

















Literature on Entrepreneurial Qualities

According to Schumpeter (1934), the key ingredient of entrepreneurship lies in the
individual’s innovativeness, which is also referred to as creativity, or discovery.
Entrepreneurship, in this view, is regarded as “the opportunity-seeking style of management
that sparks innovation” (Paterson 1985). In addition, intuition is widely recognised as another
irmportant entrepreneurial quality. It refers to the ability of an individual to recognise an
opportunity and make the appropriate decision on time. Iacocca (1984) defines this as a feel
for the problem and an ability to make a decision when others are still looking for facts. As
suggested by Mill (1984), however, risk-bearing is the key factor in distinguishing an
entrepreneur from a manager. In this regard, it is interesting to note the following statement
issued by a chairman of the Ford Motor Company on risk-taking in entrepreneurship:

We are allowing our managers to act more like entrepreneurs, like the owners
of their own business—to let them know there are rewards for sensible risk-
taking. When I say “risk-taking” , I'm not talking about “seat-of-the-pants”
adventurism. I'm not talking about a Las Vegas roll of the dice. I'm talking
about a seasoned judgement that allows decisions to be made in a timely
way—judgement that doesn’t require every issue to be studied to the point of
exhaustion (Gordon 1985).

Along with risk-taking, a distinctly higher need for achievement is often said to be
associated with entrepreneurs (McClelland 1965). The successful entrepreneur is also
described as having strong drives for independence with an exceptional belief in himself (or
herself) and his (her) abilities (Roscoe 1973). According to Lachman (1980), entrepreneurs
have unique personal values and attitudes towards work and life, such as honesty, duty,
responsibility and ethical behaviour. They attach greater importance to these values and
attitudes in operating their organisations. Being consistent with these values, self-esteem,
which is closely associated with individualism, is also referred to as a noticeable attribute of
entrepreneurs (Cunnigham and Lischeron 1991). Moreover, as noted by Fiedler (1966),
entrepreneurs are described as leaders of people who have the ability to adapt their leadership
style to the needs of people. Similarly, alertness to opportunities is widely recognised as
another distinctive characteristic of entrepreneurs. It allows existing businesses to develop and
diversify their activities in other areas (Burgelman 1983). Thus, entrepreneurs are believed to
be more flexible than administrators with regard to making timely changes to their operational
and management systems.

Measurement of Mentality

Based on a review of the above literature, ten major qualities or attributes of entrepreneurs
were identified for the purpose of distinguishing owner/managers with an entrepreneurial
mentality from those with an administrative mentality. These qualities include innovation and
creativity, intuition, risk-taking, distinctly higher need for achievement, independence,
exceptionally high self confidence, unique personal values and attitudes towards work and
life, self-esteem, individuality, adaptability of leadership style to the needs of people,
alertness to new opportunities, and flexibility. On the basis of these entrepreneurial qualities,
10 questions were included in our survey questionnaire for the purpose of identifying the
nature of each owner/manager’s mentality. For each question, two alternative answers were
provided to the respondents requesting them to indicate their choice. One of these two
answers or alternatives was designed to signify one of the entrepreneurial qualities cited
above. When a respondent selected this particular alternative he (she) would be counted as an
owner/manager with entrepreneurial mentality. Similarly, if the respondent selected the other




alternative he (she) would be counted as an owner/manager with administrative mentality.
Original questions and alternative answers were pre-tested on a small group of
owner/managers and some of them were modified on the basis of their suggestions before
they were included in the survey questionnaire. The questions and alternative answers
included in the survey questionnaire are shown in Table 2. The entrepreneurial quality
expected to be identified through each question is also shown in this table as additional
information to the reader of this paper.

Table 2: Questions used for identifying mentality styles of owner/managers

Question 1: In a situation where sales in your firm are likely to decline significantly, which of
the following two alternatives would you take?

Alternatives: (A) 1 would take steps to improve advertising, sales promotion and other marketing
activities. (B) I would look for new ways of improving the entire system of production and
marketing. (A) would signify innovation or creativity.

Question 2: In deciding on a new business project, which of the following would you consider
more important?

Alternatives: (A) The cost analysis and market forecasts prepared by my staff. (B) My own
vision and strategy. (B) would signify intuition.

Question 3: Assume that you are considering the following two alternative business projects—
Project A and Project B. Which of these two projects would you select for implementation?

Alternatives: Project (A): This involves a large investment and high risk. If implemented
successfully, it would generate an exceptionally high profit. Project (B): This project incurs only
one-third of the cost of Project A with low risk. The profit expected from this project would be
sufficient to maintain the firm’s existing rate of return on investments. (A) would signify risk-
taking and distinctly higher need for achievement.

Question 4: Assume that you are able to make an independent decision about the salaries of
your employees. If the following two options are available to you which would you prefer?

