the actor being reflected in the contribution made to the system goals,
that isthe goals of thetask-oriented field itself (Shrum & Wuthnow, 1988). It meansthat for
the actor to earn areputation, her behavior hasto qualify as action, which on the other hand
has to qualify as social action. Furthermore, the social aspect is stressed in the notion of
reputation asit requires acknowledgment of others. If not we would talk of personal pride,
and that is not something on which to base a subcontracting firm.

If we then return to the notion of reputational linking as a governing principle
(Kristensen, 1996b) it isin this view seen as the goal of the strategizing game itself, in so far
as actors are fighting for social space rather than economic space. It is so because the
economic resultsin the end will stem from the social space earned, wher eas the actor with no
social space will be limited in earning herself an economic space. That is also expressed in
termsof investment in product quality, because if “...consumersrely on sellers' reputations, a
seller who chooses to enter the high quality segment of the market must initially invest in his
reputation via the production of quality merchandise... he cannot command those prices
associated with high quality items until his reputation is established... a snapshot of the
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competitive equilibrium will reveal some firms earning a flow of profitsthat arein fact merely
a competitive return on their investment in reputation” (Shapiro, 1983:660). Thisisalso the case
on the industrial market, whereas if the firm does not rely on the subcontractor s reputation
the only way for that subcontractor to get contractsisif the quality is distinguishably superior
or the priceisremarkably lower than what is offered by competing subcontractors. And in
thelong run the subcontractor sfollowing the latter strategy will fail, or give themselvesa hard
time succeeding, because it is very difficult for them to raisethe price of work that has been
introduced at alower price, if the quality has not been improved, and it still meets competing
subcontractual work of superior quality. And if the quality of work hasto beraised, it usually
demands an increase of costs, which will makeit difficult for the subcontractor to keep the low
initial price.

These aspects are all important parts of the governance structure constraining and
guiding the strategizing game in which the industrial actorstake part when they establish a
firm and enter theindugtry. | find it is necessary to focus on such factorsif you have to move
from an under standing to a motivated under standing of the industrial relations. Now let us
look at the two communities in more detail - their history in brief; the key actors; the
traditions and norms for doing business (here with a focus on the social action). Before that
a short rave on methodology.

TWO COMMUNITIES

In amethodological light, my focus on two communities does not imply a compar ative
study, where characteristics of the one community is seen vis-a-visthe other. In my view to
make such a comparative study will be to move the focus from the particular to the
homogeneous. Theforce of comparative studiesisthat they often generate an overview of the
field. With a démarche homogénéisante, you often do quantitative studies to point out
similarities and differences, but you seldom reach a motivated under standing of the industrial
relations. For that you have to take a démarche particularisante, which often goes along with
guantitative studies, wher e you have the opportunity to generate an insight into thefield. In
my case the emphasis on the community instead of on the geographically bounded
municipality, country or other regional demar cations allows me to get away from the micro,
meso, macro and cosmo categorization in a merely systemic view, which in itself isnot fruitful
when you work with notions as meaning and action. How can | asa researcher decideif a
proximate social institution is a part of the constitution of the meaning on which one of the
manager owners in a subcontracting firm bases her strategic action? | can only do so by
taking my empirical outset with a running taperecorder at the other side of the table at the
industrial manager/owner’s office, in an attempt to get the world from real to reel, and move
further into thefield from there, taking a journey through the field based on the world view
as presented by the respondent.

From my point of view thereisno legitimacy in the choice of actors from the proximate
social institutions on beforehand, disregarding the story of the industrial actors. | seethe
politicians and civil servants working with industrial policy primarily as agents for the
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industrial principals (Jensen, 1983), and therefore they need to be present in the mind of the
industrial actors, if their policy hasto succeed. My outset isthe pool of SMEs, and | am trying
to communicate their logic on its own premises, which isthen done through links to context.

THE CASE OF NAKSKOV

If we look at the city of Nakskov (see map#1) in the county of Storstrgm (see map#2)
in the southeastern part of Denmark, it islocated in an area which due to geological matters
(which I am not capable to enter into a detailed discussion of myself) has a strong agricultural
tradition. During centuriesamajority of the peoplein that area lived as (wage-paid) workers
in theagricultural sector, as Denmark had an adscription that for ced people as parishioners
to serve the squires and landed proprietors in the parish where they were born. Of the
production made on the farms, the lot that was not for consumption by the family itself, had
to beddivered tothesquiresand land proprietors. The adscription was canceled in 1788, and
due to the fertile soil in the southeast the farmers continued farming. In Denmark around
1850 nearly 50% of thetotal population worked in the agricultural sector (Bjern, 1988). When
industrialization began, the major part of the industry
established on the ide of Lolland (see map#3) was
connected to the agricultural sector, where a sugar
production factory, a cereal factory and agricultural
machinery shops were among the most dominant. In
1916 a ship yard was built at the harbor of the city of
Nakskov itself and together with the existing factoriesit
became the direct provider of jobs for wage-workers as
well as the provider of contractual work to the existing
metalworking firms. Out of the people employed as
metalworkers in the 9 municipalities on the island of
Lolland, where the city of Nakskov is located at the
westernmost edge, atotal of 52% of the employed people
worked in that municipality alone in 1984 (Storstrgms
Amt, 1987). The reason the industry achieved such a
dominant role may be due to the fact that the
moder nization of the agricultural production demanded
less people, and also dueto the fact that the young people
looked for an alternative to agricultural work, which
could be found in the newly founded industrial sector. The movement from the agricultural
sector took place to such a degreethat throughout the first half of this century Polish workers
were brought to theisland in order to fill the vacant jobsin the agricultural sector left open
when the new generation of wage-ear nerswent from agricultureinto industry.

MAP#1
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As reported elsewhere (Nygaard, 1996a) especially the ship yard functioned as an
important customer for the small firmsthroughout decades, which was seen from the fact that
it employed 1.287 peoplein itsfinal year of existence, out of a total of 1.520 people employed
in the metalworking industry in total in the municipality of Nakskov (Stor str ams Amt, 1990).
I'n 1980 the indirect employment at subcontracting firms contracting with the ship yard had
been measured to more than 2.000 (Smith, 1995), so it is easy to imagine the impact of the
closure on the surrounding industry as well as on the
society in general. Already in the early years of the
existence of Nakskov ship yard there had been an
economic partner ship with other large firmson theisland
of Lolland, asin 1918 a ship yard in Copenhagen named
Kgbenhavns Flydedok together with the ship yard in
Nakskov, bought a machine factory and an iron foundry
on Lolland (Johansen, 1988). That allowed the ship yards
a supply of iron parts and motorsfor their ships, but at
the same time it tied the small subcontractors on the
entire island of Lolland closer to the ship yard. The
closure hurt alarge part of the industry in the region of
the ship yard and a recession swept through not only the
municipality of Nakskov but the entire county. The
importance of having such a big provider of jobs and
Storstrams Amt contractual work in the community, when talking about
employment statistics cannot be neglected, but on the
MAP#2 other hand it is clear that it turned out to be an

adventure played on borrowed time. In the history of the
ship yard especially, the metalwor king firms needed not to look outside the community to get
subcontracting work, because aslong as ordersfor new shipscamein at the ship yard, the local
industry could produce materialsfor the shipsor smply out-sour ce wor kersto take part in the
construction of ships at the grounds of the ship yard itself. With a tradition for the
subcontractors in the area to work as buffer suppliers for the ship yard as orders on the
construction of large ships had rolled in continuoudly, their need for industrial relations
elsewhere had been limited, and it seemed to be only the mor e adventurous of the small firms
that had looked for ordersedsewhere. After all, most of the subcontractors had no product to
sdl, and hence lived off their specific knowledge of working up. They did not take unnecessary
trouble establishing businessrelations while the big local firms provided work.

It was clear to everyone that the industrial relations themselves were vulnerable to
fluctuation at the ship yard, but supported by their union the metalworkers being laid off
during the periodswith lessorderswere more or less ableto retain their current standards of
living, if not for the psychological stress of being temporarily unemployed. No oneimagined
the day when macr o-political decisions would demand that the economic injectionsinto the
ship building industry would be cut down, causing the ship yard to close, and leaving the
community with not only a large pool of unemployed people, but also a large pool of
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subcontracting firmswith somewhat empty ordersbook. It happened in 1986, when the ship
yard finally closed. After years of heavy debate concerning its activities the Danish
government stopped the economic support to the ship yard. It had been functioning on
indirect subsdiesfrom the Danish state for yearswhile a serious debate in the EEC led to the
issuing of directivesthat threatened such subsidiesto the
ship building industry. The vulnerable position of the
metalworking industry was then laid open, and it did not
help that the cereal factory closed down leaving 250 more
per sons unemployed the following year and the sugar-
production factory cut down on its activities and moved
some of the production to the nearby island of Falster
(Smith, 1995). The historical development with the
tradition for being employed as a wage-worker in the
agricultural sector or in thelargeindustrial firms, saw the
county with a relatively low tradition for
entrepreneurship, Over time it had resulted in the
development of a somewhat static and not very flexible
industry structure, flexibility being elsewhere described
asthemain criteriafor the success of the Danish industry
(Kristensen, 1992). Furthermore, the subcontracting
firms that were established had after all, been able to
count on doing businesswith these big partners, and only
the most adventurous had established strong relations
with partners outside the community. Or maybe they were the paleridersnot able to get
enough orders from within the community to support their business, and hence having to
establish “foreign” relations?

Tounderstand the strategic game of theindustrial actorsin the community of Nakskov
you have to look at the embeddedness in ongoing social relations stemming from the
adscription that enforced people as parishionerstowork for the estate owners. “ By starting
a new firm, an entrepreneur smply confuses hisher position to the lower classes who will
passively observe as spectators higher actions, expecting such an adventure to fail... On the other
hand the higher circles do not recognize such a simple self-employed person as a true member
of their circles. To them he/she till belongsto the helpless lower classes, so instead of supporting
the adventure by helping to raise capital and to be tied in with the connections which they
themselves command, they leave him or her alone and watch higher struggle as a group of
passive spectators’ (Kristensen, 1994:188). That is itself a link back to the previous
embeddedness-discussion on traditions for establishing new businesses, reputational linking
asagovernance structurein afight for social space, and the peer group’sinfluence on social
action. Research supports the hypothesis that entrepreneurs seldom move to another
community in order to establish a new business, and nearly 70% of the entrepreneursin a
Danish survey reported their permanent addr ess as the main reason why they chose to locate
their firm in thecity in question (Kjeldsen & Vestergaard, 1991). Upon establishing a new
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businessthe entrepreneur isthen on her way to break out of theworkers community, and into
the community of manager Sowners, and at the same time she has to recruit workers from
within her old community, from which sheisnow trying to break out. It may sound strange
to foreign people (and even to Danesliving outside thisregion) but | assure you, being born
and raised in that particular area of Denmark, that the mentality of the wage-worker is so
dominant that people trying to follow a route as employers and to a lesser degree self-
employees are not honored but rather looked upon astraitorsto the majority of society. A
personal experienceisthat | seldom told people that my grandparents owned a hotel, because
employersasthey were, that would have been seen asa way of sticking my nose in theair. But
| was ableto say that my mother had established her own hairdressing salon, because she was
only employing herself in order to support her own family, she was not imposing authority
upon workers. Needlessto say the level of entrepreneurship islow in thisregion, and as an
example of that, no peoplein the entire county of Storstrgm established a so called * high-tech
firm” during a 5-year period from 1985-1989 (DTI, 1992), even if the possibility wasthereto
be partly financed from an industrial policy programme for high-tech entrepreneurs (Jensen
& Nygaard, 1992), and after all we aretalking about a county with a labor force population
of nearly 140.000 in 1989 (Danmar ks Statistik, 1991). No statistical surveys have been done
on intrapreneur ship, but from my own qualitative research | have found that the firmsdo not
support their workers in setting up new businesses. Even if proximate social institutions
working with regional development urge firmsto out sour ce production to workerswho are
willing to set up their own business this model is seldom used (Jensen & Nygaard, 1992). To
comment on the agricultural tradition, in 1991 10% of the working force on the island of
Lolland still worked in the agricultural sector, while the average for Denmark was 5,5%
(Europa-Kommissionen, 1994).

Following the closure of the ship yard and the decline in employment, the politicians
set out on along route to bootstrap the local industry. From 1987 till 1991 three industrial
policy programmes were created, and out of this work came to life two proximate social
institutions, an agricultural center [Grant Center] and an industrial technology center
[SydTek]. Ther rolewasto generate new jobsfor the recently unemployed people, which was
sought done by a bootstrapping of the agricultural production and industry by raising the
technological standards and urging the creation of firm networks. An important fact isthat
this work was done from the county council, which had all the municipalities as decentral
agencies, and the work was then coordinated through local agents in the municipalities.
Although theindustrial bootstrapping was backed by subsidies from the Danish state and the
EEC, which itsdf required specific goals of theindustry policy programmes, the county council
succeeded in a reformulation of these goals on the local level, when it became clear what parts
of their indugtrial policy programmesdid not apply to the need of the industrial actors. | shall
herefocus on the SydTek-ingtitution applying to the metalworking industry. It went through
a phase, wher e the focus on technology wastoned down and the focus on networ king activities
was toned up. It meant that when a macro-political networking programme was initiated
threeyearsafter the closure of the ship yard, the SydTek-ingtitution in the city of Nakskov had
just been through areformulation of their activities and the head of SydTek was chosen to be
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one of 40 network brokerseducated by the state. By the time the government introduced the
programme to the industry it showed immediate impact in the region of Lolland. The
networ king programme became a formalized occasion for the firms to establish types of
interfirm relationshipsthat had not been present when they worked as subcontractorsfor the
big firms and the ship yard in particular. SydTek became a forum for the discussion of
possible business strategies, and during the three-year period of the functioning of the
networ king programme, mor e than 10 networ ks wereinitiated (Nygaard, 1993) by the networ k
broker. Today the proximate social institution is still running and the network broker is still
head of theingtitution. Although that specific political programme was closed down in 1992,
the county council, the municipalities and SydTek itself have refor mulated the goals of the
institution to suit the following industrial policy programmes. The interplay between the
county council and the civil servantsand politiciansin the municipalities together with actors
from the proximate social institutional arena and the industrial and agricultural arena has
made it possible to forge industrial policy programmes being directed towar ds specific key
problemsin specific partsof the county at specific times. The time and space-elements have
been taken into account, and oneindustrial policy has not been applied to the entire county.

In that way the historic development of the area has constrained entr epreneur ship and
intrapreneur ship behavior, which | will claim stems from the tradition of being employed as
awage-worker in theagricultural sector and later in industry. At the sametimeit has guided
the congtitution of an industrial structure based on large firms employing wage-paid workers.
Aswe saw thesmall firmsin thisarea mainly lived off contractual work with the big partners,
and it was not until they were closed that the subcontractorswere forced to take alter native
strategic action, smply in a need for survival. The wage-tradition, and the move away from
theagricultural sector, which hasto a lar ge degr ee been dueto the technological development
within thissector resulting in a mor e effective production and a need for less employees, and
a high unemployment rate in the region, has guided the location of production outlets of
“foreign” industrial firms, which has taken economic advantage of the high level of
unemployment and of the high level of unskilled workers. Together that has constrained the
development of an entrepreneur ship mentality, and the young people who seek an alternative
to unemployment or will apply for a higher education have to moveto either Copenhagen in
the northeast or to Funen or Jutland in the west. Not until 1989 wasit possible to apply for
a bachdor-degreein the county, and thefirst brood of 60 Bsc'sin economics hatched in 1992.
Guiding theindustrial development on the other hand has been the decentralization of cosmo-
and macro-political programmes through the reformulation processes between the county
council and the municipalities. It has shown that the industry can be bootstrapped, but that
such work takes an awful lot of yearsand a lot of redirection in accordance to the development
on the industrial arena. But it has also shown that it is possible to alter the patterns of
strategic action of the industrial actors, as there has been a shift from a sort of dependent
subcontractor status to firms working in formalized networks constituted of multiple
subcontracting firms. Thereby they have been able to take in work that they could not do
previousy. Theseinterfirm relations, however, have been built from existing firms, and has
largely been motivated by economic matters, nearly as a sort of cooperate or die slowly, but
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today 10 years after the closure of the ship yard the unemployment rate is still nearly 4%
above the leve of the hey-daysjust before the ship yard closed down, and in 1994 the total
number of firms in the 9 municipalities on the idand of Lolland was 3.129 (Europa-
Kommissionen, 1994). But the important aspect is that the focus has been more on the
mentality of the subcontractorsthan it hasbeen on theimmediate generation of new jobs, and
over timeit has been proven that alternative patterns of strategic action can be established.
L eft isjust the question, when the mentality of the wage-wor kerswill change to a degree where
the spectator community will guiderather than constrain new firm creations. But that has yet
to belooked into by researchers.

THE CASE OF HORSENS

The city of Horsens (see map#1) is located in the county of Vele in the midwest of
Denmark (see map#2). For geological reasonsthe soil isnot so fertilein that part of Denmark,
which has led to a tradition for handcraft and industry, as centuries back the means for
fertilizing the soil were not so varied asthey aretoday. Thecity of Horsensitself hasalong
tradition asa commercial town and in the early part of thiscentury it had one of the biggest
mer chant naviesin that part of the country. In the west people were not much downtrodden
by the aforementioned adscription as it was not sanctioned thereto the same degree asit was
intheeast. Villeinage and copyhold farmswere almost non-present in thisregion of Denmark
in thefirst half of the 19th century, while more than 60% of the farmerson the eastern ises
of Denmark were copyholders (Bjarn, 1988). One of the dominant factors in the creation of
a craft movement was the establishment of the Danish railway system in the last century,
which allowed an industrial diversity and flexibility to grow in between the railway towns
(Kristensen, 1992). Throughout our century theindustrial movement in the area of Horsens
continued with a diversity, which resulted in arepresentation of multiple branches with a high
concentration of small specialized firms subcontracting in an informal flexible network. By
peer-groupsthe craftsman alter native to farming was seen much as the-way-to-go, and in the
line of the debate of spectator communities the establishment of firms was seen upon with
admiration. “To become a yeoman, whether that be in farming, as a self-employed craftsman,
or by setting up a small industrial firm, islooked upon if not with admiration then as ‘being on
the way' to become socially recognized as a ‘person’. For this reason, rather than looking at
someone who embarks on some form of entrepreneurial adventure or another with suspicion, the
spectating community celebrates the entrepreneurial adventure. Though such a person may be
outright competitor to other SMEsin thelocal community, even these are forced by the spectator
community to recognize him/her as an equal. Many spectators are convinced that they know
from own experience what troubles and pleasures he/she will go through, and not only will the
entrepreneurs be met with sympathy, so will also the family, whom they believe from own
experience, will haveto pay high costs for such praiseworthy activities’ (Kristensen, 1994:188).
That philosophy has helped the creation of alarge variety of small firmsin various branches,
throughout the period of industrialization.
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In 1991 the municipality of Horsens alone, counted 3.357 firms (Hor sens Erhvervsrad,
1992), and none of these could be said to have a dominant effect on the regional economy.
Although several of these were large firms they existed within and across different trades.
With such a high concentration of firmsand with none being the sole dominant, the industrial
reationsin Hor sens had become rather diversified over the years, asmost of the small firms
are today interwoven in informal production networks with a variety of larger firms. To
survivein thispart of theindustry the owner of the small firm has built up a reputation based
on the production skillsand production capabilities of the firm, and it isthisreputation that
mainly serves as a basis for the daily functioning of the subcontracting firm in the industry.
Dueto thelarge concentration of firmsin thismunicipality alone (just compareit to theisland
of Lolland) no major firm can supply the subcontracting firmswith contractual work, hence
the marketplace is a very active forum for contracting. In 1992 the largest firm in the
metalworking industry in the municipality of Horsens had just 528 employees (Horsens
Erhvervsrad, 1992). For thelarge firmsit is always possible to find a subcontractor who isto
them moreflexible and cheaper than their own hierarchical production is, which isone of the
reasonswhy alot of work istraded through the marketplace, and why even the firmswho are
large in a Danish context remain small when compared to the firm-size in an international
context. To internalize production with a marketplace like this being present, isto cut off
one sown flexibility and diversty and employ rigidity and high costs. The unionization in the
metalworking industry, in this case the skilled workers membership of one union [Dansk
M etal] and the unskilled workers member ship of another union [SID], can be said to benefit
the small firms, as they are capable of being more flexible than the large firms where the
workers rightsare more frequently looked upon and negotiated in connection with the daily
production. That isnot to say that the small firmstake advantage of their wor kers and neglect
their member ship of a union, but my studies have shown that the smaller the firm themore
it workslikein the simple structure or the operative adhocracy (Mintzberg, 1993) where the
sense of solidarity isplaced above the rights of the workers (Nygaard, 1996b). If afirm has6
employees the two unskilled workersdo not strike if one of the three skilled colleagues takes
over their part of the production. They may complain to the owner, but that itself seemsto
be a drastic moveto make. In thelarge firm with say 100 employees the production is often
formalized with a pull towards the machine bureaucracy (Mintzberg, 1993) and there the
category of workershavetheir rightsrepresented by the shop stewart, who will often demand
the social space of the workersto be protected (Kristensen, 1991).

If welook at the small subcontracting firms, most of them have no product to sell, and
thereforethey survivein business by the use of their specific knowledge of working up, and by
doing so they gradually earn a reputation as a qualified subcontractor and partner, which
servesto providethem with arolein a social network of friends-of-friends (Boissevain, 1974)
on which they are ableto further build their businessrelations (Nygaard, 1994). From my
recent resear ch in the metalworking industry in Horsens (Nygaard, 1996b) | found that it is
not unusual for a small subcontractor to be located in a community based network with a
regular pool of partnersand customersof morethan 100 different firms. Although most of the
subcontracting firms also have business relations outside the local community, it is often so
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that they prefer their local relations, which allow them to remain visible and flexible to their
business partners, hence constantly adding to their reputation.

In thisregion where alot of firms are present and the industry is highly flexible, the
tradition hasbeen to work with industrial policy in the municipalities. No common problem
related to the industry in the county has been pointed out, like was seen in the county of
Stor strgm when the large firms closed or cut down within a few years span. Thereforethe
county council of Vele has not played a dominant rolein the creation of an industrial policy
directed at key problemsacrossthe various municipalities of the county. It hasresulted in the
creation of local industrial policy programmes in the municipalities which have mainly
consisted of parts adapted from macro-political programmes, and so the proximate social
institutions of Horsens have to a large degree been administering national standard
programmesinstead of reformulating these to the needs present on the local industrial arena.
Asa consequence of the national technological development programme [TUP] running from
1984-1989, a proximate social institution was born in Horsens, the Technology Council
[Horsens Teknologirad], which served as an advisory institution in connection to the
implementation of new technology in theindustry. The Technology Council was closed down
along with the TUP, which may have been due to the fact that there was no longer any
programme to administer. If we remember the case of Nakskov, the proximate social
ingtitution named SydTek was created in connection to the TUP, but when it became obvious
to the county council of Storstrgm that the goals of SydTek did not suit the industrial needs
and that the subsidiariesfrom the TUP wer e going to end, they mobilized representatives from
various municipalities in the county, reformulated the goals of SydTek and put them in
connection with a new industrial policy programme with another focus, firm networking.

