CHAPTER 1: INTRODUCTION

1.1 Introduction

This chapter presents an introduction te tturrent thesis entitled T Hrdluence of
Strategic Orientations on Business Performance andthe Mediating Role of
EntrepreneuriaDrientation RelationshipbetweenTechnology,Market Orientation and
Busines$erformance in Koreaechnologyynt ensi ve SMEs 0.

In this chapterthe following areas are discussed and presented in the order below:

1. Research background (Section 1.2)

2. Research problem (Section 1.3)

3. Objectives of Study and Research Quest{@etion 1.4)
4. Research approach and methods (Section 1.

5. Scope of the study (Sectiorb)L.

6. Contributions of the study (Sectiorv}.

7. Content and layout of the study (Sectio8) 1.

Each of these subjects will be discussed to explain the rationale for this study, taking
into account the nature of previous research conducted in this field. This will assist in
contextualizing thigesearch and in demonstrating how it intends to build upon existing

literature pertaining to the subject of strategic orientations, and specifically research

relating to entrepreneurial orientation, market orientation and technology orientation.

This chaper will address the research methods utilized in order to attain the information



and data gathered in this study, as well as the philosophical approach to data and
knowledge acquisition adopted. These methods and approaches to research will be
discussedn detail in order to explain how they are appropriate techniques for achieving
the various research objectives. In addition, this chapter will also discuss how the
research questions devised for this project will contribute to the research.

The contributon of this research in respect of existing literature pertaining to the subject
of strategic orientations together with content and layout of this paper will also be

presented in this chapter.

1.2. Research background.

Since the liberation, Korea has aogdished a remarkable growth in economy. Korea
was able to establish its own unique growth model by combining reverse engineering
and a unique economic system called "chaébthl4t was created to overcome lack of
resources, technical skills and the saaleeconomy that had not reached the critical
mass. This growth model provided the opportunity to participate in the international
competition during the Fordism which is the representative of the mass production
system. In 70s, and 80s, the virtuous cirtde growth could be settled through
guantitative economy. However, in 90s, the world entered the post Fordism era which
emphasized on creativity. In 2000s, the whole system of industry has been required to

change, emphasizing on innovatidriven economy.This transition is revealing the

! Thechaebolare the large, conglomerate famdgntrolled firms of South Korea characterized by strong

ties with government agenciehe word "chaebol" means "business family" or "monopoly" in Korean.
The chaebol structure can encompassingle large company or several groups of companies. Each
chaebol is owned, controlled or managed by the same family dynasty, generally that of the group's

founder. Samsung, Hyundai and LG Group are among thedbiggd most prominent chaebol.



limitations of the growth model that was built upon the mass production system based
on "chaebol". Furthermore, it also stresses the importance of a new growth model built
upon small and medium size companies that araldaitfor the small quantity batch
production system called post Fordism. Therefore, Korea has been trying to transform
the existing industrial system to a new structure that can serve the purpose of a new
trend, for instance, nurturing various types of Bnad medium size companies.
However, the small and medium size companies in Korea have a number of problems
since they are only considered to function as subsidiaries of large corporations. In the
meantime, the number of companies which possess R&D iagssgcventure boom

after IMF started to increase. The government also started to propose numerous plans. It
is essential to understand the target companies to raise effectiveness of small and
medium size company supports when small and medium size caspard being
recognized as a new growth model. Given that Korea adopted the manufabasay
growth model and the international trend such as emergence of innedgatien
economy, the most important part seems to be innovative small and medium size
companies in the manufacturinged. Korea government adoptéoho-biz certification

system to support innovation small and medium size companies and is planning to
implement various supports. Moreovargreat deal of research abduomo-biz certified
commnies has been started to introduce. The research which has been conducted until
now tends to focus only on one innovation type or revealing the mere differences
innovation and nofinnovation companies. It failed to ass various characteristics of
Inno-biz and connection between performances and those characteristics. As a result,
this study is to suggest diverse implications about policies related to nurturing small and

medium size companies which are the core element in economic growth by conducting



reearch about various orientations and connectiogtsveen performances targeting

Inno-biz companies.

The concept of strategic orientation is gaining more attention since it was recognized as

being the core element to success for many organizations.

Gatigmon and Xuereb (1997:78) postul ated the ¢
firmods strategic direction i n creating pr
performanceo. Strategic orientation focuse:
with its external environments (Day, 1994; cited by Zhou and Li, 2010, Gatignhon and

Xuereb, 1997). Strategic Orientation has also been described as strategic fit, strategic
predisposition, strategic thrust, and strategic choice (Manu and Sriram, 1996; cited by
Morgan and Strong, 2003). Manu and Sriram (1996) strategic orientation simply refers

to how an organization responds to changeable environmental factors. According to

Noble et al. (2002), strategic orientation guides organizations to create strategies and
maketing. The definition of strategic orientation by Gatignon and Xuereb (1997:78) has

been adopted in this thesis. It states fa
behaviors so as to achieve superior perforn
In particular, strategic oriertian is more important to SMEs which compete in the

relatively low entry barrier field than to big corporate companies. This is because it is

by far more important for SMESs to try to occupy the market earlier by developing new

ideas to survive and grow. g organizations emphasize strategic orientation as a way

to vitalize management and maintain their competitive advantage (Aloulou and Fayolle

2005; Atuahen&ima and Ko 2001; Baker and Sinkula 2009; Gatignon and Xuereb,

1997; Gao et al. 2007; Hakala, 201ult et al. 2004; Jeong et al. 2006; Kaya and

Seyrek 2005; Li, 2005; Noble et al., 2002; Rhee et al., 2010; Salavou, 2005; Zhou et al.,



2005).

The researchers emphasize that to maintain competitive advantage, market orientation
(Jaworski and Kohli, 1993Narver and Slater, 1990), and technology orientation
(Gatignon and Xuereb, 1997; Hult et al., 2004) are important. The relationship between
market orientation and technology orientation shows that if either orientation is strong,
it is likely that the dber orientation will also be strong. In addition, Lumpkin and Dess
(1996) and Wiklund and Shepherd (2005) emphasize on the importance of
entrepreneurial orientation in research relating to competitive advantage.

More specifically, market orientation tednology orientation linkage (Berry, 1996;
Berthon et al., 2004, 2008; Gao et al., 2007; Izquierdo and Samaniego, 2007; Jeong et
al., 2006; Knotts et al., 2008; Paladino, 2009; Shaw, 2000; Shipley et al., 1995; Voss and
Voss, 2000); market orientationentepreneurial orientation linkage (Atuahe@Géma

and Ko, 2001; Baker and Sinkula, 2009; Becherer and Maurer, 1997; Bhuian et al.,
2005; Frishammar and Horte, 2007; Li et al., 2006, 2008; Luo et al., 2005; Merlo and
Auh, 2009; Miles and Arnold, 1991; Morrist al., 2007; Morris and Paul, 1987;
Schindehutte et al., 2008; Slater and Narver, 2000; Tajeddini, 2010; Tzokas et al., 2001,
Zahra, 2008); market orientation and entrepreneurial orientag@nformance linkage

(Hult et al., 2004; Kropp et al., 2006; Wiet al.,, 2002, 2003; Rhee et al., 2010;
Ruokonen and Saarenketo, 2009; Zehir and Eren, 2007); market orientation, technology
orientation and entrepreneurial orientatioperformance linkage (Aloulou and Fayolle,
2005; Hakala, 2010; Kaya and Seyrek, 2Q052005).

Strategic orientation is now recognized as a core element of an organization's success
and has been the subject of much academic research. Within existing literature authors

have studied strategic orientations and have defined severatasries of



orientation. Of these defined swhtegories entrepreneurial orientation, technology
orientation and market orientation are purported to be particularly influential on the
performance of a business (Covin and Slevin, 1989; Cano et al., 2004r Hiadv8later,
1990; Gatignon and Xuereb, 1997; Lumpkin and Dess, 1996; Wiklund, 1999).

Literature within the realms of market orientation suggests that by constantly observing
customer behavior patterns organizations will be better able to understandtiahd s
their needs. Literature from the perspective of technology orientation suggests that by
continually developing new and improved products and investing heavily in R&D,
organizations will be able to offer superior products to their competitors anchigain
competitive advantage. Authors writing on the subject of entrepreneurial orientation
arguethat by following a proactive, innovative and Fisking approach to business
many organizations will experience improved performance.

The definition of market orientation, technology orientation and entrepreneurial

orientation in this thesis is shown in Table 1.1.

Table 1.1. Definitions of subategories of firm orientation

Definition

Market AThe organizati on c and efficiendy ctedtg
Orientation | the necessary behaviors for the creation of superior value for b

and, thus, continuous supe
(Narver and Slater, 1990: 21)
Technology ATechnology orientation me

Orientation | technical knowledge to build a new technical solution to answe
meet new needs of th
(Gatignon and Xuereb, 1997: 78)
EntrepreneuridE O r ef er s t opradtide® ani gecisiomakisgsaetigtie
Orientation employed by entrepreneur
(Lumpkin and Dess, 1996: 136)




1.3. Research Gaps

A plethora of academic literature has been published on the subject of strategic
orientation. Numerous studies have attempted to explore the effects of combining
market and entrepreneurial orientation (Atuak@mma and Ko, 2001; Baker and
Sinkula, 2009; Bcherer and Maurer, 1997; Li et al.,, 2006, 2008; Luo et al., 2005;
Merlo and Auh, 2009; Miles and Arnold, 1991; Morris et al., 2007; Tzokas et al., 2001;
Zahra, 2008), whilst many other studies have considered the linkages between market
and technology oentations (Berry, 1996; Berthon et al., 2004, 2008; Gao et al., 2007;
Izquierdo and Samaniego, 2007; Paladino, 2009; Shaw, 2000; Shipley et al., 1995; Voss
and Voss, 2000).

However, little research producing empirical data studying the combined usekeat,mar
technology and entrepreneurial orientations in conjunction with one another (Aloulou
and Fayolle, 2005; Hakala, 2010; Kaya and Seyrek, 2005; Li, 2005) has been produced.
The majority of these works present orientations on a conceptual level only. Othe
studies present investigations into the effects of these orientations separately (Li, 2005;
Zhou et al., 2005), rather than viewing the effects of combined orientations. Kaya and
Seyrek (2005) base their research on the likely effects these variousten will

have on business performance, concluding that different options are more effective in
different markets and situations. Previous studies have tended to focus on a specific
orientation with the aim of reporting the benefits of each respectieatation, but fail

to consider orientations as potential reciprocal partners.

In short, some research concerning strategic orientations does not include technology
orientation and entrepreneurial orientation as one of its principal drivers in the context

of small and medium businesses. Other areas of research do not consider the mediation



effect of entrepreneurial orientation on the relationships between those drivers
(technology orientation and market orientation) and business performance in the context

of small and medium businesses.

Many researchers (Aloulou and Fayolle 2005; Atuak@mea and Ko 2001; Baker and
Sinkula 2009; Gatignon and Xuereb, 1997; Gao et al., 2007; Hakala, 2010; Hult et al.
2004; Jeong et al., 2006; Kaya and Seyrek 20052Q05; Noble et al., 2002; Rhee et

al., 2010; Salavou, 2005; Zhou et al., 2005) agree that strategic orientation affects
business performances, but moredepth research into the effects of orientation
association as combined factors has not been camiietdecause strategic orientations
were considered to be independent variables. Furthermore, the manner in which

constructs and variables affect business performance has not been verified.

Recommendations on how to combine these orientations and the sertsedfects

each will have on business performance is ambiguous in the absence of broader research
analyzing the relationship between them. Therefore, in terms of orientation research,
this dissertation enters unchartered territory in pursuing its olgeaf drawing
together these different views. Having identified gaps in existing research, this research
studies the relationship between strategic orientations and their combined effects on

business performance, rather than their effects as separatatwien

Miller (1983) defines that entrepreneurial orientation pursuits innovation of product and
market, takes a certain degree of risks, and propensity of an organization to outsmart

competitors. Entrepreneurial orientation is a characteristic ofrganzation that the



senior manager is wiling to take risks and act proactively and innovatively. (Morris and
Paul, 1987) It is understood to be an activity of an organization which innovatively and
proactively handles the resources that the organizatamsegssegDollinger, 1984
Stevensonand Jarillg 1990). In short, it is thstrategicallycharacteristic regarding how

to use the resources that the organization has. Therefore, what resources organization
possess should be asked. The resources thatizajans possess can mean human or
financial resource but it can also indicates culture or characteristics of the organization
which are also conces to be important. To examiheno-biz companies in Korea, it is
known that competencies that challenge tharket and R&D are suggested as
important resource When it comes to certifyinthno-biz, technology innovation and
market innovation competencies are one of tliter@. In other words, as fdnno-biz
companies, technology orientation and market ¢aion are the important resources

that should be carefully managed. To lead them to performances, it is necessary that
what effects strategical actions, as such, entrepreneurial orientation has should be
broadly analyzed. Therefore, to assdsmo-biz in Korea, it is understood that the
relationship amongst these three orientations should be comprehensively analyzed. The

research was conducted adding three more different orientations.

1.4. Objectives of Study and Research Questions
The purpose of this dfly is to analyze the business performance of the technology
innovative SMEs in South Korea, which are designated and named a®iin(an

abbreviation of 6l nnovationd and O6Busi nessbo

Research Objective 1: To examine how the technology intensive SME sector of the



South Korean economy has developed and what are the major characteristics

contributing to its success.

This research objective is defined in order to consider and discu&s\tHfeatures of

the South Korean economic and business environment. This has been achieved using a

wide array of academic literature and empirical research.

Anot her aspect of this studybz&MEsdeplbyo 1 nves
strategic orierdtions (that is, technology orientation, market orientation and

entrepreneurial orientation) and business performance.

Research Objective 2. To investigate strategic orientations (technology orientation,
market orientation and entrepreneurial orientgtiand the relationship that exists

between them.

The purpose of this study is to discover the mediating effects of entrepreneurial
orientation on the relationship between technology orientation, market orientation and
business performance. Thus, the ppat objective of this research is to fill the
theoretical gaps via the construction of a comprehensive model; to investigate the
mediation effect of entrepreneurial orientation (Lumpkin and Dess, 1996; Wiklund and
Shepherd, 2005) on the relationships ket technology orientation (Gatignon and
Xuereb, 1997; Hult et al., 2004), market orientation (Jaworski and Kohli, 1993; Narver
and Slater, 1990) and business performance in the context of small and rsexidm
technologyintensive businesses.

This reseech endeavours to understand the relationship of strategic orientations such as

10



technology orientation, market orientation and entrepreneurial orientation, for which a
theoretical structural equation research model is outlined as follows. Firstly, the effe
that technology orientation, market orientation and entrepreneurial orientation have on
business performance is to be investigated. Secondly, whether technology orientation
and market orientation are antecedent variables of entrepreneurial orientditibe w
examined. Thirdly, the effects technology orientation and market orientation have on
business performances through entrepreneurial orientation will be investigated.

In order to achieve these research objectives, the following research questions were
devised. Research questions 1 and 2 were defined in order to achieve the first research

objective, and questions 3, 4 and 5 are raised in reference to research objective 2.

Research Question 1: What are the major characteristics of the economic argdsusin

environments in which South Korean SMEs operate?

Research Question 2: What are the main characteristics ofblnn®MEs and their

founders?

Research Question 3: Are there significant positive relationships between strategic
orientations (technologgrientation, market orientation and entrepreneurial orientation)

and the business performance of South Koreanbin&MEs?

Research Question 4: Will technology orientation and market orientation positively
relate to the entrepreneurial orientation afdtbiz SMEs in South Korea? As such, can

it be concluded that technology orientation and market orientation are antecedent

11



variables of entrepreneurial orientation?

Research Question 5: Does entrepreneurial orientation have a mediating relationship
role ketween technology orientation, market orientation and the business performances

of Inno-biz SMEs in South Korea?

1.5. Research approach and methods.

The research philosophy adopted by a researcher relates to their viewpoint on the
development oknowledge. The philosophical stance adopted generally comprises two
options: positivistic or phenomenological (Collis and Hussey, 2003). According to
Collis and Hussey ( 2ti@e@Gadts or cadsgs,of secial phehomena, s m
with littleregad t o t he subjective state of the i
Saunders et al. (2003) suggest that deductive research is l&wgasedupon the

search for relationships that exist between variables. This research adopts a positivistic
philosophical stance with the intisan of analyzing the relationships that exist between
antecedents and consequences. In its analysis it will produce empirical data through the

use of questionnaires.

As the aim of this research is to analyze the relationship between strategic orientation
(technology orientation, market orientation and entrepreneurial orientation) and
business performance in the context of Koréano-biz SMEs, this research has
adopted a deductive approach that primarily employs surveys as part of the research
strategy. Probability sampling was used to meet the research objectives and then the

primary data was collected by questionnaire. The quawmétadata collected was

12
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analysed via Statistical Packages for Social Sciences (SPSS) operations.

In order to empirically verify the relationship between business performance and the
aforementioned strategic orientations, this research has been conduntedeveral
methods. Firstly, this research outlines and addresses the relationships between
technology orientation, market orientation and entrepreneurial orientation by reviewing
relevant literature and draws a hypothesis. To empirically justify thi®thggis, a
structural equation mod&asderived and the data that is to be used in this research
has been collected by developirgquestionnaire that was devised frgmevious
research about major variables. Reliability, validity, and correlation asdigse been
conducted using collected data through this process and SPSS 15.0. Moreover, to
analyze the structural equation model, a covariance structural analysis has been

performed using AMOS 7.0.

1.6. Scope of the study.

The present study is basedlimn the context of Inndiz SMES in South Korea.

The Korean government considers the technology innovative SMEs an important
industrial sector as they are expected to play a key role as a driving force for enhancing
the national economy of Korea. For th&ason, many companies have been granted

financial support through government programmes.

'Inno-Biz' is an abbreviation word for 'Innovation' and 'Business' and represents a small
and medium business (SMB) fully equipped with competitive technology atinov

and supported by superior technology. An hinio company refers to a technologically

13



innovative SME thagains competitive adviage through its technological strength.
Inno-biz companies typically have a high growth potential due to the creatioigtdf
innovative technology in the market place. The strong advantages gained from
certification as an SME include reduced taxes, financial assistance and marketing
support from the government. The certification is reviewed annually by representatives
of the government. Inrbiz companies are those authorized by the small & medium
business administration (SMBA). Authorization is granted from this govermamant

organization following an evaluation of just the innovative capability of a company.

Companis are selected based not on past revenues or achievements, but on the potential

for future growth and the capabilities to offer competitive technology and conduct
substantial research and development projects. Such policies are being implemented in

many caintries across the world, with governing bodies attempting to enhance their
nationbés economy by increasing their techni
such as the U.S, U.K and Germany are providing financial support schemes to small and
medium busikss ventures in order to achieve thi

competitive power.

1.7. Contributions of the study

This research is theoretically and practically significant in a way that it analyzed both
market and technology orientation on thdéiole. As it is mentioned above, while
entrepreneurial orientation means activities of organizations that innovatively and
proactively controls the resources organizations pog&astinger, 1984, Steéenson

and Jarillg 1990), entrepreneurial orientatiaonan aspect of resource basis means how

14



they effectively manage resources. The theoretical implication can be sought in this
research since it thoroughly analyzed how market and technology orientation are
affected when they are combined with strategicdlav@ur that is entrepreneurial
orientation, considering market and technology orientations are the important resources
that innovative companies should manage.

In addition, analyzing relationship amongst technology, market and entrepreneurial
orientation this research concluded that a system that can support these orientations is
needed in terms of the futut@no-biz company supports. As a result, this research

shows a practical implication.

This area of research will endeavor to address this gapeititerature to date and to
consider various other related issues. Several significant findings from the analysis
provide practitioners with insights and suggestions for ways in which to increase the
profit of their businesses.

This study contributes to mew stream of literaturdy investigating situations in which
several orientations may not only -emist but also complement each other.
Consequently, this research asks how the interplay between entrepreneurial, market and
technology orientations affect®empany performance.

The findings may help managers of firms to better understand the key factors that
should be encouraged in order to achieve economic growth and those which should be
avoided. The findings may also help policy makers develop indugtrigly to improve

the performance of Korean industry.
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1.8. Content and Layout of the Study.

The present study comprises eight chapters which are outlined as follows:

Chapter 1 (Introduction) presents the backgroofdhis study, highlights research
problems and research gaps, the purposes and objectives, research questions, the scope,
contributions and the organization ofislstudy. These areas are discussed at greater
length in order to contextualize the researaig & both explain and justify the chosen

methods for data collection and data analysis.

Chapter 2 (Resech Context 1: An Overview of Korean Economic Developmeht
provides an overview of the South Korean econdimagn 1940s to the present. A brief

but indepth aalysis of the history of the South Korean economy is presented, spanning
over 7 decades of economic events. Such events include political issues such as

supporting Japanese military endeavors to the detriment of the South Korean economy,

the openig phases of i ndustrialization i n Kor

democratizaton t he economic crisis of réBwery and

from this crisis.

Chapter3 (Resarch Context 2:SMEs and their Bles n the KoreanEconomy provides
an overview of the SME sector and Inbiz SMEs in South KoreaThis chapter
describes the concept and definitionKidrean SMEsthe legislations and supporting
policies regardinghe growth and development oKorean SMEsther development

processes of &rean SMEsand important statisticszinally, this chapter examines in

16



detail various factors relating to the specific type of SME that comprise thebinno
companies. This chapter concludes by describing the contributions of SMEs to the
Korean economyand the implications these contributions are likely to have for the

future economic development of the country.

Thus, it providesanswers toboth Research Questions 1 and 2. Firstly, the general
operating environment of SMEs is described using a numbedatd sources. In
particular, South Korean governmelggislations andpolicies towards SMEsare
considered in terms of the major supporting program for SMEs. This provides answers
to Research Question 1. Next, the views of South Korean-Bim&MEs on th
economic and business environment characteristics are considered using data obtained

from a survey of Inndiz SMEs

Chapter 4 (Literature Review Strategic Orientations and Business Performance)
reviews empirical research and associated evidence rcamgekey issues in respect of

the present research. These key issues include the dominant approaches in strategic
orientations studies, the conceptualization of technology orientation, market orientation
and entrepreneurial orientation and its relatiomgbibusiness performance and the use

of the contingency approach in the study of strategic orientations (technology
orientation, market orientation and entrepreneurial orientation) specifically within the

context of Innebiz SMEs.

Chapters (Conceptual Famework and Hypothesegjovides the conceptual framework

17



for this research, as well axplanationsof the various hypothesesmployed. The

model for this work is discussed together with results from examining the relationships
that exist between the fowariables of entrepreneurial orientation, market orientation,
technology orientation and the effects these orientations have on business performance

(bothdirect effectandindirect effecj.

The relationships between these variables will be examinde ifotlowing ordes. the
relationship between market orientation and entrepreneurial orientdietween
technology orientation and entrepreneurial orientatidinect effects of technology
market andentrepreneurial orientatisnon business performancénnovation and
financial performances)and indirect effects of marketand technologyorientatiors on
business performanc@nnovation andfinancial performances) viaentrepreneurial
orientation This chapter will also discuss the mediating role thategnéneurial

orientation can often play in firmsdé strate

Chapters (Research Methodology) presents the methods selected for data collection as
utilized in this project. Explanations and definitions regarding the philosophical
approach taesearch adopted for this work (a positivistic philosophy with a deductive
approach) are presented first. References to numerous texts and articles regarding
research philosophies and examples of other works are cited in order to justify the
philosophy skection for the purpose of this work. A comparison is also made between
the approaches of deductive and inductive research, identifying the key differences
between the techniqueBollowing discussions regarding the strategy toward research

adopted as parf this work, this chapter presents the methods employed for data

18



collection (survey questionnaire) and justification for the choice of method by referring
to the objectives of the study and to academic texts and artlchessly, detailed
explanations cacerning the method of data collection, samples used, data analysis

procedures and data preparation, are provided before conclusions are drawn.