Alternatives: (A) Salaries based on the length of service. (B) Salaries based on performance.
(B) would signify independence.

Question 5: Assume that you have developed a new business idea of your own and you are
quite confident of its success if it is put into practice. However, it if fails due to some unforseen
reason, it will bring a lot of discredit to your reputation in addition to causing a significant
financial loss to the firm. In this situation, which of the following two options would you take?

Alternatives: (A) 1 would take steps to put my idea into practice. (B) I would encourage my
management team to develop an alternative idea. (A) would signify exceptionally high self
confidence.

Question 6: In directing and leading your workforce, which of the following would you
consider more important?

Alternatives: (A) My own values and attitudes towards work and life. (B) The generally
accepted organizational norms and policies. (A) would signify unique personal values and
attitudes towards work and life.

Question 7: When you have to make an important decision regarding a difficult problem in
your firm, which of the following two approaches would you prefer?

Alternatives: (A) 1 would make the decision primarily according to my own belief and

confidence on the matter. (B) I would make the decision primarily on the advice of my
management team. (A) would signify self esteem and individuality.




Question 8: In managing your workforce, which of the following two alternative approaches
would you prefer?

Alternatives: (A) I would expect the workforce to adjust to my style of leadership. - (B) I would
adjust my leadership style to suit the workforce. (B) would signify adaptability of leadership
style to the needs of people.

Question 9: Assume that your firm is currently operating profitably. As the chief executive
officer, which of the following two steps would you follow?

Alternatives: (A) 1 would manage the existing operations efficiently for further improving
profitability. (B) I would attempt to discover new business opportunities for expansion. (B)
would signify alertness to new opportunities.

Question 10: As the chief executive officer of your firm, which of the following two
alternatives would you prefer?

Alternatives: (A) To maintain a stable system of management at least for a reasonable length of
time. (B) To introduce changes to the existing system whenever I think appropriate. (B) would
signify flexibility.

Results and Discussion

Following the procedure described in the previous section, the mentality points of
owner/managers were calculated on the basis of their responses given to the ten questions
included in the questionnaire. The results are presented in Table 3. Since the total number of
points applicable was 10, owner/managers with a score higher than 5 were identified as those
possessing a greater degree of entrepreneurial mentality and a lesser degree of administrative
mentality. The opposite was true for those who received a lower-than-average score. Of the
total number of 248 owner/managers, nearly 57 per cent were identified as more
entrepreneurial minded as against 38 per cent of those with a greater degree of administrative
mentality.

Table 3: Frequency distribution of mentality points

Mentality Points Number of owner/managers

1 6

2 12

3 37

4 39

5 14

6 55

7 48

8 19

9 14

10 4
Total 248

The results based on responses to the question on sales of the sample firms are
presented in Table 4. It shows that over the past three years, 61.3 per cent of firms had
substantial or slight increases in sales. Another 11.7 per cent of firms reported a stable
position while 29 per cent having substantial or slight decreases in their sales performance.




Table 4: Financial performance of firms

Change in sales revenue during the last three years

Number of companies %
Substantial increase 62 25.0
Slight Increase 85 343
Stable 29 11.7
Slight decrease 18 7.3
Substantial decrease 54 21.7
248 100.0

Since the level of performance in sales was measured using ordinal scale, a chi-square
test for independence was used to ascertain whether a statistically significant difference would
exist between the owner/managers’ mentality and the changes in sales. The results of this test
are presented in table 5.

Table S: Relationship between owner/mangers’ mentality and changes in sales*

Nature of Owner/managers’ Mentality

Change in Sales Administrative Mentality ~ Entrepreneurial Mentality
Firms % Firms %
Substantial increase 13 13.8 46 329
Slight Increase 27 28.7 51 36.4
Stable 15 16.0 13 9.3
Slight decrease 7 7.4 11 7.9
Substantial decrease 32 34.0 19 13.6
94 100.0 140 100.0

* X%=21.995, p =0.000, significant at .01

The results in Table 5 indicate a significant relationship between owner/managers’
mentality and performance in sales (X* =21.995; d.f=8; p=0.000) at the 1% level of
significance. More specifically, 42.5 per cent of owner/managers with an administrative
mentality reported a substantial or slight increase in sales while 69.3 per cent owner/mangers
with an entrepreneurial mentality reported a similar increase in sales. Thus, these results show
that owner/managers with an entrepreneurial mentality have achieved higher performance in
sales than their counterparts with an administrative mentality.

On the basis of the owner/managers’ responses to a separate question included in our
survey questionnaire it was also possible to determine approximately the stage of growth
applicable to each firm. These results are shown in Table 6. It shows that while 17.7 per cent
of firms were still in the introductory stage, 41.1 and 25.4 per cent were in their growth and
maturity stages respectively. The rest of the firms (15.8 per cent) were in the decline stage.

