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Building on thé resource orches.trat'ion literature, we use & two step technique through
structural equation model[sng io testa mode] where entrepreneurial orientation (EO)mob111zes
resources {o influence SMEs perfonnance Using, survey data from 180 SMEs in techmcal
industry sectors, our resulls indicate that EO mediates (partially) social capital - firm
perfoﬁnance relationships, This finding driye managers to understand that networks provide
critical base for eﬁtrepreneuriai activiiies,. however, building large, high quality networks is
sssential to mﬁbilize resources within EO to develop competitive edvantage and achieve

superior and positive firm performance.

Introduction

Entrepreneurial otientation (EO) is reflected in its three core dimensions: innovativeness,
risk-taking and proactiveness; and has o positive effect on firm performance (Hean, Thi, &
Ping, 2007; Rauch, Wikhmd, Lumpkin, & Frese, 2009; William J Wales, Patel, Vinit, & -
Kreiser; 2013). Previous studies highlight that firms with high BO are more able to capturs
opportunities, adjust its operations in the mnrketplace to enhance performance and increase—
proﬁtability (Y.-H. Li, Huang, & Tsai, 2009; Stam- & Elfring, 2008). EO improves firm
perfonnaﬁce by facilitating. firm's ahility to identify innovative: opportunities: with: greater
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returns and being first mover not a follower in the market {(Johan Wiklund & Shepherd,
2005). Innovative firme encompass o wide range of skifls and knowiedge that will enable the

firm o huild.ﬂ uniéue and_distinctive. competences (Y.-H. Li ef al,, 2009), '

Firma witill innovative capﬁbilitieé can renew and adjust its operations within the
.nlmrknt that will improve and enhance the performance of the firm {Lumpkin & Du,s 99( ).
As risk-tnking propensuy is associated with being mnovatwe and proactive in terms of being -
- _nsk taker, it enhances the ability to search for new and risky ideas with greater retums (Julie
Tuan Li, Poppo, & Zhou, 2008). Firms charactenzed by nsk-takers enhance the ablllty of
being active, aggrossive’ and Ieader in capturing opportumtles and new 1dcas (KI‘GISEI‘, .
Mnnne Kumtko & Weaver, 2013) F:rms with high nsk -teking propensity enable the firm to
spize op},ortumtws in order to make high retums 50 that nsk_-taking is assaciated with pogitive
performance and success (Li et al,, 2009; Lumpkin & Dess, i996). As argued by Lumpkin
and Dess (1996), a proactive firm is o leader not o follower in the industry, béing
characterized by an aggressive behaviour allowes firms to exploit opportunites’ ghead from

competitors (Lumpkin & Dess, 2001),

However, the ability of EQ to impi-o-ve performance may be affected by limited access
to resources (freland, 'ﬁitt, Camp, & Sexton, 2001), accordingly, firms with strategic
all_if_mces, netwo.rks and conneotions have preater sccess to unique resources which will
improve competitive position of the firm as compared to competitors (Marino, Strandholm,
Steensma, & Weaver, 2002; Shan, Song, & Ju, 2016). The social capital theoxfy entail that
relationship networks possed with others provide valusble resources for firms (Nahapiet &
Ghbshaf, 1998). Social capital postulate that a firm's connections 'contrihute_tq the
improvement of performence (Gao, Xu, & Yang, 2008)., by providing innovative, high

quality products at competitive prices (Lee, Lee, & Pennings, 2001). Peng & Luo {2000}
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identified two types of ties: (1) ties with other firms, which ate cqnneetions with supléliers,
buyers and competitors and (2} txes with govemment ofﬂmals, which are connections with
government and financiel institutxons. ' _

Recent studies tend 10 treat networks a8 2 moderator in the EO-performance
reluﬁonship (Boso, Story, & Cadogan, 2013; Luw & Viel, 2018) where the firm' ability to
select and Jlld;,e potentl ul tigs 10 develop networks with other firms and governement officials
is contingent- upon EO capabllmes of the firm. (Gunnwan, Jacob, & Duystets, 20?‘6)_.
: Although recent trends call for the need to understand the antecednts of EO, 1t is suggested
that network_s mu,ht have ;] role in the formation “of BO which in turn wiil affect the
performance (Miller, 2011). Therefore, the purpose of this study is to examine the effect of
networks on EO dimensior_is-_and the mediating tole played by EO in networks-perforance

relationship 'in_ a developing economy context "Egypt".