Chapter 7 (Data Collection) presents the analytical findings of the study. This chapter
gives consideration tthe sample used for this research. 1000 South Koreanbizno
firms were originally contacted, 605 of whom provided positive feedback towards the
survey. 426 of these respondents then provided sufficient data for further analysis.
Extensive consideratiois then given to the characteristics of the sample, in terms of
information concerning the founder of the business (such as age, previous work, time
spent at that particular business etc), the general characteristics -diZrfBblESs (such

as the type ofmerprise, sales etc).

Chapter8 (DataAnalysis& Development of Modé¢l

Information regarding the types of data analysis techniques used as part of this research
is provided. This includes clarification of the methodology for analysis, reliability of the
analysis, validity of the analysis and the confirmatory factor of thiysiador the three
variables in this research namely, entrepreneurial orientation, market orientation,
technology orientation (and their effect on business performance) and the technique for
structural equation modelling. This chapter concludes with theeptation of results

from the structural equation model, the testing of hypotheses through structural path
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coefficients

Chapter9 (Conclusions)is presented and address the findings gathered as part of this
research. Discussions are also presented omingethe implications of this research
with regards to business practice, academic literature and research techniques, together

with the limitations of this research and suggestions for future research

1.9. Summary

This chapter provides a general overview of the present study.

Firstly, the research background and problems are discussed. This subsection contains a
brief consideration of our understanding of strategic orientations based upon a review of
relevant exighg literature. In so doing, a gap was found in the previous research
literature pertaining to a lack of empirical research examining the relationship between
different orientations. It is this research gap which formed the basis and rationale for

this regarch paper.

Secondly, the purposes and objectives of the study are introduced, followed by the
research questions and proposed theoretical framework. This section highlights the
philosophical stance taken towards this research paper and having idéntfidoeing

positivistic explains what this entails.

Thirdly, the structure of the research processes, the research scope and contributions
resulting from the study are noted. In reference to the scope of the research, it is
highlighted that this resedrdas been conducted with thea@peration of South Korean

Inno-biz SMEs. The contributions of this research are deemed to be various, including

20



the advancement of the body of academic literature relating to strategic orientations, as
well as helping to adse managers in business as to how to approach the selection and

maintenance of their strategic orientation.

Finally, the content and layout of the research is presented with details pertaining to the
content of each chapter. In the next chapter, the &omconomic developmeirs

discussed.
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CHAPTER 2: RESEARCH CONTEXT 1 (AN OVERVIEW OF

KOREAN ECONOMIC DEVELOPEMNT)

2.1. Introduction

South Koreaod6s rise since the 1960salhas bee
thinkers as the best exampié developingcountiesbeconomicrecovery and success

through industrial trading. The rate of growth for the country in terms of annual gross

national product (GNP) has held as 7.1% between the years of 1965 and 1990 (World

Bank 1992. Prior to the 196§, Koreawas a poor countryith 66% of the working

population being employed in agriculture, and a very small number working in

industrial sectors. The country was struggling to recover from the disastrous effects of

the Korean War which had devastatedhgnandustries, both in terms of casualties and

damage to logistics.

However, despite being stuck in a seemingly irreparable situation, events were to occur

that would change thB8outh Korean economy hugely. @e 16" May 1961 a military

coup, headedby General Park Chung Hemok placewith the goalto end corruption

t hat at t he time pl aguwed athieve futare aconomioy 6 s g o
development. This military coup was the impetus faatjchanges to the Korean state

as well as tohe Korean economy and indugtas a wholeA result of these changes,

when combined with a fortunate economic environment internationally, led to what is

now considered one of the greatest success stories with regards to economic recovery

and prosperity in th&ast century.
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Internationally, small and medium size enterprises (SMEs) contribute heavily to the
world economy(Heanet al, 2007. Koreais an excellent example of this. SMEs aid
economic development ia myriad of ways including the creation of employment
opportunities for manyndividuals in the labour force artie provision of innovative

and sustainable contributions to the economy in general. Furthermore, SMEs are also of
great importance to many individuals as they provigpootunities for the distribution

of income both in urban and rural areasd employment opportunitiesyhich can

greatlyaf f ect a familyds income and quality of

The following sectiors of this chapterwill plot a chronological series of events that
contextualize anautline the economic recovery and growth of South Kottaashort,

this chapter will go over Korean economic development

2.2 Background of Korean Economic Development

The growth of the South Korean economy between the mid 1960s ey 1990s
wassorapidthat it reached about 10% annuadiydthe growthof GNPfor the country
was superior to any other in the world during this time (Sakamg Koh 2010).
However, as has already been suggested, the Korean economy has nobetmaysite

SO prosperous.

In 1949following the release of control from the American MilitargetRepublic of

Korea was formeavith Rhee Syngman being ined as president. The following year,

the Korean War commenced and would go on to destroy lamge gf the country.
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Following the end of the war, the Korean government wentootetise and put into
practice an economic development program that was basedpoficy focusing on
import-substitution. South Korea, in striving to become ssiffficiert, would

manufacture and produce all the products it required to survive.

During the presidencyof Rhee Syngman, many individuals accused him and his
government of acts of corruption. These allegations would escalate further until a
revolution conductedby students would overthrow the government in 1960. Following
these event s, Chang Myon was chosen as the
year in power, Chang was himself overthrown by a military coup initiated by former
president Park Chung Hedén 1963, ParkChung Heewas once again elected as
president of Koreaat which timehe thenrecognisd economic development as both a
necessargoalt o pur sue i n t er fhsing,dhit aldolasean onpoutant r y 6 s
political tool The importsubstiution strategy originally pursued by Pagitung Hee

becamean impossible option following a reduction in aid provision from the United

States. In order to address this issue, Korea adjitststtategy in favour of mexport

oriented approach. This stegty would prove highly successful.

Notwithstanding this strategy was not without its own problems. The main issue
concernedPark Chung Heé slecisionto focus on the growth of industries such as
textiles and clothing, whictvhile providing growth did sat a very disappointing rate.

In order to improve the rate of growth and success of Kprime regime shiftedts

focus to heavy goods and industries such as chemicals. This change in focas prove

very successfulFollowing the assassation of Park ChungHee in 1979and the
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occurrence of the second oil shock, the government would halt their focus on heavy
industries and chemicaln favour of industries such as information technology (IT).

Further to this, the government also went on to create various enterprises that would
play an important role in the economic development of the country and would provide

significant resources sh as gas, water, and financial servicEse government also

went on to gain control of the couwsettryods b
tighter control over national financéSollins, 1990.

However, in order to properly plot the developmeitthe Korean economy, the

following subsectios will examine specific periocs of economic growth in greater

detail.

2.2.1. The 19406s and 195006s: Origins of th
Before the 196006s, the Korean ecoessuchy was n
as agriculture, forestry and fisheries (Kwon, 1997), which made up nearly 40% of the
Countrydés gross domestic product, while mar

around a quarter of total exports. Because of the underdeveloped stage ofdar Kor
economy, the dominance of primary industries such as those mentioned was normal.
Furthermore, the colonial policy of the Japanese dictated that North and South Korea
were to support its proposed military expansion in China of the 1930s. Whilst the
majarity of the factories constructed by the Japanese for this endeavour were located in
North Korea, South Korea was chosen as the main source for Adlditionally, the
majority of manufacturing facilities constructed in South Korea were destroyed during

the Korean War (Reey&963)
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Changes occurred during thete 1940sand1950s.Especially, in 1949, land reform, or
redistribution of langhelped to bolster growth and productivity of agricultural work in
South Korea (Savada and Shaw, 1990)e income gegrated for families from these
changes allowed for better education of children, and in turn created a generation of
highly skilled individuals to help develop industrializatiéiarm owners often sold their

land in order to reinvest in industrialterprises, and in turn prow a great source of
capital for the begiming stages of the development of manufacturingustries
Accounting for the second largest source of foreign revenue during the late 1940s,

fishing also played a pivotal role in this deyginent(Savada and Shaw, 1990

The construction industry also played a vital role ireseablishing the economy of
South Koreaduring the 1950s following the Korean War by improving growth and
laying foundations for the development of other industri@son, 1997).0Owing to a
dependency upon foreign aid following the Korean War, manufacturing struggled to
grow during this period (Collins, 1990). However, products such as sugar, cotton and
flour were produced. The growthf the consumer goods industngwever, create@n
imbdancein the structure of the manufacturing industry due to a reliance on foreign
raw materials and machinery.

Foreign aid eabed the establishment of many statanaged enterprisessuch
enterprises, although helping to contributehe early reestablishment of the Korean
economy, later went on to become a burden because of poor management and increasing

debts.
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2.2.2 The 1960s: The Start of Korea's Economic Growth

Sout h Koreads r oad duwing ihe dadysparef the 1960 withi on st
the implementation of the First Five YeBconomicDevelopment Plan (Thurbon and

Weiss 2006) It was at this stage that a conscious decision was tmadlee Korean

government to adjust their economic viewpoint framinwardlooking growth strategy

to an outwardlooking strategy for growth based on export promotion (U.S Department

of State, 2010).

This new strategy focused on promoting the exporting of light manufactured goods
where Korea heldan advantageover othes nations due to cheap lalocosts. The
government made various decisions regarding macroeconomic matters and mechanisms

to encourage investment from foreign countrielse Korean gosrnment also went on

to devaluecurrency by almost 100% and to dramdtjcalter exchange rate system to

further encourage this investmeAtlditionally, t he gover nmaEmpor8s vi ew
also altered. One of the main features of this change of perspective came from the
recognition that seléufficiency interms ofmajor grains productionfor Korea was

almost impossible This meant that for the first time a high quantity of grain was

imported in the country.

Despite the effort i nvol ved i n devising a
economic strategy, it wasot entirely well received, with many economists suggesting

that it would endanger the independence of the nation by relying too heavily on foreign
money.It would indeedappearthat during the early 1960s suconcerns did come to

fruition with around 83% ofotal Korean investment being made up of foreign capital.

However, alternative stratieg proved even less attractsech as those adopted during
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the 1950s that depended on aid and public loans from many foreign cotmfimasice

imports and other pregts.

2.2.3. The 1970s: Korea's Heavy and Chemical Industry Promotion

Korea was forced to change its export promotion strategsing the 1970s, the main
thrust of the industrial policy of Korea shifted from the light industries (LI) to the high
valueadded heavy and chemical industries (HCI). Tiherease inwage level which
tended to undermine the international competitiveness of the labor intensive LI also
forced the government to change the engine of economic growth. The government
chose iron and stgenonferrous metal, shipbuilding, electronics and chemical
industries as the most important HCI. The share of the HCI in all industries increased
from 23 percent in 1960 to 39 percent in 1970, and then to 54 percent in 1980 (Chang,
1994).

The focus of thse strategic changes was to shift from being experts in commodity
products to being experts in exporting higher valued products, to develop relationships
with a wider range of trade partners and to increase the output of agricultural products
(U.S Departrant of State, 2010). In order to upgrade the output and sophistication of its
exports,Korea focused on its heavy and chemical industries (HCI) ($teah, 1995).

There was also a focus on other technologically sophisticated industries which led to
sucess for Korea in markets such as ship building, electronics and various other fields
(Kwon, 1997). However, this success cost the country heavily. Investment in capital
intensive industries, requiring money to be spent on machinery, engines and other
equipment together with organisations making investments in these technological and

heavy chemical industries coupled with the effects of various fiscal and economic

28



decisions, went on to incur excessive debts.

As these industries developed during the 1976s)id the demand for highly skilled
workers, which in turn raised domestic wages. This resulted in the difference in pay
between skilled and unskilled workers considerably widening. Another effect of the
development of these industries was an increas@aenmnumber of workers living in
urban areas. In order to prevent workers living and working in rural areas from suffering
in terms of wages, the Konegovernment implemented the satélp New Community
Movement program (known locally as Saemaul Undong)l adopted a support
program for rice.This programhelped to successfully raise the income gained by rural

workers by increasing thieancialgains made from crops.

The focus on HCI generated good results for the Koezmnomy with GNP growth
between 1972 and 1978 averaging 10.8% per year (Sakuhigoh, 2010).However,
despite this success, great costs were incurred through high levels of inflation. Between
1972 and 197%he whole price rose nearly 18% per year. Huetmore, issues such as
distortion in terms of the industrial structure of Korea ttemmedfrom focusing so
heavily on HCI, and wages increasing faster than productivity, went on to weaken the

competitiveness of exporfiiom the country (Lee, 1996

2.2.4. The 1980s: Koreamdustry RationalizatiomndLiberalization
By the late 1970s, the Korean government began to recognizeealigethe threat
posed by these structural imbalanceésr this reasona program of stabilization as

implemented by thgovernment with the airaf gainng control over excess liquidity, to
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realign credit prioriies, remove distortions in pricand to promoe competition.
However, these plans were hampered by unexpected events such as the assassination of
the Korean pesidem Park Chung Hee in 197@hich led to the Korean economy
plummeting. This was most apparent in 1980 when the economy contracted by just over
5%, wholesale pricing increasing rapidly ovef@8nd the thetradedeficit climbedto

US$5.3billion (SakongndKoh, 2010).

In order to counteract the problem of excess liquidity, the Korean governmasie

firms with excess capacityuch as power companies and automobile firms, merge with
organisations from similar industries (such as those producing enginedeatrdrac
equipment).In the years between 1984 and 1987, the rationalization of industries
extendedto industries such as shipping and construction overseas. This was done in
order to reduce the number of organisations operating with high levels of debt, and to
reduce the tax and financial burdens these organisaptat®d on the economy.
Although thesegovernment initiatives heggl in reducing the excess capacity apparent

in HCI, economic power still became increasingly concentrated because many of these
organisationdbecameflourishing Korean conglomerateb turn this led to increased

barriersfor entry to HCI markets.

Issues such as the oil shock that ledvitrld recessiomequired the Korean government

to intervere in credit marketsasmanyfirms with high levels of debdbe@mefinancially
unviable.Many of these firms were then bailed out bg tkorean governmergiven
concerns regarding the unemployment likely to be suffered from such firms going into

liquidation. Further political changescausedthe privatization of commercial banks in
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Korea, and the removal of the interest rate gap exisetgden policy and bank loans.

To encourage foreign investment in Korea the government also relaxed restrictions on
foreign direct investment (FDI).

Thesechanges contributed toward growth in GNP from 1982 to 1988 that averaged

an annualrate of 10.5%, iad a decrease iannualinflation to below 5% (Sakongand

Koh, 2010). During the 1980s the growing economy helped to create around 2.8million

jobs and to decrease unemployment.

2.2.5 The 1990s: Korea's Globalization

In the early 1990s, the entrepreneyssand industrial compgiveness of Korea was
hampered by issues suchiasreasing costs of producti@andadditionalo r ed t apedé an
regulations in business exchang@éth higherwages came an increase in dispdsab

income for the Korean peopiesulting in increased spending. However, this spending

led toahugerise ininflation. Having shifted from a high deficit to surpluses in the late

1980s, and theonce again to deficit in 199inflation intheeal vy 199006s went
reach 10%causinga severe imbalance in the Korean economy

During the 1990s many countries around the world impleetkewarious economic

trade bloks. These changes, along with initiatives such as the new regime for
international trade, Uruguay Rounagigant thathe Koreangovernmentwascompelled

to alter its existing economic strate@yhe changes made by the government entailed
dramatic regulatory changes and reforms, with particular focus being paid to the
financial sector and eradicating the corruption that was theatmsed withthis sector.

Along with these reforms, the government also increased their participation in

international politics and economics through the trade talks organized as part of the
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Uruguay Round. The governmemsigned up tothe launch of the Wida Trade
OrganisatiofWTO) and gaied membership to the AsiRacific Economic Cooperation
(APEC). These actins in turnfacilitated Koreaaccession to thérganization for

Economic Cooperation and Developm€@ECD) in 1996

During the first half of thet990stherate of economic growth rose from the 1992 rate of
2%, t0 8.9% in 1995with unemployment reaahg a record low of just 2% and inflation

stayng congantat 4% during the decade (SakamyKoh, 2010).

2.2.6.1997: Korea's Economic Crisis

Koreads economic stemmedifrem twofmaih incelenthakorean1 9 9 0 s
Stock Exchange plungingndthe Korean Won falling greatly against the dolkr.this

time thee problems were seen as bepayt of thewider 6 ¢ r iosc@rn@ in many

other Southeast Asian countriétowever,the effects of these crisés Koreawerefar

worse tharthoseexperienced by other countries such as Thailand and IndoBgdate
November, Koreads economy and finaouci al r
In order to prevent a total collapse of their economy the government would go on to
seek assistancefrom the InternationalMonetary Fund (IMF)in the form of an

emergency loan (U.S Department of State, 2010).

2.2.7. Causes of the Economic Crisis
During the 1990s various events led to the weakening of the Korean ecddoengf
these events was redgt to the shorterm orientation the government had adopted

toward debt. This issue was further exacerbatethéyackof reserves, as well as rapid
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increases in debby many private sector firmeesulting in an ever increasing debt to
GDP ratio for the country that eventually went on to reach arou®d 28hough this
figure was within the realms of sustainability for Korea, when combined with the
increasng levels of debt the country held, there existed a serious dangéqudity

(Chopraet al, 200)).

The other main factor that contributed to the severe weadief the Korean economy
wasthe overly leveraged corporate financial structubeieto excessive and overlapped
investmentsmade bymany Korean corporations, thsector becomes increasingly
vulnerable to dramatic changes in the economic landscape gsube oil shock). When
such organisations suffered, the Korean economy also sufferede@bly in turn.

This overreliance upon corporiains reflectsprevious economic strategies the
government. For several decades the government held close relatiomghjpesnd in
turn great influence ovemany Korean corporations. Bhrelationshiphelped toequip
these corporations with certainamount ofinsurance against failurén addition there
was widespread belief withimése corporations, as well Esrean population at large,
that with such involvement anbdackingfrom the governmenthe companies forming
the basis of theconomy were tolargeand stabldo fal. Under this ethos, thedopted
strategy for manyKorean businesses focad on growth in size instead of gaining

profits.

In order tofollow such strategies, these businesseswgting for growth financed by
debt rather than their own equity. Such was the extent of this borrowing thadopletiyt

ratios for many companies wdsy the end of 19970ver 400%During 1997 a sess of
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events, including many bankruptcies among graafdarge corporations and inciseag

debts with this sector, deto the near @lapse of the corporate sectand in turn the

serious weakening of the financial sector.

In response to the dangerous economic situation Koreal itself in, the government

went on to launch both the Presidential Commission for Financial Reform and the Labor

Reform Commission, dih designed to repair and improve these respective markets.
However, these initiatives were not as successful as the government had hoped. It is
significant to note that the mismatch problems stemmed from weak prudential
supervision. The accounting and disclosure standards expected of financial institutions

were below international best practices, and mavk&te accounting was not widely

practicel. Due to weak financial supervision and high chaebol dependence on bank
financing, risk was concentrated on banks. Furthermore, chaebol leverage was
extremely high for two reasons. Il n the 197
tocredit,andth@at i ondés t ax | aws artldted expethsedd i@ dny ct i 0 n ¢
case, the average dedquity ratio for the manufacturing sector reached nearly 400% in

1997, double the OECD average, and the average ratio for the top 30 chaebols exceeded
500%. Obwusly Korea was suffering from a high dose of capital structure mismatches

as well (Kim, K., 2006).

The main issue for Korewvas the opiniono f foreign investors re
economiccredibility following the corporate sector collapses well asthe lack of

inward investment. By the latter stages of 1997, these problems had compounded to the

extent that Korea was officially in a foreign exchange crisis.
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22820006s and Beyond

Of the many challenges facing Korea in the 2000s, the greatest wathé&ocountry
would restructurats industries in order to achieve economic success. Factors such as
how compames would handle the impending changes that would come with this
restructuring, as well as the careful selection of projeasratustries for fture growth

were of great importance to the governmedbdécisions were made basegon the
resources and skills available to the counliryvas decided thattrategiedocusng on
industry growthwithin technology industriegarts ofthe materials sectoand service
industries that focused on knowledgeowth andsharing would best achieve economic

SucCcess.

Following the early 2000s and onward, Korea developed many advanced technology
industries in such areas as-@chnology, naneelated technology and growth engines
(Baik, 2011).These industries requateand will continue taequire high investment in
areas of technology where the country lacks knowletigeh the imgementation of

acts supporting firms irthe parts and materials industries, the government was also
pursuing growh in the area of manufacturingowever, there was also recognition that
manufacturing alone would not support the reestablishment and growth &btean
economy.For this reasoninvestment in developing knowled¢pased service indugts

was also necessarin additionto these strategies for growth, the government also
devied a 60 year plan regarding economic
industries represent another future growth engine for the governgiesn, increased
interestin and concern around the world relating to environmental is@Ge<st al.,

2011)
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Despite investment in developing new industries in order to strengthen the Korean
economy, the geernment also actively continsi¢o support existing industriefn the

case of primary industries such as farming and agriculture, problems such as a
workforce made up of older people, as well as increasing competéguiredthat the
governmentwas forced to both seek out viable segments within this sector whilst

identifying areas of future growth.

The manufacturing sector was also subjeatdnsideratiorby the governmentrFactors

for reviewincluded a continuing reliance upon parts amaterials from other countries
and increasing global competition, amongst other is3en consideringthe energy
sector, the greatest challenge renmgnis the pursuitof greater energy efficiency and
the discovey of new energy sources. With increasing concern around the world
regarding climate change and other environmental issues, green geonaimsa high
priority for the governmenDespite thdCT sector experiencing a decrease in its rate of
growth; it will play a vital role in maintaining future economic growth. The contribution
this sectorwill make to economic growth will be achievéy conveging with other

industriessuch as media and commaaiions.

At the forefront of Ko raeadfieldsaf expervtisewithior e c o nc
science and technology. However, in order for the skills and talents of many Korean

people in these areas to translate into economic success in themycthengovernment

is still attempting to devise incentives for these individuals to remain workik@riea

rather than take their talents abroad. Such is the importance of this issue that ongoing

reforms are being made to universities in the countrgricourage the retentioof
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national talent.