Table 6: Growth stages of firms

Number of Firms Percent

Introductory Stage 44 17.7
Growth stage 102 41.1
Maturity stage 63 254
Decline Stage 39 15.8

248 100.0




For the purpose of examining whether the owner/manager’s mentality affected the
s ales performance differently in different stages of growth, the data presented in Table 5 were
further processed according to the stages of growth as shown in Table 7. In this table, the
‘stbstantial’ and ‘slight’ increase/decrease groups have been combined to form two main
groups as ‘Increase in sales’ and ‘Decrease in sales’.

Table 7: Relationship between manger’s mentality and sales performance
in different growth stages

Introductory Stage Growth Stage
Administrative  Entrepreneurial ~ Administrative  Entrepreneurial
mentality mentality mentality mentality

Firms % Firms % Firms % Firms %
Increase in sales 4 333 24 774 20 55.6 41 68.3
Stable sales 5 41.7 3 9.7 | 2.8 5 8.3
Decrease in sales 3 25.0 4 12.9 15 41.6 14 13.4
Total 12 100.0 31 100.0 36 100.0 60 100.0
X? 8.118 4.193
P value 0.017* 0.123

Maturity Stage Decline Stage
Administrative  Entrepreneurial ~ Administrative  Entrepreneurial
mentality mentality mentality mentality

Firms % Firms % Firms % Firms %
Increase in sales 13 50.0 24 70.6 3 15.0 8 533
Stable sales 4 1.0 2 5.9 5 25.0 3 20.0
Decrease in sales 9 34.6 8 23.5 12 60.0 4 26.7
Total 26 100.0 34 100.0 20 100.0 15 100.0
X 2.982 6.185
P value 0.225 0.045*

Note: * Significant at .05

As shown in Table 7, over 68 per cent of firms headed by owner/managers with an
entrepreneurial mind reported increases in sales during the introductory, growth and maturity
stages. Even in the decline stage, 53.3 per cent of these firms reported increases in sales. In
contrast, only 33.3, 55.6 and 50.0 per cent of firms headed by owner/managers with an
administrative mind had increasing sales during introductory, growth and maturity stages
respectively. In the decline stage, only 23.1 per cent of these firms had increases in sales.
Being consistent with the above pattern, the number of firms that experienced decreases in
sales during all four stages was considerably higher for firms headed by owner/managers with
an administrative mind than their counterparts with an entrepreneurial mind. In particular,
41.6 and 60.0 per cent of these firms had decreasing sales during the growth and decline
stages. :

According to the above percentages, there appears to be a strong relationship between
owner/manager’s mentality style and enterprise performance in all stages of firm growth.
However, the statistical test of significance has revealed that this relationship is significant
only in the introductory and decline stages. This suggests that when owner/managers become
more entrepeunerial minded in their strategies, decisions and actions operating performance




tends to be higher in the introductory and decline stages. In the growth and maturity stages,
however, this relationship is not seen to be so important. In other words, during these two
stages there 1s no significant difference between entrepreneurial minded owner/managers and
administrative minded owner/managers with regard to the impact of their mentality on
enterprise performance. It may be that since firms obviously have higher revenues and profits
during growth and maturity stages the difference in the owner/managers’ mentality styles
cannot make a significant difference in performance during these two stages.

Conclusions

From the results of this study, it can be concluded that there is a strong relationship between
owner/managers’ mentality and financial performance of their enterprises. More specifically,
when owner/managers of SMEs are more entrepeunerial minded in the introductory and
decline stages their performance tends to be higher. This suggests that owner/managers need
to become more entrepreneurial oriented in their strategies, decisions and actions in order to
achieve better performance in the introductory and decline stages. However, this relationship
is not seen to be significant in the growth and maturity stages. It may be that a combination of
both entrepreneurial and administrative mentalities is needed for achieving high performance
in the growth and maturity stages.

It should be noted that the above conclusions should be treated with caution as the
results of our investigation have been constrained by a number of limitations. Primarily, some
of the questions and alternative answers provided in our survey questionnaire for identifying
the two styles of mentality may have conveyed different meanings to different respondents.
Similarly, the small sample size does not permit generalisation of results to all manufacturing
firms in the SME sector. In addition, the results of this study were subject to the limitations
commonly associated with all mail surveys in respect of the reliability and accuracy of
information. _

Despite the above limitations, this research was unique in several respects and would
provide some useful insights to many owner/managers in the SME sector. Since the survey
was confined to only 168 SMEs in a single country it would be useful to replicate it using
larger samples under different country settings. In doing so, it is important to devote a special
attention to the few limitations noted above. :
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