When the Danish state introduced its networ king programme, which functioned from
1989till 1992, it wasimplemented asa part of theindustrial policy programmein Hor sens, and
it was administered by the Trade Council [Hor sens Erhvervsr&d], by the former head of the
Technology Council, who was one of the before mentioned network brokers educated by the
state. Inthispart of theindustry being a network broker turned out to be arough life, asthe
high population of firmshad led to a high degree of inter connectedness and to the creation of
informal production networ ks based on personal relations. Thereforethe industrial actorsdid
not take the idea of founding formal production- or sale networksin Horsensto heart, astheir
embeddedness in informal networks built on reputational linking watched by peer-groups
(Kristensen, 1996b) did prevent formalized contracting. For them a tight formalized networ k
with two or more partners would be a limitation of their possibilities to function as a
subcontractor, because what they live from istheir capability of getting ordersfrom multiple
sources. Seen from that point of view it may come as no surprise that the network broker did
not succeed in creating one single network during thethreeyearsof the programme.

What guided the industrial development and the entrepreneurial spirit in this part of
the country, may have been the limited possibilities for being competitive in agricultural
production, and thefact that adscription, copyholding and villeinage wer e not very strongly
enforced and present. The natural need for finding alter natives to agricultural production
guided the creation of alarge pool of craft shops, which were helped into being competitive and
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flexible by the distribution of the railway system. In a way it seems like the metalworking
industry in this area is today a self-supportive arena where the industrial development is
created from within the system itself. However, this does not mean that there are no
possibilitiesfor improving theindustrial development and generate or bootstrap an inter play
between indugtry and the proximate social institutions, may that be educational or financial
ingitutions. When talking with theindustrial actorsin the municipality of Hor sensthey often
refer to their difficulties in getting the right on-the-job training for their workers, and in
getting their new projects financed, so there is something for the Trade Council to look into.
Constraining the work with industrial policy though, has been the adaption of national
industrial policy programmesto servethelocal industry. New political actorsand proximate
social ingtitutional actor s have been introduced and reintroduced over the time, and this has
not helped create a closerelationship between the actorson theindustrial arena and the actors
on the proximate social ingtitutional arena. The various shiftsin focus of the industrial policy
work have caused the industrial actors to see the proximate social institutions as more
interested in their own existencethan the existence of thelocal firms. In that way the double-
agent-status of the civil servantsworking with indugtrial policy, where they have the industrial
actorsasther principals on one hand and the politicians and proximate social institutions as
their principals on the other hand, has constrained the interplay between these arenas
(Nygaard, 1994, 1996b). Dealing with such gaps has yet to be examined.

INDUSTRIAL POLICY WORK

We have learned from these case stories that the social patterns behind strategic
behavior is different across communities. If we take a look at the possibilities for doing
industrial policy work the most important lesson to learn seemsto bethat each business system
isinhabited by actorswho have their personal identity at stake. An identity that isbuilt up
and torn down in accordance with the way in which they play the strategic game vis-a-vis
other indugtrial actors. A strategic game that cannot be chosen out of the blue, but is guided
and congtrained by the social, political and economic development of the community through
time and space, which can bereferred to asthe fact that history matters. It meansthat the
policy makersand the civil servants have to get to a motivated under standing of the values of
the business community in question, and take these into account when they formulate,
implement and evaluate industrial policy programmes. Very often theindustrial policy makers
have their own goals to pursue, because they themselves have an identity at stake in their
community, and it means that the industrial policy programmes focus on growth in
employment, export, number of new firms established, the level of technology - the examples
are endless - because such goals are easy to arguein favor of and easy to evaluate in connection
with politics. It means that the civil servants and policy makersin their urge to legitimate
their own careers and create their own social space, turn out to be agentsfor the proximate
social institutions, while they, at the same time, have to be agents for the industrial actors.
That may cause them an unsuitable role as double-agents.
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In saying so, | haveto remark though, that | do not think that the work with industrial
policy isa one-way street, where the policy makers have to work solely on the premises of the
industrial actors. When focusing on the business community it may well be that some patterns
of drategic action are found, which are not at all appropriate in connection with the growth
of the community itself, and in such casesit isrequired that the industrial policy guidesthe
growth of the community. Thereyou haveto bear in mind that the essential is not how many
new firmsyou can see established in a given period of time, but rather whether you can make
the industrial actors understand your mission, get them to see the unfruitfulness of their
behavior, and bring them to act in accordance with your directions. The policy is then to
under stand that thingstaketimeand that eg. SME programmes have no effect if they do not
seek to alter the constraining relations and constraining behavioral patternsin theindustry.
Solutions to such problems may in themselves be found not only in the strategizing game in
industry, but also in the strategy of the proximate social institutions. Thereforeit isimportant
that these actorsbuild up aredationship based on mutual under standing, wher e the goals they
aspire to are formulated in accordance with the local business community, including all
business system components as presented earlier. Thiswork may well be coordinated from
within existing local integrating intermediary organizations (Steinthor sson, 1995) such asthe
local Trade Council. The only prerequisite for success seems to be that the actors work
together in along per spective and that they put common values over individual goals, or vice-
versa put common goals over individual valuesin so far asthese are agreed upon moving the
business system in a wrong direction, hence causing a unfruitful industrial development.

CONCLUSION

It haslong been a key question to resear chers how firms cometo be established, and
on a continuum, theories on this subject have ranged from dealing with purely economic
explanations to pure social explanations, what is also referred to as theories being under -
socialized or over-socialized (Granovetter, 1992). Here the under-socialized theories
“...disallow by hypothesis any impact of social structure and social relations on production,
distribution, or consumption. In competitive markets, no producer or consumer noticeable
influences aggregate supply or demand or, therefore, prices or other terms of trade”
(Granovetter, 1992:55). To take such a view allowsthe resear cher to neglect the ongoing social
relations, because thereisa belief that the market is self-regulating and that all the actor has
to do to sustain hisher competitive advantage isto optimizein regardsto the price mechanism.
The focus of the study is then solely on the organizational efficiency that is “an internal
standard of performance...measured by the ratio of resources utilized to output produced” (Pfeffer
& Salancik, 1978:11), and you could then easily ask the question: why isthere competition at
all? On the other hand there are the over-socialized theories where the actors are seen as
“...overwhelmingly sensitive to the opinions of others and hence obedient to the dictates of
consensually developed systems of norms and values, internalized through socialization, so that
obedience is not perceived as a burden” (Granovetter, 1992:54). In this view the actor is so
dependent on othersthat to obtain legitimacy isthe primary goal of strategic behavior, and
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the focus of the study isthen on the effectiveness only that is*“...an external standard of how
well an organization is meeting the demands of the various groups and organizations that are
concerned with itsactivities’ (Pfeffer & Salancik, 1978:11). In that connection you could also
easily ask the question: why is there competition at all?

My study has shown that the strategic action of actorsis different across communities.
Their strategic action isguided and constrained by the threat of external sanctions from peer
groups - industrial as well as proximate social institutional. The constitution of firms and
proximate social institutions in each community follows historical preconditions, which are
themselves a result of the development of the background social institutions, what can be
referred to astheingtitutionalization processes. That brings about the need for a focus on the
motivation of their strategic action astold by the actorsthemselves. It is so because the actors
fight for social space, upon which they build their economic space. Their strategic action
requires acknowledgment of othersin the community, which itself is a focus on the social
aspects.

In my work on the congtitution of local genuine business systems, | therefore stressthe
importance of a qualitative micro sociological outset when dealing with industrial studies,
which means that the locus of the research is the nature of industrial relations in which is
included also the inter play between firms and proximate social institutions. To move from a
systemic per spective, wherekey actorsand institutionalized constraints ar e presented without
any further reflection, the social action isseen asthekey issue, and it isimportant to stressthat
thisaction is* embedded in concrete, ongoing systems of social relations’ (Granovetter 1992:58).
Even if we find what looks like the same type of firms and proximate social institutionsin
various communities, we had better not expect them to react with uniformity to industrial
policy activities.

POTENTIAL POINTS OF IMPACT

In connection to the work with industrial policy; in connection to our general
understanding of the industrial development; in connection to our teaching on strategic
management; the understanding of the social patterns behind strategic behavior, become
crucial elements. We cannot expect to understand the governance structures of the small
business by simply looking at economic explanatory factors and by referring to the industry
structureitsef. Thereisno valuein such phone-book research. Wehaveto look at the context
in which theindustry isembedded, and the most obvious point of departureisherethelocal
community level. Research on business systems and industrial districts has shown that there
IS no one best way of doing business, just as thereisno best way of doing industrial policy
work. To understand how best to bootstrap the industrial development it is necessary to
under stand the social, political and economic setting in which the proximate social institutions
serving the industry has to function. This article has pointed out methodological- and
theoretical aspectsin doing thiskind of research by referring to two case studies, and it has
discussed some of the aspects of work with industrial policy in local contexts.

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



26

REFERENCES

Arrow, K.J. (1974), The Limits of Organization, Norton New York

Berger, Peter & Thomas Luckmann (1967), The Social Construction of Reality, Garden City,
N.Y.: Doubleday

Bianchi, Patrizio & Nicola Bellini (1990), Public Policies for Networks of Innovators, Paper
presented at the International Interdiciplinary Workshop, Montreal, May 2-3 1990

Bjarn, Claus(1988), 1810-1860. Part onein Claus Bjarn, Jargen Dieckmann Rasmussen, S.P.
Jensen & Jens Christensen: “ Det danske landbrugs historie 1910-1914", | SBN 87-
7526-079-4, Landbohistorisk Selskab

Boissevain, Jeremy (1974), Networks: Interaction and Structure, Chapter 2 in Jeremy
Boissevain: " Friends of Friends. Networks, Manipulators and Coalitions', Oxford,
Basil Blackwell

Coase, R.H. (1937), The Nature of the Firm, Reprinted as Chapter 2in Oliver E. Williamson
& Sidney G. Winter (1993): " The Nature of the Firm. Origins, Evolution, and
Development”, | SBN 0-19-508356-3, Oxford University Press

Cyert, Richard M. & JamesG. March (1963), A Behavioral Theory of the Firm, Englewood
Cliffs New Jersey, Prentice Hall

Danmarks Statistik (1991), Statistisk arbog 1991, Danmarks Statistik, september 1991, 95.
argang

DTI (1992), Hgjteknologiske ivaerksedttere - erfaringer fra Stipendieordningen, | SBN 87-7756-
161-9, Dansk Teknologisk Institut Innovation

Elster, Jon (1989), Social Norms and Economic Theory, Article in: “Journal of Economic
Per spectives’, Volume 3, Number 4

Europa-K ommissionen (1994), Mal 2-program, Lolland, 1994-1996, Eur opa-K ommissionen,
Generaldirektoratet for Regionalpolitik, N-feder: 94.01.13.003/N-arinco: 94.DK.16.003

Fombrun, Charles & Mark Shanley (1990), What's in a name? Reputation Building and
Corporate Strategies, Articlein: “ Academy of Management Journal”, Vol. 33, No.2

Giddens, Anthony (1984), The constitution of society, ISBN 0-520-05728-7, University of
California Press

Granovetter, Mark (1992), Economic Action and Social Structure: The Problem of
Embeddedness, Chapter 2in Mark Granovetter & Richard Swedberg: " The Sociology
of Economic Life", 1SBN 0-8133-1033-4, Westview Press

Hall, John R. (1990), Social Interaction, Culture and Historical Studies, Chapter 2 in Howard
S. Becker & Michad M. McCall: “ Symbolic I nteraction and Cultural Studies’, | SBN
0-226-04118-2, The University of Chicago Press

Hellgren, Bo & Leif Melin (1992), Business Systems, Industrial Wisdom and Corporate
Strategies, Chapter 8in Richard D. Whitley: " European Business Systems. Firmsand
Marketsin their National Contexts", ISBN 0-8039-8732-3, SAGE Publications Ltd.

Hofstede, Geert (1985), National Cultures and Organizational Cultures, The Finnish Journal
of Business Economics, 1-1985

Horsens Erhvervsrad (1992), Erhvervsregister for Horsens Omradet, Hor sens Erhver vsr &d

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



27

Jensen, Henrik & Claus Nygaard (1992), En vurdering af, hvordan man i Storstrgms amt kan
forsgge at udvikle et grundlag for at fa flere hgjteknologiske iveerksagttere til omradet i
fremtiden samt, hvordan man kan sikre sig, at disse personer har de forngdne
kundskaber, Bachelor thesis: " Netvaar ksstrategier i sma og mellemstor e virksomheder,
Innovation og entreprengrer”, Stor strams Handelshgj skoleCenter

Jensen, Michael C. (1983), Organization Theory and Methodology, Articlein " The Accounting
Review", VolumeLVIIIl, Number 2

Johansen, Hans Chr. (1988), Industriens vaekst og vilkar 1870-1973, ISBN 87 7492 660 8,
Odense Universitetsforlag

Kjeldsen, John & JensVestergaard (1991), Start af egen virksomhed. Faktorer i omgivelserne,
som pavirkede bedutningen, Working paper no.23, | SSN 0901-4446, Handel shgjskolen
i Arhus, Institut for Mar kedsakonomi

Kristensen, Peer Hull (1991), When Labour Defines Business Recipes, "Papers on
Organization", no.5, | SSN 0906-0510, New Social Science M onographs

Kristensen, Peer Hull (1992), Strategies against Structure: Institutions and Economic
Organisation in Denmark, Chapter 5 in Richard D. Whitley: " European Business
Systems. Firmsand Marketsin their National Contexts', | SBN 0-8039-8732-3, SAGE
Publications Ltd.

Kristensen, Peer Hull (1994), Spectator communities and entrepreneurial districts, Articlein:
“Entrepreneurship & Regional Development”, 6 (1994)

Kristensen, Peer Hull (1996a), Variations in the nature of the firm in Europe, Chapter 2 in
Richard D. Whitley and Peer Hull Kristensen: " The Changing European Firm. Limits
to Convergence", | SBN 0-415-13000-X, Routledge

Kristensen, Peer Hull (1996b), On the constitution of economic actorsin Denmark: interacting
skill containers and project coordinators, Chapter 6 in Richard D. Whitley and Peer
Hull Kristensen: " The Changing European Firm. Limitsto Convergence", ISBN 0-
415-13000-X, Routledge

Langager, Klaus (1996), Ledige pa kursus. Effekter af specialarbejderkurser vurderet ved et
eksperiment, | SBN 87-7487-534-5, Socialfor skningsinstituttet 96:9

March, James G. & Herbert A. Simon (1958), Organizations, Wiley & Sons, New Y ork

McCall, Michal M. & Howard S. Becker (1990), Introduction, Chapter 1 in Howard S.
Becker & Michad M. McCall: “ Symbolic Interaction and Cultural Studies’, ISBN 0-
226-04118-2, The University of Chicago Press

Mintzberg, Henry (1993), Structuresin Fives. Designing effective organizations, | SBN 0-13-
855479-X, Pentice Hall, Englewood Cliffs, N.J.

Moore, Wilbert E. (1964), Social Aspects of Economic Development, Chapter 23 in Edgar F.
Borgatta: “Contemporary Sociology”, Rand McNally & Company

Nygaard, Claus (1993), Regional vaskst gennem politiske tiltag?, M.Sc. paper, EGL/IOA,
Handelshgjskolen i Kgbenhavn

Nygaard, Claus (1994), Erhvervspolitiske programmer - en model for lokaludvikling?, M.Sc.
thesis, EGL , Handelshgjskolen i Kgbenhavn

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



28

Nygaard, Claus (1996a), Business systemsin a contextual view (towards an understanding of the
cognitive patterns behind strategic behaviour), Article presented at: “ Rise '96: Research
on Innovative Strategies and Entrepreneurship”, 11-13 June 1996, University of
Jyvaskyla, Finland

Nygaard, Claus (1996b), Pa vgf mod en forstaelse af jern- og metalindustrien i Horsens-omradet,
Working paper, |OA, Handelshgjskolen i Kgbenhavn

Pfeffer, Jeffrey & Gerald R. Salancik (1978), The External Control of Organizations. A
Ressource Dependence Perspective, Harper & Row Publishers,

Polanyi, Michael (1967), The Tacit Dimension, Doubleday Anchor, Garden City New York

Rasanen, Keijo & Richard Whipp (1992), National Business Recipes. A Sector Perspective,
Chapter 2in Richard D. Whitley: " European Business Systems. Firmsand Markets
in their National Contexts', | SBN 0-8039-8732-3, SAGE Publications L td.

Sabel, Charles F. (1994), Bootstrapping Reform: Rebuilding Firms, the Welfare State and
Unions, Paper addressed to the Conféderation des syndicats nationaux Montreal,
November 15-16, 1993. Revised, February 1994

Sako, Mari (1994), Neither Markets nor Hierarchies. A Comparative Study of the Printed
Circuit Board Industry in Britain and Japan, Chapter 2in J. Rogers Hollingsworth;
Philippe C. Schmitter & Wolfgang Streeck: " Governing capitalist economies:
performance and control of economic sectors’, | SBN 0-19-507968-X, Oxford University
Press

Schutz, Alfred (1967), The Phenomenology of the Social World, English translation by Geor ge
Walsh & Frederick Lehnert, |SBN 0-435-82876-2, Heinemann Educational Books L td.

Scott, W. Richard (1995), Institutions and organizations, 1SBN 0-8039-5653-3, SAGE
Publications Ltd.

Selznick, Philip (1992), The moral commonwealth: social theory and the promise of community,
| SBN 0-520-05246-3, University of California PressLtd.

Shapiro, Carl (1983), Premiums for High Quality Products as Returns to Reputations, Article
in: “The Quaterly Journal of Economics’, November 1983

Shrum, Wedey & Robert Wuthnow (1988), Reputational Status of Organizationsin Technical
Systems, Articlein: “AJS’, Volume 93, Number 4

Smith, Christian Brunnich (1995), En lokal forstdelsesramme for erhvervspolitisk
regionaludvikling, M.sc. thesis, EJL , Handelshgjskolen i Kgbenhavn

Spender, J.C. (1989), Industry Recipes (The Nature and Sources of Managerial Judgement),
| SBN 0-631-16993-8, Basil Blackwell

Steinthorsson, Runolfur  Smari  (1995), Strategisk ledelse af integrerede
mellemsektororganisationer. En empirisk/teoretisk undersagelse af hvordan erhvervsrad
ledes strategisk, | SBN 87-593-8052-7, Samfundsdlitter atur

Storstrems Amt (1990), Reneval-program for Vestlolland 1990-1993. EF-forordning EQF nr.
2506/88, Stor strgms Amt

Ulrich, David & Margarethe F. Wiersema (1989), Gaining Strategic and Organizational
Capability in a Turbulent Business Environment, Article in "The Academy of
Management EXECUTIVE", 1989, Vol.lll, No. 2, pp.115-122

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



29

Weber, Max (1922), The Theory of Social and Economic Organization, English translation by
A.M.Henderson & Talcott Parsons (1957), The Free Press

Weick, Karl E. (1979), The Social Psychology of Organizing, ISBN 0-201-08591-7, Addison-
Wesley Publishing Company

Whitley, Richard D. (1992a), Business Systemsin East Asia. Firms, Markets and Societies,
| SBN 0-8039-8740-4, SAGE Publications Ltd.

Whitley, Richard D. (1992b), Societies, Firmsand Markets: The Social Structuring of Business
Systems, Chapter 1in Richard D. Whitley: " European Business Systems. Firmsand
Marketsin their National Contexts", ISBN 0-8039-8732-3, SAGE Publications Ltd.

Whitley, Richard D. (1992c), The Comparative Study of Business Systems in Europe: |ssues
and Choices, Chapter 12in Richard D. Whitley: " European Business Systems. Firms
and Marketsin their National Contexts', | SBN 0-8039-8732-3, SAGE Publications L td.

Williamson, Oliver E. (1981), The Economics of Organization: The Transaction Cost Approach,
Articlein " American Journal of Sociology", Volume 87, Number 3

Williamson, Oliver E. (1985), The Economic Institutions of Capitalism: Firms, Markets,
Relational Contracting, The Free Press, New York

Williamson, Oliver E. (1989), Comparative Economic Organization: The Analysis of Discrete
Structural Alternatives, Articlein " Administrative Science Quaterly", Volume 36

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



30

AN EXPLORATION OF THE RELATIONSHIP
BETWEEN MALE AND FEMALE PERCEPTIONS OF
OPPORTUNITY FOR OCCUPATIONAL GOAL
ATTAINMENT AND PROPENSITY FOR
ENTREPRENEURSHIP

Kellye Jones, The University of Texasat San Antonio
EMail: KJones@lonestar.utsa.edu

ABSTRACT

Scant attention, has focused on how the current turbulent business environment is being
perceived by male and femal e business students as they acquire what they believe to be essential
knowledge, skills, and abilities needed to begin both the career selection process as well astheir
careers. Thisinvestigation examines whether males and females have different perceptions
about the current business environment, opportunities for occupational attainment, career
decision making self-efficacy, and entrepreneurial propensity. A second aim of the study isto
investigate how to best predict entrepreneurial propensity. The research questions guiding the
study include: (1) What is the relationship between biological sex and corporate social
performance?; (2) What is the relationship between biological sex and perceptions of
opportunities for occupational attainment?; (3) What is the relationship between biological sex
and career decison making salf-efficacy?; (4) What isthe relationship between biological sex and
entrepreneurial propensity?; (5) How does entrepreneurial propensity relate to perceptions of
opportunitiesfor occupational attainment, career decision making self-efficacy, corporate social
performance, biological sex, and parents?

INTRODUCTION

Historically, successful careersin organizations followed a well defined and predictable
pattern. Typically an individual begins working in a chosen area with intentions of gradually
acquiring more responsibility and authority through upward and lateral promotions. In
contemporary or ganizations however, a single well defined and predictable pattern isalmost
nonexistent. It isbecoming more common place for an individual to encounter several moves
within a particular organization. Itisjust aslikely that an individual will work for more than
one organization in hisor her career span. The shift in career mobility isduein part to the
current business environment. This activity suggests that the business environment may
influence an individual's car eer goals.
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CONTEMPORARY WORK ENVIRONMENT

The cor por ate environment of today represents a drastic change from the tradi-tional
work world. The workplace of today is increasingly being shaped by efforts to make
organizations lean and competitive. This objective has advanced a tremendous number of
mer ger s, acquisitions, and buyouts. Many firms are reorganizing in attempts to respond more
quickly to the market. Philosophies such asreengineering, downsizing, and right-sizing are
being practiced in attemptsto address and often improve market place position.