However, there remains a need for these aforementioned strategies to be used in
conjunctonwi t h t he further growth of technol og)
portfolio of products being produced within thenufacturing sector to include high

tech materials and goods, and finally the establishment among universities and
industries alike of a culture that encourages entrepreneurship and entrepreneurial
behaviour and endeaws. Thus, next chapter will discuske roles played bySMEs

and especiallynno-biz SMEs inthe Korean economi@covery

2.3. Summary

This chapter provides an overview of the South Korean ecorfoomy 1940s to the

present. A brief but kdepth aalysis of the history of the South Korean economy is
presented, spanning over 7 decades of economic events. Such events include political
issues such as supporting Japanese military endeavors to the detriment of the South
Korean economy, the opening phasesf i ndustrialization i n
industrialization anddemocratizaton t he economi c crisis of 19
successfulrecovery from this crisis. This chapterhas even briefly reviewed and

considered the economic devetognt of Korea by examining specific periocs of

economic growthDuring the period of rapid economic growth, the Korean government

made various decisions regarding macroeconomic matters. They provided tax and
financial incentives, established expprbmoting organizations dnmechanisms to

encourage investment from foreign countries. Then the government changed the policy

direction from direct subsidization of selective industries and firms toward function
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oriented supporfThe transition from the LI to the HCI and then toheologyintensive
industries led to the higher vakaelded industrial structure and contributed to economic
growth. Meanwhile, the rapid economic growth was accompanied by structural
problems. Of the many challenges facing Korea, the greatest was hovouhey
would restructurets industries in order to achieve economic succl#saas decided

that strategiesfocusng on industry growthwithin technology industriesparts ofthe
materials sectgiand knowledgérasedservice industriesvould best achieveconomic
successlt was also purported in th@hapterthat the model for development adopted by
Korea can oftemct as an excellent example for other developing countries to follow in

order to improve their respective economies and technological scope.
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CHAPTER 3: RESEARCH CONTEXT 2 (SMEs, INNO - BIZ, and

their ROLES in KOREAN ECONOMY)

3.1. Introduction

This chapter will examine the SMEectorin Koreaand give additional attention to
Inno-Biz companiesand produce a general overvigmcluding legislations, policies,
current situations, their roles of and contributions to Korean economy and their future,
etc. Firstly, the roles and importance of SMEs will be explained in the Korean economy.
Then, considerationwill be given to theSMEs-related laws policies and SMBA the
Korean govenment hasestablished ancevised in order toprotectandfoster SMEsfor
nearlyhalf a @entury. And subsequent description and analysédksbe givenregarding

some general characteristics of SMEs in Sd(binea, as well as the environment in
which these SMEs operate. These analyses will be conducted using data gained from
numerous sources and will consider factors such as the present conditions HiiSME
terms of company size and employment numbers, dsasether performances, in
terms of levels of production, the number of new SMEswth and the value created

by these companies. In terms of the consideration of the environment in which these
firms operate in, factors such as the level of exports ymed by SMEsand the

different types of SMEs currently operating

Following this, indepthexplanatiorof Inno-biz SMEs will begiven and some analyses
will be conducted omlata gained from Inrbiz companiesand business environments

in which they oper®. The reason for some -mhepth consideration to InABiz
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companies and choice of it as a research context is that Korean technology innovation
assessment model for Iz was developed based on the Osilanualwhich was
developedby OECD in1993to internationallyevaluatetechnologyinnovationactivities

of companieslin other words, since the Oslo manual served as the international standard

to measure national competitiveness in term®afinology innovation systerdata and

results from this studcould be comparable internationalljhese considerations will

include factors such as business type, business age, business location, business sales and
business operating profit$he chapter will themescribe the contribution of SMEs to

the Korean eesnomy and conclude witthe answers provided in the maiody of text

to the relevanResearctQuestions 1 anda summary othis chapter

3.2 Roles and Importance &MEs

The role of SMEs can baccessedrom an economic and a social point of view. SMEs
participate in the market and play an important role in the operation of market
mechanism (KimS. J., 2006). SMEs that possess flexibility and innovativeness can
also swiftly respond to the changes in somption trends in the market, thereby
strengthening national competitiveness and facilitating future economic growth. SMEs
enhance social stability. SMEs account for over 87% of the total employment (SMBA,
2009b). Furthermore, SMEs alleviate the conceiotmatoward large enterprises within

the economic structure. And since most of the SMEs are regionally dispersed, they
alleviate the inequality among regiomsccording to Rothwell (1989), the reason that

many SMEs exhibit strong capabilities with regaralsnnovation isdue tothe flexible

> ResearchQuestion 1 is about 0 Wh at are the major char

environments in which Shapea3hwaskdesigneditgivehdErstothip er at e ? 0.
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managerial structures that these firms adopt. This flexibility allows these companies to
respond to market changes and trends quickly.

According to Freeman (1982), innovatistems fromthe ability of a firm to conduct
activities that willtake an idea from its conceptiothroughto the development of a
productandserviceand ontoreadness for themarketplace In order to enable SMEs to

tide over the problems of technological backweass and enhance their access to new
technologies, it is imperative to offer them a condgc environment, which, in the
present context of globalization, calls for an approach with knowledge playing a
predominant roleThere is a need to understand asdess the real needs of the SMEs
and accordingly devise approaches that ensure their sustainable growth. The need today
is also toadvantageon modern technologies tear human capabilities through the
process of increased communication, cooperation amkhges, both within the
enterprise and across and knowleggeducing enterprises.

The importancdor SMEsof knowledge from external sources well as technological
innovative capabilities is stressed by Stewandl Gorrino (1997). Examples of these
types of factors with regards to the subject of this reseaesh be seen irthe
development of extensive regional networks in Korea as well as improved systems for
innovation,both of which have hadonsiderable effés on Korean SMEs. These types

of changes are amples ofthe recognition of the Korean government durihg late
1990sto support policies regarding SMEs. These types of policies wepared in

order to protectirms from threats such as shortagesunding, as well as credit issues
that would inhibit competitive power. Policies were also forced to change following the
effeds of the financial crisi;h Korea. Creating job opportunities for the Korean society

was seen as top priority for the governmemhis priority was reflected in the
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government 6s realization that the creation
was too much for large enterprises alone. In addition to creating jobs, the Korean
government also identifiedthat the development of nirastructures (including

technology ad human resources developmewuld be requiredf SMEs were to

successfully develop and flourish.

By way of summay, it is clear thatfollowing the Korean financial crisis of 1997
considerable changes were made with regards
biggest companies and financial institutions. There also grew a realizagibnin

Korean society andithihngover nment that the redevel opmen
could no longer rely purely on the success of large corporations, and greater focus had

to be dedicated t&MEs. SMEs exhibit the abijitto not only gather knowledge and

information, but also to readily apply themselves to dynamic and changing
marketplaes through perpetual innovation. Because of these factors, the Korean
government has placed greater emphasis on SMEs than large corporations as the main
contributor of industrial and economic development for Korea in the modern business

world.

3.3.Koread s Rbldied LegislationRoliciesand Administration

3.3.1. Ko r e a 6Relat8dMLEgislations arfeolicies

SMEs are regarded aplaying a central and vital role in the growth engine of the
national economyhat leads innovation, generates jobs and facilitates competitions (Cho,
2008). In addition, SMEsontribute heavily to the world econonmternationallytoo

(Heanet al, 2007). In case SMEs continue to grow soundligh entrepreneurshipnd
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flexibility, it is possibleto keep nd#onal economycompetitiveand societyhealthyand
enhame susainabledewelopments. In addition, SMEs have been traditionally regarded

as thesocial weakcompared tdarge enterpries and thoughto be proteded by the

sccial policies. According to Eriksson et al2000), many smaller organizations are
often believed to have less knowledge and experience regarding international business,
which can in turn have a detrimental effect on their business performances. Examples of
the challenges faced by these organizations could be in relation to competition from
new firms and from finanal troublesby way of exampleln order to counteract the
many problems smaller firms often encounter with regards to financial constraints,
owners mist encourage entrepreneurial behaviour,iaredjratetheir finances with their
innovation processeénd governments should alsapport these firmgroughvarious
supporting pécies. Therefore, most of developed countries have been developing
variouspolicies to protect and promote SMEs for sosiability as wdl as fee market
economy. They havmade commitnents to amend laws for suppaing small and
mediumsized enterprises. Korean government was not an exception. This section

reviewsa chronological series tdgislationsthatprotect and sometimes regulate SMEs.

Since there were, if any, no real laws and policies for SMESs, this section started with the
laws forwarded in 1960s. From 19&puth Koresastarted its very successful FiYear
Economic EvelopmentPlan and made son@rogressin industrialization However

t he g 0 vV e r n noeemtedossategg bked to rstrengthening its intensive and
comprehensive support for therge firms. In fact, diring the early 1960w/hen plans

for economic recovery and development were first put into place, the couethaus

strategy tht was focused on achieving fast economic growth through industrial
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development with large organizatiorBy accident, these large firrmgiented policies
turned outto be the root of amplification towards nurturing SMEs, as Korea became
heavily dependent on the light industries. The Korean government realizeaMEat
were essential togr ow t he ecmmmoynThusy id 4961, the government
established the basiof SME polides and developedamprehensive measures for the
development of small and mediusized enterprise§.he Framework Act on Small and
Medium Enterprise{SMESs) which is equivalent to the Constitution for SMEs was
enactedon Decembei6th 1966. This 1966 Act stipulatedsupport policiesfor SMES
such as promotionf startups, businesstionalization, technology improvemeratnd
provisions of distributiorthanned. Nonetheless, then Korean governnéeisupport for

SMEs was far below the level of lar§emsa

In the 1970s, policies for SMBseredivided intotwo groups. The first oneasabout
promotion of the complementary role 8MEs in support of largefirms, while the
secondwas aboutmodernization policies foclosing a significant gap between large
firms andSMEsand strengthening the competitiveness of SMEs. The institutional basis
of this policy has been established by #r®motion of Alliance between Small and
Medi um Ent eI2@L 199% the Shall andiMedium Enterprises Promotion

Act (12.5. 1978)and Designation of Industry for SME®979).

Thesepol i cies for SMEs, devised in GBMBs 60606s
with the legal assurance they required in order to grow. Other issues, such as monetary
incentives, were addressed, but only on a very basic level. However, theseidsting

industrial structures anmatherfactorswhich favoredlarge firms and orgarasions, these
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SME supportpolicies largely failedo encourag any real growth. The growth of large
firms ahead of SMEs remained the case throughout the 1960s and @8@02008).
Entering the 1980s, when Koreas focusedturdily on heavy and chemicaldustries

it was confronted withihe declininggrowth rateand other serious crisego overcome
these adversities and kegpwing Koreangovernment changeiis economic policy
from on development t@n stability. In the past, the government selecessisted and
benefitedcompanies from industriedirectly in order to increase exports and thus grow
its economy.But as the size of Korean economy got bigger and bigher strategy
became almost impossibl8o, the government granted more autonomyheo drivate

sectos andhelpedmarketmechanismgunction.

In 1980s,thesetransitiors of government strategghanged policiesor SMEs Korean
government started to view SMEs as indispensablemapdrtantplayers of its national
economicdevelopnent; of course, SMEs were no longer weak in terms of economic
position. In the 1980sthe number of SMEsamounted ta29,779 which consisted of
96.6% of allenterprisesin other words, Korean government began tevaluate SMEs.
Thus, & the beginning bthe 1980s, the government implemented various programs to
support and promote SMEAs the program wereintroduced by the governmermne
included a ten year loAgerm planstarting in 1982 in order to promote many SMEs.
Other changes made in order taceurage SME growtincludedalterations to SME
related law, the liberalization of trade policies, changes to technology licensing and
changes in development policy for SMEs that placed emphasis on technology creation.
For example, irthe 1980sthe stratgy of protection of SMEwas developedHence,

the existing laws of the SMEs were amended, and Support for Small and Medium
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Enterprise Establishment A¢5.121986) was @aced. As a result of these decisions,
SMEs thereafter began to experience incregsedth and progred¥ang,2006).

In 19905 Korean government realized thablid and soundcultivation of SME is
necessarilyequiredin order to grow sustainably and eventually to enter into one of the
most developed countriek so doing, it was veriymportantfor planners to help SMEs
towardstransforming from low valu@dded ones to high vaksslded and also make
balanced development between large firms and SMEs. Thus, Korean government was
more positive and aggressive in supporting and assiStings. By the time, Korean
government legislated tHémall & Medium Business Administratidraw in February

of 1996 whose major objective was to establish a special government branch which
was specialized ipromoing and supporing SMEs in more systematical and effective
way. Due to these efforts by the government and entreprentgrsjumber of SMEs

dramatically increased to 96,241 firmms1996from 67,679%n 1990 (see Table 3.1)

Table3.1. Number of manufacturing SMEs

1980 1990 1996 1997 1998 1999 2000 2001

Number

29,779 | 67,679 | 96,241 |91,324 | 78,869 | 90,449 | 97,379 | 104,406
of SMEs

(96.6) | (98.3) | (99.1) | (99.1) | (99.2) | (99.2) | (99.3) (99.4)

Source:Stat.kbiz.or.kr SMEs stat DB

The 1997 foreign currencycrisis led to decreasehe number of domestic SMEto
78,869 firmsby about 13.6%n 1998 as shown in 3.Because oinsolvency of SMES,
cascade of bankruptcies happenediiter the restructuring and liquidation of

corporations Korean governmentemphasied the policy towards supping
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technologyoriented venture businesse&s a typical examplepolicies designed to
promote the technological development of SMEgravfurther enhanced. This
enhancement was pursued following the realisation of the Korean government that their
economycould no longer rely on the successf large corporationdn response to this
realisation, the governmeregislaed the Act on Special Measurefor the Venture
Business Promotioim 197. This act wapas&d in order to encourage firms to develop
busness ventures within higtech industries and to encourage firms to more actively
utilize advanced technologies within various aspects of their busiAessor SMEs

and Small Commercial and Industrial Businessn{éri01997) and Act on the
Promotion of EBchnology Innovation of Small and Medium Enterprigg24 2001)

wereenacted

In the early 2000s, economic growth and energy were fallen because of venture

c omp ani e ssocaledil bl uabpbslee p (Clkungy 20@3)N Runng this period,

the primary goal of government industrial poligyas focused o n innbvation and

bal ancedo, Apartici pat i omndphcikationdetordingt i on o W
to direction of these policies, Special Act on Support for Human Reseof Small and

Medium Enterprises(9.29.2003) and Special Act on the Promotion of Business
Conversion in Small and Medium Enterprig8$93.2006) wereestablished and in order

to eliminate disparity between large and small company, Act on the Pronadtion
Collaborative Cooperation between Large Enterprises and -$edium Enterprises

(3.03.2006)wasestablished.

After 2008 financial crisisfollowing the US banking crises, thgap between large
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enterprise and SMEs were deepeneétspecially, productiomap reached from 17.9%
March 2009 to 33.7% oiMarch2010.Return on sales @MEshas remained declining
steadily after 200%1BK Economic Research Instityt2010).Thus, in many cases, large
enterprise are enjoying huge profits, while many SMEs aréenta@a forced exit from

the market. In addition, robust exports are firing up parts of the economy but inflation is
emerging as a major threat to a full economic recovery. The Korean economy is now at

a crossroads.

As explained aboveKorean govenment has established ancevised a numier of SME

related lawsnearly half a @ntury. It is true that Korean government has made lots of
efforts and attempts to improve SME laws and lexyakems. Howveve, thesemeasures

hawe sometimesot reflectcd tle perspectives cBMEs lut done governmed view.

Now, it is a major chalénge to improve sygems and contentSME laws from diverse
points of view such as connection between the Framework Act on Small and Medium
Enterprises(SMEs)enacted in 1966 and individual measures, policy relevance,
effectiveness of a legal system, SiEccessibility, objective of laws and policies and

the reasonability of regulation in an overall law system (Cho, 2008).

3.32. Kor ean government 6s S ME C Gumt Business t ower :
Administration (SMBA)

Traditional SME policies have focused on individual competitiveness factors such as
marketing, skilled human resource development, access to financial resources,
technological assistance and so on. It seems that tradiSME policies have worked

well so far. Howevertoday's changing environment is becomswcompetitivetha
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those policies are losing effectiveness in tiéyeidly changing environmenthus, SME
policies should be more integrative and -sei§tainable n order to upgrade
competitiveness and/or technological capacity of SMEsn, 2006) Measures
providing sustainable competitiveness are required by equipping the SMEs with
innovationcapabilities in terms of not only technology but also management-koow

In order to be more effectiv&€ME policies in the Republic of Korea have changed over
the time.As explained in 3.3.1K o r e a 0 RelatedVEgislations anéolicies there
were traditional policies that focused on individual corporate functionsgdernment
provided financial resources through the Korea Credit Guarantee (R@@F) and
protected SMEs from the competition of large companies in cdrteimess areas. In
addition, public sectors were required to purchase SME produetgmaferentiabasis.
However, these policies could not really support SMEs in the dashging global
environment. As labour cost incredséhe government allowed lardiems to enter into

SME business sectors by deregulating-aatnpetitive economipoliciesin 1990s

At the same time, the government started to promote techroligyted SMEs by
providing credit guarantees through the Korea Technology Credit Guarante¢.dwnd

in 1989.According to the Law, Korea Technology Finance Corporatid@TEC) was
established.In the late 1990s, the promotion of venture companiestacithological
capacity of SMEs became major policy issud®erefore, as part of integrative measure,
Korean government legislated tlsmall & Medium Business Administratiolbaw in
February of 1996 The laws major objective was to establish a special government
branch which was specialized pmnomoing and supporing SMEs in more systematical

and effective wayCho, 2008) However, there wastill someevidence thathe existing
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SME polcies were not efficiently implementedMore specifically, since several
government ministries had their own various SKIEigpporting policies, there were
overlaps, confusions, and even little coordination between departments. Therefore,
Korean government & so positive in supporting and assistBiylES that it even
establishedhe Presidential Commission on Small and Medimerprises (PCSMEN
orderto coordinate overall SME support policies gmdgrammes of various agencies
so that all of the separatsd functional programmedsave been well coordinated and
integrated effectshowever, it was abolished in 2008 as part of streamlining the
government organizations.

Recently, there has beennaajor shift in policy direction. Firstly, the government
reviewed all SME polices andtarted to think over them in the context of the regional
base. The second changehat each SME policy is to work as one element of all of the
integrated SME policies. The third point is that SME innovation policy has to be
desigred along with regionalnnovation policy. Major policy initiatives for SME
technology capacitpuilding takernby the government of the Republic of Koréaat is,

SMBA, are briefly described in the followir{gyim, 2006)

Facilitating stadup and enhanc@gentrepreneurship.
Providing effective financial service.

Ensuring a stable supply of human resources for SMEs.
Enhancing the market access of SMEs.

Building technological innovation capacity of SMEs.

= = == =4 -4 -2

Promoting venture businesses.
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3.4. Thepresent condibns of SMEsn the Korean Economy

Representing one of the strongest and most prominent features of the South Korean
economy, SMEs are extremely important (SMBA Commissioned Re20@6).
Especially, broughout the recovery and development of the Koesamomyafter 1997
foreign currency crisisSSMEs have played a critical role. It is predicted that these firms
will continue to be vital to the future suc
growth. Thus, the increasing focus on the promotion of SMEs has been predicated on
the basis that they offer greater economic benefits in comparison to that of large
enterprises in the context of: job creation; efficiency; growth; exports; development of
technolgy; the attainment of desirable social outcomes in terms of a more equal
distribution of income or wealth; facilitating regional development; and their

contribution to themaiket of transition economies.

3.4.1. Definition of SMEs in South Korea

In Korea, definition of SMEs is madesprescribed in th&rameworkAct on Small and
Medium Enterprises anitis Enforcement Decree of whichda most recent definition
was revised in November 200%he Act which was originally enactedin 1966 has
received multiple revisions that have adapted to the @la&nging economic
environments and to incorporate different factors stemming from the evolution of
industrial growth both domestically and internationalhdis used to categorize SMEs
and to classify whetr a firm conforms to the consideration of what constitutes an SME.
The reason for defining and developing criteria of scaek classificatiorior SMES is

to judgewhethera firm is or isnot eligible for receiing policies to support them.

According to he Act, SME 6 s i n Sout h Korea are by def
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employing less than 300 people. Further definitions and details are different according

to industry type, as displayed Table3.2.

Table3.2. Definition of SMEs in South Korea

Industry SMEs
Number of regular Paidin-capital or sales
employees
Manufacturing Less than 300 8 billion won or less
Mining and Construction, | Less than 300 3 billion won or less
Transportation
Retail, Hotel, etc. Less than 300 30 billion won or less
Fishery,Film, Hospital, etc| Less than 200 Sales of 20 billion won or
less
Wholesale, Service, etc. | Less than 100 Sales of 10 billion won or
less
Others Less than 50 Sales of 5 billion won or
less

Source: Article 2 ofhe Framework Act on SMEs and Article 3 of Enforcement Decree
of the Act, The Framework Act on SMEs, South Ko&@)5 (SMBA, 2009a)

3.4.2. The number of Korean SMEs & Employees

The number of Korean SMEs, based on scope criteria in compliance with the
Framework Act, reached, 044,169 as of the end of Z0The number of employees
working in SMEs amounteat11,467,73 for the same year. The ratio of SMESs to total
enterprises in@ased to 99.9% in 2008 from 2% in 2000and the ratio of SME

employment to total employmerdasefrom 80.6% in 2000 to 87.7% in 2008
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Table 3.3. The rumber of Korean SMEs & Employees by Ye@snit: No. of Firms &
Persons and %)

industrial Nation's Total (A) SMEs (B) Ratio (BA)
Classification N-o. of No. of N?' of No. of N?' of No. of
Firms  Employees Firms Employees Firms Employees
1994 2,382,571 10,217,910 2,365,318 7,677,089 99.3 75.1
1995 2,622,259 11,098,018 2,601,753 8,263,684 99.2 74.5
1996 2,648,261 11,270,466 2,629,049 8,412,554 99.3 74.6
1997 2,689,557 10,796,804 2,670,625 8,272,648 99.3 76.6
1998 2,622,356 9,878,045 2,605,224 7,672,392 99.3 77.7
1999 2,758,627 10,425,398 2,739,783 8,283,269 99.3 79.5
2000 2,729,957 10,768,597 2,707,805 8,680,694 99.2 80.6
2001 2,658,860 10,876,418 2,649,691 9,176,237 99.7 84.4
2002 2,861,830 11,737,640 2,856,913 10,154,095  99.8 86.5
2003 2,939,661 11,870,358 2,934,897 10,308,574  99.8 86.8
2004 2,927,436 11,824,074 2,922,533 10,210,629  99.8 86.4
2005 2,867,749 11,902,400 2,863,583 10,449,182  99.9 87.8
2006 2,940,345 12,234,160 2,936,114 10,677,789  99.9 87.3
2007 3,049,345 12,818,280 3,046,839 11,343,707  99.9 88.5
2008 3,046,958 13,070,424 3,044,169 11,467,713  99.9 87.7

Source: Korea National Statistical Office (KNS&GMBA, 2009b)

3.4.3. The number of manufacturing SMEs

In 2006, manufacturing small and medium companies occupied 99.4% which was

117,569 out of the total 118,24Ganufacturing companieln 2006 and 2009, there was
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a sharp decrease in large enterpris@sge corporations took up 0.6% whiamounted

to 671.The reason was described that the insolvency was accelerated due to their weak
financial structure in themselves. Some companies went bankrupt realizing that they
could not take their business activities further. In particular, corporate bond orientated
businesses have come to let large companies go out of the economy due to financial
crisis in 2£' century. Additionally, there was aggressive M&A in the market sbate

large companies see the opportunities and M&A activities have been promoted due to
favorable market environment for buyer side.

On the other hand, in 2009, the numbemainufacturingsmall and medium enterprises
slightly decreased to 111,126, whigheans that the percentagé the total figure

somewhat increased from 99.4% to 99.5%.