Theorltical Background and Hypotheses development

© e Menagerial ties and SMEs performance |

~ Peng & Luo (2000) :dentxﬂed two types of menagerial networks: (1) ties with other
firms and (2) tles 'with govemment officials. Ties with other firms mclude suppliers, buyers
and competitors. (Boso et al, 2013) Busmess ties will provide greater opp_ortumties for
ghared knowledge, mfematlon, resources which in turn will ensure higher quality, lower
cost, timely. delivery and reduced uncertainty (Acquauh. 2007; Y. Li, Chen, Liu, & Peng,
2012‘ park & Luo, 2001). Firms havmg ties with government officials may increase:
insntutnonal suppoﬁ through Bccess to unique, rare information such gs land and eapnal a8
well as updated 'and confidential mfommnon gbout pohc:es and regulattons_ (Flotin, Lubatkin,
& Schulze, 2003 Peng & Luo, 2000). Applying on emerging economws, businessland._social

ties lead to greater perfonnance &g govexmnent support is weak (Luo; 2003). This argament is
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supported th}ough results of Luo, Huﬁng, & Wang {2012) that show that the importance and |
reliance on social ties decline with the improvemeht in the institutiona] structure. Although
both tigs are consxdercd an important source of tesources in 1mprovmg firm perfonnance Li
et al (2012} and Zhang & L: (2008) h:ghhght that business ties are more important and
cffecttve in capturing opportunmes then social tiss, To sum’ up, networky 1mprove SMEs
pertormance through reducing costs, mnovatlve t:mc, increasing economies of scale
(Gronmum, Verrcynne, & Kastelle, 2012).. Therefnre, we hypqthesis_ tI_lé follb_wing: '
Hypoth'es!s: 1: Managerial tos and.'nctw_orks positively affect SMEs. p_erfo.rma'nce.
* EO mediates the rejationship between menageria! ties- SMEs performance
Int general, BO refers to the firm's ability to explore and exploit new opportumt!es
(Lumpkm & Dess, 2001). It captures the fi rm s ability to be innovativenass, nsk-tnking and
proectiveness (Covin & Slevin, 1991). However, rapid technological chﬂnggs, differences in
enlture and instiutions impose a greater obligation over SMBs to éuwive and grow (Lin &
‘Lin, 2016). Network is cosidered one of ‘the‘ crucial factor to enhance and: impi‘ove SMEs
performance through gequired knowldge and information (Zhang‘__& Li, 2008). E_niergihg
economies are characterized by less sophisticated institu"tioﬁﬁ .frﬂ'ijﬁeworks with poorly
enforced property rights as well as weak - developed cap:tal markets (Estrin- & Prevezer, ,
201 1). Emerging economies environment are d1vme mstable low-income and high growth
potential which make them attractive in order to understand newjnsigh_ts and modifications.
to exisﬁng theories (Meyer & Peng, 2016). 'fhe presence of problems in formal and informal
t'nstitﬁ’rions will lead o the appearance of networks and connections (Xul'& Meyer, 2013). In
a dpveldping economy like Egypf government rules, regulations and strict bank regulations
over fund and information. are the main  obstacles faomg SMEs in specific and -

entrepreneurship in general (Fand 2007). Ghecham (2010) highlights thet bad quahty of
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formal institutions and strict informal constraints lead to the appearance of "Wasta' networks

3

same in Egypt.