Studies have focused on the processes and outcomes associated with therestruc-turing
of organizations. Many of these investigations have focused on total quality manage-ment,
empower ment, and the use of work teams. While various organizations are adjusting their
wor kforce by using one or a combination of the aforementioned methods, there has been a
variety of outcomes. Byrne (1993) highlights the impact on the current environment; (1)
employment growth within the Fortune 500 or ganizations has remained flat or has declined
throughout the 1980's; (2) layoffs and terminations have been the fate of an increasing number
of workers; (3) the bulk of new jobs are being created by small or medium sized firms.
Fierman (1994) discusses the contemporary work environment and reportsthat there has also
been an increase in the number of temporary workersin organi-zations. Asaresult of this
shift in the nature and activity of business or ganizations, indiv-iduals are undertaking both
involuntary aswell asvoluntary changesin career selection.

While firms are undertaking many restructuring activities, public sentiment about this
corporate behavior isnot flattering. Reportsindicate that the once held belief that what is
good for corporationsis good for America, is growing out of fashion with most Americans.
Current perceptionsindicate that thisbusiness edict, which facilitated economic successin this
country, is no longer feasible (Heylin, 1996). Corporate executives who are focused on
maximizing stockholder wealth by downsizing personnel, consolidating operations, and
relocating oper ations over seas are not seen as conducting businessin a responsible way and
asareault, theseindividualsare not being held in high regard. Fawcett (1994) reportson DDB
Needham Worldwide's 1993 Lifestyle Study which highlights growing skepticism and
frustration between Americans and business organizations. In a survey of 4,000 U.S. adult
heads of households, the data reveal that 75% of the respondents believe that most big business
organizations areout for themselves. Thefindings of the study also reveal that approximately
85% of the respondents believe that it is hard to get a good job which is a considerable
increase from 65% in 1988.

The reduction in public confidence in organizations also affects the organization’s
reputation. An organization’sreputation isgenerally developed by way of the communication
of the firm’s ethics, values, and mission. This process occurs both internally, by targeting
employees, and exter nally by focusing on stakeholder s and other external entities with which
the organization interacts.

Corporate reputation is roughly composed of three elements. quality, community
involvement, and employment practices. As evidenced above, there isincreased interest in
corporate reputation and the public at large seemsto be evaluating cor por ations negatively.
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Asreported in Fearnley (1993) Smythe Dorward Lambert conducted resear ch on corpor ate
reputationsin 1992. Theresults of the investigation indicate that 68% of consumers believe
companies should be involved in the community and 63% indicate that they would buy from
companies that demonstrate a positive environmental practicestrack record. Theresults of
the study also suggest that corporate reputation influences the consumer’sview of what it is
liketowork for acompany. Findingsindicate that 69% of consumers are concerned about a
firm’s employment practices and they indicate that they prefer firmsthat they believe treat
employees well.

The Walker Research Group conducted a 1994 study of consumer attitudes and
corporate social action (Gildea, 1994). Theresults suggest that consumer s base their buying
decisions on the following: a firm’s business practices, how it treats employees, whether it
invests in the community, if it cares for the environment, and whether it has a record of
stability. Another finding of thissurvey suggeststhat thereisa correlation between a firms
reputation for social responsibility and employee satisfaction which suggests that thisis an
important item in regards to recruiting and retaining employees. Employee treatment and
business practiceswerealso found to be salient in determining whether a particular company
would be a good place to work.

While many organizations arerestructuring, and as public confidence in organizations

is eroding, there has been an increase in the number of entrepreneursin the United States.
Approximately one million people a year areinvolved in new firm startups. Many of these
businesses are being created as a result of theincrease in certain growth industries. These
industries primarily consst of technology, financial services, information services, and per sonal
services. Entrepreneurial activity has allowed these areasto flourish over the past thirty years.
Theincreasein the number of new venturesisalso duein part to the number of women and
ethnic minoritieswho are embarking on entrepreneur ship.
Coupling the shift in the traditional nature of the wor kplace, which has fostered a change in
the notions held about careers, with the increased public skepticism toward or gani-zations,
and given the growth in entrepreneurship, a logical question to investigate is, do male and
female business students hold traditional expectations about their career paths?

PERCEIVED OPPORTUNITY FOR OCCUPATIONAL ATTAINMENT

Notions of structural opportunity and individual beliefs about the opportunity structure
areexplicated in gratification theory (Barber, 1957; Blau & Duncan, 1967). Researchers have
recognized the salience of perceived barriers to occupational aspirations and attainment.
Kerckhoff (1976) suggests that perceptions of the opportunity structure are critical
componentsinvolving the formation and maintenance of achievement attitudes about future
attainments. Osipow, Clarke and Azy (1976) identify a factor in their factor analysis of
vocational indecision which highlights the perception of external barriers to preferred
occupational choices.

Although perceived opportunity of occupational attainment seems to be a solid
construct that may provide additional insight into one’'s career selection processes, few
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empirical measures of thisconstruct exist. One of the more comprehensive studiesis, however,
offered by Brinkerhoff and Kunz (1972) and thisinvestigation focuses on scaling the per ceived
barriersto occupational attainment.

Whilethe number of investigations examining per ceived opportunity for occupational
attainment is spar se, some studies examine occupational attainment in a broader framework.
In his study of the British labor market, Lampard (1995) examines the effects of parents
occupational classeson their child’s occupational attainment. The findingsindicate that both
parents occupational class has independent effects on the child attaining a service class
occupation regardless of the biological sex of the child. The data also reveal that the mothers
occupation had an even greater impact on the occupational attainment of female children. In
a study examining the impact of employment breaks on women’s occupational attainment,
Felmlee (1995) asserts that a break in employment has adverse effects on women’'s
occupational attainment.

Betz and Fitzgerald (1987) emphasize that career choices and behavior are based, in
part, on expectations of successin acertain area. Assuch, perceptions of occupational success
alsoyield insght into career expectations. Northcutt (1991) suggeststhat the central element
in defining the career success of women is achieving one's personal goals. In explaining
biological sex differences in perceptions of success Dann (1995) suggests that women may
oper ationalize successintrinscally ver sususing a male nor mative approach that tendsto focus
on salary, position, and status. Researchers (Dann, 1995; Betz & Fitzgerald , 1987) also
suggest that career women may have lower expectationsfor career success since they tend to
not strive for the most senior positions as compared to men.

While these studies provide insight into perceptions of occupational success, there
appearsto be alack of consistent findings with respect to the relationship between male and
female perceptions of occupational success. Many of the reported studies also examine the
experiences of men and women who areinvolved in their careersand currently in the labor
for ce as opposed to those who are embarking on their careers.

CAREER SELECTION

The career selection literature suggests that more knowledge is needed in under-
standing the process of career selection particularly during the post secondary educational
years. In addition to acquiring general information about the career selection process,
additional investigations need to examine whether males and females use similar approaches.
Studies focusing on differencesin male and female career choices have focused on the early
social lear ning experiences of the career decision maker. Researchers, e.g. Marini (1978) and
Brooks (1988) have concluded that women enter traditionally male-dominated occupations less
frequently than males as a result of their early experiences.

Upon examination of entrepreneurial career preferences, investigations have yielded
similar resultsregarding men and women. In an examination of individuals who decided not
to explore an entrepreneurial career, Ronstadt (1983) revealed that family consider ations, time
commitments, and lack of role models were important factors. In a study examining
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individualswho preferred an entrepreneurial career Scott and Twomey (1988) found that these
individuals had been influenced positively by their environment in terms of perceiving that
they had the ability to work long hours, were innovative, and had special skills. These studies
provide additional insight about career selection and entrepreneurship but they do not
examinethereéationship of these two constructs during a period in which thereisturbulence
in the business environment.

CAREER DECISION MAKING SELF-EFFICACY

Harren (1979) purportsthat decison making models are conceptual frameworks for
understanding how decision makers process information and arrive at conclusons. When
these models are applied to vocational behavior, they areregarded as models of career decision
making. A decison making model describes a psychological process whereby an individual
organizes information, deliber ates among alter natives and makes a commitment to a cour se
of action. Taylor and Betz (1983) have developed the Career Decision Making Self-Efficacy
scale (CDM SE) which measur es self-efficacy beliefs about career decision making, tasks, and
behaviors, an extension of Bandura’'s (1977) concept of self-efficacy.

I nvestigations exploring the natur e of career decision making self-efficacy have yielded
avariety of results. Greenhaus, Hawkins, and Brenner (1983) found that occupational and
self-exploration, and previous employment account for a significant degree of variance in
career decison making. Theseresultssuggest that thereisutility in self-exploration in decision
making. Luzzo (1993) found that CDM SE was of value in predicting career decison making
attitudes. Thefindings of thisinvestigation reveal that career decision making attitudes were
significantly predicted by career decison making skills, and age. Luzzo and Ward (1995)
explored sdf-efficacy and locus of control as predictorsof vocational congruence. Thefindings
suggest that locus of control is a sign-ificant predictor of career aspiration and current
occupation congruence. Luzzo (1995) found that career locus of control and CDM SE were
correlated with career decision making attitudes and skills. Taylor and Popma (1990) found
that CDM SE was negatively related to vocational indecision and locus of control. Theresults
also revealed that CDM SE was positively related to vocational decidedness and occupational
self-efficacy. Thus, theliterature suggeststhat students with high CDM SE scor es appear to
demondtrate strong instrumental attributes, internal locus of control, and higher levels of self-
esteem.

Studies have also explored the nature of therelationship between CDM SE and gender.
Mathieu, Sowa, and Niles (1993) examined career self-efficacy expectations of women who
differ in the tradition of their career preferences. Their results indicate that women with
nontraditional, gender neutral, or traditional career preferences scored higher on CDMSE
than women who wer e undecided with their career preference. Gianakos (1995) examined the
effects of sex role identity on CDM SE. The study’s results suggest that androgynous and
undifferentiated subjects sex role identity was related to CDMSE, number of career
exploration behaviors completed, and valuation of particular outcomesin which reward is
contingent on workers abilities. These findings suggest that sex typing may influence the type
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of career activitiesundertaken. Arnold and Bye (1989) examined the relationship between sex
and sex role salf-concept and CDM SE. Theresultsindicate that self-concept masculinity and
femininity both have a positive relationship with CDMSE suggesting that self-concept
outweighs biological sex in some agpects of career development. Bergeron and Romano (1994)
found significant differencesin CDM SE among decided, tentatively decided, and undecided
subjects. No relationship was found between gender and the three levels of indecision.

The previously mentioned studies illustrate that CDM SE provides insight into the
career development process for those with a more traditional career path. None of these
studies, however, have examined CDM SE as it relates to entrepreneurship. Exploring self-
efficacy beliefs may prove useful in assessing whether entrepreneurial intentions surface early
in one's career, or perhaps during the post secondary years. Moreover, investigating the
relationship between self-efficacy beliefs and entrepreneurship is particularly salient as one
embarks on and isinvolved in the process associated with identifying career goals during a
period when the business environment is unstable.

ENTREPRENEURSHIP

Low and MacMillan (1988) define entr epreneur ship as the creation of new enterprise.
Thisdefinition suggeststhat entr epreneur ship is more a process of becoming ver sus a state of
being (Bygrave, 1989). Studiesinvestigating the nature of entrepren-eurship have focused on
identifying unique qualities of these individuals. Some of these studies focus on traits such as
need for achievement (McCldland, 1961); risk taking (Brockhaus, 1980); and locus of contr ol
(Brockhaus, 1982) which attempt to distinguish entrepreneurs from other populations.
Resear cherssuch as Gartner (1989) have also made efforts to construct personality profilesin
order to predict entrepreneurial behavior; however, these efforts have not been successful
(Low & MacMillan, 1988).

Bird’ s (1988) mode of entrepreneurial intent focuses on the conscious and intent-ional
act of new venturecreation. The model explicates the mind set that directs the actions of the
entrepreneur. Bird (1988) defines intention as a state of mind that focuses attention,
experience, and behavior toward an object or method of behaving. M oreover, entrepreneurial
intention directs strategic thinking and decision making and is a per cep-tual screen for viewing
relationships, resources, and exchanges. This framework suggests that a person's
entrepreneurial intent isdue to a combination of personal and contextual elements. Personal
elements include experience as an entrepreneur, abilities, and person-ality characteristics.
Contextual elements include social, political, and economic variables such as changes in
markets, displacement, and gover nment deregulation (Bird, 1988). Boyd and Vozikis (1994)
extend Bird’s (1988) model to address antecedent factors by incor por-ating the concept of self-
efficacy which they deem influential in new venture creation. Krueger (1993) notesthat the
degree a person feds capable of successfully creating a businessis an important antecedent to
forming entrepreneurial intentions. Thus, self-efficacy provides insight into efficacy
judgements which influence behavior (Boyd & Vozikis, 1994).
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PURPOSE

Academicsand practitioners alike have explored the current business environment from
avariety of perspectives. Scant attention, however hasfocused on how this current turbulent
environment is being perceived by male and female business students as they acquire what
they believe to be essential knowledge, skills, and abilities needed to begin both the career
selection process aswell astheir careers. The purpose of thisinvestigation isto examine the
relationship between male and female business students and their perceptions about the
current business environment, opportunities for occupational attain-ment, career decision
making self-efficacy, and entrepreneurial propensity. A second aim of the study is to
investigate how to best predict entrepreneurial propensity. Theresearch questionsare:

1 What istherelationship between biological sex and Corporate Social Performance?

2. What is the relationship between biological sex and Perceptions of Opportunities for Occupational
Attainment?

3. What isthe relationship between biological sex and Career Decision Making Self-Efficacy?

4. What istherelationship between biological sex and Entrepreneurial Propensity?

5. How does entrepreneurial propensity relate to Perceptions of Opportunities for Occupational
Attainment, Career Decison Making Self-Efficacy, Corporate Social Performance, Biological Sex, and

Parents?

METHOD

Participants for this study included 105 male and 88 female under graduate business
adminigtration studentswho attend school in the Southwest, United States. These 194 juniors
and seniors are also involved in the career selection process. Professors in the College of
Business distributed the survey to students who qualified for participation in the study.
Participants completed a survey instrument that included both Likert scale and demographic
items. ThePearson product moment correlation as well asthe multiple regression technique
wer e used to analyze the resear ch questions.

Instrumentsused in the investigation include: Howell’s (1984) Per ceived Opportunity
for Occupational Attainment (POOA); Parnell, Crandall and Carden’s (1995) Entrepreneurial
Propensity Scale (EP); Taylor and Betz's (1983) Career Decision Making Self-Efficacy
(CDM SE); and Thompson and Hood's (1988) Measure of Corporate Social Performance
(CSP). Students also provided demographic information and were asked if either of their
parents wer e entrepreneurs.

Perceived Opportunity for Occupational Attainment (Howell, 1984) consists of three
scalesmeasuring itemsreated to education, labor market patterns, and personal factors. The
Entrepreneurial Propensty Scale (Parnell, Crandall & Carden, 1995) consists of three factors
including: one's perceived level of entrepreneurial education, knowledge and competence
concer ning new ventur e oper ation; one’s beliefs concer ning entrepreneurial opportunitiesin

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



37

the economy; and, on€' s confidencein one’s ability to access the available opportunities. The
Career Decison Making Self-Efficacy Scale (Taylor & Betz, 1983) is comprised of five
subscales reflective of career choice competencies. goal selection, gathering occupational
information, problem solving, planning for the future, and accurate self-appraisal. Thompson
and Hood (1988 ) developed the Corporate Social Performance Scale that assesses the
per ceptions of actual CSP behavior. The scaleis comprised of three stakeholder constructs
that assess corporate practices asthey relate to. community, employee, and customer.

Alpha coefficient scores were calculated for all of the scales and they are as follows:
POOA, .76; CDM SE, .93; EP, .83; and CSP, .81. Thesescoresindicatethat all of the measures
used in theinstrument werereliable.

RESULTS

Thecorrdation matrix isillustrated in Table 1. In examining RQ’s 1- 4, which inquire
about the natur e of thereationship between biological sex and CSP, POOA, CDM SE, and EP
respectively, therewas no significance at the .01 level. The analysis does, however, yield four
significant correlations that are significant at the .001 level. Career Decison Making Self-
Efficacy has a strong negative relationship with POOA. Career Decision M aking Self-Efficacy
also has a strong relationship with both EP and CSP. The fourth correlation that was
significant at the .001 level isfound between EP and Parents.

TABLE 1
Correlations: CDSF POOA ENTPROP cSsP PARENTS GENDER
CDSF 1.0000
POOA -.2424** 1.0000
ENTPROP -.2509** 1167 1.0000
cSsP 3113+ -.0041 -.0802 1.0000
PARENTS .0088 -.0076 .3361** .0822 1.0000
GENDER .1087 -.0230 1681 .0864 -.1609 1.0000
GPA 1707 -.1111 -.1086 .1086 -.0662 1247
N of cases: 166 1-tailed Signif: * - .01

Table 2 depictstheresults of the multipleregression analysis. 1n examining RQ 5, how
does entrepreneurial propensity relate to POOA, CDM SE, CSP, Biological Sex, GPA, and
Parents, the R for the regression equation was significantly different from zero, E(6, 159) =
6.56, p < .001. Three regression coefficients also differed significantly from zero: parents,
biological sex,and CDM SE. Altogether, 20% of the variability in entrepreneurial propensity
was predicted by parents, biological sex, and CDM SE.
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TABLE 2
Equation Number 1 Dependent Variable.. ENTPROP
Multiple R 44548
R Square .19845
Adjusted R Square .16821
Standard Error 9.70242
Analysis of Variance
DF Sum of Squares Mean Square
Regression 6 3705.83307 617.63884
Residual 159 14967.78139 94.13699
F = 6.56106 Signif F = .0000
---------- Variablesin the Equation ---------
Variable B SEB Beta T SigT
GPA -.073024 1.575552 -.003377 -.046 .9631
PARENTS -6.695327 1.556855 -.311110 -4.301 .0000
POOA .068385 .090137 .055868 .759 4492
CspP .023932 .146936 .012304 163 .8708
GENDER 3.135581 1.563285 .146265 2.006 .0466
CDSF - .103986 .031962 -.253801 - 3.253 .0014
(Constant) 42.382116 7.643237

DISCUSSION

Oneof theaims of thisinvestigation wasto explorethe relationship between bio-logical
sex and per ceptions of CSP, POOA, CDM SE, and EP. The findings of the study indicate that
there was no significant relationship between biological sex and the previously mentioned
variables. Perhaps a more sophisticated measure such as sex-role identity rather than
biological sex may provide better insight into the relationships among these variables. Failing
tofind adistinct relationship between biological sex and CDM SE is similar to the findings that
males and females did not differ in CDM SE as reported by Taylor and Betz (1983). These
results suggest that CDM SE may be assessing gender neutral activities.

Career Decision Making Self-Efficacy had a strong negative relationship with POOA
and EP. Thisinverserelationship may be explained by the notion that belief in one's ability
to successfully complete tasks centered around car eer decision making may provide a sense of
awar eness that may then influence beliefs about opportunities for acquiring one's desired
career goal. Becoming more keenly aware of one's capabilities may then have a negative
impact on one's per ceptions about obtaining a desired job. Having a firm sense of CDM SE
may encourage one to contemplate currently desired career goals and perhaps make
modifications and then pursue modified goals that will lead to career success. Wood and
Bandura (1989) suggest that individuals select activities based on their perceptions of personal
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self-efficacy and situations thought to exceed their coping ability are avoided in favor of
situations that are more manageable.

In addressing the negative relationship between CDM SE and EP, it may be explained
by exploring, perhaps, the perception an individual has with regards to develop-ing and
oper ating a successful enterprise. This perception could prove crucial in deter-mining whether
an individual would undertake the new venture process. Thisexplanation is consistent with
Krueger (1993) who asserts that self-efficacy sheds light on judgements that influence
behavior. Accordingto Wood and Bandura (1989) people develop and strengthen their beliefs
about sdf-efficacy in the following ways: mastery experiences; observational learning; social
persuasion; and judgments of their physiological states. Gist and Mitchell (1992) suggest that
performance judgments are derived from these four sources and self-efficacy is also influenced
by assessing available resour ces and congtraints that may affect future performance. Assuch,
the study’ srespondents may have consider ed whether success was possible in developing an
enterprise based on their self-efficacy beliefs. Additional considerationsin determining the
success of a new venture may have included the available resour ces, or lack thereof, such as
capital, human resources, equipment and the like. These considerations appear to be
illustrative of the per sonal and contextual variablesidentified by Bird (1988).

Career Decison Making Self-Efficacy also had a strong relationship with CSP.  This
relationship may be present asaresult of respondents perceptions of how businesses inter act
with their various stakeholders. The inference may be that given corporate behavior with
respect to community, employment, and consumer policies and practices, respondent’s may
perceive that they are capable of performing within the scope of current corporate social
practices. Thisreationship suggeststhat respondents may believe they are confident in their
ability to adapt to the established corporate norms and values. More-over, given the
per ceptions of current cor por ate practices, respondents may believe in their ability to achieve
their career goals.

The fourth significant correlation was found between EP and Parents. The strong
relationship between an individual’s entrepreneurial propensity and entrepreneurial parents
hasbeen documented in theliterature. Thisrelationship may exist dueto the fact that those
with entrepreneurial parents may have the distinct opportunity to observe the skills and
behaviors associated with operating an enterprise. Gist and Mitchell (1992) assert that
individuals who have the opportunity to assess the skills and behavior s associated with a task
can approximate whether they have similar skills and behaviorsin order to determine the
requirementsfor reaching the sameresults. Thismodeing isenhanced when thereis similarity
in personal characteristics and capabilities between mode and subject and when the behaviors
produce consequences or results.

The second aim of this study was to investigate how EP relatesto POOA, CDMSE,
CSP, Biological Sex, and Parents. Theresultsof the multiple regression equation indicate that
this linear combination is successful in predicting EP at the .05 level of significance. Three
significant regression coefficients account for 20% of the variancein EP. The most significant
coefficientsinclude Par ents, Biological Sex, and CDM SE. The B scores also provide additional
information about the nature of thesereationships. These scores signify that, all other things
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being equal, an increase in one unit will decrease the parents score by -6.69; increase the
biological sex score by 3.13; and decrease the CDM SE score by -.10. In essence, based on this
equation, thedriversof EP areclearly parentsand biological sex. Thisfindingisconsistent
with thefindings of Bowen and Hisrich (1986) and Shapero and Sokol (1982) as well as other
studies that indicate that entrepreneurstend to have parents who have completed the new
venture process. Scherer, Adams, Carley and Wiebe (1989) assert that an entrepreneurial
parent affects the career expectations, and sdf-efficacy of the child who prefers an
entrepreneurial career.