Table3.4. The number of manufacturing SMEs

2006 2007 2008 2009
Number of
, Total 118,240 119,132 112,576 111,722
businesses
Small and
medium 117,569 118,506 111,957 111,126
companies
[percentage, %] [99.4] [99.5] [99.5] [99.5]
Large
. 671 626 619 596
corporations
[percentage, %] [0.6] [0.5] [0.5] [0.5]

Source: Curent status of SME{SMBA, 2010)
(Excerpt from the research about manufacturing compénoiesthe Statistic Korea)
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3.4.4. The number of employees in manufacturing SMEs

As Table3.5 shows, in 200@he number of employees 8MEs (Manufacturing totals
2,192,395 which taleup 75.9 % of the total number of 2,890,204n 2009, the
number slightly increasetb 76.8 % of the total figureeven though the number of

employees itself reduced to 2,150,451 because of the world economic recess

Table3.5. The number of employees in Korean manufacturing SMEs

2006 2007 2008 2009
The
number of| Total 2,890,204 2,861,934 2,796,038 2,798,297
employees
Small and
medium 2,192,395 2,199,802 2,134,699 2,150,451
companies
[percentage,% [75.9] [76.9] [76.3] [76.8]
Large
. 697,809 662,132 661,339 647,846
corporation
[percentage,% [24.1] [23.1] [23.7] [23.2]

Source: Curent status of SME{SMBA, 2010).
(Excerptfrom the research about manufacturing companies from the Statistic Korea)

3.4.5. Theoutputof Korean manufacturing SMEs

Table 3.6 shows that the structure of Korean industry is built mainly upon large
corporationsas small and medium companigsoduced only49.4 % of outputwhich

was 4,474,499 billiorKRW out of the total 9,063,813 billioKRW in 2005. In 2009,

the proportionoccuped bysmall and medium companies decreased to 47 %e
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total figure yetthe actualvolumeof production amount increased by 5,558,547 billion

KRW.

Table3.6. Theoutputof Korean manufacturing SMEs

2006 2007 2008 2009
Production
amount
(billion Total 9,063,813 9,890,683 11,675,967 11,678,402
KRW
Small and
medium 4,474,499 4,816,054 5,420,197 5,558,547
companies
[percentage,% [49.4] [48.7] [46.4] [47.6]
Large
: 4,589,314 5,074,569 6,255,770 6,119,855
corporations
[percentage,% [50.6] [51.3] [53.6] [52.4]

Source: Cuent status of SME{SMBA, 2010)

3.4.6. Value addet] in Korean manufacturing SMEs

When it comes to value added, small and medium companies in Korea heldd1.1%
the sectowhich meant 1,659,417 billion out of thetal figure which was 3,249,103
billion in 2006.In 2009, the figureeachedl,981,962 billion. Although the percentage

in production amount or value added that small and medium companies hold in the

whole manufacturing industry is relatively small compared lame corporation

% It was measured asillion KRW. The calculation method is provided Korea during recent time are
regulated by exemption act. This Exemption act outlines the way of calculating value added by taking
sum of all the sales revenue by taking selling prices into account, then subtract materials, assembly parts,
electricity, lalor and service charge from the total sales revenue. The manufacturing cost includes the
expenses that have been spent on buying raw materials for manufacturing them should be deducted from

the sales of finished goods. As a result, this will give the urevof value added.
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considering SMESnumber the total figure is increasing. Therefore, they take up a
significant part in the Korean economy. As the government policy for supporting small
and medium companies is increasing, small and medium companiegpactee to

contribute more to the Korean economy.

Table3.7. The value added in Korean manufacturing SMEs

2006 2007 2008 2009
Value
Total 3,249,1@  3,449,63 3,848,731 3,926,600
added
. Small and
(billion _
KRW) medium 1,659,417 1,746,770 1,895,164 1,981,962
companies
[percentage, %] [51.1] [50.6] [49.2] [50.5]
Large
_ 1,589,686 1,702,869 1,953,567 1,944,638
corporations
[percentage, %] [48.9] [49.4] [50.8] [49.5]

Source: Current status of SMESMBA, 2010)

3.4.7. The number of newly established SMEs

As can be observed in Tal®8, the number of newly established SMEs operating in

South Korea has varied quite considerably over the last decade. 8yh200umber of

newly established $SWIDFhis figara althagh uaslightlyt a | of

from the previous year, represents a notable decline from the figure recorded in 2001.

Table3.8 The number of nely established SMEs

2001 2002 2003 2004 2005 2006 2007 2008
Newly 62,168 61,852 52,739 48,585 52,587 50,512 53,483 50,855
established
SMEs
SMEs 3,220 2,710 3,214 2,747 2,200 1,630 1,507 1,886
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going out
of business
Source: Survey on Status of newly established SNEEBA, 2009c¢)

3.4.8. The level of exports from Korean SMEs

As shownin Table 3.9, the total value of exports from firms South Korea rose from

$150.3} billion in 2001 to $422.01 billion in 2008. This table also presents figures
regarding the contribution ofreal MME3%30.30 Kor e
billion in 2008 It is suggested that this rapid growth has been a result of the various
support policies regarding SMEs implemented by the Komggaernment, and the

growth in the information technology sector, amongst various other factors.

However, in recent years the shareexports emerging from SMEs has declined by
10%, reaching 42.9% in 2001, and totalling382.in 2008. This may well suggest the
perceived vulnerability of exports in an increasingly dynamic global business
environment. According to the development of dastrial structure, the roles and
functions of small/mediursized enterpriseshould beexpanedin exports and imports

in Korea due to the advancement of driving forces for economic development, sources
of technical development, industrial effects, andustrial structure to induce imports

and so on. In this situation, the reconsideration of the efficiency of enterprises is an
important consideration because the percentage of small/mesiliech enterprises

among total exports is declinifyang, 2006).
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Table3.9. The level of exports from Korean SMEs (Unit: US $ 1bn., %)
2001 2002 2003 2004 2005 2006 2007 2008
Total 15034 16236 19372 25358 28419 32512 371.49 422,
exports(1)
Large 85.74 94.05 112.02 163.20 192.06 220.94 252.72 29148
companies
SMEs (2) 64.60 68.31 81.70 90.38 92.13 104.18 118.77 13053
2)7(1) 429 42.0 42.2 35.6 32.4 32.0 32.0 323
Source: Export statistics of SMESMBA, 2009d)

3.5. Innovation Type SMEs

3.5.1 Concept of Innovatioffype SMEs.

According to researcherspnovationtype SMEsare defined as innovating SMEs,
technologybased SMEs, and so forth (Ki®Q05). Many previousstudies focus on the
technologybased SMEs that possess exclusive technology (Aamit Schoemaker,
1993; Barney, 1991)The performance of the companies exxtiroughtechnological
innovationby developing new produstandin the rateand numbeiof patens (Kim et

al., 1993; Hiks andHeged,2005).

When innovation type SMEs are defined as the compatiias are technologically
superior, the core concept is capability of technological innovation which is the
fundamental source of competitiveness. The importance of technological innovation or
connection to business performances shiitle differences amngst many researchers.

As for the subordinate components of technological innovatiowever,researchers
show slightly different opinions. In other words, theist various definitions of
technological innovation capability such as absorptive capgbidiarning capabily,

entrepreneurial capability.
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Burgelman(1994 suggestd that technology and R&D investment legekbilities to
analyze the markein generaland more specificallythe technology environment,
organizational culture and strategic magement skillsare guidelines to measure
technological innovation capabilitgs he éfines technology innovation capability as
the ability that allows firms to secure its position through technology. Yam @08&4)
developed the scale for measuritige technology innovation capability of Chinese
companies based on previous research including that of Burgélraa4. Lee (2005)
came up withanindicator that regards innovation capability as technology development
effectiveness in addition to intelke@l property right, product innovation, and process
innovation. Therefore, ¢chnology innovation effectiveness equal tocompetitiveness
driven by reducing costand increasing salesand the improvement of business
performance is the essential performae measurement standard of technology

innovation.

3.5.2 Importanceof Innovation type SMESs.

Innovation type SMEs argaining evermore attention as the gap between large
organizations andMEs widensand employment rate strugglto keep pace in the
industry sectorlt is being recognized by board membarsl governmentalike that
small or medium sized firms need to be encouraged in order to intheasaployment
rate andstrengtherthe competitiveness c3MEs

The previousresearch about the patteofi SMESs strongly suppo#d this government
policy. Studies of the strategic group and strategic pattern SMEs argue that
innovationtype SMEs tend to excel in business performance and employmiemt

comparedwith other types oSMEs. Moreover, it also ascertains thahovation type
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SMEs have more advantages in terms of {tergh survival and developme(Kim et

al., 1993) Therefore, a new strategy and approdachsupport and continuéheir
competiveness should be adopted armaader understanding ofhe current situation

of innovationtype SMEsis needed in order for government support to be carried out

effectively.

3.5.3. Currentsituationof Innovation type SMEs

In business environments that are becoming increasingly cdivpethe development

of innovative technology is of growing importance to SMEs. The ownership of
advanced technologies can aid organisations in developing a competitive advantage

over their competitors, both globally and domestically. Korean government ha
established various supporting institutions in ofderSMEsseek to gain technological

capabilities Innovation type SMEsre described by the SMBgommissioned report

(2006 99 as nAsmal l and medium enterprises whic
seek i nnovation activities continuousl yo.
innovations in order to create employment as well as aiding economic development

As shown in Table 3.10nnovation type SMEs cahe divided into three types of

companies: vente companies, Innbiz and managemeirinovation (main-biz)

companiesin Korea, venture companies atefinedas thosavhichp ur s u erisk6 hi g h
highr et ur ndé str at e § Specal Measuarefar the \feeture ABeidines®

Promotion. On the other handa firm with the potential for technological
competitivenesand future growth via innovatias defined as Inndiz based omrticle

3, 1997 Act of Special Measurefor the Venture Business PromotidRirms creating

value through innovation in managemeptactice, operations management and
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marketing, are known asianagementnnovation(mainbiz) type SMEs.In view of

these characteristics, there exists an expectation for these companies to be able to

provide customers with valtedded outcomed®eyond those otheir conventional

competitorsFor this reasorthe SMBAIs particularly focussed on providing this group

of companies with the support required to help them grow into companies known

world-wide for their innovations.

Table3.10. Charactestics of threelnnovation type SMEg Korea

Venture

Inno-biz (Innovative
firm

Main-biz
(Management
innovation companies)

Concept A firm has very risky, but | A firm has the potential A firm implements Inno-biz
high return, if primarily for technological or achieves via Inno-biz
new technology, idea competitiveness and
business succeeded future growth via

innovation

Legal More than 10% of Organisations which Organisations which

Definition venture capitalist passed the currently carries out
investment innovativeness management innovation-

More than 5% of own
R&D Investment yearly
SME related
organisation
guaranteed investment
More than 65 points out

of 100 points

evaluation of the Oslo
manual and Article 3 of
1997 Act on Special
Measures for the
Venture Business
Promotion

Satisfaction of 4 criteria
of innovation of
technology, business,
management, outcome
More than 3 years of
company history.

More than 700 points out

related activities or has
made innovative
achievement after
implementing management
innovation activities within
the past three years.
Satisfaction of 4 criteria of
innovation of product, plant,
organization and marketing
More than 3 years of
company history

More than 700 points out of

1000 points for main-biz
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of 1000 points for inno-

biz evaluation

evaluation

Characteristis | Verified by formatted Verified by formatted Verified by formatted
evaluation of Korea evaluation of KOTEC evaluation of Korea Credit
Technology Finance Guarantee Fund and
Corporation (KOTEC) KOTEC
and Small and Medium
Business Corporation.

Benefits Exempting 50% Supporting KOTEC& Providing preferential loan

corporate and of Income
taxes within 2 yeasr of
start-up

Exempting registration
and acquisition taxes
for business asset
within 2 years of
venture certification
Exempting 50% of
property and aggregated
land taxes for 5 years of
start-up

Higher priority and
additional scores for a
patent, and special
benefit when listed on
the stock market. In
addition, employees in a
certified venture
business can have tax
benefits when they

receive stock option.

Credit Guarantee (100%)
Supporting Inno-Biz
Fund by Association of
SME Technological
Innovation

Providing credit loans for
operating cash at a 2 per
cent lower interest rate
Providing various
technology development
support programs on
preferential basis.

Same as Venture in
terms of benefits in
financing, management
consulting, obtaining
oversea technology
certification,
development of human
resources, and KOSDAQ

listing.

to restructuring
improvement cost

Same as Inno-Biz in higher
priority and additional
scores for bidding from the
Public Procurement Service
Same as Venture and Inno-
biz in terms of benefits in
financing, management
consulting, obtaining
oversea technology
certification, technological
personnel, and KOSDAQ

listing.

Source:Edited by author fronSMBA, Inno-Biz Association Homepagand Lee et
al.(2008)
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Table 3.11 represents the curresttuationof innovation type SMEsThe number of
innovation type SMEs soared frof?2,482in 2001 to 57,530n 2010. Among the
57,530companies,11,486companies wer@ncluded twicebecause they were awarded
more than two certificates, thereby yielding the net total numbenravation type
SMEs of 46,044 in 2010. To investigate changes in the number accordmghe
certification types in the case of venture enterprises, numbers rose from 11,392 in 2001
to 24,645 in 2010The number of Inndiz SMEs is continuously growing through
ceaseless technological developmemd the tripartite cooperation of industrgademia

and research institutesd it soared sharply from 1,090 to 16,243 within a period of 10
years from 2001: the number shows fast growth as it became 15 times bigger.
Technological innovation and capability are at the heart ckttveo kinds of bugiess.

As for management innovation businesses (main biz), the number also shows rapid
growth as it soared from 2,619 in 2006 to 16,642 in 2010. It is understood that the
radical growth benefited from the steady and extensive support from the government in
promoting interests in innovative small and medium businesses. It is expected that the
number of Mainbiz SMEswill increasebecausemost venture and Inrbiz acquirethe

certification later.

Table3.11 Currentsituationof SMEs by business tyg&nit: Numbej)

2001 2006 2007 2008 2009 2010
Total
(excluding
11,783 17,014 24,401] 32,363 39,086| 46,044
double counted
Venture 11,392 12,218 14,015/ 15,401, 18,893| 24,645
Inno-biz 1,090 7,183 11,526| 14,626| 15,940, 16,243
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Main-biz

(management
innovatior) 2,619 6,510 11,324 13,988 16,642
type SMEs
Total 12,482 22,020 32,051| 41,351| 48,821 57,530

Double counted
699 5,006 7,650 8,988 9,735 11,486

Source: Report on basic sHdital survey of establishmerSMBA, 2010b)
Note: A certificate of venture businesses was introduced in 1998biario 2001, and
managemeninnovative businesses in 2006.

3.5.4. Characteristics of Founders of Inradion Type SMEs

Some studies show that education level of founder is relevant to the study that is being
undertaken in this thesis. Respecting the cultural dimension of Korean society, the
education plays a significant role for the success that founders wish for. Taéheear
literatures that argue numerous issues on whether the education level of founder is still
relevant to the overall contribution to performance based on the venture (e.g. Innobiz).
The background of entrepreneur generally comprises the type oftiedydavel of
education, age, and previous experiences in related industries, management or
entrepreneurship.

Most of all, education has the direct influence on the overall performance of SMEs (or
Venture$. Cooper (1971)and Van de ven et a(1984) stae that it is extremely
important for the entrepreneurs to be highly educated for highly skilled businesses
which require specific knowledge.

On contrary, the study of Hoad and Rosko (1964) and Douglass (1976) summarize that
the education level does notvalys relate to the overall performance of Innobiz ¢non

innovation type of SMESs) Entrepreneurs listed on Fortune shows that they have
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obtained higher educations (e.g. Masters and Doctrine degree with good track of
academic performance), these high levedadication background brings the significant
effect on the financial stability and profitability of the firm (e.g. SMEs, Innobiz and
many other type of ventures) It is evident that there is a close regression between the
vari abl e fAeduc atmammerand pereomdl contributiah (npaimly ih this
case, referring torgrepreneur) YetSandberg and Hofer (1987) indicates that there is

no direct influence of previous entrepreneurship experience on overall performance of
the SMEs.According to Cooper anBruno (1977) and Van de Ven et al (1984) have
studied that when there is more pool of entrepreneurs or relevant industry related
experiences, the business performance will likely become more productive and this is

the proven case in Multinational firmsdatarge firms.

Roure and Keely (1990) implies the importance of previous professional experience and
relevance of the previous job to current post and work experienceglirgrowth
company. Jo and Lee (19%) study shows that education and similar iridys
professional experience have the positive impact on business performance whereas
management experience and previous starting up venture experience have the negative
impact on the performance ofehbusiness. AlsoJo and Lee (19%) study was
contractedto the study of Roure and Keely (1990) where the main stance was to
emphasize that experience in high growth company somewhat relevant to business

performance.

The background characteristics of founders can be narrowed down to the level of

education and past experiences. It is widsatknowledgedhat the highethe level of
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educationthe better one can adapt oneself to innovation (Becker, 1970). As education
level of founders significantly affects not only themselisas also value angerceptive
and cognitive preference ofganizations, it affectanor gani zat i onsd accer

innovation (Hambriack and Mason, 1984).

Some empirical studie@Hadjimanolis 2000 Kimberly and Evaniskp1981 Rocha et

al., 1990) provedhat there was directandproportional relationship between education

levels and technology innovationin research that targeted hospital businesses,

Kimberly and Evaniska(1981) demonstraté that the higherthe education level of

founders the more hospitals texdo be innovative. Hadjimanolis (2000) alsbowed

that there was a direct link in this respect

A study targetng 43 compuer-related businesses in Bratily Rocha et al.(1990)

repored that in hi ghl vy technologically i nnovative
technological education levelas higher tha companies that are technologically less
innovative.According to the Survey about Year 2010 Venture Companies (SMBA and

KOVA, 2010), 532% of CEOs have bachefsrdegree while 18.5% masters and 10.1%
doctorates, but only 15.6% were high school graduates. This shows that Korean venture
founders are well and highly educaté€ah the other hand, in research thagéhed 50

organizations inTexasby Khan and Manopichetwattarfd989 a, b) the relationship

bet ween founder so education | e v-s=iivice and S U
innovativenessvas not conclusiven addition, Daellenbach et al. (1996und no clear

connection between foundetb e duc at i ;movativemese comnatment in

research that targeted 57 American companies.
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The eperiences of foundewdfect the strategic choices of orgaationsin areasuch as
innovativeness as founders gain knowledge, form value and afgtegmin orientation
through th& past experiences and caréelambrick and Mason, 1984 he dominant
functional caeer of founders is onehich play a significant role in forming value
(Dearborn and Simon, 1958kor the purpose of this research, themtedominant
functional careers one inwhich foundershave spent the most time. Thereeasome
researchers who categarithe functional abilities of foundersvith technology field

and nortechnology field (Hayes and Albernathy, 1980).

There are insdicient empirical studies that have verified the relationship betveeen
foundersdé career history and technology inr
American organizations, Daellenbach et &1 9 9 9) di vi ded founder
functional careexinto technology and netechnology arem The resultshowsthat in

instances whera company possess@stechnologydriven founder the higherthe

technology innovation commitmemnd R&D organisednvestment is. Furthermore, in

research that targeted 88ectronic and software small or medium sized companies in

the southern England, Romijn and Alddgo (2002) discoveredhat within public

organsgations, the longer foundefsave worked the more they have patent prodict

and theyalso tend to exceh product innovativeness$n view of these results it is found

that thecareer of founders affestechnology innovation.

3.5.5. Previous studies about business performancesraralationType SMEs.
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A great deal of research abdbe business performancd mnovationtype SMEs such

as venturédusinesses lsdbeen conducted here are three controversial issbieslaing

to the studiesespecially amongshnovationtype SMEs.

The frst of theseis the perspectiveof respondents who assess business performances.
For instancefounders and stakeholders have different points of view when it comes to
performances ofenture businesses. Secondly, regardimglevelopment of a company,
Kazanjian(1988) argueshat a n& standard is needed to &vate performance as the
problemsthey are facedvith are different depenithg on development levelThe hird

issue is the standard of comparis@®erformances of veure businesses can compare
past performanceand future expeation with those of others in the same industry.
Because of thbse issuesit has been attempted to measure performances of venture
businesses in multidimensional constr(icimpkin and Dess 1996 Murphy, Trailer

andHill, 1993; Murphy, TrailerandHill, 1996 Robinson 1999).

3.5.6.Comparison between conventional SMEs and Innovatigoe SMESs

The studieexploring thedifferences betweemnovation type SMEs and geneS&VEs
mainly focugs on comparing technology innovation input factors and teclgyolo
innovation performancdn an attempt to compare R&D investmeamtinnovation type

SMEs and gener&MEs, Yooet al.(2003 show that technology innovation investment

* Sections 3.5 discusss further issues on venture enterprises and business performances. Biecause,
has not been appropriately addressed the arising issues betwedizIBMESs and business performance
Nevertheless, first anthird issues have widely addressed amongst three issues on venture enterprises and
business performanc8ubsequently, business performance has been appraised based on the subjective
perspectives of Chief Executive Officer (CEO). The comparison criteria egablished in comparison

with business performance in previous years and industrial average benchmarks amongst similar

businesses
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(R&D investment or R&D intensity) ofinnovation type SMEs is higher than that of
geneal SMEs. Furthermore, after comparing and analyzing the data of(Ké®ean
Innovation Survey) in 2002, it ispparentthat innovation type SMEs are more
innovative than general companies in terms of product innovation and product
improvement (8ng, 2005).

Table 3.12 reveals thatinnovation type SMEs outperformed conventional ones in
employment, sales, and R&D investmeBy. way of examplein 2005 the number of
persons employed bynovation type SMEs wasither double or more than that of
conventimal ones. Sales ahnovation type SMEs on average were nearly triple those
of more conventional SMEand n terms of R&D investment, thenovation typs
SMEsalso registered tripler more than the conventional ones.

These results indicate thainovaton type SMEs have great potential to play a leading
role in improving productivity and profitability whilst enhancing technological
capabilities of all SMEsand contributing to their competitiveness. They are also

expected to significantly contribute tobj creation.

Table3.12.SMEs by business type: Comparigamit: No., 1bnKRW)

Number of Sales (average) R&D investment
employees (average)
(average)

Conventional SMEg 18.4 2.75 0.13

Venture 33.5 7.90 0.43

Inno-biz 46.0 9.90 0.46

Saurce: Survey oisMEs(KoreaSmall Business Institut@0@).
Note: Data of managemehtnovation type SMEs were not available because a certificate of the
businesses was first introduced in 2006.
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3.6. Inno-Biz

3.6.1. Definition of Inno-biz SMEs

The Korean government $i@onsidered the technology innovative SMEs an important
industrial sector. This is because innovative SMEs are expected to assume a key role as
a driving force for enhancing the national economy. Because of this expectation, various
kinds of supporting grams for the SMEs have been developed by the government.
'Inno-biz' is an abbreviation word of 'Innovation' and 'Business' which represents a
Small and Medium Business (8 fully equipped with competitive technology
innovationandthe potential for higlgrowth and supported by superior technoldgy.

other words, a Inno-biz company refers to a technologically innovative SME that
secures competitiveness based on technological strandifemonstratethe potential

for high growthin the future.To understand the current enthusiastic phenomenon of
Inno-biz companies, itdrief history will be reviewed. First of all, the report that
suggested the government should supfiiEswas presented frorthe United State
Department of Commerce in Januat@67. The importance dBMEs started to be
recognsed wherthe report callednnovationSMEsfrom OECD was presented in 1982.

In 1983, United States Small and Medium Business Association submitted a report that
stressed supports for innovation®VIEs In the early 1996, the structural technology
innovation system was built amongst the OECD countries. In addition, in 4@B86he
completon of the Oslo manual, the measuring tool for innovation level S¥Es
became systematidecentlyin the world, a n& paradigm which trieso increase
national and orgasitiond competitiveness seems to be the oewf the attention.
Therefore, developed countries in OECD started to fully support small and medium

venture enterprises in 1995 as the core factonadional competitivenessThe Oslo
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manual served as the standard to measure national competitiveness.