However, most of the previous studies treat networks as & moderator in the EO-
performance rcl:itilqnship (Boso' et al;, 2013; Luu & Viet, 2018; Rauch et al., 2(}09.).<A1though .
several studie;; examined the link between EO and firm performance as well as several
variables imve becn studicd s antecedents of BO, there is little understunding of ihe origin of :
the EO, "Althougb entrepreneurship iso prommmg s;te for work on the network forms. of v
 social capltal empirical resenrch on the role of networics in entrepreneurshlp hasg been
hmtted" a5 h]ghhghtcd by Burt, 2000 {p. 37 1. Stam and Elting (2008 p. 108) raise an
1mportant research question that requires further mvesf,;gatmn “Does diﬁcrentml access to
social capital results in d:fferent fevels of EQ?" There is a lack of reseaich 1nvest1gatmg the
mter-relanonshlp between BO and social capital (Wang & Altinay, 2012). Wales (2016)
reveals that network theory is considered as one of the theoretical arcas suggested in studying
EO, as firm's networks affect the influence and the effectiveness of EO (Covin & Miller,
2014; Mifler, 2011),

Lietal (§012) theorize that SMEE’_r due fo their limited access to resources may
depend on connections &ndlnefﬁorks with other firms or with povernment officials. As social
capital represents ﬁn‘;l Tesources, it r_xeedé tobe translat.ed and used _effe?:tive}y in order to
improve and enhance firm performence (Brush, et al, ZUOIj. The availability.éf social capital
is necessary but not sufficient to create comj:etitive advanatage and greater refumns (dercq &
Arenius, 2006). Hence, firm's EO capebilities are needed to judge and select potential ties

relevant to the firm (Gunawan et al., 2016), Therefore, we hypothesis that:

Hypothests 2: EO partially mediates the relationsklp between managerial ties

and firm performance.
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Data and Methn'ds
. Meﬁsufas
All items usqd in thé re§e§rqh were adopted from existing tested m'easu';gs with a
seven' point fikert sbni'e to guranfée relinbi lity and va]i‘dity of scul‘e Tab]é .( 1) répfésaﬁt _
mnstructs measirement ttems and related rchablhty within the used sca]e EO divided into
three d1mens1onq mnovatweness raslc-takmg, proactweness Five items are used to meagure
~ thei mnovatweness whﬂe three :tcms are used for nsk-takmg, proactwaness (Eoso et aI
2013, O l,u,ﬂ,.l..u,.u; fo measured by o seals adopted fiom Vorics u..d Matgis \how,,
the scate includes customer gatlsfgchqn, market: effectivencss and_ ﬁnanc:al pex_'fonna_ncg
;where each v_a_ﬁ_able is mea;uregi usiné four itg_mé _agch_ {Engelen, Gupfé, Sffen_ger’, & Brettel,
2015). The qugstionn_aire wag dévelopéd in Eﬁgtish in a.cct.:;dance_wifh.measufes and d'_ata_ ‘-
required to test developed ﬁybotheses and then translated into Arebic Inﬁguage_. The_
questiohnm’re was trans]atect into Arabi.c ﬁfst then transiated back tb'English to méke éufe
that aH 1tems and questions have the same meaning. The data collectmn ylelded responses

from 180 SMEs in electromcs industry out of 19(} questmnna:res sent, yxeldmg apprommately

95% as a response rate,

. Table i: Constfuets, measurement items and reliability teats

-Construct Variables = Method used to construct the ; Crombach - [ Source
variables | alpha
Entrepreneurial | Innovativeness | — Our compeny is known-as an | 0,91 ~ | Boso et al
Crientation B0 ' innovator among husmesses in-our : (2013)
’ industey; ' C —

1~ We promote- new, innovative
product/services in our company,
- Our- coxﬁpmy provides
leadership in developmg new
| products/services,”

-]~ Our" company is constanﬂy
experimenting with new
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products/services,

- We have built a reputation for
being the best in our industry to
develop new methods and
technologies. :

Risk Taking

- Top managers of our company, in
general, tend to invest in hkigh-risk
projects,

~ This company shows a great deat
of tolerance for high risk projects,

— . uvur  business  STargy 18
characterized:- by o strong tendency
to take risks,

0.93

Proactivness

-~ We sesk to exploit anticipated
changsy in our farget market ahead
of our rivals,

~ We seize initistives whenever
possible in our target market
operations,

~ We act opportunistically to shape
the business environment in which
we operate, |

0.9

Firm
Performance

Customer
satisfaction

Market
Bffectiveness

- Delivering value to  your

Please evaluate the performance of
your firm over the last three years
compared fo  your  major
competitors in terms of'

- Increasing Customer Satisfaction

sustomers

= Delivering whet your customers

want

- Retaining valoed sustomers

~ Market share growth

Overali 0.88

(Bngelen et al.,
2015)
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Finangial
Performance

custoimers,

~ Return on investment (ROI)

P Reachin g _ﬁnancial goals

= Growth.in sales revenue
- Acquiring new customers

- Incressing sales to existing

- Profitability

- Return on sales (ROS)

ar oy 1
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firms

Ties with
government .
officials -

- We put great emphasis on

rélationships with our buyers.