CONCLUSIONS

The results of thisinvestigation yield three salient findings. First, isthe relationship
between CDM SE and POOA, EP, and, CSP. Thisreationship providesadditional insight into
the nature of sdlf-efficacy as one undertakesthe career selection process. Theserelationships
highlight the connection between belief in one’s ability to address tasks and behaviors as they
relate to perceptions of obtaining success in one€'s chosen career path, choosing an
entrepreneurial career, and being awar e of the current environment in which organizations
operate. Thesecond important finding of the study isthat biological sex does not relateto the
other variables under study. The implication is that these measures may not be linked to
biological sex. Thefinal notable result of thisinvestigation is having entrepreneurial parents
seemsto be pivotal in predicting EP; thus strengthening support for thisnotion asit has been
reported in other investigations.

The contribution of thisstudy isthat it extendsthe context in which the concept of self-
efficacy has been examined to include the entrepreneurial career domain. Boyd and Vozikis
(1994) comment that entrepreneurship asa career option hasnot been examined within career
development theory. Likewise, self-efficacy has not been widely addressed within models of
entrepreneurship. As such, integrating self-efficacy into frameworks of entrepreneurial
behavior provides additional insight into and under standing of the entrepreneurial process.
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SMALL BUSINESSSTRATEGY IN AUSTRALIA

Judy Gray, Monash University, Australia

ABSTRACT

Research in business has acknowledged the critical role of strategy for organizational
survival and success. In contragt, “little work has been done on small business strategy” (Low
and MacMillan, 1988, p. 144). The current study addresses this deficiency in the research by
examining the relationship between business strategy and small business success. The Small
Business Strategy Typology developed in this study represents an attempt to trandate the Miles
and Snow Typology into operational statements concerning three aspects of the external
environment of relevance to new small businesses. products/services, customers, and competitors.
Self-administered questionnaires were distributed to 578 Victorian New Enterprise Incentive
Scheme (NEI S) graduates who had completed business training and established businesses before
1994. Factor analyzes of the data using LI SREL (7.20) indicated two distinct dimensionsin the
instrument: Proactive and Reactive Small Business Strategy. Details of each scale and the
corresponding items are provided in the paper. I mplicationsfor entrepreneurial performance and
further research are discussed.

INTRODUCTION

The economic and social significance of the small business sector in Australia has been
widely acknowledged. Holmes (1988, p. 51) reported that in Australia, “ small businesses (less
than 20 employees) account for at least 85 per cent of enterprises, employ 45 per cent of the
private sector wor kforce and contribute 33 per cent of the economy’s gross domestic product.”

Given theimportance of small businessto the economy and the evidence that small businesses
that engage in strategic planning have improved performance (Robinson, p. 1982), the current
study aimsto investigate further therelationship between strategy and business success. For
the pur pose of this study, entrepreneurship, self-employment, and the establishment of a small
business are used inter changeably accor ding to the definition of an entrepreneur as*one who
owns and starts a new and small business (Moore, 1990, p. 275).

BACKGROUND

Research in business has recognised the critical role of strategy for organizational
survival and success. Canon (cited in Higgins and Vincze, 1989, p. 2), in discussing
organizational strategy, stated that “of all the contrasts between the successful and
unsuccessful business, or between the leader and follower, the single most important
differentiating factor isstrategy.” Many resear chers haveinvestigated or ganizational business
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strategy (Greenwood and Hinings, 1988; Hambrick, 1983; Jauch and Kraft, 1986; Jauch and
Glueck, 1988; Milesand Snow, 1978; Miller, Ketsde Vries, and Toulouse, 1982; Porter, 1985;
Shirley, 1989; Snow and Hambrick, 1980; Zahra and Pear ce, 1990). In contrast, information
concer ning the strategic behavior of small businessesis limited (Low and MacMillan, 1988;
Olson and Bokor, 1995). The current study addresses this deficiency in the research by
examining therdationship between business strategy and small business success based on the
assumption that “in small companies, strategies are usually the sole reflections of the
owner/operator” (Olson and Currie, 1992, p. 49).

Strategy has been defined in many ways. In the broadest sense, all activities
undertaken in a business contribute to the firm’s strategy. Theterm generally refersto “the
overall purposes, goals, and scope of a firm” (Shirley, Peters, and El-Ansary, 1981, p. 37).
Therefore, strategy by itsvery natureisboth eclectic and cross-disciplinary.

Some resear chers have viewed strategy as an extension of decision-making (Clifford,
1980; Fredrickson, 1984; Hofer and Schendel, 1978; Quinn, 1980). For example, Mintzberg
(1978, p. 936), stated that “ strategy isa pattern in a stream of decisions,” while Clifford (1980,

p. 268) defined strategic decisionsas“. . . wide ranging, multi-dimensional and complex and

are key decisions in the organization as they affect its overall pattern of development.”
Further

(Shirley et al., 1981). More precisely, strategic management refersto “the fit between theinternal
capabilities of a given organization and the attractive opportunities and significant threatsin its
external environment” (Harrison, 1986, p. ix).

Although business strategy isfrequently discussed in theliterature, according to Herbert
and Deresky (1987, p. 136), “ very little empirical research has been conducted; thisisduein part
to the methodological difficulties in identifying and measuring business-level strategy.” One
approach for studying strategic content has been the development of typologiesto classify patterns
of grategic behavior (Anderson and Paine, 1975; Galbraith and Schendel, 1983; Miles and Snow,
1978; Porter, 1985). For ingtance, Miles and Snow (1978) developed a typology based on post-hoc
identification of patternsin the product-market strategies of 52 firms in the eectronics, food
processing industries and 19 general hospitals. In subsequent studies, 16 firms in the college
textbook publishing industry were classfied by two independent groups of judges based on
observations and interview data. Miles and Snow (1978) identified three recurring viable
drategies. Defender, aimsto protect core business, operatesin a well-defined but restricted market;
Prospector, aimsto be a market leader; and Analyzer, develops strategies very cautiously. Where
a businesshasno consistent pattern of distinctive competence, the approach, labelled Reactor has
been viewed asaform of strategic “ failure” (Miles, Show, Meyer, and Coleman, 1978).

In thesudies conducted by Milesand Snow, administratorswererequired to assesstheir
organizations reationshipswith suppliers, competitors, cussomers, financial suppliers, gover nment
regulatory agencies, and labour unions and were asked to rate predictability, from “1”, highly
unpredictableto “ 77, highly predictable (Milesand Snow, 1978, p. 200). In a study which examined
the measurement properties of the Miles and Snow perceived environmental uncertainty scale,
Buchko (1994, p. 422) concludes that “perception of uncertainty may be inherently unstable
because environmental complexity and dynamism may prevent individualsin organizations from
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developing sable assessments of the environment itsdlf.”

anew businessfor thefirst time, i

business environment would appear unpredictable. Thereforerating environmental uncertainty
was not consdered appropriate for the current study.

Theprevious sudies examined the busness strategies of compar atively lar ge or ganizations
and the managerial processes that characterise organizations in each category. For example,
Prospector organizations*tend to have complex coordination and communication mechanisms, rely
on participative and decentralized decison-making, and to a great extent are shaped by the
influence of marketing product development executives’ (Hambrick, 1983, p. 6). The
“adminigtrative domain” the way in which an organization attemptsto coordinate and implement
itsstrategiesasdescribed by Miles and Snow (1978) istotally irrelevant to small business strategy
where in most cases, the owner/manager must be responsible for all strategic decison-making.
Robinson and Pearce (1984, p. 128) commented that the “ state of knowledge pertinent to the
grategic management of small and growing firmsiswoefully inadequate.” Similarly, Filion (1990,
p. 57) suggested that a framework for entrepreneurial strategic thinking and action needed to be
developed. Thecurrent sudy attemptsto redressthisdeficiency.

Several resear chershave utilised the Miles and Snow Typology to classify business strategy
in small businesses. Williams and Tse's (1995) study of strategy in the restaurant industry
provided evidence for the presence of the four strategy typesidentified by Milesand Snow (1978).
However, Williams and Tse (1995, p. 26) concluded that entrepreneurslack specialist knowledge
of strategic management activities, and allocate very little time to such activities. Using a
description of each strategy, Olson and Currie (1992) asked respondents to select which statement
best described their business. Three of the four statements were in reference to product/service
strategies, the fourth referred to responding mostly to pressure from the environment. The
statements were not mutually exclusve and the item was consdered inappropriate for
differentiating small busnessstrategy. Theinstrument developed for the current study represents
an attempt to trandate the Milesand Snow Typology into operational statements concerning three
aspects of business strategy which would bereevant to small businesses in the establishment phase:
products/services, customer s, and competitors.

Performance measures such asprdfitability, cash flow and market share have been used to
indicate business success (Hambrick, 1983). However, thereisevidencein theliterature that many
small business founders establish businesses for reasons other than wealth creation (Boyd &
Gumpert, 1987; Gray, 1994; Hamilton, 1987; Johns, Dunlop, & Sheehan, 1989; Peacock 1990).
According to Birley (1982, p. 83), the entrepreneur often sartsa business “with the declared intent-
ion of becoming independent and [then] maintains independence by keeping operational control
.. .Thedrategic goal becomes one of no growth or minimum growth consistent with survival.” In
theview of Holmesand Zimmer (1994, p. 97) that an “ operational framework that distinguishes
growth from non-growth small businesses does not exist,” the current study investigates whether
business strategy differ entiates between growth and non-growth small businesses.

METHOD
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Based on the suggestions by Emory (1980), the new instrument design process for meas-
uring small business strategy was commenced by drafting a list of statements derived from the
literature which described the characteristics of each strategy in relation to products/services,
customers, and competitors. The draft instrument, the Small Business Strategy Typology (SBST)
conssting of 12 itemswas tested among academic colleagues (n = 20) and the interrater reliability
estimate was calculated based on the formula suggested by Goodwin and Goodwin (1985, p. 7),
“number of coding agreementsnumber of coding agreements plus number coding disagreements.”
Agreement meant that raters concurred on the classfication of an item. The resulting mean
interrater reiability estimate for the instrument was 0.89, ranging from a low of 0.70 to 1.00.

M odificationsto itemswere made asto the results obtained and suggestionsfor improvements.

Respondentswererequired to indicate on afive-point Likert scalethe likelihood of using
thedescribed business strategies. All itemsin the 12-item scale were rated from never (0) to most
of thetime (4). Statements concerning products/service strategies wer e presented first, followed by
customer srategies, and finally, strategies relating to competitors. Statements reflecting each
srategy were presented in random order to minimise order bias. Table 1 providesthe orientation
for each item wherethe description of the strategy wasrated almost always. The standardised item
Cronbach alpha coefficient for the instrument was .86 which exceeded the Cronbach alpha of .63
for a new instrument developed by Neihoff, Enz and Grover (1990, p. 343) who stated that the
result was “reasonable, consdering the newness of the scale.”

Tablel
Orientation for Each Item in the Business Strategy Typology

Item Orientation
1 Try to befirg to offer new products/services Prospector
2. Concentrate on alimited line of products/services Defender
3. Cautioudy develop new products/services Analyzer
4. Develop new productg/servicesin response to what iscurrently available Reactor
5. Striveto be market leader regardless of the competition Prospector
6. Stressbetter quality, service & prices compared to competitors Defender
7. Develop market strategies according to what other operatorsare doing Reactor
8. Find that you are sddom the market leader but you car efully analyzetrends Analyzer
9. Operatein afocused market to protect it from competitors Defender
10. Watch competitors, analyze and learn from their mistakes Analyzer

Striveto stay ahead of competitors Prospector

Trytok ace with competitors Reactor

A sdf-administered questionnaire was developed based on a comprehensive review of
current literature (for example: Ibrahim and Goodwin, 1987; Low and MacMillan, 1988; Namiki,
1989; Perry, Meredith and Cunnington, 1988; and Snow and Hambrick, 1980). The independent
variablesfor the study were: Personal demographic variables including gender, age, marital status,
and dependents; and professional demogr aphic variablesincluding role models, education, previous
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occupation, smilarity of previous employment to current business, and duration of unemployment.
Quantitative data were gathered concerning the dependent variable, small busness success
including period in business (months), income (net profit), and number of employees (part-
timeffull-time).

Quedtionnairesweredigributed to 578 Victorian New Enter prise | ncentive Scheme (NEIS)
graduateswho had completed business training and established businesses before 1994, resulting
in 255 useable responses (45 per cent responserate). Respondents were no longer receiving income
support at thetime of the survey. Over three-quarters (77 per cent) of respondents were male.
Almost two-thirds (63 per cent) of the sample was aged under 40 years when the respondents
started their busnesses. Most respondents (71 per cent) had family membersor closefriendsin
business whom they regar ded asrole models. The sample was better educated than the Victorian
population with over half (52 per cent) having post-secondary qualifications. Over half of the males
(52 per cent) and two-thirds of the females (70 per cent) had been employed previoudy in white
collar occupations and approximately one-third (36 per cent) of respondents had worked for a
company wherethe products, services, or cusomersweresimilar to the newly established business.
Themajority of respondents (63 per cent) had been unemployed for lessthan one year at thetime
of commencing the NEI S program.

Themajority of respondents (80 per cent) had businessesthat continued to operate a least
ayear after completing the NEIS course. Only 13.7 per cent of respondents had ceased trading (the
criterion for busnessfailurein the current study) and 3.1 per cent of respondents had sold their
busnesses. A further two per cent of respondents had never started in business. Almost half the
respondents (49.4 per cent) stated that the net business profit (excluding other sour ces of income)
for the last financial year was lessthan $10,000. A further 25.1 per cent claimed that their net
profit was between $10,000 and $19,999 and only 18.8 per cent had net profitsin excess of $20,000.
The majority of respondents (63.9 per cent) did not employ others. Around one-third of
respondents (31.8 per cent) had between one and five employees; only 3.2 per cent of respondents
had between six and ten employees; and 1.2 per cent of respondents had more that 11 employees
(the highest number of employeesin a single business was 35).

Dexriptive gatigtics, such asmeans, frequencies, and standar d deviations wer e calculated
to summarise the data usng the statistical package SPSS Windows version 6.1. Cross-tabulations,
correational analysis, t-tests, and one-way analyzes of variance were used to deter mine the strength
of relationships between and among variables. Factor analysswas used in the study to identify the
variables which formed coherent subsets that were reatively independent of one another
(Tabachnick & Fiddl, 1989).

RESULTS

Exploratory factor analysswas undertaken to examine the reationships among the items.
The correlation matrix generated to assess whether there were sgnificant correations between
items revealed several correlationsin excess of .30, which made it appropriate to proceed with
factor analysis (Tabachnick and Fidell, 1989). Principal components analysisindicated that the
first component with an eigenvalue of 2.8 accounted for 23.4 per cent of thevariance. Therewere
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four eigenvalues greater than one and thefirst four factorsaccounted for 58.4 per cent of thetotal
variance. The screeplot indicated a break between the stegp dope of theinitial four factorsand
the gentle dope of the later factors, suggesting that four factors should beretained.

A rotated factor matrix usng theVarimax method was gener ated to improveinter pretation.
The critical value for a correation coefficient at the .01 level of sgnificance was set at .43 as
suggested by Stevens (1992, p. 383). Although the loadings for all itemson their respective factors
wer e above the set threshold of .43, item 1, Try to be first to offer new products/services did not load
discretely. Only two items, item 2, Concentrate on a limited line of products/services, and item 9,
Operate in a focused market to protect it from competitors loaded on factor four. According to
Bentler and Chou, (1987, p. 93) “every factor that ismeant to account for correlations among some
indicators must have effects on three or more indicators of that factor.” Thiscomment suggests
that it may have been appropriate to reduce the number of factorsto three. However at this
preiminary stage of analyss, all itemswereretained for further analyzes.

Confirmatory factor analyzes of theitemsloading on the four factorswere conducted using
the generally weighted least squares method of LISREL (7.20). Joreskog and Sorbom (1989, p.
193) suggested that:

When the observed variablesin LISREL are all ordinal . . . the use of ordinary product moment correlations
based on raw scoresis not recommended. Instead it is suggested that estimates of polychoric and polyserial
correlations be computed and that the matrix of such correlations be analyzed by the weighted least squares
method.

Factor loadings, theta ddtas, squared multiple correlations, and standardised resduals were
examined. Theanalyssrevealed that a number of items had exceptionally low lambda X values
(lessthan .50): item 2, Concentrate on a limited line of products/services (.08); item 3, Cautioudy
develop new products/services (.27); and item 4, Develop new products/services in response to what
is currently available (.19). These items therefore were excluded. However, items 3 and 4 had
loaded on factor three and excluding these items resulted in only one remaining item for that
factor. Similarly, excluding item 2 resulted in only one item loading on factor four. Theresults
suggested a two factor model.

In order to confirm thedugersaof itemsin thefactor analyss, a series of congeneric models
was established. Modd fit was assessed by using the goodness-of-fit index and the ratio of chi-
squar e to degrees of freedom where aratio of lessthan five indicated an acceptable fit (Bentler and
Bonett, 1980; Wheaton, 1987). The congeneric model for items5, 6, and 11 which had previously
loaded on factor one did not adequately fit the data, with a goodness of fit index of .59, and a chi-
square of 232.28, df=3, for a chi-squar e/degrees of freedom ratio of 77.43. The analysis was r epeated
but included items 1 and 9 which theor etically belonged with the itemsloading on factor one. Items
1 and 9 werethe singleitemsremaining for factorsthree and four after previous analyss. The
congeneric model which included five items produced weighted least squaresranging from .40 to
.80, a goodness of fit index of .99 (adjusted goodness of fit index of .96), a root mean squar e residual
of .06, a chi-square of 11.09, df=5, for a chi-squar e/degr ees of freedom ratio of 2.22. Therewereno
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standardised resdualslisted. Theresultsindicated that including the additional items provided
amuch improved fit of the data.

Analyssindicated that items 7,8,10, and 12 which had previoudy loaded on factor twoin
the factor analysis produced weighted least squares ranging from .51 to .57. No standardised
resdualswerelisted and the goodness of fit index of 1.00 (adjusted good
mean squareresdual of .01, chi-square of .26, df=2, for a chi-squar e/degrees of freedom ratio of .13,
indicated that the mode provided an adequatefit of the data.

Factor oneincluded itemssuch as Try to befirst to offer new products/services, and Strive to
stay ahead of competitors which previoudy had been labeled either Prospector or Defender
according to the Miles Snow Typology and subsequently was labelled Proactive Small Business
Strategy. The labd was sdlected based on the nature of the items in the cluster and extant
literatureincluding the description of a proactive entrepreneur as someone who “takes theinitiative
[to] ensurethefirm’slong-term health” (Gore, Murray, and Richardson, 1992, p. 122). Further,
Ansoff (1988, p. 228-229) described proactive strategy as “ a mor e vigor ous strategic behavior [than
reactive strategy], . . . forward looking and imaginative.” Factor two included items such as Watch
competitors, analyze and learn from their mistakes and Try to keep pace with competitors which
previoudy had been labelled either Analyzer or Reactor according to the Miles Snow Typology and
subsequently was label
was sdlected based on the characteristics described in theitemsfor factor two and with reference
to the statement that where“ decisions are based on aresponseto problems asthey arise: they are
merdy reactive’ (Goreet al. 1992, p. 122). According to Ansoff (1988, p. 228-229), reactive strategic
management ischaracterised by “trial and error reaction to unsatisfactory performance. . . [and
typically] minimises strategic changes.” Table 2 presents the details of the confirmatory factor
analysisusing the generally weighted least squares method of L1SREL.

Unidimengonality was assessed by examining the goodness-of-fit for each factor calculated
using a congeneric modd in LISREL. The goodness-of-fit index for Proactive was .99 and for
Reactive 1.0 indicating that “each factor had only one underlying concept in common” (Hair,
Anderson, Tatham, and Black, 1992, p. 431).

Construct reiability measures were calculated based on LISREL confirmatory factor
analyzes, (sum of standar dised loadings)?/ (the sum of standar dised loadings)? + sum of indicator
measurement error wher e standardised loadings wer e the weighted least squar es and measurement
error was the theta delta scores. The congtruct rdiabilitiesfor the Proactive factor (.73), and for
Reactive (.62) wer e satisfactory given the developmental nature of the instrument and the comments
by Hair, Ander son, Tatham and Black (1992, p. 450) that “the indicator reliabilities should exceed
50, which roughly correspondsto a standar dised loading of .70.”

Confirmatory Factor Analyssfor the Tvaoé-‘ltz[aquor Business Strategy Typology (N = 255)
Item Factor Items A R? D SE
Proactive
1 Try to befirst to offer new products/services A7 15 .85 .05
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Striveto be market leader regardless of competition .56 .39 61 .05
6 Stress better quality, service, and prices compared to competitors .58 .38 .62 .05
Operatein afocused market to protect it from competitors 42 18 82 .05
11 Striveto stay ahead of competitors 87 .76 24 .06
Reactive
7 Develop market strategies accor ding to what other operatorsare 52 19 81 .06
doing
8 Find that you are seldom the market leader but you carefully .64 12 .88 .06
analyzetrends
10 Watch competitors, analyze and learn from their mistakes 57 .66 34 .08
12 Try to keep pace with competitors A7 22 .78 .06
Overall Cronbach’'sa = .67 ¥* = 67.27, df=26, p = <.001
Goodness of Fit Index = .97 Adjusted Goodness of Fit Index =.92  Root Mean Square Residual = .08

Factors scores were calculated for Proactive and Reactive Small Business Strategy. A
congeneric model was established and factor score regressons were calculated for each item
loading on each factor. Each item factor scorewasdivided by thetotal factor scoreto give a metric
scale. Thesum of metric factor scoresfor all itemsloading on each factor was 1.0. Theraw scores
for each case on each item for Proactive and Reactive were multiplied by the appropriate
standar dised factor score and the sum provided afactor scorefor each case on each factor.

In order to compare factor scores for Proactive and Reactive Small Business Strategy,
frequency digtributions of factor scoreswere calculated as well as measures of central tendency
such asthe mean, mode, and median for each factor. The mean for Proactive was 2.78 compar ed
to 2.32 for Reactive Business Strategy. The median scores were 2.86 for Proactive and 2.28 for
Reactive. The measure of kurtoss for Proactive was -.54 compared to -.08 for Reactive. The
distribution was negatively skewed for both scales (Proactive: -.31 and Reactive: -.26).

Therewasaweak pogtive correation (Pearson’sr) at the .001 leve of significance between
Proactive and Reactive Small Business Strategy factor scores. The Small Business Strategy Scale
was scored so that O indicated infrequent use of the strategy (either Proactive or Reactive) and 4
indicated frequent use of the strategy. Factor scoresfor both sub-scales wererecoded into three:
low: 0-1.33 (strategy used infrequently); medium: 1.34-2.67 (strategy used sometimes); and high:
2.68-4.0 (strategy used frequently).