In generallnno-biz SMEsarecertified bythe SMBA They are the orgasations which
passed the innovativeness evaluatiothefOslo manualand Aticle 3 of the 1997Act

on Special Measure®r the Venture Business Promotiddincethe venture companies
that were strongly supported ilye SMBA caused various social problenso-called
venture bubblelnno-biz companiediave been introduceas the alternativeolicy for
venture enterpriseéis 2001 Inno-biz companies are theey organgations that will lead

the future economy withheir technology and potentitd grow. Since they are certified
based on the technology competence and internal stability throeggarch and
development their future possibilitfor growth is more emphasizedan their levels of
past achievement. InAaiz companies are the leading orgsations that have global
competitiveness with technology, management, and value innovation sin®Mgs

After beingequipped with technology innovation competency, thino-biz companies

are the group of orgasaitions that have steadily growarfmore than 3 years, which
have global market competitiveness with technology innovation, vahd value
innovation The government policy refag to Inno-biz companies means ah
government support such as funding, managing investment fund, management
consulting, obtaining oversea technology certification, and pioneering sales clzannel
ensured These kindsof support are baved to increase th@eumber of Inno-biz
companiesto that of developed countries, and help them grow as the global

organizations that will lead the 21st century Korean economy.

There are six types dhno-biz SMEs: Firstly, the comparmis which are objectively

approved of for their technologynfio-biz enterprisg Secondy, the leading companies
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in the next generation growth engine industry of the 10 categories (digital
TV/broadcasting, display, intelligent robot, futuristic automobifesxt generation
semiconductor, etc.)Thirdly, the leading companies in the future growth promising
industry (6T) (information technology IThiotechnology BT, nandechnology NT,

culture technology CT, environment technology ET, and space technology ST)
FourtHy, the leading companies in the knowledggsed service industfyesearch and
development, engineering service, technology test examiner and analysis, and
professional design)Fifthly, the leading companies that belong to the technelogy
centere company category under the special tax treatment controlSashly, the
companies which spend more than 5% of sales for research and development, and which

create added value with excellent technology.

The mainbenefitsgained from certification areeduced taxescluding exemption of
50% corporae and of hcome taxes within 2 yemof startup, anotherexemption of
income taxes within 2 years of stagp and exemption ofegistrationand acquisition
taxes for business asset within 2 years of ventertificationand exempton of 50% of
property and aggregated land taxes for 5 years of-igpafinancial assistance and
marketing support from the governmeifit take advantage of this policy, companies
should obtain thelnnobiz certification that amoves technology innovation
competency, technology commercialization competency, technology innovation
management competency, anthe four standards of technology innovation
performances. The certification @nuallyreviewedthroughregular checking anthe
onsite assessmentby representatives oKOTEC, with Innobiz SMEs being

authorized by th&&MBA. The process of authorization involves passing an evaluation
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of innovation bythe Oslo manual (sedable3.13. This evaluation is based ¢time 1997

Act of Special Measurefr the Venture Business Promotibg the Korean government

in order to judge the innovative capabilities of these compariiks. process of
evaluation is designed to focus on the potential for future growth of SMEs, rather than
looking at previous results. This is judged by the criteria of technology competitive
power and substantiality through research and development. Similar policies devised to
support SMEs have been devised and implemented by advanced OECD countries such
as The U.SU.K and Germany. Such policies were implemented in order to support
SMEs in the belief on behalf of governments that these companies will act as the core of

a nationodés future competitive power.

Table3.13.0SLO manuaj technology innovation assessmemdnual developed by OECD

A 1. Technology 2. Technology 3. Technology 4. Results of
ssessm
it innovation business making innovation technology
ent item
ability ability management ability innovation
R&D activities
index
Technology
_ _ Technology product
innovation _ - Management Technology
making ability _ _ . .
system innovationability competitive
Technology
] Technology , - Change power change
Detall , _ producing ability
innovation countermeasure results
contens New product -
management _ N ability Management
marketing ability ,
Technology _ Marketing results
] Technology busines: - )
accumulation , management ability Technical results
o making managemen
ability
Technology

analysis ability

Source : Material from Inndoiz Association(2010).
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3.6.2. Qualification to apply for InneBiz SMEs

To be qualified to participate in tHeno-biz promotion project, the companibave

been operating for more than three yearsodshe date of the application. There are no
limitations for types of business.

The technology innovation assessment modeldea®loped based dhe Oslo manual

which was developed by OECD in 1993 ioternationally evaluate technology
innovation activitie3 of companies. It is divided broadly into two categorieat of
measurement of technology innovatsystemand assessment of technoldd@-grade
system) which can evaluate individual technology competitiveness owned by companies.
The companies that score mottean 700 points inthe assessment of technology
innovation systengfull mark: 1,000 points) in the ®ld assessment WWOTEC in the
assessment of technology system, and more than B level in technology level are

certified adnno-biz.

As for the pra@edure of the application, applicants should take the preliminary
evaluation, inputting the state dhe company and financial information on the
homepage Http://www.innobiz.net To pass the technology innovation system
assessment, applicants must obtain over 650 tgaftotal score: 1,000 points).
Technology innovation sgem assessment is comprised of 4 fields and around 60
assessment items (technology innovation ability: 300 points; technology business
making ability: 300 points; technology innovation management ability: 200 points; and

technology innovation results: 200oints). The results of setfiagnosis are then

® Technology ability and other management ability &ehnology innovation assessment manual
developed by OECIfsee Tak# 3.13 and Section 3.6.2)hese are the lists of measurements that need to

be undertaken when enterprises claims for recognition of their innovation business
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notified in real time via registered-reail and site assessment tife KOTEC, the
professional technology evaluating organizatien examined to discover companies
whose seldiagnosis points are over 650 pointhie companies that score more than
700 points are to be awarded theno-biz certification As Inno-biz companies are
certified based on technology competitiveness, andrnat stability earned from
research and developmemhore stress is placed duoture growth rather than past
performance

Moreover, the online selfiagnosis program allows applicants to assess their own
technology and supplement any shortcomings. Txmragion datefor the Inno-biz
certificationis three years, and in the méare, it is unnecessary to be assessed again.
To increase the credential of the project, regular checking and thiteoaissessmesnt
are conducted andgome companieswhere technolg@y innovation and business
performances are unsatisfactomay be disqudified. Recently to developlnno-biz
companes in various fields of induséls the Inno-biz certification system has been
widely extended. First of all, the target business syfénno-biz now covemll types of
business includinghe service industry while they used to includenly 5 types of
businessThe assessment items of each assessment system are sirfiplifieD to 60

to improve the quality of the assessment.

Table3.14 Authorising procedures and assessment institution for-BradcSMES

Procedures Management & assessment institution

Online receiving of application (online self Small & mediumEnterprises
diagnosis, preliminary assessment)

Site assessment (technoldgpnovation KOTEC
system assessment, individual technical le
assessment)
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Inno-Biz company designation Small & Medium Business Administration

Combined linking support Small & Medium Business Administration,
KOTEC, financial institution
Post management KOTEC
Inno-Biz re-designation Small & Medium Business Administration

Source:Material from Innebiz Association(2010).

3.6.3. Current situatiorof Inno-Biz SMEs

As the new paradigm that tries to increase national competitiveness with technology
innovation became more popular, the OEE€Developed countries started to support
small and medium venture enterprisesl developed the Oslo manual1995 which
hasbeen used as the objective standard to measure national competitiehes®a,
thetechnology competency of small and meai enterprises is being recoggd as it is
perceived as the core element of national competitiveness in the 21st caatuof
knowledge, technology, and informationTo successfully switch from inpdtased
economy totechnologyled economy, ankeep more thar20,000 dollarper capita
income, Inno-biz enterprises should be encouraged as thetlemmgy essential growth
engine for the country withull government supportTherefore, Korea government
initiated the Inno-biz promotion projectind adopted thinno-biz certification system as
innovation role model for general small and medium compami2801.The purpose of

the Inno-biz promotion project is to select the small and medium business that are
equipped with techrogy competitiveness and promising future, and lead them to
being the core growth power. Then, providihgno-biz companies with technology,
fund, sales chanrektc., the promotion project is expected to lead general small and

medium businesses, and dhaad micro business entrepreneurs to success.
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The following characteristicshelp to answer Research QuestionrégardingKorean

Inno-biz firms.

3.6.3.1 The number of Korean InAbiz firms

Since thelnno-biz certification system was introduced 2001, the number has been
steadily increasingSince 2006 the numberhasstarted to rapidlyncreaseandin the
latter part 0f2010, the number reachet’,243 It means thathe Innebiz certification
systemhasplayed animportant role m technologyinnovation, and tht attentionhas

been raised due to the various benefits from the government.

Table3.15 The number of Innddiz firms

Year 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Status 1,090 1,856 2,357 2,762 3,454 7,183 11,526 14,626 15,940 16,243

Source: Material fronEMBA (2010b)

Amongst 15,490nno-biz companiesn the latter part of 2009, the majorippeared to

be engaged ithe manufacturing businesdlore specifically, he number otnno-biz
enterprises belomgg to machine/material busines§4,165), dectricity/electronics
(3,178),and diemistry(1,136)turned out(see Table 3.16)The 1,326 companies soft
ware SW) industry take up 8.3% of the total figure. It indicates that the type of

business which requires tewlogy mostly.
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Table3.16 The number of Inndiz firms by business typa 2009(units number, %)

Category The number of companies Percentage

Construction 522 3.3
Machine/material 4,165 26.1
Bio 401 2.5
Service 531 3.3
Textile 329 2.1
Food 405 2.6
Electricity/electronics 3,178 19.9
Information communication 1,164 7.3
Chemistry 1,136 7.1
Environment 442 2.8
S/IW 1,326 8.3

Etc. 2,341 14.7

Total 15,940 100.0

Source Material from Innebiz Association(2010)

3.6.3.2The age of Koreamno-bi z firms by yearsdé operating
62.8% of Inno-biz companieshave been in operation fanore than 10 years. 35.5%
companies turned out to have been operating between 5 to 10 years, which means that
most oftheseenterprises have more than 5 yearsnaihuacturing history. Therefore,

there is a big gap between ne@mpanies andomewhat oldenterprisesThe reason

may be that there isrminimum 3-year requirement for Innbiz eligibility. At any rate,

the more experiencergansations have, the faster orgsationscandevelop based on

technology and knovinow.
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Table3.17 The age of Korean InAbiz firms by years operating

More than 1(

Categor 3-5years 5-10 years Etc. Total
gory y y years
The number o
_ 257 5,655 10,011 17 15,940
companies
Percentage 1.6 35.5 62.8 0.1 100.0

Source: Material from Inndiz Associaibon (2010)

3.6.3.3 The business location of Korea Inh@ firms

The majority oflnno-biz turned outto belocated in the metropaliof Seoul (Seoul,

21,8%,Gyounggj 32.3%, Incheon 6.1% total 60.2%). The second clustered location

is Daugu/ Gyeongbuk (9.6%), and the third location @Gyeongnam (6.9%)lt indicates

that the companies are located in the sireherethe relatedindustrial complex or

clusters aralreadydeveloped.

Table3.18 The business location of Korean Iabiz firms units number, %)

Category The number of companies Percentage
Seoul 3,470 21.8
Busan/Ulsan 952 6.0
DaeguGyeongbuk 1,531 9.6
Gwangju/Jeonam 599 3.7
Daejun/Chungnam 1,043 6.5
Gyounggi 5,144 32.3
Incheon 968 6.1
Gangwon 244 15
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Category The number of companies Percentage

Chungbuk 475 3.0
Jeonbuk 367 2.3
Gyeongnam 1,094 6.9
Jeju 53 0.3
Total 15,940 100.0

Source: Material from Inndiz Association2010)

Figure 3.1 The number of companies / Percentage(%)
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3.6.3.4 The sales figures of Korean Inbi firms
Most companies havess tharl0 billion KRW salesonrecord. The number goes down

the category columirom 5 billion to 10 billion, 10 billion to 30 billion, and lastly, 30
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billion to 50 billion. There are 120 companies that have more than 100 billion sales,

which exceed theompanies which have 70 billion to 100 billion sales.

Table3.19 The sales figures of Korean Inha firms

Categoryunit: KRW) The number of companies
Under 5 billion 10,243
5-10billion 2,770 ‘
10-30billion 2,153
30-50billion 385 ‘
50-70billion 169
70-100billion 100
More than 100 billion 120
Average(billion) 84
Total 15,940

Source: Material from Inndpiz Association(2010)

3.6.3.5 The operating profits of Korean Iz firms

Operating profit means benefits earned from operating actidiiels is obtained by
comparing cost and profit from operating. Moreover, it is an important factor in
business performances. The disition of operating profit ofnno-biz companies has
the biggest number under 100 million, and the second biggest nunibéetsveen 100
million to 300 million, and lastly, the third biggest number is between 300 million and
500 million. The reason that local InAuiz enterprises sector have relatively smaller
operating profit is that there are too many companies in procEsgenerating

innovative and valuable product/serviéd®hen these small InRbiz are entering the
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marketing after actualizing the business model in line with R&D and having large
manufacturing site, this will harm the possibility bring thestcainder contil.
Subsequently,entrepreneurs ensure that the products are tested to assess the
responsiveness of its potential in the market so that they can fit into optimal
environment where they can attract many more potential investors and time constraint
on actudking idea, selling the product and further activities that Innobiz might pursue,

this result in low operating profit by most Iniiz SMES.

Table3.20 The operating profits of Korean Iz firms

Category(unit: KRW) The number of companies
Under100 million 6,503
100-300 million 4,689
300-500 million 1,773
500 million-1 billion 1,524
1-2 billion 806
2-5 billion 485
Over 5 billion 160
Average (million) 400
Total 15,940

Source: Material from Inndviz Association(2010)

3.7.Contributionand implication®f SMEsto theKoreanEconomic Development
By the late 1990s, the government of Korea began to recognize the contribution of
SMEs to the development of the countryos

identify several key areas affectittge success of SMEs (Alaet al, 2009) technology
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transfer; development of human resources with the firm; funding; market entry; the
ability to access information; potential for venture partners; difficultpaccessingo

foreign markets and remainirgpmpetitive within them. Because of these threats, the
government developed policies that were designed to eradicate these threats. In 1995
they began by providing US$567.3 million management stabilization fund in order to
achieve objectives such as themotion of exports and new technologies, as well as

the management of innovation (Kim, 1995

The fund was supported by a further US$%lion investment. Following these
initiatives, the Korean government went tandevelop further promotion of tensive
international growth for SMEs through the support of structural reforms and the
development of improved technology. In addition to these efforts, the government
supplied a further US$6.6 million to createThe Technology Innovation and
DevelopmentFund. The fund was established in 1998 and was designed to encourage
research and development initiatives on behalf of SMEs. The various strategies and
initiatives combined to form an effective approach to addressing the issues and effects

of the financidcrisis.

In addition,Korean govenment hasestablished andevised a numiler of SME-related

laws in order toprotectand foster SMEsfor nearly half a @ntury. For example the
Koreangovernmentiegislated suchAct on Special Measurefor the Venture Business
Promotionin 197 in order to encourage firms to develop business ventures within

high-tech industries and to encourage firms to more actively utilize advanced
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technologies within various aspects of their businass initiated the Inno-biz

promotion projectind adopted thenho-biz certification system in 2001.

Numerous factors are expected to multiply the scope of activities exhibited by SMEs.
Such factors include the development of young industries, as well as the customization
and development of specsdd products and serviceBor the reasons, seems of
importance for SMEs to be able to respond to changes within a dynamic environment,
such as the evolution of technologies, an ageing population, increasing concerns
regardingthe environmentas well as other considerations.

Further changes made by the Korean government with regards to international trading,
as well as the rapid growth in internet communications and commerce, mean that the
growth of Korean SMEs beyond theirrders also appears likely to increaBecause

of suchreasonsSMEs are becoming increasingly regarded within Korean society as
being not only a significant contributor to the employment opportunities of the country,
but also of vital importance to theawmy at largeFor example, he ratio of SMEs to

total enterprises ineased to 99.9% in 2008 from 9% in 2000while the number of
employees working in SMEs amounteal 11,467,738 in 2008 andthe ratio of SME
employment to total employmembse from 806% in 2000 to 87.7% in 2008And

SMEs poduced47.6 %of output in2009 When it comes to value addesiMEsheld

50.5% of the sectowhich meant 1,981,962 billioof 3,926,600 billion KRWAs well,

the number of innovation type SMEs soared fro2p482in 2001 to 57,530n 2010.

The number ofventure enterpriseose from 11,392 in 2001 to 24,645 in 20The
number of Innebiz SMEs is continuously growing through ceaseless technological

developmentnd the tripartite cooperation of industry, academia asdarch institutes
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and it soared sharply from 1,090 to 16,243 within a period of 10 years from 2001: the
number shows fast growth as it became 15 times bigger. As for management innovation
businesses (main biz), the number also shows rapid growth agetidoam 2,619 in

2006 to 16,642 in 2010. It is understood that the radical growth benefited from the
steady and extensive support from the government in promoting interests in innovative
SMEs Thesethree types of firms also appear likely to be able tqgataly adapt
themselves to changes within a dynamic market place, and therefore able to adopt and

develop innovative products and services

The implication that SMEs are expanding in terms of activities, as well as positively
contributing to the economyneans that these companies are likely to be vital to future
job creation. This job creation will be further enhanced by the growth of knowledge
intensive industries that are well suited to SMEs. The impact SMEs have on various
service markets in the futyras well as the number of SMEs in these markets, is also
expected to be considerable as these industries continue to grow at a rapid rate. It is also
expected that as the Korean government implements further policies to support SMESs in
addition to venture companies, Inndiz and Mainrbiz firms in order to aid their

countrybés economy, these firms wil/ natur al

After 2008 financial crisigollowing the US banking crises, tlgaps such aproduction
and eturn on salebetween large enterprsand SMEs were deepenebh many cases,
large enterprise are enjoying huge profits, while many SMEs are facing a forced exit
from the market. In addition, robust exports are firing up parts of the economy but

inflation is emergig as a major threat to a full economic recovery. The Korean
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economy is now at a crossroal®rean government realizedatits economy could no
longer rely on the successof large corporation¥ herefore, it is about time to support
and forster innovat®er SMEs further in order to live together with large firms and
survive in the global market as well as to contribute to Korean economy, considering
their contribution to the nati@s economy in terms gdb creation export, technological

advancement, etc.

All'in all, however, itistruethak or eads economi c devel opment
revered by many economists and analysts and has often been putpdrésah ideal

model for many developing countries. It is a model that has produced incrediin gr

for the economy by utilising a strategy based largely on exports. This focus means that
many negative influences that are commonly associated with kfgoused strategies

are avoided. It is a strategdlyat is heavily influenced by human resourceaniks to a

well educated population in Korea. Moreover, following the Konaan, the growth of

the economy and its redevelopment was formed upon a relatively equally distributed
level of wealth across the country.

However, despite the many good points regarding this model, because the situations of

all countries vary, it may not beholly suitablein the case of every developing
economy.lt can besaidthatthis model providean appr oach to devel opi

economy that may still be beneficial to developing countries in many cases.

3.8. Summary
The chapteroverviewed the SMEs sector in Korea and produt@& general overview

including legislations, policies, curresituations their roles of and contributions to
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Korean economy and their futymec. The first section began by discussing gemeral
characteristicoof SMEs. SMEs were identified as being of great importance to the
Korean economyThen, consideratiorwill be given to theSMEs-related laws policies

and SMBA theKorean govenment hasestablished ancevised in order toprotectand
foster SMEsfor nearly half a @ntury. The chapter then moved ondémalyzingS ME s 0
related data Theseanalysesfurther demonstrated the importance of SMEs to the
Korean economy, and ascertained the percentage of their contribution to the national
economy Consideration was then given to the level of exports from Korean SMEs,
further demonstrating their importance.

This chapter then progressed to discussmmpvation typeSMEs which is defined as
innovating SMEs, technologyased SMEs, and so fortihey possess exclusive
technology and their jprformance excsl through technological innovationby
developing new mrduct andin the rateand numbeiof patens. They can be divided
into three types: venture companies, Hop, and managemeimnovation (or main

biz) companies, each of which were defined in greater detall was foundo be
significantly larger and nre profitable than conventional SMHER-depth consideration
was given tolnno-biz companies.The importance oflnno-biz firms was then
demonstrated further by consideration of statistics pertaining to dherent situation

according to duration, locatip sales, and operating proditc

It was identified thatnno-biz firms contribute considerably in terms of their numbers,
the level of employment they provide, the exports they create for Korea, and the levels
of investment and innovation they providadications exist that suggest the positive

future growth of manyinnovaive SMEs, with great assistance from governmental
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supporting policies. In order for this to be possible, industries and the Korean
government must work together to allomnovative SMEs to achieve and attain
competitive advantage on a global level, antbédlexible enough to adapt to dynamic
marketplaces.

One of the key conclusions of thekapteris the postulation that many viable business
opportunities are likely to emerge from SMEs, with this being particularly true for
industries that require techiogical expertise or expert knowledge in this fididwas

also purported in thighapterthat the model for development adopted by Korea can
often act as an excellent example for other developing countries to follow in order to

improve their respectivecenomies and technological scope.
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CHAPTER 4: LITERATURE REVIEW

4.1. Introduction

In a highly competitive and dynamic marketing environment, there are various external
forces and factors that are likely to affect the business performanaayofiven
organization. However, further to these external forces, the effects of internal
organizational factors can also be highly influential upon business performance. Of
potentially the greatest influence to business performance is that of the peespec
adopted by an organization in their approach to achieving success. This perspective is
often ot herwise known as the O6strategic ori
In order to understand what strategic orientation is, and how three generictnsnta

are likely to affect both business performance and product innovation processes, the
proceeding section of this paper will discuss and analyze strategic orientation,
technology orientation, market orientation and entrepreneur orientation. Litevalure

be reviewed on each orientation, with a critical analysis of each, as well as discussion

regarding the potential relationships and linkages between the different perspectives.

4.2. Strategic Orientation

4.2.1. Background of Strategic Orientation

In the fierce competitive marketplace, the building of effective strategies is pivotal to
any firm as it enables them to pursue, achieve, and sustain a competitive advantage
(Avci, Madanoglu and Okumus, 2011). Hence, in order to survive and thrive,
organisains are required to adopt a strategy that is appropriate to the rapidly changing

industries and environment (Pechlaner and Sauerwein, 2002; cited by Avci et at., 2011).
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It has been indisputably recognised that the strategy is closely linked to business
performance outcomes by researchers (Morgan and Strong, 2003). It is postulated by
Day and Wensley (1988; cited by Morgan ani
superior performance requires a business to gain and hold an advantage over

competitorsiscenrl t o contemporary strategic thinki

4.2.2. Strategy and the Classification of Strategy Types

Strategy fAdefines and communicates what an
and why itisvhuabl eo ( Huf f , Terdesen ®2009; Sthdebyadkaan a n d
2010).

Although business performance can be determined by external factors that are beyond
the control of management , a firmbés strate
effective tools in influencing the performance of a business availableatmagers

(Hakala, 2010).

According to Porter (1980, cited by Hakala, 2010), various different industries involve
different levels of performance. These different performances require different concepts

of strategy that can be divided into various levélsstly, a corporate level strategy

associated with the set of businesses the firm engages in. Secondly, a functional level of
strategy focused on maximising resource productivity within a specific function.
Between these two concepts, business leveltesfiess (strategic orientations) are
positioned. These orientations are related to how organisations compete effectively in

their chosen product market sector (Venkatraman, 1989; cited by Hakala, 2010).