- We understand our - suppliers’

.§ officials,

Tu wital vabuni du yuu ugive wilh
statements about relationships with
buyers and suppliers:

- We have cultivated . close
connections with our buyers,

understanding our buyers’ needs.

- We foous on developing

- Personal télationships with' our
suppliers are important to the firm.

- We have invested in relationships
with the managers of our suppliers.

strengths and weaknesges,

To what extent to 'you agree,with' -0_337. '

statements about relationships with
governmenta] officials;

- We ensure good re};ﬁoqships _

with-  influential gove:ﬁmen_t
- We have -invested heavily in
building  relationships  with
government officials,

" onAa
Viklodt
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- Intproving our relationships with
government officials have. been
important to us, :

- You received support for R and D
activities from Jocaf institutions.

= You or your emplavees received

1 specific fraining by local academic
- institutions.

- Your firm received benefits from
research activities carried ouf your
academic institutions,

You consider that vou ‘eannct
receive support from external firms
directly instead of from Ilocal
institutions.

- You consider the role piayed by

the trade associations: in the local”

area as strategically important.

s Research population; sample

According to the industrial déveiopment authotity, manufacturing firm SMEs are

firms with less than 100 employees, The research population was determined to include all

electronics industry SMEs in Cairo, Giza as well as 10" of Ramadan and 6 of October cities,

" where those areas répresent the main indusirial areas within Egypt as shown below in table 2.

Table 2: SMEs population technical industries in Egypt

10 of

Cairg Giza 6% October Total
. ' Ramadan
Technical - 207 34 85 134 460
industries

Source: Industrial Development Authority (2016)
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The sampling unit is composcd of owner and manager of SMEs as they are the fully
understunding the main business sr:tivitiss which wﬂl i:hprove the accurasy sf ths responses
‘ (Semrau, Ambos, & Kraus 2016) No research framc is available for SMEs in Egypt duc to
the availability of different sources fm‘ SMEs Lategonzutmn Accordmj,ly, this research
fo]low's a non-probability samplm;, cies:gn wherc the choice of the subjeots or firms to be -

included in the sample w111 folinw judgmental ramgglmg whsrs researcher's judgement and

opinion is nssded to exclude busr_nesses that are ot relevant to research areas and variables.

To control the common method bias, tirs= stss;( applied 'several procedural rem_ediss:
- respondents were assured 4 high level of confidentiality during .data‘collmticn where no
implications for right ot wrong answers, measurement items, were constructed careful]y to
avoid any item ambiguity or complexlty, finally; data were collected from owners and
managers of SMEs (mote than one respondent) -withm' the _sums ﬁrm {Luv & Viet,

- 2018) .Acsordingly, common method bias is not likely to be 4 serlous conceni in our study.

| The questionnaire was .develbped in English in accordance with rneasures and dats
required to test deve]olsed h&pothcses and ' then trans]ated'into Arsbrs lenguage. The
questmrmmre was translated into. Arabic first, then translated back 10 Enghsh to mnke sure
that all items end questmns have ths same meamng Data was collected through a self-
administered guesﬁonnaire; E well-developed questmnnmre provides accurate and useable
data that w111 support data analysm and resu]ts The lsyout is & very Jmportant step in
. designing the questionnaire, to guarantee that is attractive end not boring for respondent
' (Gilhsm 2000} The l'ayout of the (fuestionnaire is orgamaed 88 foﬂowst a) -The questionnaire
starts with a ‘brief introduction (cover page) that explams the-zim of the research and the '

. importance, of the respondent’s answers 4o the resenrch to attract ntten’non and ensure the
- .:conﬁdentrahty of thcn' answers b)'There isa logrcsl order apphed to avord confusmn, such

that sensitive or personal questions are kept at the end of the quesnonnmre. ¢) Questions are
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