The relationship among Small Business Strategy and demographic variables including
gender, age, previous education, previous occupation, duration of unemployment, and role models
was evaluated by obtaining cross-tabulation data. A significant difference was evident between
respondents who had previous work experience which was similar to their current businesses and
thoserespondents who did not have ssimilar experiencein relation to Proactive Business Strategy
(chi-square=9.54, df.=2, p <.01).
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To determine if the mean factor scoresfor Proactive and Reactive Business Strategy for a
range of demographic variables were sgnificantly different, t-tests (where two groups were
compared) and one-way analyss of variance (ANOVA) wer e calculated (where more than two
groupswere compared). No significant differencesat the .05 level of significance wer e evident for
either sub-scale by gender, age, education, occupation, and role models.

The mean difference between Proactive Business Strategy scores for respondents with
previous experiencein asmilar fiedd compared to respondents without similar experience was .24,
t = 2.31, (n = 231) p <.05 indicating a significant difference between the groupsin the sample.
Levene s Test for Equality of Variances (F = .09, p = .76) indicated that there was no significant
differencein variances between the groupsin the sample.

For Reactivefactor scores themean differencewas-.08,t = .88, (n = 231), p > .05. Leven€'s
Test for Equality of Variances (F = .15, p = .90) indicated that there was no significant difference
in variances between the groupsin the sample. Table 3 presentsthet-testsfor Business Strategy
by smilarity of previouswork experience.

The overall results are consstent with previous studies of the reationship between
perceptual variables and busness strategies in organizations. “Managers who differ in their
personal and organizational backgrounds are likely to have varied cognitive per spectives and, as
aresult, prefer differ e
in discussing how manager s bring the skills and conceptual biases of their functional training to
bear on strategic problemsreferred to various professonal backgrounds and the reationship to
Miles and Snow (1978) Typology. Thus, “firms dominated by production and accounting
professionals tend to be cautious, inwar d-looking Defendersin their strategic orientations, while
mar keting and resear ch and development dominated firms ar e char acteristically Prospectors, more
innovative and risk-taking.” Based on these observations, entrepreneurs could be expected to have
differing strategic orientationsr eflecting differing background experiences.

T-Testsfor Mean Factor Scores of Business Stratega/blbeyssimilarity of Previous Work Experience (N = 231)
Factor Similar Experience (n=87) Nosmilar Experience (n = 144) t
Proactive? 264 2.88 2.31*
Reactive? 2.38 2.29 -.88

2 0= Never, 1 = Rardy, 2 = Sometimes, 3 = Often, 4 = Mos of thetime. * p<.05

Table 4 presentsthe one-way analyssof variance comparing Business Strategy mean factor
scores by three groups of duration of unemployment (lessthan one year, oneto two years, and more
than two years) which indicates that significant differences existed between groupsfor Proactive
Business Strategy (F ratio = 3.43, F probability <.05). However, a Scheffétest did not confirm a
sgnificant difference at the .05 level of significance.
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One-Way ANOVA for Mean Business Strategy Fa;?:? Igcireﬁof Respondents by Duration of Unemployment
Lessthan 1 year (1) 1-2 years(2) Morethan 2 year (3) F

Factor (n=151) (n=50) (n=29)

Proactive? 2.70 2.88 3.07 343*

Reactive? 2.28 2.37 235 75

2 0= Never, 1 = Rardy, 2 = Sometimes, 3 = Often, 4 = Mog of thetime *F probability = <.05

Therdationship between busness srategy and busness successwas evaluated by obtaining
cross-tabulation data. Three measures of business successwer e used: survival in business, net profit
and employment of others. A sgnificant difference was evident betwee
othersand respondents who did not employ othersin relation to Proactive Business Strategy (chi-
square = 6.11, df=2, p<.05). The results suggest that managers of growth businesses utilize
Proactive Business Strategies most frequently than manager s of non-growth businesses. Table5
presents the frequency and percentage frequency distributions of respondents for Proactive
Business Strategy and employment of others. To determine if the mean factor scores for
Proactive and Reactive Business Strategy wer e sgnificantly different for a range of measures of
business success, t-tests and one-way analysis of variance (ANOVA) were calculated. Theresults
indicated that there were no significant differencesat the .05 level of significance between mean
Proactive and Reactive factor scoresfor any of the measures of business success.

Freguency Digtribution of Respondents by Bu-ls—iér‘lbelégétrategy and Employment of Others (N = 233)
Employed Others(n = 86) Did not Employ Others (n = 147) Totals

Business Strategy?® f % f % f %
Low Proactive® 4 47 2 14 6 26
Med. Proactive’ 27 312 67 45.6 94 40.3
High Proactive’ 55 64.1 78 53.0 133 571
Total 86 100.0 147 100.0 233 100.0

x> =6.11, df = 2, p<.05. 2 0= Never, 1 = Rardy, 2 = Sometimes, 3 = Often, 4 = Mogt of thetime

® low: 0-1.33, medium: 1.34 - 2.67, high: 2.68. - 4.0.

DISCUSS ON

Thecurrent sudy isexploratory in nature and assessesthe usefulness of the Milesand Snow
typology asit appliesto small business strategy across a range of industries. Analyzes of the data
gathered from the instrument indicated that a four category classfication as described by Miles
and Snow (1978) was not appropriate. Instead, two factors, Proactive and Reactive Small Business
Strategy appear to account for the variance in a parsimonious manner. The results are consistent
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with previousresear ch which highlighted the temporal dimension of business strategy. Bateman

and Zeithaml (1989, p. 72) referred to “a strong past or present orientation . . . a Defender-type
srategy [which may characterise a Reactive strategy] and a strong futur e orientation associated
with a Prospector-type strategy” reflecting a Proactive strategy in the current study. Further, the
current study suggeststhat a postiverelationship exists between Proactive business strategy and
employment grow

and non-growth businesses.

Thequestionnairerelied on self-reporting of strategies by managers and there wasno
opportunity for external or objective confirmation of their answers. According to Alpander,
Carter and Forsgren (1990, p. 15), “self-reported responses may be prone to bias due to
societal norms of behavior.” Therefore a bias may have been introduced as the respondents
may have answer ed in termsof their intended strategy rather than realised strategy. The study
did not attempt to investigate the potentially moder ating effects of variables such asthe type
and structure of industries and degree of environmental uncertainty in relation to business
str
preservetherespondents anonymity.

Thereisaneed for further development and refinement of the Small Business Strategy
Typology instrument. The weak loadings on the items relating to products/ser vices suggest
that further clarification isrequired. Also, replication of the study with multiple samplesis
required to assessthe predictive validity of theinstrument. A data base of strategies used by
successful small businesses with growth objectives could be developed. Longitudinal studies
should be conducted in order to improve the practical utility of the instrument. Further
investigation is required to evaluate the impact of the founders goals and objectives on
busness strategy and theresulting effect on small business performance. To participatein the
current study, busnesseswere only required to have survived thefirst year. An understanding
of the impact of business strategy over an extended period is necessary before prescriptive
suggestions can be developed.

CONCLUSION

Thetypology should be viewed as highlighting two important dimensions of strategic
positioning rather than delineating two distinct strategies. The instrument may have practical
applicationsfor example, in drawing small business managers attention to the need to think
strategically. Thus, theinstrument may highlight the benefits of utilising business strategies
asamanagement tool for long-term planning. The development of the instrument represents
an attempt to operationalize business strategy to improve under standing of small business
strategy. Theidentification and classification of small business strategy provides a foundation
for future analysis and should contribute to the development of growth and non-growth
business profiles. A possible outcome of the research is the development of a repertoire of
strategies for small businessto assist founders and manager s of emer ging business ventures.
Finally, encouraging small business ownersto utilize Proactive strategies may assist them in
developing growth businesses.
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ABSTRACT

Although previous literature hasindicated that entrepreneurs, small business owners and
managers, worldwide, perceive their rolesin making (risky) decisions asrather similar (Masters
et al., 1988, 206), it does not automatically follow that their risk taking inclinations are of the
same type. The purpose of the paper was to study, both conceptually and empirically, risk taking
propensities of entrepreneurs, small business owners and managers. Risk taking propensity was
first examined by making a conceptual analysis of earlier literature. Secondly, some 1000
respondents from both the USA and Finland were sampled. A carefully validated questionnaire
was mailed to these 2000 Finnish and US entrepreneurs, small business owners, and managers.
The response rates were 21 per cent in the USA and 48 per cent in Finland. The instrument
utilized was purported to measure the construct of risk taking propensity.

The present study set out to discover if there was any difference between American and
Finnish entrepreneurs, small business owners and managers. We were also interested in finding
out whether respondents would differ significantly in this respect if we classified them by sex,
business goals, and different rolesin setting up the businesses.

In this sample, the Americans were more inclined to assume risks than the Finns. The
Americans scored higher also when the respondents were classified according to different
background variables. Finnish entrepreneurs, small business owners and managers were more
risk-averse than their American colleagues. More specifically, the American males were found
to have significantly higher scores than Finnish males but there was no significant difference
between U.S. and Finnish female respondents.

INTRODUCTION

It isvery important that deeper investigations are made to better understand therole
of entrepreneurial personality and to properly characterize entrepreneurs. One central
psychological agpect of entrepreneur ship isa human’srisk taking propensity. When Douglas
N. Jackson (1976) published his well-known Jackson Personality inventory, one of his key
dimensonswasrisk taking. After him many others, such as Brockhaus (1980, 1982), Masters
& Meter (1988), and Ray (1986) have explicitly dealt with the issue of risk taking propensity.
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For example, Schere (1982) discovered that entrepreneurs have a greater degree of acceptance
of ambiguity than managers. The purpose of the paper isto study risk taking propensities of
entrepreneurs, small business owners and managers. Firstly, we explore risk taking
propensities by using a conceptual approach, i.e. by reviewing and analysing previous
literature. Another aim of thispart of the study isto express some introductory remarks on the
topic of risk taking propensity. Secondly, an empirical survey iscarried out by using more than
600 US and Finnish respondents. The resear ch questions are as follows:

1) Arethereany differencesin risk taking propensty between American and Finnish entrepreneurs, small
business owners and managers, and if so, what kind of differencesthey might be?
2) Do theserespondents risk taking propensities differ significantly if we classify these people according

to sex, business goals, and rolesin start-ups?

LITERATURE REVIEW

Compar atively little in-depth resear ch has been conducted on the general risk taking
propensities of entrepreneurs (see e g. Brockhaus, 1980; Begley & Boyd, 1987). Whilethere
isan extengve literature on the measurement of market risks, thereisrelatively little evidence
of literature on the entrepreneurial risk taking propensty. Therole of the entrepreneur always
involves some form of risk taking. Some writers hold the view that entrepreneurs, small
business owners, and manager s, worldwide, perceive their rolein decision making asrather
similar (Boone & Kurz, 1984; Carson, 1985). Yet, entrepreneurs are widely believed to be
willing m assume morerisksthan, for instance, manager s and salaried employees (Masters &
Meter, 1988, 31). Thus, Bunch (1986, 34) argues. "the antithesis of the entrepreneur is a
person who never loses because he or she never puts himself or herself at risk".

Defining risk taking, Baty (1981, 11) thinks that the right question to ask when
considering an entrepreneurial ventureis: " arethe potential rewards commensurate with the
risks?" Inour view, thisdefinition of risk taking isno morethan a*“circle definition" . On the
other hand, Broekhaus (1980, 513) defined risk taking propensity more adequately as " the
perceived possibility of receiving the rewar ds associated with success of a proposed situation,
which isrequired by an individual before hewill subject himsdf to the consequences associated
with failure, the alter native situation providing lessreward as well as less sever e consequence
than the proposed situation”.

A research reviewed by Venture (1986, 24) showed that four out of ten entrepreneurs
like " taking some chances'. However, they seem to takerisks after carefully analysing the
situation in hand as was shown by Moore and Gergen (1985) in their study of risk taking in
business. They showed that individual risk taking usually involved an indication or propensity
totaking or avoiding risks, decision-making skills, and experience with risk taking behaviour
in an organization. In the words of Moore & Gergen (1986, 72~76), " The process of risk
taking involves both making the decision to take a risk and developing a strategy that
minimizestherisk. Well-seasoned risk taking requires careful decision making". Meanwhile,
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Weiss (1985,1416) suggested that " Taking risks means different things to different people.
What one person sees as a threat because he thinks he will fail, another person sees as a
challenge because she thinks she will succeed” . Thiswas highlighted by a survey conducted
by Garfield (1984, 18-20) on the highest-performing U.S. managers. He discovered that they,
unlike the other respondents, showed a superior ability to takerisks: " They are not content
with safe, predictable performance, but rather insist on stretching beyond current levels'.

Thus, starting and managing a business is usually seen as risky, although there are
situations (like taking up a franchise) wheretherisk isclearly reduced. Therefore, it is essential
for the survival of a business how the entrepreneur perceives and manages risks in his
environment (Delmar, 1994, 735). Moreover, entrepreneurial behaviour isarather special case
of human behaviour since an entrepreneur, as an individual, hasto control a complex system
of risky and uncertain situations. In fact, a study conducted by Scheré (1982) indicated that
the risk behaviour of the entrepreneur can be seen as a larger acceptance of uncertainty.
Scher € (1982) explored the difference in the ambiguity tolerance between entrepreneursand
managers. He defined uncertainty as a state of mind resulting from ambiguity. Ambiguity in
turn was defined as a description of a situation characterized by vagueness, unclarity and
incompleteness. Scher € (1982) found that entrepreneurshad a greater degree of tolerance of
ambiguity than managers. A low tolerance usually results in stress and other unpleasant
fedingsin a contradictory stuation. However, individuals with high acceptance of ambiguity
would expose themselves to higher risksthan individuals with low tolerance who would seek
well known situations.

In tests of objectiverisk taking propengty, risk taking in different domainsis evaluated
(Brockhaus, 1980; Peacock, 1986; Masters& Meter, 1988). Theaim of thesetestsisto establish
the general risk profile of the subjects. Cognitive theory seemsto support the hypothesis that
risk taking is mainly domain specific (Soberg, 1978, Heath and Tversky, 1991). Heath and
Tiersky (1991, 7) hold the view that the will to bet on an uncertain outcome not only depends
on the estimated probabilities and certainty of that estimation but also on the general
under standing of therelevant situation. In the words of Heath and Tversky (1991, 7-8), " The
consequences of each bet include, besides the monetary payoffs, the credit and blame
associated with the outcome. Psychic payoffs of satisfaction or embarrassment can result from
self-evaluation or from evaluation by others. In ether case, the credit and the blame
associated with an outcome depend, we suggest, on attributions for success and failure. Inthe
domain of chance, both success and failure are attributed primarily to luck. . . In contragt, if
the decision maker isan 'expert', success is attributable to knowledge, whereas failure can
sometimes be attributed to chance" .

Heath and Tversky (1991) contend that their theory may explain why a majority of
decision makersdo not see a calculated risk asa chance. Consequently, an entrepreneur is
moreinclined to takerisksin adomain where sheor heisan expert. Thismeansthat an
individual will berisk aversein areasin which she or he haslittle knowledge to estimate the
probabilities for different outcomes. Despite the findings that entrepreneurs do not have a
much higher risk taking propensity compared to the general population, they do take many
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risks. Delmar (1994, 738) arguesthat the reason might bethat they have a greater ability to
manage risk in the specific domain represented by hisor her business venture.

In thefield of psychology, risk taking isa core concept of resear ch on sensation-seeking
for which Zuckerman (1983) has become well-known. It isalso part of Eysenck's extraversion
concept, which is a measure of social competence, but also contains a strong portion of
impulsiveness. According to Brengelmann (1995, 157), this area of personality has been
thoroughly investigated, in relation to risky activities, especially in the field of sports.
Nevertheless, little research has been conducted on the effects of risk taking on the use of
money, asisthe casein entrepreneurial behaviour.

Masters and Meier (1988) conducted a study to determine whether U.S. male and
female entrepreneurswould differ in risk taking propensity. They found no differencesin the
risk taking propensity of male vs. female entrepreneurs. This finding departs from findings
published in the prior research literature. Previous studies indicated a difference between
males and femalesin judgment situations, implying that females are lesslikely to takerisks.
Other researchers have discussed the motives for risk taking, which usually relate to
achievement (Atkinson, 1957; Meyer, Walker and Litwin, 1963; and Shwiel, 1986). Hisrich
(1988, 68-73), for instance, cited the need for achievement as one of the main motives for
women to assumetherisk of starting an independent business.

METHODOLOGY

A carefully validated questionnaire was mailed to 1000 U.S. entrepreneurs, small
business owners and manager s and another 1000 to Finnish entrepreneurs. Theinstrument
consists of pairs of statements in a forced choice format and the purpose is to reveal an
individual's proclivity for risk taking propensity. Risk taking hasbeen an " entrepreneurial”
concept sincethetime of Cantillion (circa 1700). Still, according to Brockhaus (1987), experts
are undecided about the role and characteristics of risk taking propensity.

Theinstrument used to measure risk taking propensity was the Jackson Personality
inventory. This scale consss of 20 forced choice questions. Jackson (1976) has displayed high
reiability and validity and exhibited high correlations with self and peer ratings. The idea of
the instrument is not to separate respondents into entrepreneurial and non-entrepreneurial
ones, rather, toidentify the strength of entrepreneurial risk taking preferences. Theanalysis
included descriptive statistics and an analysis of variance as well as t-tests to explore the
similarities and differences between American and Finnish respondents.

RESULTS
The cross cultural data were collected in both Finland and the USA. One thousand
respondents from both USA and Finland respectively were surveyed. The USresponse rate was

21% and the Finnish, 48%. Hence, the data yielded more than 600 useable responses. Basic
demogr aphics of the American and Finnish respondents are presented in Table 1.
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Table 1: Demographics of Samples

(May not add to 100% dueto missing responses) American Finnish
Type of Business: Retail 38% 18%
Service 44% 44%
Wholesale 3% 4%
Construction 9% 15%
Manufacturing 4% 15%
Annual Sales: $100,000 or less 36% 34%
$100,000 to $250,000 19% 16%
$250,000 to $500,000 18% 19%
$500,000 to $1,000,000 9% 14%
$1,000,000 and more 14% 15%
Number of Employees: 10 or less 84% 78%
11to 25 8% 10%
26to 50 5% 2%
51 or more 2% 2%
Business Form Proprietorship 51% 25%
Partner ship 13% 38%
Corporation 36% 38%
Age of Business Morethan 10 years 54% 50%
5to 10 years 38% 32%
lto4years 4% 17%
Sex of Respondent Male 68% 75%
Female 32% 25%
Age of Respondent 25to 35years 23% 15%
36to 45 years 35% 29%
46to 55 years 24% 41%
Morethan 55 years 13% 13%
Education of Respondent 12 yearsor less 33% 73%
12to 15 years 27% 9%
16 years 23% 3%
Morethan 16 years 13% 9%
Role of Respondent Started Business 75% 81%
Purchased Business 21% 13%
Inherited Business 5% 5%
Primary Objectives Profit and Growth 47% 21%
Family Income 53% 1%
Carland Entrepreneur Fits Definition 22%

Does not fit Definition 78%
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In most agpectsthe samples between the USA and Finland wer e somewhat similar, but
some rather striking differences were also discovered. A proprietorship wasa more general
businessform in the USA than in Finland (probably for tax reasong!). The U.S. respondents
had a somewhat longer and higher formal education. An overwhelming majority of Finnish
respondentsindicated “ Family income" asthe primary objective of their businesses. Thiswill
bereflected in the later empirical results.

The American and Finnish differences in mean scores on the Jackson Risk Taking
Instrument are shown in Table 2. It indicates a wide range of scores. from O to 19. The
deviations of the scores were high (American variance was 27.0 and Finnish variance was
16.0). This, of course, has an effect on t-tests (see Table 4 onwards). It also becomes clear that
American respondents have a greater risk taking propensity compared to the Finns. Thus, the
Finnstend to be morerisk-averse or conservative.

Table2: Statistics Describing the Jackson Risk Taking Propensity Scores

American Finnish
Mean Score 9.5 7.3
Standard Deviation 5.2 4.0
Minimum Score 0 0
Maximum Score 19 19

Number of Cases 434

Theresults of an ANOVA between the American and Finnish samplesaregiven in Table 3.

Table3: An Analysisof Variance Between American and Finnish Responses
Dependent Variable: The Jackson Risk Taking Propensity Score
Source Sum of squares DF Mean-Square F-Ratio p

Nationality 686.63 1 686.63
Error 12515.24 641 19.53

35.17

This result emphasizes the differences between the nationalities in risk taking
propensity. T-testswere also used to explorethe similarities and differencesin mean scores
between U.S. and Finnish respondents. Table 4 showsthe t-test results of U.S. and Finnish
respondents. A similar significant difference was again found between American and Finnish
entrepreneurs, small business owners and managers.
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Table4: T-Test for Differencesin Mean Scores

Group Mean N SD t p
American 9.53 209 5.19
Finnish 7.33 434

Themean scores by gender aregiven in Table5. American males proved to be much
moreinclined to take risks compared to the morerisk-averse Finns. A significant difference
at the .000 level was found. Nevertheless, Finnish females did not differ signfi- cantly from
their U.S. counterparts. Our results agreed with the bulk of the previous studies conducted
to determine whether females would differ in risk taking. Namely, that females appeared to
belesslikey totakerisksthan men. On the basis of our study, both U.S. and Finnish females
scored lower than corresponding males. Though, in the Finnish samplethe difference was very
minimal. On theother hand, our resultspartly depart from the findings of Masters & Meier
(1988), who found no differencein therisk taking properties of female and male entrepreneurs.
In our sample American male entrepreneurs scored much higher than American female
entrepreneurs, but the Finnish sample did not reveal any differencein men’s and women’srisk
taking inclinations.

Table5: T-Test Resultsfor the Differencesin Mean Scores by the Sex of Respondent

Group N Mean SD t p
American Males 143 10.287 5.087

Finnish Males 324 7.355 3.869 6.151 .000
American Females 66 7.894 5.075

Finnish Females

7.236

Tables 6a, 6b and 6¢ describe the results of the three t-testson risk taking propensity
scor es between respondents having different business goals. The two subgroups wer e Profit
and Growth Oriented and respondents whose primary objective was to Provide Family
income.

Table 6a: TheBusiness Goals (Profit & Growth Oriented Respondents)

Group N Mean SD t p
Americans Pursuing Profit & Growth 99 11.576 4.899
Finns Pursuing Profit & Growth 89 9.888 4.476 2469 .014

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



66

Table 6b: The Business Goals (Family Income Oriented Respondents)

Group N Means SD t p
Americans Pursuing Family Income 110 7.69 4.760
Finns Pur suing Family Income 335 6.669

2.069 .040

Table6¢c: The Combined US and Finnish Data on Business Goals

Group N Means SD t p
Respondents Pursuing Profit & Growth 188 10.777 4.767
Respondents Pursuing Family Income 445 6.921

9.781  .000

In this aspect, a significant difference was found between the groups. Thus, on this
evidence, it appears that both in the USA and Finland, entrepreneurs and small business
owners pursuing Profit and Growth have a greater propensity to take risk than entrepreneurs
that are merely oriented towards providing family income.