While the above classification of strategies by Rqt680) conceptualised the business

level strategy on cost efficiency, Miles and Snow (1978; cited by Hakala, 2010, Avici et
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al., 2011) proposed another method of classification for strategy types that is similar to

Porterods (1980) ,isiobmakingfprocesses bysorganisatidnhh e d e c

Miles and Snow (1978, cited by Avci et al.,, 2011) suggested four types of strategic
orientations; prospector, defender, analyser, and reactor. This typology is one of the
most widely adopted in strategy researcld ajives an account of the relationship

bet ween strategic orientation and a firmds

1) Prospector: firms in this type conduct externally oriented business. They try to create
advantages by exploiting market opportunitie®tigh new products and by developing

innovative technologies and processes.

2) Defender: these organisations are internally oriented, focusing on efficiency and low
costs of operations. In contrast with prospector types, defenders focus on maintaining
exiging operations and proven market opportunities, while not being so concerned with

marketing, new product development and innovation.

3) Analyser: these firms have the characteristics of prospector as well as defender. They
adopt different strategies dememt on the market environment. On the one hand, they
emphasise efficiency in a stable market environment. On the other hand, they turn their
attention to innovation and emerging market opportunity when the market is dynamic

and volatile.

4) Reactor: Theydo not take the position of prospector, defender or analyser. They
respond to competitive circumstances when they are forced, therefore their decision

making is unstable, inconsistent and sterm oriented.
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In terms of the relationship of strategic oiation and business performance, many
arguments have arisen among researchers. Wright, Kroll, Pray and Lado (1995)
compared the advantages and disadvantages between the internally oriented business
(defender), externally oriented business (prospectod),basiness with dual emphasis

(analyser).

The externally oriented firms can sustain adaptive cépalut the risk for them ishe

high cost for innovation, marketing etc.

Furthermore, the business focusing on internal orientation as well as ert@ngdtion
has advantages of efficiency through low cost operation, as well as through adaptability.

Therefore, the corresponding risk can be relatively lower than defender and prospector.

Consequently, Wright et al. (1995) argued that the businessbsdwidl emphasis
(internally and externally oriented) can maximise advantage. Wright et al. (1995), Snow
and Hrebiniak (1980, cited by Avci et al., 2011) stated that the performance of reactors

outweighed prospectors and defenders in the airline industry.

Nonetheless, none of the specific type of strategic orientations can be said to be the
most appropriate type for outperforming firms due to the fact that each type can be
suitable to a firm depending on the environment, measurement and size of firnet Avci

al., 2011).

Av ci et al . (2011) <cited Segev (1987)06s st

related to strategic orientation and firm performance, which is as follows:
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fon average, the performance | evisl of d e
similar; however, a higher performance or efficiency level requires a greater

degree of alignment by organisations wit

Morgan and Strong (2003) stressed three points of limitation in their study of strategy

orientation typology.

1. Firstly, the classificatory approach adopted by researchers such as Miles and Snow
(1978) and Wright et al. (1995), has an assumption that the typologies are mutually

exclusive.

2. Secondly, business performance has historically been linked to accounting

performance such as return on investment.

3. Thirdly, firms usually investigated in studies have tended to be organisations in a

mature and stable stage.

4.2.3. The Definition of Strategic Orientation.

Although the concept of strategic orientation hasrbstudied by many researchers, it
seems that there is a disagreement of its definition in academia. Therefore, a couple of

definitions of strategic orientation, which are widely accepted, are reviewed in this study.

Strategic Orientation has also beesder i bed as fdAstrategic fit,
strategic thrust, and strategic choice. o0 (

Strong, 2003).
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Gatignon and Xuereb (1997: 78) postulated
f 1 r mod sic directioa inecgeating proper behaviours so as to achieve superior
performanceo. Strategic orientation focuses
with its external environments (Day, 1994, cited by Zhou and Li, 2010, Gatignon and

Xuereb, 1997).

4.2.4. The Concept of Strategic Orientation.

There is no clear definition of strategic orientation, with various authors attributing
different meanings to the concepiccording to Manu and Sriram (1996) strategic
orientation simply refers to how an amgsation responds to changeable environmental
factors. Gatingnon and Xuereb (1997) regard strategic orientation as creative ways of
thinking to help organisations improve their performance. According to Noble et al.

(2002), strategic orientation guidegyanizations to create strategies and marketing.

In much of the existing literature, strategic orientation is thought to represent an
approach to business and competition and is often subdivided into various approach
categories including mket orientation technology orientatignlearning orientatioh

andentrepreneurial orig¢ation

Marketorientation entails organizations to place greater focus upon customers and their

® Learning Qientation refers to the organization wide activities in creating and using theekiymato

increase the competitive advantage most Innebiz companies in Korea possess their own technology
skills, the individuals who have basic technological information and competencies often build an
enterprise together. In this case, the necessiigarn new information is conceived relatively low, hence,
investment and interests related to learning also tends to be low. Therefore, this research was conducted

eliminating learning orientation, considering that research samples share low imeezstsing.

95



needs in order to continually provide them with superior value relative to their
competitors (Narver and Slater, 1990). Technology orientation represents firms who are
strongly R&D oriented and who take early steps to obtain a new technology and use
sophisticated tdwmology to develop new product&Gatignon and Xuereb1997)
Entrepreeurial orientation is defined by a willingness to takes risks and be adventurous

when it comes to develogimew productsGovin and Slevin1989.

As these categories and subdivisions show, the concept of strategic orientation is
multifaceted and varied. One setback in empirical studies regarding strategic orientation
is the failure to fully explain how business performance can be impacted upon.
Moreover, the theoretical principles for strategic orientation are both inconsistent and
insufficient. For instanceGatignon and Xuereb (199Havetaken market orientation

and technology orientation as their strategic orientation whereas Zhou et al. (2005)
claim drategic orientation asmarket orientation, entrepreneurial orientation and
technology orientation. Similarly, Li et.gP006) conceptuaded strategic orientation as
market and entrepreneurial orientation. Moreover, Jeong et(28l06) categorized

strategic orientation as customer and technology orientation.

Table 41. Concept of strategic orientation

Researcher Concept of strategic origation

Market orientation
Gatignon anXuereb (1997)
Technology orientation

Zhou et al (2005) Marketorientation
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Entrepreneurial orientation

Technology orientation

Market Orientation
Li et al (2006)
Entrepreneurial orientation

Customer orientation
Jeong et al (2006)
Technology orientation

Furthermore,technologyorientation is believed to be one of the main features of
strategicorientation, along wittmarketorientation (Gatignon and Xuereb, 199@ndLi,

Liu and Zhao (R06) emphasize the role @harket orientation and entrepreneurial
orientation in strategic orientation, whilst Zhou et al. (2005) suggestriperiance of
entrepreneuriabrientation. Since researchers approach strategic orientation in various
ways, it isunderstandable that variables of strategic orientation come in a number of
combinations (Baker and Sinkula, 2005: Kaya and Seyrek, 2005: Atu&herae 2005:

Im and Workman, 2004)n this thesis, there are three strategic orientations (technology
orientdion, market orientation and entrepreneurial orientation) being defirfads, to
obtain business performance motbkan competitors, it is believed that creating
organisational cultures such as market orientation, technology orientation and
entrepreneuriabrientation is the main focushis phrase stands for organizational
culture can be created by using great harmonization eétHifferent orientations. In
other word, these three orientations should be comprised altogether rather than one of

the three.
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4.2.5. Limitations of the Previous Studies in Strategic Orientation

Previous research relating to strategic orientation has shifted from focusing on
developing orientation constructs to exploring the relationship between two
simultaneous orientationsuych as linking market and entrepreneurial orientation or

market and technology orientations etc. (Hakara, 2010).

Research focusing on investigating a single orientation has led to a lack of more
complex and multdimensional approaches to strategic oriBotathat adopt a holistic
perspective (Hakara, 2010). This has in turn led to gaps in the literature regarding how
to combine various orientations and the likely effects on business performance.
Therefore, the significance of examining the relationshigtsvéen different strategic
orientations has increased (Grinstein, 2008). Recent studies have suggested that research
focus on the various combinations of different strategic orientations that organisations
can pursue in different environments, rather thadirect analysis between a single

orientation and business performance (Grinstein, 2008).

Furthermore, little has been investigated regarding the role of entrepreneurial
orientation in terms of the interrelationship between market and technology ooiesitat
Many researches demonstrated that entrepreneurial orientation has a positive impact on
market or technology orientations (AtuahebBena and Ko, 2001; Baker and Sinkula,
2009; Becherer and Maurer, 1997; Frishammar and Horte, 2007; Hult et al., 2@04; L

al., 2008; Schindehutte et al., 2008; cited by Hakara, 2010). However, only a small
number of studies have attempted to examine the link incorporating technology, market
and entrepreneurial orientation in the same research (Aloulou and Fayolle K2§@5;

and Seyrek, 2005; Li, 2005; Zhou et al., 2005; Hakara, 2010).
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Aloulou and Fayolle (2005) found the main attributes of entrepreneurial orientation and
its determinants from opportunityased and resourdmsed views withinsmall
business context (Figet.1). Furthermore, they suggested the importance of
entrepreneurial orientation as a conciliator between other strategic orientations
including market, technology and stakeholder orientations. However, this study is

somewhat limited due to its purely ceptual nature.

Strategic Orientations (SO) of the firm

Internal External SO

Technology Stake/shareholders

(suppliers, bankers...)

Entrepreneurial
Orientation
Innovativity
Risk Taking
Proactivity

(Product/service,
Cost/quality..)

Market (Customers,

Stakeholders Competitors)

(Employees)

Technology

Figure 41. Research Model

Source: Aloulou and Fayolle (2005)

Kaya and Seyrek (2005) investigated the various effects entrepreneurial, technology and
customer orientations had on firm business performance in different levels of market
dynamism. Their findings suggest a strong positive relationship between entrejleneu

orientation and business performance when adopted in a highly dynamic market, and a
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positive link between technological orientation and business performance in-a less

dynamic market.

' )

Strategic Orientation
B preakthrough
- Market orientation Innovation p "
~Technol ientati Organisational
echnology orientation g ‘ ek Performance
- Entrepreneurial orientation Learning
based innovation
A J =—jp| - Firm performance
( Market F A - Market-based
arket rorce =
innovation ! Product performance)
- Demand uncertainty ——
N Y

- Technological turbulence

- Competitive intensity

Figure 42. The conceptual Model

Source: Zhou et al. (2005)

The study by Zhou et al. (2005, Figuré.2) conceptualised a model which connects
strategic orientations (market, technology and entrepreneurial orientation) and market
forces through organisational learning in order to breakthrough innovations and
business erformance. In this study, technology orientation has a positive impact on
techbased innovations and entrepreneurial orientation is positively associated with both
market and techinnovations. However, this study focused on the different effects of

individual orientations, therefore it fails to examine combined orientations.
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Market
Orientation

Company
Performance

Entrepreneurial
Orientation

Technology
Orientation

Figure 43. Research Model

Source: Hakala (2010)

Hakara (2010) investigated the configurations of multiple orientations (technology,
market and entrepreneurial orientation) andirtirelationships and impacts on firm
performance in the Finnish software industry. The results indicate that both customer
orientation and entrepreneurial orientation have an effect on firm performance. However,

it is also demonstrated that technologyeatation is not linked to business performance.

The key finding of the study is the relationship between entrepreneurial oriardatio
two orientations, markeand technology. Entrepreneurial orientatibas an effect on
both marketand technology orientations. In particular, the influence of entrepreneurial

orientation on company plermance is mediated by markatientation. The format of
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the structur al mo d e | by Hakala (2010)
model. B t he significantly different view
role of entrepreneurial orientation as a mediator between each technology, market

orientation andhe effect these have on businpssformance.

There is a dearth of stueli concerned with the role of entrepreneurial orientation and its
position in the relationship of other strategic orientations (market and technology

orientations). Therefore, this dissertation aims to investigate the following:

1) The direct effect®f technologyorientation marketorientationand entrepreneurial

orientationon business performance.

2) The direct effects of techology orientation and market orientationon

entrepreneurial orientation

3) Theindirect effectsof entrepreneurial orieation as a mediator betwegthnology

orientation market orientationand business performance.

In the next subsection, previous literature relating to particular orientations including
technology, market and entrepreneurial orientations, and theionslaip with business
performance argeviewed in detail(See Appendix A: Previous Studies irstrategic

Orientatiors).
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4.3. Technology Orientation

4.3.1. Definitions of Technology Orientation

Technol ogy orientation r e ihteduse ot wse rew f i r mo s
technologies, prducts or innovations (Gatignon aXdierelh 1997; Hult et al. 2004).
Hubert and Xuereb (1997: 78) define technologented firms (technology

orientation) as having:

~

e the ability and whndlogicaltbackgeound and useitirs ub st a
the development of new products. Technology orientation also means that the
company can use its technical knowledge to build a new technical solution to

answer and meet new needs of the users. o

This definition is som&hat reflectve of the definition of markebrientation, where
technology orientation is also used to answer i@#@th the needs of the mark8o,

when demand is relatively uncertain, fsmeed to consider both marlketd technology
orientation stratege However, the commonly used scales for measuring market
orientation do not incorporate any new technology, product or innovation dimensions,

thus technology orientation is viewed separately from market orientation.

Technology orientation aims to developw products that are technologically advanced
by utilising innovative technology, research and development respacggechnical
infrastructure. Consequently, technology orientation leads firms to launch more

innovative and better designed products tte market. Moreover, it provides
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organisations with an advantageous position in the competitive environment by
achieving technological advancement whiemmot be chased by competit¢gdsong et

al., 2006) The premise of technology orientation is therefathe ability of firms to
develop and create innovative, techologicaltvanced products through their
knowledge and expertise, and to in turn gain a sustainable advantage over their
competitors.Technology orientation, including the terms innovatiomemation and
product orientation which are often used in the same way (Grinstein, 2008), represent
the predisposition of a company to accept or employ new technologies, products or
innovation (Gatignon and Xuereb, 1997; Hult et al., 2004; Hakara, 20h8j)efbre, it

is linked to securing competitive advantage in terms of market positioning and thus to

be in a competitive advantageous position in markets.

In summary, companies who are technologically oriented use innovative technology to
attain an attracte position in their respective markets (Gatignon and Xuereb, 1997).
Cooper (2001) purports that utilisation of technology capacity (skills and knowledge),

are vital for firms to embrace and act as a vital dimension in developing new products.

4.3.2. Rerformances and Dimensions of technology orientation.

In the late 1990s, research related to the performances of techialsey small and
mediumsized companies came to the attention of researchers. In particular, studies of
technical skills of technologinnovationdriven small and mediufsized companies

(Zahra and Bogner, 2000).

As the importance of technological strategies are being more and more recognised,
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technology is thought to be the decisive factor in creating new business opportunities
and secting competition advantage. The organisations that can develop-heand
technology and commercialise the developed technology into products and services are

able to survive in the highly competitive environment.

When assessing the concept of technologgntation more precisely, dimensions of

technology orientation should be investigated first.

Innovative companies tend to be research developoreited, both aggressive and
future-oriented regarding the adoption of new technology, and lastly, theytdeuse
sophisticated technology to create new products (Cooper, 1979). Cooper (2000) pointed
out that the more an organisation is technologieatlgnted, the more potential abilities

it has to create new products.

It is widely considered in the existeliterature pertaining to innovation management,
that innovative firms are also those firms who are dedicated to and invest heavily in
R&D. These firms integrate technologically advanced tools and systems into their
everyday business activities in orderibcrease efficiency, and dedicate high levels of

revenue into the development of their products.

4.3.3. The Previous Research about Technology Orientation

Gatignon and Xuereb (1997) report that the greater the level of technology orientation
demonstratd by an organization, the more likely they are to create innovative products.
Furthermore, Ettlie et al. (1984) suggests that organizations that employ a large number

of technology experts have more possibilities to adapt the innovative manufacturing
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process.

Moreover, according to studies regarding the positive effects of technology competence
as a source of competitiveness on developing new products, it turns out that the more
technology competence is advanced, the more the innovativeness of an orgarszation i

also advanced.

Zhou et al. (2005) investigated the impact of strategic orientations (market, technology

and entrepreneurial orientations) of firms on technologyed and markdtased

innovations. Zhou et al. (2005) focused on examining the interneddiips and linkages

between market, technology, entrepreneurial orientation and innovations (technology

and markebased). They adopted the concept of Hamel and Prahalad (1994) that unlike
incremental innovations, breakthrough innovations have potemtiaés which enable

firms to create opportunities in new mar KEe
preferences and behaviour patterns. Therefore, breakthrough innovations greatly affect a
firmés profitability (W nd ebanddPraNaid{1®94a n , 19

reported the significance of breakthrough innovations in highly dynamic markets.

Thisistrueasteechased i nnovations benefits the majoc
marketbased innovations enter unknown or young markets @eand Tushman,

2003; cited by Zhou et al., 2005), both innovations can be said to have positive effects

on firm performance. Zhou et al. (2005) concluded the following results through testing

above model;
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1) A market orientation is positively linked tedhibased innovation, but negatively

affects markebased innovation

2) A technology orientation contributes to the development of technologically advanced

innovations, but also negatively effects maskased innovations.

3) An entrepreneurial orientatigpositively affects both technologpased and market
based innovations, which underpins Hamel an

the importance of entrepreneurial foresight in competing in future market.

As can be seen in these findings, markeientation contributes to tedfased
innovations. This supports the previous studies by Slater and Narver (1998, 1999),
claiming that market orientation is more than just being customer led (this is discussed

in detail in the next part in terms of markeientation).

Next, considering the market forces (demand uncertainty, technological turbulence and
competitive intensity), it is worthwhile tmote that technological turbulercean
positively affect the development of tebhsed innovations but hatlé or no effect on
market innovations. This indicates that in order to develop méadsdd innovations, a

positive attitude towards change (i.e. entrepreneurial orientation) is required.

Subsequently, the findings suggested that both innovationsivebsitaffect firm
performance, however, the impact of tdsed innovations outweigh marketsed

ones on performance.

" Technological turbulence is the disturbance in the market as a result of the uncertainity, technological

innovation, and undue competition.
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Gao et al (2007) suggest that the effect of technology orientation on business or new
product performance is not always positive. THeidings show that the impact of

technology orientation can change depending on the level of technological turbulence.

When the level of technological turbulence is low, technology orientation acts
detrimentally to business performance. However, whengbedsof technology change

is rapid, it contributes to a firm performance. Consequently, in the environment of

higher technology turbulence, technology orientation is a more appropriate strategy for
introducing new product s tfewmencé and dieeds,nad c han

proposed by Hamel and Prahalad (1994).

Trainor, Rapp, Beitelspacher and Schillewaert (2010) examined how the integration of
information technology, marketing capabilities and other firm resources can impact
upon performance. The fimys indicate that both market and technology orientations
contribute to customerentric capability of anarketing and, in turn, the development

of emarketing capability has a direct impact firm profitability (Figure4.4).
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Figure 4.4. Conceptual Model

Source: Trainor et al. (2010)

4.4. Market Orientation

4.4.1. Concepts and Definitions of Market Orientation.

The demands of consumers are becoming more and more difficult to meet and
competition amongst organizations is becoming increasingly tense. Therefore, to face
this changeable environment promptly, mar@eénted organizations tend to be
strategically flexble and maximize the efficiency of resource use. Market orientation is
known as both as a practical and strategic business philosophy which appeared in the
1990s to adapt to the demands of consumers in the dynamic environment (Lee et al.,

1998).

Thus, the importance of market orientation is being more recognized in marketing
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studies and practical management. Finally, it became the core component in marketing
theory (Kotler, 2000)Market orientations a core component in the marketingdahe

andis used to help firm# be knowledgeable of the quality and variety of the products
needed byhe marketMost firms usethe market orientation apprdasince it enables

them to be knowledgeable abatie quality and variety of products in the keir,
therefore, businesses need to understaecheed of the customers to avoldsing sales

to their competitcs.

Mar ket orientation is the technique or the
needs. It seeks to prioritise customers and improvelkitie of organizations to create

and disperse the information which is valuable to customers and competitors.
Furthermore, it also tends to constantly restructure departmental resources so as to
optimize customer value. Therefore, market orientation & uhlimate source of

creating a superior value in order to maximize the revenue of organizations (Day 1994).

Initially, Kohli and Jaworski (1990) and Narver and Slater (1990) proposed the
conceptual definition of market orientation. Since then a numbstudies have been
carried out with market orientation being presented conceptually either in terms of
organizational behavior (Jaworski and Kohli, 1993; Kohli and Jaworski, 1990) or in
terms of an organizational culture (Deshpande, Farley and Webstey,H&8Burg and

Pflesser, 2000; Narver and Slater, 1990).

Narver and Slater (1990) have defined mark
that most effectively and efficiently creates the necessary behaviors for the creation of

superior value for buyes and, t hus, continuous superior
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Narver and Slateros (1990) definition has
culture, as a result, could play a part in bringing about employees’ initiatives which are
often requiredn the process of providing high value to customers (Narver and Slater

1990; Im and Workman 2004).

The underlying rationale is that this definitional framework properly places an emphasis
on the cultural aspects which create purchaser values and respessite the known
market information. Market orientation in their view is the product of three constituent
features: (1) customer orientation, (2) competitor orientation, and (3)fumetional
coordination Customer orientation requires that the sslienderstands the buyers value
chain over time in order to create an effective value for buyers. It is not enough to focus
on the customer alone rather, one stidake interest in the competitor orientation,
which involves identifying the competitors, ttechnology they use and if the potential
customers view them as alternatives, and most importantly the cometitorsterm
weakneses and long term capabilitiednter-functional cmrdination involves
coordination ofpersonaland other resources in the firm in the facilitation creation of
value for the buyers. The models are important as it helps in understanding the cost and
the revenue dynamics for its immediate buyers and their prospective buyers.

However, it is importanta distinguish the concept between custoledrstrategy and
marketoriented strategy. According to Slater and Naver (1998; cited by Zhou et al.,
2005), customeled strategy differs from market orientation in that the former concept

is to satisfy customeéds e xpr essed needs, while the | att
satisfying customersé existing but not exp
orientation is more than custorded. This means that a custorted firm focuses on

listening to their customers, a marketiented firm engages with customers by
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understanding both their current expressed and the latent needs.

Furthermore, Slater and Naver (1998; cited by Zhou et al., 2005) claimed thasérad
technique can facilitate revealing theelat needs of customers in providing advanced
technology. Similarly, by being closely engaged with customers, the rankated

firms are more likely to invest their resources to enhanceli@séd innovations in
order to satisfy (StatersahdoNareer, $995; titedtbg Zhou ehat,e d s
2005). The findings of Von Hippel (1988, cited by Zhou et al., 2005) indicate that
breakt hrough innovation can be developed

users contribute to a higher percertad breakthroughs in a range of products.

4.4.2. The Previous Research about Market Orientation

4.4.2.1. Positivdink between Market Orientation and Business Performance

Nowadays, to provide the best customer values and remain in top position,
organiations are undoubtedly aware that market orientation should be at the heart of
the process. Therefore, its importance is becoming more and more recognized. In the
study of the relationship between market orientation and performances based on
manufacturer @d service providers, it also reported that market orientation positively
affected total income growth, return on equity and success of new products and services

(Subramania and Gopalakrishna, 2001).

Research regarding the results of market orientationbeas conducted by many
researchers. Narver and Slater (1990) conducted research about how market orientation

affects business performances targeting daily anddady product manufacturing
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companies. Kohli and Jaworski (1990) reported that the morergamimation was
marketoriented, the more employees were loyal, satisfied with tasks and committed to
the organizationConsequentlys u s t osatesfactes and sales could be improvey

having good staff morale.

Jaworski and Kohli (1993) and Slaterdaiarver (1994) also revealed that market
orientation can often directly affect business results. Jaworski and Kohli (1993) studied
the results of market orientation by dividing it into contents related to organizational
members (organizational commitmeahd cooperation) and business performances
(market share and overall performances). However, it could not confirm if market
orientation was actually influential on business performances. Slater and Narver (1994)
showed that market orientation influenced R@creases in sales and success of

developing new product.

Baker and Sinkula (1999b) found that market orientation leads to successful
developmental activities with respect to new products. Market orientation functions as a
motivational factor that botfesponds to and promotes innovativeness (Hurley and Hult,
1998). Hanard and Szymanski (2001) have also pointed out, drawing on data derived
from the available empirical evidence, that market orientation has a statistically

significant impact on new produsticcess rates.

Im and Workman (2004) performed research about the role of market orientation in
launching new products, targeting hitgth companies in America. The results showed
that market orientation played an important part in the success of pelcpr market
share, sales volume, return on investment and profitability. Cano et al. (2004)

summarized the antecedent research about market orientation and business
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performances. It showed that market orientation tended to generate better performances
in non-profit companies rather than profit companies and also impacted more positively
on service providers than on manufacturers. Zhou et al. (2005) conducted research about
market orientation and innovation orientation targeting Chinese companies. The
resarch reported that organizational culture and the attitude toward the change of
managers influenced market and innovation orientation in a positive way. Moreover, it
also showed that market orientation had a positive effect on organization commitment,

job satisfaction and the certainty of future achievement.

Recently, Keskin (2006) has shown that market orientation can indirectly impact on a
firmbébs business performance through the
conducted research in the markeientation of suppliers in reference to the process of
building relationships and the acceptance of customers, targeting firms in Taiwan. It
claimed that three components of market orientation had a huge impact on customer
satisfaction byusing the convaance service strategy as a mediufhiese are the
strategies used by the marketers to provide customers with convenience in their decision
maki ng, access, transaction benefits for
that marketoriented organizans were to satisfy customers and maintain strong,
positive relationships with themThe research also argued that maxketnted
organizations were likely to satisfy customers and maintain strong, positive

relationships with them.

Based on related literature, market orientation contributed business performance such as
successful launching of new products, sales growth, market share, organizational

commitment, cooperation, and customer retention were significantly improved in most
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cases. According to Kirca, Jayachandran and Bearden (2005) and Gounaris (2006),
market orientation largely improves satisfaction, loyalty, quality of product and service,

but also innovativeness. There are large attentions on the studies that marketarientat

should be incorporated with other capabilities. Hult and Ketchen (2001; cited by Zhou

et al ., 2005) argued t hat mar ket orient at
performance. For the potential value of the market orientation, this has to be
incorporated with other sort of strategic orientations such as entrepreneurship and
organizational learning. Matsuno, Mextxer and Ozsomer (2002; cited by Zhour et al.,

2005) supported the view of Hult and Ketchen (2001) with their findings by suggesting

the positve effects of market orientation in combination with entrepreneurship on

business performance. Similarly, Zahra (2008) postulated that market orientation is
positively linked to business performance, albeit the link may need to be supported by
entrepreneual approaches in high teablogy industries. Moreover, Gistein (2008)

examined the relationship between market orientation and alternative strategies and the
effects had on the performance of a firm, including innovation (technology), learning,
entrepr@eurial and employee orientation. So far, previous studies indicate that market
orientation has the positive impact on business performance. Nevertheless, there is an
increasing voice from their studies that innovation, entrepreneurship and alternative

stat egic orientation wil/ better rmphceonc ompany
business performanc&ntrepreneurial orientation takes the largest impact on business
performance in conjunction with market orientation due the fact that these two

orient ations bear certain similarities in bot

to develop markets.
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Li et al (2008) purported that marketientation and entrepreneurial orientation
supports SME in bettering their business performance. Olataaraled Friendmann
(1999) support Li et al (2008) O6s study in
positively affected by a firmbés adoption of
orientation entails as market orientation bearing simiaritHence, a powerful synergy

is generated through combining market and entrepreneurial orientation. Having
known a power synergy has created between marientation and entrepreneurial
orientation, Becherer and Maurere (1997; cited by Grinstein (2G@®entuates that

two orientations are mutually complementary, thereby controlling a balance between
high levels of both orientation in a firm. It is recommended that a firm should keep the
balance between market orientation and other aspect considdnimy t f i r mdé s
circumstancesOverall, the existent literature reviewed in this section indicates that the
choice of strategic orientation of an organization and the positive influence these
choices are able to have on business performance is likely to bermifteependent on

what industry a firms are in. Continuing from previous discussion that market
orientation would contribute in a larger portion towards the business performance if
alternative strategic orientation were incorporated together. There a&emediating
elements for this section to identify the different perspectives. Accotdihtan et al.

(1998) and Menguiand Auh (2006) underpin innovativeness as mediating factor with

their findings that marketing orientation contributes to firm performasignificantly

through innovation and being innovative positively affects the influence had by
marketing orientation on firm performance. Similarly, Matear, Osborne, Garrett, and
Gray (2002) assumed that marketing orientation contribute to firfarpgne through

innovation. Maondo and Farrell (2003) suggested that marketing implementation
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mediates the relationship between market orientation and firm performance. Perspective
of this study has been slightly different in terms of where main scope is ats for
mediating role between market orientation and business performance. It seems that the
mediating elements are different depending on industry that each firm is in. Furthermore,
Taylor et al. (2008) indicated that by training staff with regards to énsppctive of
market orientation firms could improve their performance by attaining a higher level of
relationship commitment with customers. Comparably, Mavondo et al. (2005)
emphasize human resource practice as mediating element between marketiari

and firm performanceAlso, Total Quality Management implementation, learning
orientation, quality orientation, operating effectiveness and cost efficiency mediate the
relationship between market orientation and business performance. (Adapted from Liao
et al., 2011) Subsequently, it was evident that there are various mediators between
market orientation and business performance. Also, some of the studies have shown that

different industries require different mediating factors.

Table4.2.The relationshu between market orientatiand business performance

Authors (Date of publication) Mediator Findings

Han et al. (1998) Innovation MO contributes to firm performang

significantly through innovations.

Chang et al. (1999) Operating effectiveness The relationship between MO an
Costefficiency firm performance is effectively
mediated by operating effectivene

and cost efficiency.

Matear, Osborne, Garrett, and Innovation MO contributes to firm performang

Gray (2002) through innovation.
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Authors (Date of publication)

Mediator

Findings

Mavondo andrarrell (2003)

Marketing

implementation

Marketing implementation mediaté
the relationship between MO and fi

performance.

Mavondo et al. (2005)

Human resource practices

Human resource practices medial
the relationship between MO and fi

performance.

Wang and Wei (2005)

Learning orientation

Quality orientation

The effects of MO on firm
performance are potentially
influenced by learning or quality

orientation.

Menguc and Auh (2006)

Innovativeness

Being innovative positively effects
influence hady MO on firm

performance.

Demirbag et al. (2006)

TQM implementation

TQM positively effects the influeng

of MO on firm performance.

Taylor et al. (2008)

Relationship commitment

By training staff with regards to th
perspective of MO firms can impro
their performance by attaining a

higher level of relationship

commitment with customers.

Source : Adapted from Liao et al. (2011)

4.4.2 2. Negativdink between Market Orientation and Business Performance

Conversely, there are some studies that did simw a positive effect of market
orientation on business performances or the relationship. Jaworski and Kohli (1993) and
Pelham and Wilson (1996howed that market share or sales growth were not enhanced
by market orientation. Pelham and Wilson (1996uadythat market orientation did not
positively affect business accomplishments such as market share and increase in sales.

The research of Greenley (1995), which targeted British organizations, also could not
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pinpoint the positive role of market orientatian increasing sales and launching new

product. Bhuian (1997) and Sandvik and Sandvik (2003) reported that the influence of
market orientation was actually weak or negative (Bhuian 1997; Sandvik and Sandvik,
2003).Voss and Voss (2000, cited by Zhou et 2005) argued that customer orientation

has negatively affected business performance in professional theatres, possibly due to

the lack of breakthrough innovation. Likewise, market orientation was evaluated in a
negative way whe n ormanteaaftee ah edormmiacridisias matkst per f
oriented firms are likely to have a lack of foresight (Grewal and Tansuhaj, 2001; cited

by Zhou et al., 2005). Some researchers have suggested that an overemphasis on
customers can lead to frivolous innovationsd ashortsighted R&D, which could
hamper firmbés breakthrough innovation ( Ha me
customers are inherently shaighted, therefore as far as markeented firms focus

only on serving cust onmeerlldanclose the foresightaf e e d s
innovation. Moreover, customers may not be aware of what they really want or cannot
announce all their needs due to the fact that they are not knowledgeable enough
concerning the market trends or stafehe-art technadgy (MacDonal, 1995; Von

Hippel, 1988; cited by Zhou et al., 2005). Because of this, firms should go beyond

custometled ideas for a successful future (Hamel and Prahalad, 1994).

Critics also pointed out the risk of excessive focus on market oi@mtahich might
overl ook the potential value of a firmds o
opportunities in emerging markets, thereby reducing the feasibility of generating

innovations for future markets.
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Breakthrough innovatiofisare usually related to discontinuous new products, which
are distinguished from existing products in the market, sometimes creating an entirely
new market and encouraging custontershange their behaviours (TroR2008). In the

case of discontinuous produanovations, the market research may not be valid (Von

Hippel and Thomke, 1999; cited Byott, 2008).

With those reasons above, sceptics of market orientation suggest that firms should focus

on pursuing breakthrough innovations and not listening t@powsts.

4.5. Entrepreneur Orientation
4.5.1. Comparison of Entrepreneurship and Entrepreneurial Orientation.

The term entrepreneurship originated from the French language which means an
entrepreneur and founder at t hemeassa-me t i me
activities of 6, i ndicating an i ndividual

indicates an actual action that creates new value or an organization, not just spirit. In

8 Breakthrough innovations help in introducing new products in the market without the influethee of

customer. It is the most common cases that new ventures came into existence based on innovative
concepts for products within Korean Irbiz SMEs. In another world, products with high potential could

lead to high sales that are actualized by being aedli with innovative idea of innovation &/p

enterprisesin this case, it would be better to deepen the concept of innovation rather than solely
concentrating concepts on what consumer sdé6 demand. I
needs ofconsumers they may negatively affect the development and actualization of products.
Subsequently, this would undesirably affect the management activities of the enterprises. Therefore, it

would be more efficient towards performance when enterprises pinpoiactualizing their potential

products stemming from innovation swiftly.
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other words, it is more suitable for the meaning of activity rather ahspirit. It can be
defined as an actual action that creates new value. Entrepreneurship means not just an
entrepreneur 6s mind, kexisting walugpamd reew jobs,vahdo cr e a

takes responsibility for the result.

The mindset and action that creates new value and jobs by challenging, rather that
maintaining the current flow are the key points of entrepreneurship. This carries a

meaning of value creation activity, not just the mind of an entrepreneur.

According to lumpkin and Dess (1996), entrepreneurship can be defined differently
according to the various combinations of individual, organizational, and environmental
characteristics. However, as the definitions do not match one another, this hinders the
ability of researchers to conduct research regarding entrepreneurship and business
performance. Researchers instead suggest entrepreneurial orientation, a different
concept from entrepreneurship, to solve the problem. To explain the concept of
entrepreneurial orientatn they exemplified strategies of organizations. Entrepreneurial
orientation is a regularly used term within literature pertaining to entrepreneurship

(Khandwalla, 1977; Miller and Friesg1982; Covin and Slevin, 1989

The most commonly utilized modelrf@ntrepreneurial orientation is that provided by
Covin and Slevin (1989), which was derived from the work of Khandwalla (1977) and
Miller and Friesen (1982). Covin and Slevin (1989) reported the entrepreneurial
orientation is made up of three dimensionssisting of innovation, proactiveness and

risk taking.

However, it is important to separate entrepreneurial orientation from entrepreneurship.

According to Richard etla(2004: 257), entrepreneurship often mainly focussed on
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answering questions sucas i W a t business d entrepreneurah t er ? 0

orientationis concentrating on answering questions such as do we make the new

business succeed?o0. Conversely, entreprene

Lumpkin and Dess (1996: 136ji met hod s, pr ac t makiagsstylesa n d
managers use". Lumpkin and Dess (1996) state entrepreneurial orientation is made up of
4 dimensions namely autonomy, risk taking, proactiveness, and competitive
aggressiveness. They suggest that entrepriaherientation benefits a company by

acting as a process, organisational culture, and by guiding decision making processes.

In the research of Lee and Peterson (2000), which is based on the study of Lumpkin and
Dess (1996), entrepreneurial orientation defined as the process that sees the
realization of entrepreneurship. In addition, they also argue that autonomy,
innovativeness, proactiveness and competitive aggressiveness affect entrepreneurship,

and ultimately affect global competitive advantage.

The research of Lee and Peterson (2000) suggests a relationship between
entrepreneurial orientation and entrepreneurship which goes beyond the research of
Lumpkin and Dess (1996). It can also be interpreted that entrepreneurial orientation has
a circulatory elationship with entrepreneurship that works interactively, rather than

entrepreneurial orientation preceding entrepreneurship as Lee and Peterson (2000)

suggest.

| f entrepreneurship affects the answer t
a business, entrepreneurial orientation shows what kind of entrepreneurial method,
custom, and decision making will lead the business to succeed. To epitomize this, a

bold experiment on a new promising technology, a willingness to occupy the market, to
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devdop new products, and a challenging spirit for a dangerous venture are thought to be

the examples.

If entering a new business shows a certain entrepreneurship, entrepreneurial orientation
shows how successful business entering was accomplished. Theeatoepreneurial
orientation includes intention and behavioural pattern of members that attempt to

actively play the key role in creating new SMEs.

To sum up, entrepreneurial orientation perceives the main entrepreneurial process as
being how a new venta enterprise is to be built, whereas entrepreneurship is defined

as entrepreneurial decisions about what is to be begun.

Based on the consideration and understanding generated through conducting this
literature review, entrepreneurial orientation is esiato the ability of entrepreneurs to
engage in entrepreneurial activities during their careers and work endeavours. Because
of the diverse nature of entrepreneurial orientation in terms of its definitions and what it
entails for practitioners/entreprensui thorough exploration of what is considered to

be entrepreneurial orientation will be discussed in the next section.

4.5.2. Concepts and Definitions of Entrepreneurial Orientation.

The definition of entrepreneurial orientation can be categorizedindigidual level,
organizational level, industrial level and social level. In other words, it is diversely used
depending on different positions and di

passion, willingness, or abilities.
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The early studies astly focus on entrepreneurial activities on an individual level. They
approach entrepreneurial orientation as a tendency to take risks and be innovative for a
new venture to succeed. As such, the research about entrepreneurial orientation on an
individual level has mostly focused on founding. Herron et al. (1992) supports this view
by suggesting a new venture founding model which is built by combining
characteristics of an entrepreneur and a situational context which was experienced by an

entrepreneur.

Mintzberg (1973) defined the role of an entrepreneur as the person who leads and builds
changes in an organization. He put his research on an individual level, claiming that
entrepreneurial orientation leads an organization to continuously seek new opiesttuni
problems, and solutions. McCelland (1961) conceptualization of entrepreneurial
orientation is of a social role played by individuals who have different social status.
Moreover, Stevensoand Jarillo (1990) report that entrepreneurial orientationhe t
process of finding an opportunity and not being limited by controllable resources in the
present. Gartnegfl985) reveals that an entrepreneur can conduct certain activities such
as capturing opportunities, obtaining resources, selling products andceservi

manufacturing products, planning, and reacting to the information oriented society.

The aforementioned research reports a problem. When an entrepreneur transfers to
another job, entrepreneurial orientation could be dissipated. Therefore, as Gartner

(1989) and Zahra (1993) argue, it is necessary that the characteristics of entrepreneurial
orientation owned by individual should be developed in the larger existing organizations.

Davis et al. (1991) reported that entrepreneurial orientation is somewleatie@wnot

only in individuals but also in every society, and every type and size of organization. In
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short, as the paradigm of entrepreneurial orientation has changed and extended, a
number of researchers (Jennings and Lumpkin, 1989; Covin and Slevin,L1@8dkin

and Dess, 1996) have emphasized that an organization itself can perform like an
entrepreneur. As a result, entrepreneurial orientation was conceptualized as a processes
or activities of an organization that were differentiated from certain thaals (Covin

and Slevin, 1991; Zahra, 1993).

Miller and Friesen (1983) consider entrepreneurial orientation in the organizational
context, studying the organizational style of the CEO in risk taking, innovative, and
proactiveness contexts. So do Stevermath Gumpert (1985) and Stevenson and Jarillo

(1990) consider entrepreneurial orientation in the organizational context.

Similarly, there is research conducted about various aspects of new attempts in the
existing organization and how the new attempts madormed (Lumpkin and Dess,
1996). Defining entrepreneurial orientation as a process for taking up new attempts and
decision making corresponds with that of Slater and Narver (1995). Slater and Narver
(1995) declare that the entrepreneurial perspectiseir@gs creating a new business in

the current business field, and resurrecting the stagnant business that is required to be

changed.

Entrepreneurial orientation originated from Schumpeter (1934) who suggested
entrepreneurship, and it is understood as warioneanings such as passion or

willingness of an organization, abilities of an entrepreneur, and a role in the industry.

Schumpeter (1934) claims that entrepreneurship is a constant innovative and creative
destruction, arguing that innovation is a new boration of the things existing before,

whilst Leibenstein (1978) claims that entrepreneurial orientation is the ability of

125



working more wisely and harder than competitors.

The literature regarding entrepreneurship shows that entrepreneurial orientagoy is
important (Kanter, 1983; Miller, 1983). A number of researchers see entrepreneurship
and entrepreneurial orientation as interactively equal. This is expressed in different
terms according to researchers, such as entrepreneurial management (Stemenson
Jarillo, 1990), entrepreneurial proclivity (Pellissier and Van Buer, 1996), and
entrepreneurial orientation (Lumpkin and Dess, 1996). Some researchers consistently
define the term of entrepreneurial orientation by relating it to management activities o

processes (Morris and Paul, 1987; Smart and Conant, 1994).

Lumpkin and Dess (1996) define entrepreneurial orientation as activities, processes and
decision making to develop and provide new innovative services in order to be
distinguished from competite in the market. Furthermore, they also argue that
entrepreneurial orientation is the strategic disposition of an organization which can have

in addition a founder 6s perspective about
performing. In other words, eefpreneurial orientation stresses how an organization

does rather than what an organization does.

Lumpkin and Dess (1996) refer to entrepreneurial orientation as the decisions made,
processes engaged in, and practices exhibited by a firm that conttibates®w entry

in the marketplace. Entrepreneurial orientation is an item of terminology used within
academic literature to refer to a set of psychological traits, characteristics and opinions
that are associated with a proclivity to engage in entrepriahaativities (McClelland,

1962; Dunkelberg and Cooper, 1982; Hornaday and Aboud, 1971). It is also purported
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by various authors (Birkinshaw, 1997; Burgelman, 1983; Kanter, 1982; Lumpkin and
Dess, 1996; Naman and Slevin, 1993) that entrepreneurial a@ients also closely

related to strategic management processes.

To sum up, entrepreneurial orientation perceives the main entrepreneurial process as
how a new venture enterprise is to be built whereas entrepreneurship is defined as
entrepreneurial decisioabout what is to be begun (Lumpkin and Dess, 1996; Richard

et al., 2004). The succeeding subsection will look more closely at what makes up

entrepreneurial orientation, and what the main characteristics and dimensions of it are.

4.5.3. Dimensions dEntrepreneurial Orientation

Entrepreneurial orientation has long been recognized as the key for initiating innovative
activities (Miller, 1983). The view purported by Miller (1983) that the level of
entrepreneurial orientation adopted by a firm is depenoletheir level of proactivness,
innovativeness and rigiaking, is widely supported within existing academic literature
(Madsen, 2007; Zahra and Covin, 1995). This means that entrepreneurial orientation is
closely related to a proactive managerial mihdaseéendency to enter risky markets, and

a propensity to act boldly, and extensively to achieve a goal (Miller, 1987; Covin and

Slevin, 1989).

According to Lumpkin and Dess (1996), entrepreneurial orientation refers to an
organi sat i on 6and actionsavitheapards tocthk attenspts snade to exploit

new market opportunities. It is also reported by Lumpkin and Dess (1996) that behind
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almost all the processes involved in entrepreneurialism, there exists a set of strategy
making process (SMP) dimsions. This study in many ways resembles the work of
Stevenson and Jarillo (1990) in their research regarding entrepreneurial management, by
mentioning the processes and methods that firms utilize in order to behave

entrepreneurially.

Miller (1983), whendiscussing the various elements of entrepreneurial orientation,
provided a good basis on which to discuss this particular orientation. Miller (1983, p.
771) stated that a firm that exhibits entre
product markt innovation, undertakes somewhat risky ventures, and is first to come up
with 'proactive’ innovations, beating competitors to the punch”. In the same article,
Miller (1983) distinguished the following three dimensions to describe and test

entrepreneurspi innovativeness, risk taking and proactiveness.

Millerdés (1983) conceptualization of entrefj
in various other works (including Covin and Slevin, 1989; Ginsberg, 1985; Morris and

Paul, 1987; Naman and Slevin, B9%chafer, 1990). One example of the utilization of

this conceptualization is Covin and Slevin
firms to perform in difficult and highly competitive markets, and passive markets.

Within this work, a scale was proded that ranks firms levels of entrepreneurial

behaviour based on innovativeness, the level of risk taking exhibited, and proactiveness.

Il n addition, Covin and Covin (1990) added
(1983) three constructs. Some resha(€ovin and Covin, 1990) has placed great
emphasis on competitive aggressiveness, while other research regards competitive

aggressiveness as the equal concept to proactiveness. On the other hand, some research

128



about entrepreneurial orientation (Smart abdnant, 1994) did not recognize the

concept of competitive aggressiveness.

Nevertheless, there exists an apparent level of agreement amongst many(&atViors

et al.,, 1990; Covin et al., 2006; Lee et al., 2001; Madsen, 2007; Zahra, 1991; Zahra and
Covin, 1995 s ur rounding Millerds (1983) view of
the concept characterized by these (proactiveness, innovativenessskataking).
Because of this consensus among authors regarding entrepreneurial orientation, this
view is adopted as part of this studg. the research of Mille1983) and Covin and
Slevin (1989), it recommends the measuring method which analyzes coniiraey
subordinate dimensionginnovativeness, riskaking, proactiveness) to measure
entrepreneurial orientation. A great deal of research show that the subordinate
dimensions that comprise entrepreneurial orientation are closely related to one another.
(Bhuian et al.,2005; Richard et gl2004). Whereas Lumpkirand Dess(1996) argue

that analyzing entrepreneurial orientation with three subordinate dimensions involve
limitations and suggests a muitimensional measuring tool which clarifies the
individual effect of each dimension#s a result, to develop measuring methods to
measure entrepreneurial orientation and dispute over construct dimension have still

remained controversial. (Covin et al., 2006)

In this research, like the research of Mil[@983) and Covin and Slevii§1989), the
dimensional measuring method which measures adding three subordinate variable

dimensionginnovativeness, riskaking, proactiveness) was used.
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4.5.3.1. Innovativeness

Being innovative is seen by many authors as a kegcasy entrepreneurialism, and is
considered one of the defining features that separate entrepreneurs from other business

people.

For entrepreneurs, to be innovative is to be willing to approach many aspects of their
business with an innovative mind franmeis their proclivity to use new techniques in

their business activities, different to the current status quo, and to enthusiastically
engage with new ideas and methods of business and to integrate these techniques into

their strategies.