Next, we explored the differences between U.S. and Finnish respondents who had
started their own businesses. Thisisindicated in Table7.

Table7: American vs. Finnish Business Founders

Group N Mean SD

American Business Founders 156 9.609
Finnish Business Founders 353 7.263

A significant difference at the .000 level was found between U.S. and Finnish
entrepreneursand small business ownerswho had set up their own businesses. The Americans
wer e clearly more positively oriented towar ds taking risks.

Let us shift our focus on those entrepreneurs who had either bought their current
businesses or inherited them. In Table 8, the results of the t-test suggest that American
Non-Founders tend to have a greater inclination to taking risks as compared to Finnish
respondents, but no significant (p<.01) difference was found here. Paradoxically, Finnish
Non-Founder s scored dlightly higher than Finnish Founders.

Table 8: American vs. Finnish Non-founders

Group N Mean SD t p
American Non-Founders 53 9.302 4,886
Finnish Non-Founders 80 7.638

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



67

DISCUSSION

The study revealed that U.S. entrepreneurs, small business owners and managerswere
moreinclined to risk taking than their Finnish counterparts. The Americans scored higher
also when the respondents wer e classified according to different background variables, such
asbusinessgoals, sex, and rolesin start-ups. Thus, it seemsthat Finnish entrepreneurs, small
business owners and managers are more conservative and risk-averse than their U.S.
counterparts. Asregardsthe gender of the respondents, American males were found to have
significantly higher scoreson risk taking propensity than Finnish males. Nevertheless, there
was no significant difference between female U.S. entrepreneurs, small business owners and
manager s and their Finnish female counterparts.

Our resultsagreed with most of the previous studies conducted to deter mine whether
females and maleswould differ in risk taking propensity. Namely, females appear ed to be more
cautious to take risks than men. On the basis of our study, both U.S. and Finnish females
scored lower than corresponding males on the risk taking scale (even U.S. females scored
higher than Finnish males!). Though, in the Finnish sample the difference was minimal. On
the other hand, our resultsdepart from thefindings of Masters & Meier (1988), who found no
differencein risk taking inclinations between U.S. female and male entrepreneurs.

Perhapsthisbig differencein risk taking propensity between these two nations can be
attributed to cultural aspects as well as the personal characteristics of the individuals. We
should keep in mind that national cultures are also important moder ating variables affecting
especially attitudes, leadership qualities, and general risk taking behaviour (Masterset al.,
1988, 210). Furthermor e, resear cher s have sometimes tended to explain human behaviour in
different stuationstoo exclusively from the personal characteristics of the individuals, rather
than asaresponseto the characteristics of the Stuation (Delmar, 1994, 739). In reality, human
behaviour ishighly directed by the stuationsin which people find themselves (Bandura, 1982;
Kahneman & Tversky, 1984). Risk taking behaviour not only depends on entrepreneurs
inclination or propensity for risk taking, but it is usually conditioned by the fact that people
find themsalvesin stuationsin which they aremoreproneto risk taking. Thedifference from
"the risk taking ability" approach is that here the behaviour is also directed by external
factors (e.g. the threat of market collapse etc.) that influence the perceptions of the
entrepreneur. Thus, the situation frames the entrepreneur into a certain kind of behaviour.

Not surprisingly, profit and growth oriented respondents in both countries scored
remarkably higher than those whose only tar get was ear ning family income. The lower Finnish
mean scor es can be explained by the fact that the latter subgroup was more dominating. As
the final conclusion, we want to emphasize that Risk Taking Propensity should perhaps be
studied using a framework including both psychological and sociopsychological dimensions.
Situational and cultural factors should not be left aside since our personalities and
entrepreneurial behaviours are always products of both inherited and lear ned aspects.
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MINORITY PURCHASING PROGRAMS:
A REVIEW AND PROGNOSISFOR THE FUTURE
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ABSTRACT

New developments in the minority purchasing programs and possible changes in
legislation have created challenges for the next decade. A review of past and present issues
relevant to these programsincludes examining purchasing studies, judicial decisions, legidation,
disparity studies and the future survival of minority business programs. This historical
perspective helps illuminate the issues surrounding these controversial purchasing programs.
Research into both the efficacy of these programs as well as corporate effortsin these programs
points out the need for continuing research if these programs are to be effective and efficient in
whatever form they take in the future.

INTRODUCTION

The purpose of thisliterature review isto suggest relevant parametersfor discussing
the future of minority business programs. The current legisistive and court climate is
suggesting possible changes which may impact significantly on theway that minority programs
in general are developed and supported, both in the public and private purchasing sectors.
A synthesisof theliterature will examine pertinent constructsto measure these programs. In
addition to the literature review, a historical review will also be presented for background
pur poses.

OVERVIEW OF MINORITY OWNED ENTERPRISES

Thesurvey of Minority Owned Enterprises conducted in 1987 showed minority firms
in the United Statesgrew from 741,640 in 1982 to 1,213,750 in 1987. The majority of growth
was seen in the Asian, Pacific islanders and the Hispanic communities. African American
firmsgrew to 424,165 in 1987. Grossreceipts of all minority firmstotaled $77.84 billion. All
business firms in the United States had receipts totaling $1.99 trillion. Minority firms
contributed 3.9 percent of the national total.

In 1987, 93 per cent of the minority-owned firms wer e classified as sole proprietor ships.
An examination of the statistical data revealed approximately 80 percent of these firmshad
no paid employees and 79 percent had gross receipts under $50,000 (Final Report 1992).
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STATE OF MINORITY-OWNED BUSINESSES

Minority businesses are currently under siege by Congress. There are groups
demanding affirmative action because of a protected status. Other groups oppose affirmative
action because they feel it resultsin reverse discrimination (Robinson, Allen & Abraham,
1992). Someindividualsfed affirmative action hasevolved into a long-term social engineering
program of goals, timetables, quotas, set-asides and other forms of preferential treatment
(Fixing Affirmative Action, 1995).

The question remains, should government or corporate America give minorities a
competitive edgein the bidding process and/or should they go to special lengthsto develop and
support minority suppliers? Further, should set-asides be available to minorities? These
guestions were answered in the affirmative during the 1970s and 1980s. However, in the
1990s, the same questions ar e once again resurfacing (L owrey, 1995).

In 1988, President George Bush commissioned a study of all federal programswhich
fostered growth and development of minority business. The Commission's recommendations
to the Presdent and Congress included training programs in the Small Business
Adminigtration'sregulationsand procedur es, a national investment strategy providing access
to capital and credit for minorities, a standard certification process, mentor ship programs by
prime contractors, and data collection on U.S. export activities. Finally, the Commission
recommended that an independent body be established to monitor and review federal and
private programs used to promote and develop under utilized businesses (Final Report, 1992).

Congress went on to pass Public Law 103-355 which provided support to minority-
owned businesses in contracting with the government (H. 4263, 1994). However, the
Republican Congressis presently waging an all-out assault on affirmative action programs.
There are somewho believeif minority businesses ar e going to be competitive, the playing field
must beleve for everyone. Supportersand criticsalike believe some changes need to be made
in the existing programs. However, these change can be accomplished without the complete
dismantlement of all minority programs (Whigham-Desir, 1995).

THE MINORITY BUSINESSLEGISLATION

Sweeping changes in the purchasing process have created challenges for the 1990s.
Both public and private purchasing departments may be responsible for the success or failure
of a minority business program, depending on how they appr oach and define the problem and
how well it is supported. Federal, state and local governments, for example, are presently
contracting with consultants to conduct disparity studiesin order to strengthen current laws
(Ward, 1995).

The first act was initiated by the federal government. Executive Order 11458 was
signed by President Richard M. Nixon. Its primary purpose was to assist in the growth in
minority-owned businesses. An advisory council was appointed for the purpose of serving as
a source of knowledge and information to minority enterprises. The promulgation of this
order resulted in the creation of the Office of Minority Business Enterprise. Thisagency was
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under the jurisdiction of the Department of Commerce. This office provided assistance in
administrative costs to or ganizations offering support in business development for minority
enterprises.

The Federal Procurement Regulations, Title 41, Public Contracts and Property
M anagement of the Federal Procurement Regulation was amended on August 25,1971. This
amendment revised all federal contracts in excess of $5,000 including a clause which
encour aged contractorsto utilize minority business enterprise on a best effort basis.

In October 1971, the Nixon Administration strengthened the minority business
program by issuing Executive Order 11625, " Prescribing Additional Arrangements for
Developing a National Program for Minority Business Enterprise’. Thisorder strengthened
the authority of the Secretary of Commerce in the development of minority business
enterprises. The goal wasto providetechnical and managerial assstance as well asincreasethe
participation of federal departmentsand agencies.

The Office of Minority Business Enterprise, in April of 1971, signed agreements with
the National Aeronauticsand Space Administration (NASA) and the Maritime Administration
to increase the use of minority suppliers.

ThePublic WorksAct of 1977 authorized a 10 percent set-aside for minority business
enterprises. The Commerce Department's Economic Development Administration (EDA)
assumed the primary responsibility for implementing the 10 per cent requirement.

During the Carter Administration, Public Law 95-89 was signed on August 4, 1977.
This law increased loan disaster assistance and set-aside programs for small and minority
businesses. The law also provided an amendment to the Small Business Act requiring a
separate reporting on minority businesses to the House and Senate Sub-Committees.

On September 12, 1977, President Jimmy Carter requested the Office of Federal
Procurement reviseregulationsregarding contract awards. Thisrevision would include a plan
by prime contractorsto involve minority business enter prises (MBEs) and small businesses.
Federal Departmentswer e also requested to double ther purchases of goods and services from
MBEs within a two-year period.

Public Law 95-507 was signed by President Carter on October 24, 1978. This law
contained several amendments to the Small Business Act and Small Business I nvestment Act
of 1958. The primary purpose of thislaw wasto increase the size of the Minority Enterprise
Small Business Investment Companies (MESBIC) programs and the individual size of the
MESBICs.

Thelaw also extended some legidlative control over the 8(a) program administered by
the Small Business Administration. The law provided if bidderswere awarded a contract in
excess of $500,000, ($1,000,000 for the construction of a public facility), they must submit a
plan for setting percentage goalsfor the utilization of small business concer ns and those small
businesses considered economically and socially disadvantaged (Giunipero, 1980). In
December 1982, President Ronald Reagan endorsed the Minority Business Development
Agency which was established in 1969 as the Offce of Minority Business Enterprise and
renamed in 1977. President Reagan pledged that his administration would support the
creation of 60,000 minority firms. In addition, the President promised to support the
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expansion of 60,000 existing firmsover the next decade. Presdent Reagan also promised about
$1.5 billion m credit assistance and $300 million in management and technical assistance
(Heiman, 1983).

The Appropriation Bill of 1987, Section 1207, stated for the yearsof 1987 through 1989,
the Department of Defense was required to establish a goal of 5 percent for contracts and
subcontracts for small and disadvantaged minority businesses (Hartmann, 1988).

In the Fall of 1988, Congress and President Geor ge Bush, established and charged the
Commission on Minority Business Development with the responsibility of reviewing the
operations of all Federal programs which promote the development of minority business.
Congress also enacted Public Law 100-535 which dealt with theinterests of women in business.
A final report wasissued in 1991 by the Commission on Minority Business Development. The
report addressed capital, subcontracting, certification, entrepreneurial development,
international trade, perception and the need for an independent assessment body (Final
Report, 1992).

On October 13,1994, President Clinton signed House Bill 4263 which became Public
L aw 103-355. Thislaw sought to raise contractsreserved for small businases from those under
$25,000 to those under $100,000. This change would provide small businesses with
procurement dollarsin the amount of S1,000,000 to S2,000,000 annually. The civilian agencies
would not be required to meet the 5 per cent minority contracting goal which presently only
applied to the Department of Defense. Other changesincluded a 10 percent price differential
which could be used to increase minority businesses, but perhapsthe most important change
wasthe creation of a Small Disadvantaged Business program. This program wasvery similar
tothecurrent " Section 1207" Department of Defense program (H. 4263, 1994).

Senator Bob Dole and other s have introduced a bill in the 104tb Congress, Ist Session,
to prohibit discrimination and preferential treatment based upon race, color, national origin
or sex. This bill specifically targets Federal employment, contracts and other federally
conducted programs or activities. A similar bill is being introduced in the House of
Representatives (S. Equal Opportunity Act of 1995, 1995).

Congress saw the need for minority business procurement and enacted several
measur es, including the Small Business Act of 1976, and the Local Public Works Capital
Development and Investment Act of 1976. Section 8(a), under the Small Business Act,
established a policy which required governmental agencies to contract with minority
businesses (Plass, 1991).

Set-aside programs wer e developed on two theoretical assumptions. Thefirst was a
redistribution of government business which would increase the long-run competitive
advantage of contract dollarsto minority-owned firms. Secondly, minority business owners,
acting as subcontractors, would develop contractual obligationswith prime contractors. As
a result of these abligations, the minority business owner would have the benefit of a role
model and the opportunity to development business acumen (Rice, 1992).

During the 1970s, some businesses challenged the Small Business Administration's
program because race was used as a basis for awarding construction contracts. Under
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pressure, the Small Business Administration revised and incorporated standards related to
race or ethnicity.

Fullilove v. Klutznick challenged the right of equal protection. The issue was a 10
percent set-aside under the Public Works Employment Act. The Supreme Court found
nationwide discrimination in the construction industry. This ruling justified creation of
federal minority preference programs (Plats, 1991).

Set-asde programstook a dramatic downturn when the Supreme Court ruled on the
case of the City of Richmond vs. J. A. Crosen Co. The Appeals Court ruled against the City of
Richmond's construction program. The Supreme Court upheld the lower court's judicial
decision that the city ordinance was unconstitutional. The ordinance stated 30 percent of the
total dollar amount of city construction contracts should be awarded to minority firms
(Tummala, 1991). The Court declared racial classifications should be subjected to " strict
scrutiny”. Croson challenged the use of racial classifications in any government program
(LaNoue, 1992).

Therefore, asareault of the Crosen decision, the establishment of set-aside per centages
must berelated to past records. Set-asde policies should provide flexibility in projected goals
toensureperiodic reviews. Set-aside per centages should be fined on a product-by-product or
industry-by-industry goal. This procedure preventsthe possible distortion of percentage goals
(Rice, 1992).

As a direct result of the Crosen decision, criteria for justifying and adopting the
continuation of set-aside programs has become necessary. The constitutionality of hundreds
of set-aside programs was questioned. The court's decision has made disparity studies a
necessity in state and local gover nments (Landers, 1989).

The City of Atlanta reviewed and assessed the City Minority and Female Business
Enterprise Program. The study presented economic data including incomes of blacks and
whites. It specifically noted nearly 67% of the population received only 47% of Atlanta'stotal
income. The study employed a "utilization percentage ratio" and found marketplace
discrimination in bidding opportunities and bonding. Manipulation of bids occurred, price
discrimination existed with suppliers, customer/end user discrimination was found, and
financing was insufficient. Finally, negative attitudes by customers and buyers tended to
stereotype minority business owners (Rice, 1992).

The latest affirmative action case, Adarand Contractors vs. Pena, the Supreme Court
considered whether the government set-aside contracts should be limited further (Lowrey,
1995). On June 12, 1995, the Supreme Court ruled Congress must meet atough legal standard
to justify contracting preference or hiring based upon race. Thisrulingissureto provoke
court challenges against gover nmental preference programs and fuel the debate on affirmative
action. Justice Sandra Day O'Connor was the author of the majority opinion. Justice
O'Connor declared a " strict scrutiny of all governmental racial classifications is essential” .
This, essentially, would distinguish between legitimate programs that redress discrimination
and programsthat " arein fact motivated by illegitimate notions of racial inferiority or smple
racial politics" Thejury is still out on what kind of effect this decision will have on the vast
federal network of programs (Barrett, 1995).
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The Crosen decison has seemingly had a large impact on minority purchasing
programs at least with respect to set asides and the purchasing programs of state, local and
other government entities. Chambers (1991) concludes that the Crosen decison was
devastating to MBE set-asides, but that gover nments now had mor e definitive rules on how
to create set-asdesthat can beuphdd. Ward (1994; 1995) hasreviewed the impact and found
mixed faults with some programs abolished, and others maintained. In addition, he notesthe
largeincreasein the use of disparity studies. Theodor e (1995) has examined the impact of one
set-asgde program ill in operation in Chicago, illustrating the impact they can have on alocal
economy. Rice (1995) has examined the use of these studies and has identified several
problems with disparity studies as practiced that may leave them open to judicial review.
Finally, at least one state, L ouisana, has seen aruling against set-asides and ssmilar programs.
A recent court ruling has stated that the 1984 Minority Business Enterprise Act violates the
1974 constitution.

While Croson has created some furor in the set-asde programs practiced by mainly
state and local gover nments, the Department of Defense 5 Percent Minority Purchase Goal has
also come under attack (Menestrina, 1991). In a scathing attack on the program, Menestrina
documents five myths about the program and suggests a series of improvements. These
include, revisiting the goals and measuring different outcomes, improving data collection,
allowing partner ships, dropping SBD set-asides, among others.

RECENT RESEARCH IN MINORIlY PURCHASING ACTIVITIES

Since many changes have occurred in the mimority business programs during the
1990s, business acumen becomes a valuable asset when a minority owner navigates through
the purchasing process. Companies are looking at ways of improving their minority business
purchasing programs for a variety of reasons. Some may attempt to meet cor porate goals,
while othersmay fed it’sa social responsibility or just good business. Ther efore, the minority
business owner's success may come through under standing how buying decisions are made.
While most of the historical research has centered on governments and their purchasing
processes, certainly a market for some minority vendors, of equal importance ar e the efforts
of corporate America to support and develop minority businesses. Much of theresearch in
minority purchasing activities focuses on cor por ate initiatives. The major papers ar e discussed
in some detail below.

Giunipero (1981), based on his dissertation resear ch, identified four cor porate social
responses to minority purchasing. The first was awareness. Upper management must
recognize that a minority purchasing program is necessary. Program commitment comesin
the form of a formal policy statement.

The second response is commitment. Organizational resources are committed.
Corporate goals are set in the form of minority purchases or dollars. A coordinator is
appointed, if corporate resources permit, to act as an identifier of information sources and
vendor sto monitor purchases.
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The third response is implementation. In this stage, both purchasing and
nonpurchasing personnel aretrained in developing and conducting business with minority
vendors. Also, performance appraisals are based upon achievement of corporate purchasing
goals.

The last response is monitoring and planning ongoing programs. Growth in the
minority purchasing program is achieved by increasing minority vendors and developing
long-range plans. Some companies provide special payment terms, broaden product
gpecifications, assst minority vendorsin securing gover nment loans and provide financial aid
through the Minority Enterprise Small Business | nvestment Companies. Sour cing techniques
wer e developed through cor porate directories, brochures and pamphlets, and advertising in
minority publications.

Finally, programs were effectively monitored by the establishment of departmental
goals. These goals are periodically reported to the minority purchasing coordinator and
monitored by top management (Giunipero, 1981).

In 1989, a study was sponsor ed by the Center for Advanced Purchasing Studies. The
primary goals of this study were to determine the impediments of minority purchasing
programs, survey how and to what extent minority businesses and purchasing personnel
differed on these impediments, deter mine which activitiesto over come impediments wer e used
by minority vendor s and which were preferred by purebasing per sonnel, and identify which
criteria were used by minority businesses and cor por ate pur chasing per sonnel to evaluate the
success or failureof program. Thelast objective wasto determinetherank of business values
and business value similarity in the purchasing process.

Thefindingsindicate M BEs participating in purchasing programs face a higher set of
transaction costs (the administrative costs of conducting business) than do the larger corporate
purchasers . These costs relate to dealing with large bureaucratic purchasing units,
maintaining quality and performance, business survival, diminating the possibility of unethical
behavior, sending informational brochures and dealing with a sometime hostile environment.

M BEsalso favor activities designed to over come transaction costs. The activitiesinclude
the improvement of internal monitoring of the purebasing programs, improving the search
procedurewhich makesit easer for the MBEs and cor por ate purchasing per sonnel to find one
another, and offering financial, technical and managerial assistance to establish work
relationships with the cor poration.

Both purchasing per sonnd and MBEs agreed that a better basisfor program evaluation
will be established by increasing buyer portfolios of MBE suppliers and vendors. The least
desirable criterion by both parties was the necessity of fulfilling federal quotas.

Differences were also found in responses related to corporate job titles. Individuals
responsible for implementation of programs were less enthusiastic about activities than
manager s, corpor ate staff personnel, or corporate executives. This could be due to higher
transaction costs by these individuals.

Finally, the minority respondents were well educated. Many reported higher levels of
graduate-degree completion. The chosen career as an entrepreneur could suggest
advancement in large firms was blocked, or a number of other rationales such as just a
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preference to be on their own. Also, the average corporate buyer tends to have a shorter
tenure on the job than doesthe minority vendor. Thisturnover could contribute to some of
the problems MBEs face in dealing with cor por ate purchasing personnel.

Recommendations were made to improve the direction of these MBE purchasing
programs. The first was to make a greater effort toimplement the programs and reducethe
transaction costs by MBEs and cor por ate purchasing personnel. Thisincluded reducing the
complex programs, a better qualified pool of MBES, improved negotiations, encouraging trust
and keeping lines of communication open in both directions.

The second recommendation is to shift transaction costs away from MBEs and
cor por ate purchasing per sonnel by uncoupling the decision to contract from the higher costs
of execution and the monitoring of the contract. This could be done by absor bing the costs
through administrative or staff units outside of purchasing. Further these costs could be
absorbed by an effective minority purchasing council. Transaction costs could be absor bed
through member ship dues (Dollinger and Daily, 1989).

A longitudinal examination of the challenge and approaches to purchasing from
minority-owned firms was performed by (Pearson, Fawcett and Cooper, 1993). This study
examined the impediments inhibiting viable relationships being formed between cor porate
purchasmg personnd and minority businesses. Thisstudy used the (Dollinger and Daily, 1989)
study as a basisto establish possible trends over time.

The findings revealed that corporate purchasing personnel and minority businesses
viewed business realities differently regarding buyer/seller relationships. Further, minority
businesses viewed impediments as greater barriersthan corporate purchasng personnel. There
was a general agreement between cor porate purchasing personnel and minority businesses
regarding the need to form binding relationships. Minority businesses also need to become
mor e aggressive in pursuing contracts with cor porations. Findings also showed both groups
aremore awar e of circumstances that have contributed to barriersin the past (Pearson, et al.,
1993).

Minority supplier development will become an integral part of a corporation when the
value of the program is documented as a corporate asset. |f minority supplier programs
survive, in the context of making a contribution to the corporation, the value must be
measured and communicated. There are five components which are critical to the
development of minority business programs. These components are strategic planning,
supplier identification and development, buyer education, program structure and
measur ement, and internal and external communications (M oor e, 1993).

The task of making an effective procurement program and minority vendors is not
easly answered. A way to model a successful program isby devising creative approachesin
working with minority vendorsthat will bring added value to the company. Toward that end,
Auskalnis, Ketchum and Carter (1995) conducted a best practices study of companies who had
minority business programs. A total of 188 respondentsto a questionnaire aswell as 12 case
studiesfrom those respondents arereported. The authors came up with 12 recommendations
to improve corporate practice in minority purchasing and supplier development. Not
surprisingly, much of the suggestion overlaps the points made by Giunipero (1981).

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



78

WHAT ISTHE FUTURE OF MINORITY VENDORS?

From sresear ch per spective, we have some insight on those companies who have well
developed strong minority procurement programs. However, as Auskalnis, Ketchum, and
Carter (1995) point out, thereisareal question on therole of mentoring and how it is done.
Given the overall movement in many industriestoward reduced supplier bases and different
kinds of relationships with suppliers, the how and why of supplier development and the
differences in dealing with minority suppliers becomes a major issue and contributor to
successful minority supplier programs. Other resear ch initiatives are possible and warranted,
such as how can companies define when and whereto initiate minority supplier initiatives, and
how can minority suppliersuse their new found expertise to expand their own businesses.
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TECHNOLOGICAL TRANSFORMATION PROCESSES
AND ORGANIZATIONAL LEARNING
-LIMITSTO COLLABORATION

Jesper Norus, Copenhagen Business School, Denmark
ABSTRACT

Thearticle highlights a surprisingly unsucessful case on how a crafts oriented company
tried to build up biotechnological competences through a joint development project with a
research based pharmaceutical company. The failure will be explained due to incompatibility of
theroutines for organizational search and technological learning. The empirical data consists
of a series of interviews conducted over two years from 1992 to 1993. Empirical data further
include written material, such as company presentations, annual reports and the company history
written by the daughter of the founder (Andreasen, 1984). The paper is a reinterpretation and
revision of a chapter in my Danish Ph.D. thesis (Norus, 1995) about technological learning
strategies and implementation of biotechnology in small and medium-sized firms.

INTRODUCTION

In the process of technical transfor mation, the management of technological learning
isan important aspect of organizational change. For decades, neoclassic economic theory has
treated technological change in organizations as a black box. A growing interest in
technological change and economic growth hasoutlined a superficial functionalist view on the
processes of technical change, perceiving business firms as following a specific technological
trajectory defined by the set of routines and competences generated over the years (Nelson &
Winter, 1982; Dosi, 1982).

Organizational competences are to be conceptualized as institutionalized bodies of
knowledge, or routines, determined by norms and values originating from professional training
systems and institutions. Hence, future decisions concerning technological choices are
constrained by organizational routines developed in the past. Therefore, we must view firms
as embedded, or specialized, in certain technological repertories, or paths, that keep them
relatively rigid in relation to the implementation of new technologies (Teece et al., 1990;
Karnoe, 1995; Nicolini & Meznar, 1995).

Which trajectory to follow isdetermined by external relations, i.e. formal and informal
networks. Thus, the links between individuals, institutions and business firms are impor tant
analytical benchmarks, asindividual behaviour and interaction form the institutional and
industrial patterns that constitute a given technological trajectory. Therefore, we will
emphasize social interaction, i.e. interaction binding individualsto individuals, individuals to
ingtitutions, and ingtitutionsto other institutions (Fruin, 1994; Granovetter, 1992). Emphasis
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should be given to therole of individuals or groups of actors, e.g. communities of practitioners
in order to identify historical paths in the deployed strategies for search and learning
(Constant, 1984; Teeceet al., 1990; Rosenberg, 1994; Fouts & Brown, 1995).

AN ACCIDENTAL MEETING WITH BIOTECHNOLOGY

Since 1934, Rynkeby has been a product oriented firm with no formal research
activities. Technological and engineering problems are solved through extensive network
relationships with the Danish dairy sector and machine shops. Over the years, these
relationships have evolved, partly dueto careful recruitment of dairy technicians. In 1977, the
technical director of Rynkeby, a trained engineer, met an old student acquaintance who
worked at Novo Nordisk®. Talking about their jobs, they also discussed the possibilities of
producing protein enriched foodstuffs through the traditional enzymatic process,
hydrolyzation. Novo had developed an enzyme, alkalase, that could be used as a catalyst for
protein enrichments.?

Thetechnical director convinced the owner of Rynkeby, Dagmar Andreasen, to initiate
a development project aimed at creating a line of protein enriched fruit juicesfor the Danish
health care sector. The project appeared promising, not only would a protein enriched juice
address certain nutrition problemsin the elderly care sector, but could also shorten hospital
stays for patients, who had undergone surgery. Furthermore, the protein might have other
applications (e.g., for phar maceuticalsand asan ingredient in avariety of foodstuffs). Finally,
idealigtically, the owner of the company believed that, in the long term per spective, the protein
might help to solve some of the third world countries’ hunger problems (Andreasen, 1984).3

In developing the project, Rynkeby had to establish some resear ch and scientific alike
relationship to theworld’slargest single manufacturer of industrial enzymes, Novo Nor disk.
Novo Nordisk wasto assst Rynkeby technically in building an experimental plant. From this
point, Rynkeby should be able to handle the development of a large scale production plant.
Since the enzyme alkalase was a well known product, and the process of hydrolyzing soy
protein were well described in scientific journals, both Novo Nordisk and Rynkeby thought
that development project would only take a few months. Instead it took Rynkeby seven years
tolearn to master the process. Then the project was stopped despite the fact that Rynkeby had
produced loads of hydrolyzed soy protein and launched a series of juices. At that time,
Rynkeby's existence was threatened because the protein project had attracted all available
resour cesfor years. Rynkeby had forgotten to keep up and develop its" old" core competences.

FAMILY BUSINESS

"My Mother didn't start the company to make money for herself. She started the

company in order to utilize a raw material that otherwise would have gone to waste " .

(Interview with Dagmar Andreasen, former owner of Rynkeby).

Rynkeby Juice Company was founded in 1934 by the couple Inger Lykkegaard and
Rasmus Rasmussen in the village of Rynkeby in Funen, a year with an exceptionally generous
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apple harvest. Both wereborn into entrepreneurial families, and Rasmus was the joint owner
of the local metal shop, Rynkeby Maskinfabrik. Being smallholders, the family ran alarge
household but was unableto utilize the lar ge quantity of apples which they harvested. Seeing
all the apples go to waste bothered Inger, particularly in a period of economic recession.
Therefore, it seemed mor e than accidental when the Association of Fruit Growersin Denmark
organized a one day coursein the production of applejuicein a neighbouring village.

Inger Lykkegaard attended the cour se, and the following week she established a small
production of apple juice, but she had no intentions of expanding her activities to build a
company. Rather, like other large households at that time she only intended to produce juice
for family consumption. Her idea wasto hand over the practical experienceto her neighbours
and let them make use of her relatively smpletools developed in the machine shop. Nor should
the apples of the neighbouring households go to waste. But the neighbour s wer e not inter ested
in making apple juice. However, they liked to drink thejuice, deliver the apples and pay the
expenses for sgqueezing the juice out of the apples and pouring it into bottles. Based on the
concept of "salary juice", a " primitive" interchange system of goods, a seasonal firm was
initiated. The concept of " salary juice”, which doesn't exist anymor e, meant that the suppliers
(households) received juicein return for delivering apples. The surpluswas sold to customers
in the town of Odense, and later to a retail shop in Copenhagen.

Sincethe family was already engaged in a metal shop, it was obviousto develop some
of the tools and machinery in this shop. However, Mr. Rasmussen, senr ., found it a waste of
time and resour ces to develop these tools in the metal shop, but histwo sons walked around
in the production plant solving technical problems, and acquiring expertise in solving the
problemsrelated to the tools applied and technological bottlenecks. They used their experience
to improvethetools cumulatively through incremental innovations of the process technology,
innovations which they developed in the machine shop. The strategy was based on
lear ning-by-doing, focusing on the development of juice squeezing techniques (Arrow, 1962;
Rosenberg, 1982).

The sons were successful and started to sell equipment to other smallholder juice
companiesthat emerged in the 1930sand during World War 11. At that time Mr. Rasmussen,
senor ., invited his sons to become joint owner s of the metal shop, and a parallel partnership
between the companies was formalized. Thistechnological partnership cameto an end after
World War Il when highly specialized German and Swiss firmstook the pace by introducing
lar ge scale equipment and process technologies. The era of the smallholder juice companies,
to which Rynkeby belonged, cameto an end.*

COORDINATION OF MARKET RELATIONS AN INSTITUTIONAL PROCESS
In 1953, a generational change took place, and the owner's daughter took over the
company.® She faced two major challenges. improving the image of the products and

responding to the rapid technological change. Meeting these challengesrequired rationalizing
of production and expanding the market.
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The problemsrelated to production were solved by launching a series of fruit juices.
Especially black currant juice became a major core product during the 1950s. Moreover,
Rynkeby used free capacity in the production plant to produce stewed fruit and jam aimed at
diariesfor the production of yoghurt.

It was no easy task getting the consumer s to accept the new juices. It had always been
Rynkeby's principal concept not to add any flavours, colourings, or preservativesto thejuice.
Thiswasnot, and till is not, the norm among juice companies. Even though everybody agreed
that the new juices from Rynkeby tasted better, was of a higher quality, and the price was
almost identical with that of other products, the consumers and the shopkeepers were not
interested. Therefore, Rynkeby had to target its product towards a new group of consumers
by establishing contacts to the catering officers in hospitals and old people's homes. The
Danish health care sector became Rynkeby's major customer and as a spin-off effect, thefirm
was ableto reach consumersin general when they werein contact with the health care system.
These contacts have been maintained over the years, and Rynkeby is still the major supplier
of juicesto the Danish health care sector.

In establishing contact to the catering officers at Danish health care institutions,
Rynkeby got closer contactsto their customersthan had it focused exclusively on retail sale.
Thefirm acquired insght into the eating habits of older people and patients, habits that often
turn into deficiency diseases. The close network relations to the health care institutions
legitimized the implementation of the biotechnological project.

ROUTINIZATION OF TECHNOLOGICAL LEARNING

" Every time we have invented new machines, equipment and processes we have learned
something. But we have never been able to sell our knowledge. Often we have witnessed
that our competitors have imitated us successfully and turned our inventions into
innovations,” Dagmar Andreasen (1984:100).

Competition and rapid technological change in the juice industry forced Rynkeby to
invest continuously in new process equipment. However, the conditions for investing in the
necessary technology were not always present but the problems were solved through the
development of new process technology in user-producer (Lundvall, 1985; 1992) networks,
especially to dairies, and machine shops producing machinery and equipment for dairies.
Therefore, to ensure the exchange of experience and knowledge, Rynkeby deliberately
employed dairymen and dairy technicians. This networking was not a oneway relationship
from which only Rynkeby benefitted. The firm also solved some very important development
problemsfor the dairy sector, e.g., within the production of fruit yoghurt.

Rynkeby got the idea to develop a process that would allow dairies to produce fruit
yoghurt in a sterile environment. The whole project took place as a lear ning-by-using oriented
technological strategy (Rosenberg, 1982). The purpose of the project was to enable Rynkeby
to fill jam into a special metal container that could be fitted directly onto a dairy machine
producing yoghurt in continuous batches. The development of the har dwar e was coor dinated
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with a major dairy equipment producer, Pasilac.’. The process innovation was adjusted by
Rynkeby to fit into the local diary in Tyrstrup.

Thedivison of labour was organized in away that left it to Tyrstrup Dairy to market
the new fruit yoghurts, whereas Rynkeby produced the jam. Through this development
project, Tyrstrup dairy held the position as the leading producer of fruitbased yoghurt in
Denmark for along period.

The explanation behind Rynkeby's external network relationsto dairies and machine
shops closely connected to the diary sector was the almost identical nature of the production
equipment. Moreover, traditionally Rynkeby has employed a large number of dairymen and
dairy technicians, and personal relationships have promoted these networ ks which have been
reinforced by a shared set of valuesfor how to solve technical problems based on a common
educational background. At the same time, this specific generation of dairy technicians
developed a collective strategy in response to anticipated problems concer ning their traditional
job marketsin the beginning of 1960s. Ther efor e, the close collabor ation between Rynkeby and
thelocal dairiesin the neighbouring towns can be interpreted asthe creation of an internal job
market. Add to thisthat both industries had emerged from the co-oper ative movement and
thus shared the same destiny and antecedents (Rosenberg, 1994).

This shared set of values legitimized the institutionalization of a set of routines and
practices for search and technological learning. The strategic decision-making concerning
technological development were based on a learning-by-doing and learning-by-using
philosophy. No formal resear ch networ ks wer e established prior to the implementation of the
biotechnological project. Thisdoes not imply that Rynkeby was unfamiliar with new scientific
knowledge, merely that resear ch was left to supplier networks.

From aresour ce per spective (Pfeffer & Salancik, 1979; Pfeffer, 1987), the extensive local
networking activities with the dairy sector concer ning technological development and technical
problem solving in the early phases of Rynkeby's development, combined with the close
contactsto the hospital, (which added to gener ate a positive image), can be seen as the means
of producing necessary resour cesfor surviving in the larger context. Thelocal environment of
businesses and institutions is interpreted as a mediating meeting place, or an experimental
laboratory, where new ideas can be launched and tested befor e they are exposed to the larger
national context.

THE PROTEIN PROJECT
"TECHNOLOGICAL TRADITIONALISTS' GO FOR THE BIOTECHNOLOGY

"| expected that it would have taken maybe half a year before we could handle the
process, so | supported Ole Moller. At that time, | didn't have a clue of the task we went
into. Nor did Ole Molter. Today, seven years later, we are able to manufacture a protein
drink.... We have later learned that large multinationals with huge financial resources
and the best R&D facilities have tried -and failed " (Dagmar Andreasen, 1984:103)
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The implementation of the protein project was in harmony with the basic ideas of
Rynkeby, developing high quality products which from a nutritious per spective wer e healthy.
Even the attitude of finding alter native ways of utilizing raw materials more" rationally" to
avoid wasting foodstuffswasrespected. Add tothisthat the process of hydrolyzation was well
documented in scientific journals. Since 1963, Novo had produced the enzyme " alkalase" .’
Rynkeby had strong traditionsin the development of process technologies and could make use
of its strong network relationsin the diary sector. Therefore, nobody viewed it as a serious
problem to upscale the process from an experimental test plant to a large scale production
plant.

When the project had been approved, the technical director was made the head of a
small development group, and not until the production plant was about to be established was
a production manager brought to the company from the outside. The development group
exploited existing facilities, labor atories, sales-for ce, and the machine departments. In ailmost
any sense, the protein project was fitted into the existing organizational structure from the
very beginning.

Befor e the development group was for malized, the management of Rynkeby announced
itsintentions - internally aswell as externally. The project was treated as a golden egg about
to hatch. From all over Europe, important industrial leaders came to Rynkeby to see how this
small " aggie company" was about to develop the foodstuffs of the next century. Rynkeby used
the project to demonstrate its superiority over its competitors and its ability to match almost
any challengein the business. These arguments helped legitimize the project's implementation
and justify itsincorporation into the existing organizational structure.

Nobody regarded the new " research based" network relationswith Novo Nordisk as
a problem. Novo Nordisk was treated and regarded as having the same institutionalized
behaviour as other external partners. This was indeed a misinterpretation that caused
problems due to the mismatch of mutual expectations.

THE JOINT PROJECT

The cooperation with Novo meant that indirectly Rynkeby was coupled to the evolving
field of biotechnology at a very early stage. The development of industrial enzymesis one of
many promising areas of biotechnology as enzymatic processes make it possible to upgrade raw
materials and turn them into finished products. These enzymes offer alternative ways of
making products that previously could only be manufactured by conventional chemical
processes. From a nutritious point, industrial enzymes enable companies to make new, better,
and mor e accur ate products.

The area of enzymology and the development and production of industrial enzymes
have become a Danish specialty thanksto an exceptional institutional climate and historical
circumstances. The pioneering resear ch in enzymatic processesin yeast and barley in the 1870s
at the Carlsberg Laboratory wasthe starting point (Holter & Moller, 1976). Moreover, Chr.
Hansen's Laboratory was the first company in the world to launch an industrial enzyme -
chymosinin 1874.° Thishasled to a growinginterest in research and development of enzymes
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from both public and private R&D ingtitutes, and in turn to a demand for engineers,
phar macists, and laboratory technicians with basic skillsin enzymology.

L ater on, Novo Nordisk took over theleading role of Chr. Hansen Laboratory and, has
by far become the world's largest producer of industrial enzymes. According to the
Kirk-Othmer Encyclopedia of Chemical Technology, Novo Nordisk hastaken one-third of all
availableindustrial enzymesto the market place from 1950 to 1993.%°

Evidently, not only a new technology was about to be implemented but also a
completely different type of company to which Rynkeby was about to establish new relations,
a company that solved technological problems through scientific solutions. Moreover, a
company that had internalized R& D departments which had ingtitutionalized a set of practices
and relationships with the scientific community. The everyday living is set on formula.

FROM THEORY TO PRACTICE - TURNING THE STONES

Thetask of bringing the process of hydrolyzation of soy protein from an experimental
plant into a production process proved mor e difficult anticipated.* Novo Nordisk assisted in
setting up an experimental plant and helped producing protein by having a technician on site.
The opinion of Novo Nordisk was that from that point Rynkeby should be able to handle the
project, and assistance was reduced to advisory consultancy over the phone and, of course,
accessto buy the required amount of enzyme.

According to Novo Nordisk's on site technician, Novo allocated mor e attention to the
project than was usual for similar projects.*? Thisisnot Rynkeby's opinion. Itsversion of the
story isthat Novo Nordisk deserted the project when realizing all the non-scientiflc problems
connected to upscaling the process. Moreover, Novo Nordisk had problems producing a
homogeneous quality of the enzyme, resulting in that the enzyme added a bitter and
unpleasant taste to thejuices.

It is beyond doubt that the bitter taste was caused by the break down of soy protein
into chains of peptides. Peptidesthat appear at the end of the chainswill per se be bitter. As
to the unpleasant taste, the two companies are of a different opinion. Even though Novo
Nordisk had scientific evidenceto support their arguments, they replied by accusing Rynkeby
of having stolen the idea.

There are two ways of interpreting the conflict. First of all we can look at the project
in asort of chronological order from the per spectives of the companiesinvolved. The enzyme
that Novo was sdling was as such a finished product. Therefore, Rynkeby was regarded as one
of many customers. Moreover, the enzyme alkalase is only one of many industrial enzymes
marketed by Novo. From the point of Rynkeby, thiswas not the case. They had to build up
new technological competencesin order develop a series of new products. Therefore, they had
to start from scratch. Thus, the two companies preconditions, attitudes, and interests
underlying the collaboration were very different. Second, the two companies have different
traditionsfor developing new products and processes. Novo Nordisk isa research dominated
firm, whereas Rynkeby is based on craftsmanship and learning-by-using. Over time, both
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companies have institutionalized traditions of stability and mutual trust relations between
business partners.

The problem about the bitter taste was only one of many practical problems. According
toamost all of theinformants, it wasin the intersection between the theoretical possibilities
and the more production specific problems where the protein project ran into serious
problems. Because of the novelty of the basicidea behind the project, it wasimpossibleto fmd
experts possessing the skills, or experiences, necessary to upscale the process. Therefore, all
practical problems had to be solved through trial-and-error processes.

When a problem was solved, the development team happily claimed that it wasonly a
matter of weeks before Rynkeby would be able to handle the process, and then new problems
occurred. The optimistic and enthusiastic tone was undiminished and the project was
allocated more and moreresources. After awhile, however, the positive attitude within the
organization started to cool off.

" At a certain point, money managed the project instead of the idea...A firm like Rynkeby
that has existed for 60 years hasits ups and downs. The protein project was no exception.
When we have faced a crisis, we have reduced costs. We have never had a project like the
protein project which has been more favored in terms of money at the expense of other
projects. We had to do it that way. But at a certain point, you are forced to make a
decision. Therefore I'm sure that internal problems made us decide to stop. The
organization couldn't handle it anymore. We couldn't raise the necessary capital. If we
could have found the money internally, we would have continued...

When the expected earnings didn't materialize and expenses constantly increased,
we faced internal problems, especially with our catering sector that traditionally has
earned the money. Even though the project primarily was aimed at these people, they felt
their resources were wasted " . Knud Jespersen, Head of Quality Dept.

Dueto internal pressure, Rynkeby marketed three protein enriched juices beforethe
development project was completed. Thetaste of thejuicesdiffered from one batch to another,
and both their protein percentage and quality varied greatly. Rynkeby did not realize what
kind of product they had developed and the salespeople marketed the juices through the
traditional channels, the catering officer swithin the health care system. In hospitals and other
health careingtitutions, bever ages are served by nurse'saides and their preference was clear:
they preferred the traditional juices and as a result, there was no demand for the new juices.

In the mid-eighties, the Danish health care sector was subject to major budgetary
reductions, and since nobody seemed to know anything about the protein enriched juice, and
the price was twice that of traditional juice, it wasthefirst product to be cut out despite the
fact that doctors, who had examined the protein enriched juice, had demonstrated that feeding
patientswho had undergone surgery protein enriched juice would reduce the number of days
they would haveto stay in hospital. Thus, the juice could have been used positively to reduced
the high welfare costs. Instead, thejuice was difficult to get hold of at the hospital pharmacies,
asthe pharmacistsdid not regard it asa drug and ther efore wer e unwilling to keep it in stock.
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During this period of having difficulties in selling the products, Rynkeby actually
succeeded in solving the technical problemsand produced loads of protein for inventory. Some
protein was sold to a Dutch meat factory, and some was used for the three new protein
enriched juices.

All in all, Rynkeby had developed a promising product of which many people had great
expectations, but in which no consumers seemed interested. The sales or ganization followed
the same procedures aswhen selling traditional juices. However, it must have been clear that
the product was completely different from traditional juices. Nevertheless, when potential
customers, interested in using the protein asan ingredient, asked questions about the technical
gpecificity of the products, the sales department was unable to furnish them with the necessary
information.

After this during 1984, the project was gradually put to an end and the involved
employees allocated to new activities. Today, 10 yearslater, only one of these employees still
works at Rynkeby. Even today they believein theidea. They argue that Rynkeby launched
the product too early. And they all agreethat a technical sales organization should have been
established and the activities should have been separated in a subsidiary. Thiswasimpossible
asthe project wasto beregarded as Rynkeby's contribution to the survival of mankind.

HISTORY REPEATS

"1 can gtill have a good laugh that our small " low technology" firm was able to develop
a protein project. And we reached the same result in seven years as thirty people did
afterwards at Novo Nordisk during a five-year period.” Nies@sterberg, Division Manager
in Rynkeby

When the project was stopped, Rynkeby tried to sdl its knowledge and machinery®® but
neither Novo Nordisk, MD Food nor Arhus Oilmill was interested. Why should a company
invest in process equipment to implement a project which was well known from a theoretical
per spective. The knowledge that Rynkeby had gained was regarded as useless and worthless.
They could themselves create the whole process, even better than Rynkeby which was without
aformal research base.

Nevertheess, Novo Nordisk took up the project and started from scratch to develop a
process. The development project was separated in a special division, "Food ingredients
Team". Theaim wasidentical to Rynkeby's, to develop a series of juices with a protein content
of 3.5%, corresponding to that of milk. Moreover, Novo Nordisk shared the idea of developing
a product that could be sold as a food ingredient, and of cour se they wanted to develop some
phar maceutical products.

After five years, the Food ingredients Team had developed a process for producing
hydrolyzed soy protein under the brand name Pro-Up. Over a five-year period, Novo Nordisk
invested approximately 75 million DKK compared to the 15 million DKK Rynkeby invested
over a seven-year period.
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Today, the production plant istoday located at Novo Nordisk's sitein Copenhagen. The
subsidiary of Novo Nordisk, Ferrosan, haslaunched a series of juicesthat are marketed under
the brand name Top-Up. Pure protein isalso sold as a semi-manufacture for producing juices
and syrups. But the Food ingredient Team did not survive as an autonomous group at Novo
Nordisk. Thedream about making a food ingredient and some phar maceutical products was
not realized.

According to Rynkeby, theresult of Novo Nordisk is not impressive, even though Novo
Nordisk claimsto have developed a better product of a different chemical structure. According
to Rynkeby, thejuice merey tastes better because Novo Nordisk has added artificial flavours.
This was impossible at Rynkeby. Under no circumstances would the owner agree to any
compromise on this vital issue. Why develop a health product and then later destroy it by
adding artificial flavours? No way.

DISCUSSION

" The social construction of business structures and practices means that not only are they
a product of collective beliefs, conventions and moral codes which vary between societies,
but also the nature of economic practices and ways of achieving success are, dependent
on dominant conceptions of economic practices and rationalities’ (Whitley, 1992a:123).

Onemust admit that from a superficial functionalistic (rational) view on technological
change, the case of Rynkeby should have been a success, a role model for small and medium
sized Danish firmsin how to take risks and manage technological development and change
(Kvistgaard, 1990). It turned out not to be.

Even if the protein project had succeeded, such atechno-economic analysis would have
lacked central elements about the nature of Rynkeby, and maybe also the nature of Novo
Nordisk. Our argument isthat the hidden explanations of the failure have to do neither with
the problemsrelated to the manufacturing process nor with the problems of marketing.

The case of Rynkeby demonstratesthe internal and exter nal problems of implementing
a new technology. Financial and marketing problems, as well as internal organizational
resistance to organizational change, prevented Rynkeby's exploitation of biotechnology at a
very late stage in the development phase. The organizational routines that over time had
become institutionalized as norms and values had embedded the firm in its specific business
logic/recipe similar to the other cases presented, a logic different from its supplier’s, Novo
Nordisk, R& D-based recipe/logic rooted in routines. Therefore, the case can be seen as an
illustration of the dynamics and tensions between two very different business logics'r ecipes
that wer e brought to collabor ate.

Theinherent contradiction in thiscaseis that the decision to build up biotechnological
competences can beinterpreted asboth right and wrong. It was perfectly in line with the basic
attitude of the firm - to produce healthy juices with no artificial flavouring - and the new
productswerelaunched to public institutionsin the health care sector, a sector within which
Rynkeby, for historical reasons, had access to infor mation about user needs. The decision was
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also in line with the central element of producing better products and that raw materials
should not go to waste.

From a business systems per spective, the case demonstrates two main points: 1) That
economic actors are socially embedded, or situated, in a way that constrains and guides
patter ns of economic action that are considered mor e appropriate and likely than others; and
2) Higtory matters, or more precisaly, the history of the firm pavesthe way for future economic
decisions. On the one hand, thisfunctions as a limitation when path-breaking activitiesare
needed. On the other hand, past decisions and routines map out and keep the firm in a
defined technological trajectory, or a set of core competences. The protein project was doomed
to fail due to central aspects concerning the nature of the firm which were underestimated
(Whitley, 1992b).

Focusing on the technological learning strategies and the composition of competences
of Rynkeby, it was not perfectly clear that Rynkeby should build up biotechnological
competencesinto their organization. Nor wasthe partnership with Novo Nordisk obvious as
thetwo companies are part of different businessrecipes. Whitley (1992a) claimsthat dueto
the social constructiveness of the business recipes, the best practice is context dependent.
Rynkeby aimed at a best practice, wher e competitiveness and resour ce dependent aspects led
the company into a technological trajectory guided by the establishment of user-networksto
the public health care institutions and to metal shopswith strong tiesto the dairy sector. A
co-oper ative system has thereby appeared, a system which hasrenforced network relations
which have turned out to combine learning-by-using with an incremental technological
philosophy.

On the other hand, Novo Nordisk is institutionalized in a business recipe where
technology is equal to research and development. The establishment of research relationsis
regar ded as a necessty to an image that signals three important messages. growth, science, and
vision.
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ENDNOTES

1 One interesting thing about the engineer from Novo Nordisk is that he meanwhile has become a
professor at the Technical University. Asa professor he has been a key figurein the conceptualization
of two public R& D-programmes; the Danish Biotechnological R& D Programme 1987-1990 and The
R& D-programme in Food Technology 1990-1994.

2 Alkalase was first brought to the market in 1963. The process of hydrolyzing soy protein was well
described in scientific journals.

3 For a period in the 1960s, Dagmar Andreasen was a member of the Parliament, representing the
Social-Liberal Party. Moreover, she haswritten several books and articles on social issues.

4 The number of companiesin Denmark was reduced from more than 100 in the 1940s to 2-3 in the
beginning of the 1990s.
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In 1981, the Danish brewery Carlsberg took over 50% of the shares. Carlsberg's engagement in
Rynkeby wasthe beginning of a deliber ate generational change over a period of 12-15 years. In 1986,
the owner sopped as managing director, and in 1988, she sold the last of her shares. Today, Rynkeby
is fully owned by Carlsberg, but it has full autonomy over its decisions concerning investments.
Carlsberg doesnot intervene or interfere with Rynkeby, aslong asthe firm yields a reasonable pr ofit.

Pasilac later on changed its nameto Danish Turnkey Dairies (DTD).

In 1963, Novo Nordisk launched Alkalase, which is of special interest for this paper (Kirk-Othmer
Encyclopedia 4th ed., 1991:570).

The machine department at Rynkeby was established after the partnership with the family metal shop
came to an end. The machine department is the closest that Rynkeby came to having established a
formal R& D department.

Chymosin is used in the production of cheese. Chr. Hansen's Laboratory extracted Chymaosin from
calves' stomachs.

Recently Novo Nordisk has placed theworld’ s largest production plant for industrial enzymesin North
Carolina, USA.

Asshall beclear from the case description, the story reminds you of Kidder's (1981) book: The Soul of
the New Machine. The only important differenceisthat the computer team in Kidder's book succeeded
in their task.

Oneof theinteresting things about thislab technician isthat helater on became production manager
at Rynkeby. Today, heisemployed as production manager at Danpo - a poultry factory.

To compare, Rynkeby invested roximately . 15 mio DKK.
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LARGER CUSTOMERS, LARGER ORDERS:
IMPLICATIONSFOR SMALLER SALES
DEPARTMENTS

John J. Withey, Indiana University South Bend
Eric Panitz, Ferris State University

ABSTRACT

Small firms often attempt to grow by attracting bigger customers and/or larger order sizes.
A frequent strategy isto add additional sales personnel with the explicit goal of capturing larger
buyers. Hypotheses useful in defining the impact of this type of strategy on sales departmentsin
smaller companies are presented.

Predictions are tested with data collected from a national sample of sales engineersin the
construction services industry. Results suggests that with larger customers come the need for
more formalize sales behavior, a greater incidence of team selling, more reliance on approved
vendor lists and formal bidding, and a greater role of price negotiation in vendor selection.
Adjustments in sales management practice necessary for successful selling to larger buyersare
also recommended.

INTRODUCTION

A common benchmark in the evolution of many smaller firms is the successful
attraction of larger accounts. Successful recruitment of thefirst large order isvery frequently
the turning point for a smaller business. The principal thesis of this article is that the
solicitation of larger cusomersby smaller companies has dramatic impact on the small firm's
sdlling operations and upon sales management practice within the small company. In general,
three major changesareexpected. Thefirm'sselling process, that is, the manner in which the
affected sales people conduct their activities, will change. The buying process, that is, the way
in which the customer interfaces the selling or ganization, will also change. And finally, the
combined impact of these two changes will necessitate significant alterationsin selected sales
management activities.

A REVISED SELLING PROCESS

When pursuing the larger buyer, the sales person may, for thefirst timein the selling
organization's history encounter a customer buying-center (Hunt & Spea, 1995). The new
sales person must now interact with a group of people, each with a uniquerolein the buying
organization, but all influencing vendor selection. Buying centersin larger organizations
demand more systematic selling procedures (Wotruba & Simpson, 1992). As the sdller
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approacheslarger cussomers, increasingly formal and sophisticated buying center s become the
norm.

The need to deal effectively with sophisticated buying centerswill require adjustments
in the sdlling process, asleast asthat process appliesto larger accounts. Hanksand McCarrey
(1993) argue that as an organization experiencesincreasing market acceptance it must scale
up by hiring additional sales people, and this growth will involve increased formalization of
organizational processes. Sales people will be called upon to make presentations to buying
center members, utilize team sdlling approaches to successfully interact with different members
of customer buying groups, and develop mor e systematic proceduresfor use with each step of
the selling process.

Other researchers have uncovered the link between sales growth and for malization of
the sdlling process. Increased formalization may manifest itself in greater emphasison written
proposals and/or oral presentations (Roebuck, Sightler & Brush, 1995). Wotruba and
Simpson (1992) describe the need for a special sales organization to accommodate large
accounts.

Team sdlingisalso a characteristic of the selling process directed at larger customers.
Salesteams are needed to addressthe different specialties within the customer's buying center,
aswell asto reflect different organizational levels of participantsin the purchasing process.
Resear ch suggests that larger buyers expect increasing levels of service, and the salesteam is
the vehicle for meeting those service demands (Moon & Armstrong, 1995).

That the selling process becomes mor e systematic when larger buyersarethefocusis
evidenced by consider able contemporary investigation. Dion, Easterling and Miller (1995),
studying lar ge pur chasing or ganizations, concluded that sales per son per sonality type does not
significantly contribute to performance with larger buyers. And earlier (1986), Avila and Fern
found larger buyers demanding more predictability and control in the vendor selection
procedure.

The need for sales presentations, team selling and systematic selling procedures derive
from the presence of buying-centers within larger customers. Smaller buyers do not have
elaborate or sophisticated buying-centers. Vendor selection among small accounts is less
formal and involves fewer people; perhaps only one person. However, as the smaller sales
organization seeks growth by sdlling to larger accounts these new sales process factor s become
significant. Three hypothesesimpacting upon the small organization's selling process appear
relevant:

H1: As smaller organizations pursue larger customers and larger order sizes, sales person contacts with
buyerswill include formal sales presentations.

H2: As smaller organizations pursue larger customers and larger order sizes, sales person contact with
buyerswill include team selling.

H3: Assmaller organizations pursue larger customersand larger order sizes, sales person personality will

become lessimportant in the selling process.

CHANGESIN BUYER BEHAVIOR
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Larger businesses often play by different rules than smaller ones when choosing
suppliers. Purchasing becomes more formal and subject to procedure. Only selective and
preapproved vendors may be allowed to bid. Carefully determined criteria arethen applied
in choosing among the approved suppliers. The successful small company must know how to
meet the demands of an organized buying process that so often characterizeslarger customers
(Brown & Brucker, 1990). Perhapsthe ultimatein formalized buying behavior associated with
larger customersisthe process known as systems-selling (Dunn & Thomas, 1986). Under a
systems-selling arrangement a large customer promises to buy a significant portion of its
requirementsfrom a single supplier in exchangefor the supplier's promise to maintain a ready
inventory and to provide continuous service. The buyer is not troubled with locating and
negotiating with multiple suppliersor initiating a new contract with the same vendor whenever
inventories need replenishing. And the supplier, assured of a large buyer with reasonably
predictable inventory needs, is able to reduce its total safety stock inventory and reducethe
number of salescalls. Frequently sysem-sdling participantsare linked electronically (Lenders
& Fearon, 1993). Both partiesreduce paperwork and administrative expense.

When systems-selling wor ks both parties do benefit. But, as desirable as a systems-
sdling arrangement might be for a small business seeking bigger customersand larger orders,
it undoubtedly brings pressureon prices and gross margins. Part of the expectation from the
purchasing organization isthat the supplier will rebate some of the savings which accrue from
the system-selling arrangement in the form of price reductions. Indeed, the system-selling
negotiation may involve open books, that is, sharing pricing infor mation, infor mation on costs
and margins. Theinevitableresult for the seller trying to secure a system-selling contract with
alarge buyer isa greater emphasison pricing asa supplier selection criteria. Expectations
about bid solicitation and pricing emphasis can be stated as the following two hypotheses.

H4: Assmaller organizations pursuelarger customersand larger order sizes, potential customersare more
likely to invite or solicit bids only from preapproved vendor lists.

H5: As smaller organizations pursue larger customersand larger order sizes, therole of pricing becomes
increasingly significant to buyers.

A central premise of this writing is that smaller companies pursuing growth by
attempting to attract larger customerswill encounter purchase behavior different from that
characterizing smaller customers. Differences occur principally because of the existence of
large customer buying centers and because of system-selling arrangements between large
buyersand their carefully selected suppliers.

A second tenant of thiswriting is that buying centers and system selling also bring
about changes in the selling process that are unique to larger customers. Buying centers
increase the need for more formal sales presentations and team selling, while decreasing the
importance on sales person personality. System-selling results in bid invitations only, and
greater pressureon pricing.
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TESTING THE MODEL

Respondents from a national survey of building contractors who offer asphalt paving
services provided data to test the model's five hypotheses. Asphalt paving contractorswere
selected because their sales people serve both large developers and small builders. Among
buyers in this industry there is a clearly identified separation between large, multi-unit
commer cial developers and small infrequent buyers needing a small project.

With the exception of the few large organizations that build and maintain State and
municipal roadways, paving contractorsarean industry of small companies, most with annual
dollar sales of less than 10 million. The number of sales persons employed by each
organizationsis also quite small.

From two waves of mailings to a national probability sample of 500 building
contractors, 146 sales engineers responded, an acceptable response rate of almost 30%.
Sample members were systematically chosen from a sampling frame of 1500 addresses
acquired from a commer cial mailing list vendor.

Twenty-one survey items were used to collect data surrounding the study's five
hypotheses. All were derived from previous studies (Withey & Panitz, 1995; Spiro & Waeitz,
1994.) Ligsof the study's measurement variables appear with the findingsin Tables 1 and 2.
Sixteen Itemswer e used to measur e sdlling processvariables, hypotheses 1, 2, and 3. Fiveitems
capture the two buyer behavior variables, hypotheses4 and 5. Survey items wer e presented
across five point Likert scales. The entire scale contained a .88 coefficient of internal
consistency.

Respondent organizations wer e sorted on the basis of numbers of sales engineersand
type of customer served. Eighty onewerepart of salesorganizationswith fewer than four sales
peoplewho call on small commercial accounts. Sixty five were part of organizationswith four
or more sales people that dealt with large commercial contractors. T-Tests of means were
applied to each survey item to determine significant differences between the two groups.
Results of the analysis are contained in Tables 1. and 2.

FINDINGS

Sales people working in larger sales organizations do appear to beinvolved in formal
sales presentationswith their cussomersto a greater degree than are membersof smaller sales
organizations. Higher mean scoreswererecorded by the larger sales organization on all three
indicator s of the need for formal sales presentations. One of the three indicators, the incidence
of making presentationsin the customers office, was statistically significant at the .05 level.
The other two indicators, while not statistically significant, did have mean scores in the
direction of the hypothesis. Overall, the data do offer support for the first hypothesis. as
smaller organizations add sales people in an effort to attract larger customers, contacts with
buyersarelikely to include formal sales presentations.

The proposition regarding the use team selling also received support from the data.
Theneed for multiple sales calls and the incidence of presentationsto several individualsare
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also more likely to characterize larger sales teams than smaller ones. As Table 1 indicates,
mean scores are not different enough to reach high levels of statistical significance, but are
clearly in the direction of the hypothesis.

TABLE 1
SALES PROCESS DIFFERENCES
Hypothesisand Item Small Dept. (N=81) Large Dept. (N=65)
H,: Formal Sales Presentation Needed
Lengthy Planning for Sales Presentation 4.35+ 1.64 4.66+1.34
Customer Has Facilitiesfor Presentations* 3.67+ 1.86 457+1.89
Presentation Made in Customer’s Office** 4.04+ 1.99 4.35+1.85
H,: Sales Persons engagein Team Selling
Presentationsto Several Individuals* 3.02+ 1.64 2.53+1.92
Multiple Sales Calls Required* 3.64+1.78 4.22+1.99
H,: Personality and Non-Selling Activities L ess Important in Buying Process
Each Customer Requiresa Unique Approach** 519+ 1.15 5.33t151
Vary style with situation** 4.82+ 1.67 5.32+1.71
Use Same Basic Approach to Most Customer s** 3.39+ 1.85 4.00+1.87
Treat my Buyers Pretty Much the Same* 3.72+ 2.06 4.38+1.94
Change Presentation When Necessary 6.08+ 1.09 5.93+1.12
Easily Usea Variety of Sales Approaches 5.63+ 1.30 5.40+1.38
Can Easily change Sales Approach 543+ 145 5.48+1.30
Listen to Customer’s Questions 6.58+ 1.22 6.40+1.56
Deviate from Planned Presentation to Answer 5.13+ 1.68 5.09+4.67
Customer Questions
Observe Body L anguage* 5.48+ 1.63 4.98+1.94
Change Presentation Based on Customer 5.02+ 1.87 4.61+1.86
Body L anguage/Facial Expressions®
* P<0.1 **P<0.05 ***p<.01 levels of significance

Thenotion of whether sales person personality diminishes as a small firm reaches out
for larger customersturnsout to belessthan clear. Of the eleven variables used to measure
thisredationship, only four were able to significantly separate the two groups of sales people.
Two support the hypothesis, two do not. As predicted, members of larger sales organizations
take a more systematic stance with their buyers. More than their counterpartsin smaller
organizations, they claim to treat all prospects the same, and use the same selling approach

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



99

with each buyer. On the other hand, these same respondents also scor e higher on measures
of adaptability and flexibility with buyers, suggesting their personality is important when
reacting to prospective buyers.

Further, the two survey items addressing the issue of body language, while not
significant discriminator s acr oss the groups, did produce responsesin a direction opposite of
that predicted. Reacting to body language signals from buyers is believed related to
personality and was predicted to have a diminishing role as sales for ce size expanded.

Inconsistencies in the data from this study do not allow acceptance of the hypothesis
that sales person personality becomes lessimportant as small sales firms staff up to attract
larger buyers.

The study tested two predictionsrelevant to the behavior of prospective customers as
they are approached by smaller sales organizations seeking larger buyers. Thefirst wasthe
tendency of larger buyersto request bidsfrom possble suppliers, the second was the prediction
that price negotiation would become more significant to the buyer-seller relationship. Results
aresummarized in Table 2.

Table 2 data suggest that larger sales organizations do interact with buyerswho solicit
bids more so than do smaller sales groups. Of the four measures used to identify thistrend,
all but one produced mean responses supporting the hypothesis. Being on an approved vendor
list, bring part of this bidding process, and being willing to reveal component parts of a bid
were all characteristic of the larger sales group.

TABLE 2
CUSTOMER BEHAVIOR DIFFERENCES

Hypothesisand Item Small Dept. (N=81) L arge Dept. (N=65)
H,: Customer Tendsto Invite/Solicit Bids

Customer Will Invite Bids** 5.96+1.56 6.49+0.85

Clearly show How Bid Determined 4.03+1.96 4.12+2.07

Know How Customer L earned About Company 4.30+£2.12 4.23+2.03

Company Will be Thoroughly Checked Out* 4.44+1.75 4.73+1.74
H.: Pricing ismore significant in purchase decision

Importance of Priceto Customer*** 5.09+£1.56 5.77£151
*p<0.1 **p<0.05 ***p<.01 levels of significance

L astly, the one survey item used to measuretherole of pricing in the purchase decision
clearly differentiated between the two groups. Members of the large sales departments
reported scores on this measure significantly higher than members of smaller departments.
The hypothesis claiming increased significance of pricing by buyers interacting with larger
sales departmentsis supported by responses from this group of sales people.

Academy of Entrepreneurship Journal, Volume 2, Number 2, 1997



100

IMPLICATIONS FOR SALESMANAGERS

Four of the five hypotheses examined in this study were supported. Assmaller sales
departments add additional memberswith the goal of attracting bigger customers, changesin
both the selling and the buying process do occur. The selling side is marked by a greater
incidence of formal presentations to prospective buyers and more reliance on team selling.
Buyersrely moreon aformal bid process and exert more pressure on price negotiations. The
only proposition not fully supported by data in this study was the one alleging lessimportance
to sales person personality asrelations with larger buyersincrease. Resultson thisissue were
mixed; some personality variables were still relevant as larger customer s wer e encounter ed,
some wer e not.

Findingsin this study conform well with the tenants of the buying center model and the
concept of systems-sdlling. Sales presentations and team selling to multi-member s of customer
buying centersdo become important when large customers ar e approached. And, consistent
with system-selling, grater use of formal bidding procedures and more stringent price
negotiations does occur with larger buyers. These findings suggest that new skills will be
required of sales people dedicated to attracting larger accountsto their organizations. Further,
changesin sales management practice can be expected to address the need for the acquisition
of the new skills (Shipley & Jobber, 1994).

Thorough training in the theory and practice of buying center management and
sysems-sdling will be a starting point. 1n addition, specific emphasis on professional proposal
writing and techniques of effective oral presentation will be useful. Reward systems that
encour age effortsto get the selling or ganization on approved vendor listswill beinstituted.

Successfully attracting lar ge accounts will also mean shifting pricing decisions closer
tofield sales people. Sales people representing smaller companiesin search of large accounts
will need training on how to negotiate price with large company buying centers.
Under standing of and skill in price/cost analysiswill be crucial.

It isanticipated that thisstudy will provide impetusfor futureinvestigations on these
same issues. Especially useful will be data from a broader range of industries so that
extrapolations beyond the construction setting will be possible. Sales growth by attracting
larger buyersisagoal a many smaller companies. Preparing for attainment of that goal will
be assisted by continuation of research presented in this study.
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