The level of imovation adopted by a business with regards to their business activities
and respective strategies will depend upon the extent to which an entrepreneur commits
to innovativeness. The level of this commitment is often evident in the process of
innovation panning, which directly affects the real contribution of innovation likely to

be experienced within a business.

Although the level of newness and uniqueness entailed in various innovations can vary,
innovativeness essentially refers to the propensity toenmmway from the current
processes and practices in favour of new, and sometimes relatively untested

technologies and procedures.

There exist a multitude of methods for classifying innovations, but one of the most
prominent is that of distinguishing betwed¢echnological innovations and product
market innovations. A wealth of literature has been published pertaining to what are

known as technological innovations, with the focus of many of these works being on the
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development processes and the technicalsskéquired in such research areas such
research or engineegn(Cooper, 1971). Conversely, produmarket innovations focus
more heavily on the promotion of products, and their development through
communication with customers (Miller and Friesen, 1978e8er, 1980). However, as

is the case in many examples of innovation, technological innovationpraddct
market innovations can often blend and have shared contributions towards the
development of a new product/service process. Despite this issueationaemains an
integral and vital aspect of entrepreneurial orientation, as it demonstrates the way

organizations generate and follow new ideas.

Innovative behaviour can be evident within an organization and is apparent from several
features, such as agpensity to make small changes to production lines, or engaging

with new promotional methods. Conversely, innovativeness may also be evident from a
desire to utilize and incorporate the latest technologies and to advance production

processes at a rapicdtea

Various authors have attempted to cgptualize and present the range of these activities
that demonstrate innovativeness. Karagozoglu and Brown (1988), for example,
conducted research wherein they questioned managers from a selection of organizations
with regards to their willingness to adopt new approaches to business and to do away
with existing processes. They reported that the level of innovativeness exhibited by an
organization is also often reflected in their level of dedication with regardsséanch

and development activities. Furthermore, Miller and Friesen (198@jested that the
higher the number of individuals employed within a company to conduct research and

development activities, such as engineering and scientific experimentatidmg tiee

131



the level of innovation in that company is likely to be. These measures, although

simplistic, do provide a means to measure innovativeness in a company.

In terms of produetnarket innovations, a common method for the classification of
innovativeness is used by authors such as Covin and Slevin (1989) and Miller and
Friesen (1982), who measure the number of new products or services brought to the
market byan organization. An aspect of innovativeness that is commonly neglected

within literature pertaining to classifying innovations is that of the emphasis placed by
technological innovations on the development of renewed and advanced manufacturing
processesAuthors such agahra and Covin (1993, p. 452) have attempted to address

this gap by developing research that focu
developing and deploying technologyo. Autho
research pertaing to the classification of innovativeness, wherein they questioned
organizations with regards to their commitment to developing new technologies and

their desire to become known for their dedication to innovation.

To summarize, according to Cooper (2Q@0hovativeness is a vital aspect in achieving
strong business performance. If firms exhibit and utilize an ability to innovate, this
ability will provide the firm with a means of creating a sustainable advantage over their

competitors (Cooper, 2000).

The ability to innovate is also vital for firm survival within a dynamic and evolving
market and business environment. In order to adapt to changes within the external
environment and to flourish within their respective markets, firms will need to

encouragennovation in order not to stagnate (Hult et al., 2004).
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4.5.3.2. Risk Taking

As is commonly identified in many examples of early literature pertaining to
entrepreneurship, entrepreneurialism is often related teesglfoyment. One of the
features of thisselFemployment is personally assuming the various risks associated

with pursuing business ventures.

Cantillon (1734 cited by Praag, 1999oneof the foremost and earliest writers on the
subject of entrepreneurship, suggested one of the key factors that distinguished
entrepreneurs from other business people was that of the risks of being employed by

oneself.

It is often the case with organizatiomgho adopt entrepreneurial orientation that
business ventures are often high risk. It is also true that in any business venture, whether
entrepreneurial or not, there exists a certain level of risk. Because of this, there exists a
range of risks from thossonsidered relatively safe, such as purchasing new products to
retail, to much higher risk activities such as incurring high levels of debt or pursuing

unexplored markets or ventures.

Methods for measuring levels of risk differ greatly within the releviietature.
Brockhaus (1980), for example, focused his research on the potential positive outcomes
of engaging in risky behaviour. This research was conducted by using a 12 question
survey that contextualized situations wherein respondents had to makieelmtween

the risky or less risky alternatives.

Authors Sitkin and Pablo (1992) also conducted research regarding levels of risk. Their

work, similar to that of Brockhaus (1980), naily considered the potential positive
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outcomes of engaging in riskyehaviour, but also the perceptions of risk exhibited by

entrepreneurs and business managers.

A common problem that features in many examples of literature pertaining to risk
measurement is that research methods are often conducted using individualeetpond
instead of firms. This means that should an individual be particularly averse to taking
risks in their business activities, but their organization as a whole could be considered
entrepreneurial, then this data will not be representative of the aajanizin practice,
cases like this may be overcome by the -Bskrse individual working with other
members of the organization to consider the venture and the potential positives
outcomes of pursuing this risk, resulting in a commitment to the ventexauBe of

this, conducting research that derives data regarding levels of risks on tHeviim

remains a gap that may produce fruitful rewards if filled.

However, within research regarding levels of risk, the scale produced by Miller (1983)

is commonlyused and is widely accepted. This scale is used to consider entrepreneurial
orientation by asking managers of organizations about their willingness to engage in
risky activities, rather than more cautious behaviour, in order to achieve strong business

performance.

4.5.3.3. Proactiveness

Since the early work of seminal author Schumpeter, emphasis has been placed by many
authors on the ability of an entrepreneur to react quickly to market changes or

opportunities, and to promptly initiate business actisiti#his emphasis is further
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agreed by authors such ieberman and Montgomery (1988yho stress the benefits
of possessing a firshover advantage within your market. By reacting more quickly
than their competitors, a firm can position itself to gaimeater market share, and to in

turn gain greater profits and more effective brand promotion.

Because of this, approaches to business that actively seek to recognize and take
advantage of new opportunities within a market have commonly become associated

with entrepreneurial behaviour. This characteristic is known as proactiveness.

Proactiveness is considered by many authors as being of vital importance to successful
entrepreneurial business activities as it is the characteristic of entrepreneurship that
encairages foresight and perspicacity in recognizing potentially fruitful new business
venturesAccording to Miller and Friesen (1978
willingness to enter new products into the market, andiaeunew technologies and

production processes, in favour of following the actions of competitors. It was later
referred to as a firmés ability to introdu

quickly than their competitors.

However, as is suggested by Miller and Camp (1985heir research regarding firm
proactiveness, having firshover advantage may not always be advantageous. It is

often the case that a firm can be proactive and innovative in their thinking and processes
without being first to market. This can help to avea@me of the risks associated with

being first to market, such as slow adoption from consumers and heavy investment
requirements. A definition that reflects this thought is provided by Venkatraman (1989:
940) , who states that pvroppartutitiesvwinhensag or me a n s

may not be related to the present line of operations, introduction of new products and
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brands ahead of competition, strategically eliminating operations which are in the
mature or declining stages of life cycle". This suggésas while proactive firms are
often leaders in their markets with regards to innovation and the like, they are not

necessarily the first to move.
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Table 43. The PreviouResearch aboutiBensions oEntrepreneuriaDrientation

Year Author Name Dimensions Sample size Size of Firms Country of Origin
1990 Covin, J.G., Prescaott, Risk Taking, 113 Micro and Small USA
J.E., & Slevin, D.P. Proactiveness, company
Innovation.
1991 Zahrg S. A Innovation,
Risk taking,
Proactiveness
1994 Covin, J. G., Slevin, D. Innovation, 91 SMEs USA
P, & Schultz, R. L Proactiveness,
Risk taking
2001 Lee, C., Lee, K.& Innovativeness, 137 Micro and Small Korea
Pennings, J. M Risk taking, company
Proactiveness
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Year Author Name Dimensions Sample size Size of Firms Country of Origin
2001 Lumpkin, G.T., & Innovativenessiisk taking, 94 - USA
Dess, GG. Proactiveness,
Competitiveaggressiveness
2004 Hult, G. T. M., Hurley, Risk taking,Proactiveness 181 Large enterprises USA
R. F. & Knight, G. A
2006 Covin, J. G, Green, K.| Innovation,Risk taking,Proactiveness 110 Micro, small, and large USA

M., & Slevin, D. P

firms

Sourse:Adapted fromWiklund andShepherd2005).
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4.5.4. The Relationship between Entrepreneurial Orientation and Market Orientation.
4.5.4.1. The Transition of Studies about market orientation and entrepreneurial

orientation

The research which covers both market orientation and entrepreneurial orientation can
be divided into two categories. The first of these categories regards entrepreneurial
orientation as being an antecedent of market orientation, whereas the secong cditegor

opinion believes the opposite.

Market orientation and entrepreneurial orientation are strategic tools utilized in order to
withstand and succeed within dynamic and often unstable markets. If only market
orientation is adopted, organisations may deyel limited strategic perspective on the
current business area. Conversely, should an organisation adopt only an entrepreneurial
orientation, although this may increase the likelihood of increasing innovation, it will
not be with the aforementioned rislssaciated with this perspective. Therefore, to
alleviate such issues, and to harness the benefits of each, market orientation and
entrepreneurial orientation should be reciprocal (Barret et al., 2000; Matsuno et al.,

2002; Hean et al., 2007).

Sciascia et la (2006) claims that market orientation is one of the key determining
factors of entrepreneurial orientation, and suggests a transition from purely

entrepreneurial orientation to that of markeiented entrepreneurial orientation.
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Figure 4.5. Market Qientation
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is One of the Key Determining Factors of

4.5.4.2.The mediating rofé of market orientation between entrepreneurial orientation

and business performance.

Matsuno et al. (2002) researched the mediating role of market orientation between

entrepreneurial orientation and business performance. This research reported that

° Baron and Kenny (1986) suggest that the mediating role captures the relationship between the predictor

and the criterion. They also suggest that the mediating role is ablgl@in the interaction that exists

between psychological significance and external physicals events. There are certain difference in

character:i

stic that

moder at or s o

vari abl

es

stipul at

bases the reasomjrfor its effect and its dynamics. Alternativetiie relationship between two different

variables can be interpreted via mediator variables where moderator variables influence the regression

relationship between two other variables.
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business accomplishment could be improved by using market orientation as a mediating

role, while the use of entrepreneurial orientation alone could harm business performance.

The acquisition of information regarding markets and consumers is considered by many
authors (Hunt and Morgan, 1995; Hean et al., 2007) as being the foundation of
marketingorientation. According to the research of Hean et al. (2007), gaining such
information positively influences business performances, particularly in reference to
marketingmix based decisions. As such, the utilization of information gained through
market @ientation can have a partial mediating effect between entrepreneurial

orientation and business performance.

4.5.4.3. The mediating role of entrepreneurial orientation between market orientation

and business performance.

In some cases, studies regarding the mediating variables between market orientation and
business performance can provide standards that guide firms with reference to which
strategic orientation to adopt dependent on the current market situation they are in
However, the results of such studies can prove ambiguous, with some claiming proof of
a mediating effect (Hert and Diamantopoulus, 1993; Slater and Narver, 1994a; Greenly,
1995; Avlonitis and Gounaris, 1997), whilst others refute such claims (RueRég; 1
Pelham and Wilson, 1996h the research of Han et al. (1998), how market orientation
and innovation engage and the effect of them on organizational performance, in
particular, themediatingrole of innovations was investigated. They conceptualibed t
dmarket orientatiofinnovationperformancé chain, based on Slater and Nader

(19947 conceptual work, in which they asserted that innovation is one of the core
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valuecreating capabilities, which drive the relationship of market orientation and
performance. The research suggests thadtomerorientation can affect innovation,

while not affecting competitor orientation and infenctional coordination.
Furthermore, the research also suggests that gaining a balance between technology
innovation and maagerial innovation is of great importance in achieving positive

business performance.

External

Environment Condition
Market

Orientation
Market Technology
. . =\ instability instability
Customer \
Orientation
. R«
- 0000000 - R
Competitor Technology
Orientation Innovation " Business
I
> ) Performance
( - \ Managerial >
Interfunctional . =
e Innovation
coordination .
—

Figure4.6. The mediating role of innovation between market orientation and business
performances.

Source:Han et al. (1998)

Agarwal et al. (2003) also conducted reshaon the mediating role of innovation
between market orientation and organizational performance. This research revealed a
string of mechanisms that allow market orientation to influence innovation, innovation
to influence subjective performances, and jesctive performances to influence
objective performances. Moreover, this research suggests that market orientation is the
starting point of innovation, and innovation improves both subjective and objective

performances. Aloulou and Fayolle (2005) confirmélde mediating role of
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entrepreneurial orientation in managerial strategies based on resources and opportunities
by using conceptual research regarding the strategic orientation of small and medium
sized businessMarket orientation is concerned with anffeated by external and
internal environmental factors and acts as an antectmlentrepreneurial orientatioh.

is this entrepreneurial orientation that influences managerial strategies.

4.5.4.4. The moderating role of entrepreneurial orientation detwnarket orientation

and business performance.

Li et al. (2008) studied the moderating role of entrepreneurial orientation in much the
same way as the previous research that has been reviewed. However, this remains a

comparatively undeexplored area akesearch.

Entrepreneurial Orientation
-Innovativeness
-Proactiveness
-Risk taking
Market Orientation Business Performance

Figure 4.7. The moderating role of entrepreneurial orientation between market
orientation and business performances.

Source: Li et al. (2008)
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4.5.4.5. The change of studies about market orientation and entrepreneurial orientation
As can be seen from the literature alreadyiewed,the subjects of market and
entrepreneurial orientations are ambiguous in their definitions and relationships. These
ambiguities have been present throughout the research on these subjects. The
developmets of such research have followed a similar order to that of the proceeding
subsections of this essay. Research perspectives regarding market and entrepreneurial
orientations have progressed from being definitional, to relational, in considering the
mediaing role of market orientation between entrepreneurial orientation and business
performance, and finally with most recent work looking at the mediating and
moderating role of entrepreneurial orientation between market orientation and business
performance.

Based on the assertion that organizations with both strong entrepreneurial and market
orientation will experience better business performance than competitors who do not
have such perspectives (Hamel and Prahalad, 1994; Slater and Narver, 1995), it would
seem of great worth the conduct further research into this relationship.

Therefore, this research will study the mediating role of entrepreneurial orientation

between market orientation and business performances.

4.5.5. The relationship between EntrepreraOrientation and Business Performance
Initially, one could question the importance of entrepreneurial orientation for the
success of enterprises. Thus, previous studies show that entrepreneurial orientation
could significantly improve business perfonmsa. For example, the importance of
entrepreneurial orientation to the survival and performance of firms has been discussed

by many researchers. Kaya and Seyrek (2005) demonstrate a positive and meaningful
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relation between entrepreneurial orientation américial performance when market

dynamism is high. Lumpkin and Dess (1996), Zahra and Covin (1995, cited by Li et al.,

2009), Wiklund (1999, cited by Li et al.,, 2009), and Lyon, Lumpkin and Dess (2000,

cited by Coulthard, 2007) shown that entrepreneuriahtation has a positive effect on

business performance.

Scholten, Her mans and Schippers (2009) sugc
for the contribution of strategic entrepr
Furthermore, it was suggedtehat the dimensions of entrepreneurial orientation can

lead to enhanced market growth rate (Ireland et al., 2003; Shane and Venkataraman,

2000; cited by Li et al., 2009).

Wiklund and Shepherd (2005) investigated the relationship between entrepreneurial
orientation dimensions of innovativeness, risk taking, and proactiveness to measure
smal | firmsdéd performance in 413 Swedish fi
capital and environment as moderators of entrepreneurial orientation. The results
showed that entrepreneurial orientation positively influences small business
performance.

In an earlier study from Wiklund and Shepherd (2003), the authors found when
researching the performance of 384 small and medium sized Swedish businesses, that
entrepreneual orientation positively affects the success of firms witdny knowledge

based resourcEs Findings support the view that entrepreneurial orientation enhances

the positive relationship with performance if the firm has a bundle of knowlealsgd

% These are thetilised information sources such as the policies, documents, customer information,

routines and systems. They are developed to help the firm to achieve competitive advantage
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resouces.
A particularly, strong positive relationship between entrepreneurial orientation and
performance is found in dynamic and hostile environments (Covin anihSkS89;

Dess and Beard, 1984ahra, 1993).

High entrepreneurial orientation is closelyated to firstmover advantages and the
tendency to take advantage of emerging opportunities, which ultimately has a positive
influence on performance (Wiklund, 1999). Keh et al. (2007) examined the relationship
between entrepreneurial orientation and raarikformation on the performance of
SMEs in Singapore. They found that entrepreneurial orientation plays an important role
in enhancing firm performance and it has both direct and indirect effects on firm
performance; also that information acquisition rist positively related to firm

performance, but information utilization has a positive impact on firm performance.

Wang (2008) surveyed 213 meditid large UK firms in order to investigate the
relationship among entrepreneurial orientatidearning orentation and business
performance. The findings of this study suggest that entrepreneurial orientation is
important for performance. Learning orientation is an important mediator in the
entrepreneurial  orientatiboperformance relationship and the entrepreial
orientatiofi learning orientation link is stronger for the prospector than the analyzers

type of strategy.
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Table 4.4. The relationship between Entrepreneurial Orientation and Business

Performance
Researcher Data Research Findings
AtuaheneGimaand Ko 181 firms A. Entrepreneurial orientation gives a positiv
(2001) effect to performance of small and medium
enterprises.
B. High entrepreneurial orientation arigh
market orientatiomcreate superior performanc
Frishammar and Horte| 224mid-sized | A. Proactiveness and risk taking do not affg

(2007)

manufacturing
firms in Sweden

new product development
B. Market orientation and innovativeness
significantly affect on new product
development

Li et al. (2006)

585 Chinese
enterprises

A. Entrepr@eurial orientation is beneficial for]
new product developmeperformance.

B. Market orientatioroes not affect developin
new products

Ruokonen arsaarenketd

Case study of ter

A. The manifestations afrientations evolve as

(2009) small, Finnish companieglevelop and internationalise.
software B. Entrepreneurial orientation does atve
companies effect on the success of internationalizatfan
is not combined with stronigarning orientation
andmarket orientation
Zahra (2008) 457 A.The interaction effect betweentrepreneurial
manufacturing | orientationandmarket orientatiofis significant
firms only in high technology industries
Zhou et al. 350 Chinese A. Entrepreneuriabrientationaffect on their
(2005) respondents innovations.
In consumer B. Technology orientatiobeneficial to
productsectors innovation(baseontechnology. Technology

orientation doesi have relationship with

innovation(base omarke).
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4.6. Variables of Business Performance andngssurement.

To measure organizational performance, subjective indicators and objective indicators
are widely used, but according to characteristics of research or strategies of an
organization, different performance indicators will be used. Subjectivealods are
divided into financial and nefinancial indicators and objective indicators are also
divided into financial and nefinancial indicators.

Tsai (1991) stresses that to add accuracy to performance measuring, both objective and
subjective indictors are advisable. In a great deal of research related to performance,
and in addition to the use of objective financial indicators, subjective indicators
representing organizational effectiveness variables such as perceived job performance
satisfaction ad organizational commitment are also used.

For example, Venkataraman and Ramanujam (1986) measured performance on three
levels by multidimensionally analyzing several variables. These variables consisted of
financial performance (ROI and ROS) as finahamlicators, business performances
(market share, growth rate, diversification, and product innovativeness) -disiaacial
indicators, and organizational effectiveness (satisfaction, quality of work life, social
responsibility). Stuart and Abetti (1987) argue that the success of a venterprise

can be explained by subjective success and objective success. Compared to financial
success, nefinancial successes, such as the learning processes of an organization or

social contributions such as increase of employees, can be expressed.

When it comes to measuring performance, there is no objectively acknowledged
measuring method that has been used in the previous research. Sapienza, Smith and

Gannon (1988) claim that entrepreneurs of small and medium companies are hesitant to
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disclose objetive and substantive data and to the released data lacks reliability.
Therefore, in the case of measuring performances of small and medium enterprises,
subjective scale is thought to be the most effective. Particularly, if the correlation
between subjecte indicators and objective indicator is high; either can be used to
measure performance.

The previous research supports the view that the correlation between performance
measured with subjective method and objective performance data is very high (Dess and
Robinson, 1984; Pearce, Robbins and Robinson, 1987). In recent studies it has been
purported that if the objective performance of an organization measured with financial
statements are difficult to present, subjective measuring is widely used.

Covin and Slevin (1990) used subjective scale to measure venture enterprises
performances because the companies that are not open to the public are hesitant to
reveal financial data, thus data tends to be inaccurate. Furthermore, the absolute value of
financial perbrmances data is influenced by industejated factors.

The typical objective measures such as ROI, operating profit, sales, market share, etc,
are widely used. However, it is difficult to obtain financial data from-poblic
companies, and the absolwmaue makes it difficult to compare due to different market,
standard of accounting, size of market and so forth.

Subjective measure of business performance often has more credibility in terms of
measuring performance over objectives measasdkereis some risk embedded in the

data which do not fullyexplain af i r md s actual performance
manipulate the dataFor exampleto avoid personal or corporate taxes (Dassl
Robinson, 1984; Sapienza et al., 1988hel i t er at ur e asurBsscankbgne ct i v e

effective way to examine business performance as they allow comparison across firms
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and contexts, such as industry type, t i me
(Song et al., 2005)Also, comparisos will be easier to make by usintpe relative

performance of their industry abenchmark (Dawes, 1999)n the contrary, objective

measurs differ from subjective ones as it is more likely obscure the relationship

between independent variables and business performance as a depamide

(Dawes, 1999)

According to Dess and Robins¢t984Y st udi e s, Afsubjective meas:!
correlated with objective measurements of absolute change in return on assets and sales
(revenues) over the same time period. In another sydie result of subjective

measures drawn by CEBQurn out to match that of objective measym@®viding that
discretion and mani p aneabdeddedrovelf medsarénsent bfy CE O
business performance. Another study suggests thasGEManages might be able to

evaluate business performance through general subjective nee#satrecan reflect

more specific measures (Wall et al., 2008)ibsequently, it i® common anda more
comprehensive method for a number of researchers to adopt subjectgearg&o

assess business performances (Narver and Slater, 1990; Kohli et al., 199&8ndHart
Diamantopoulos1993; Greenley, 1995)

Therefore, this research also attempts to measure business performance with subjective

measures. The typical items measutag 5point Likert scale are for instance,

6compared to competitors for the |l ast thre
company is higher 6, 6compared to competito
company is higherd and so on.
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Table 4.50bjective Performance and Subjective Performance

Type Researcher Indicator
Objective Financial Fombrun and Shanley, 1990; | Return On Equity (ROE),
Performance Performance Fedrickson, 1984; Net Profit, Revenue Growth
Fredrickson and Mitchell, 1984; | Market price/book value ratio
Kukalis, 1991
Non Dess and Robinson, 1984; Increase in revenue, mark|
Financial | Pearce, Robbins and Robinson, 19{ share, profitability amongst th
Performance Nystrom, 1993; firms in competitive
Venkatramn, 1989 environment
Subjective Financial Venkataraman and Ramanujam,| Comparison betweefongterm
Performancg Performance 1986; Stuart and Aberri, 1987 | profitability*!, Revenue Growth
Financial Strength, Liquidity]
Additional Fundraising ability
amongst the  competitor
division and industrial average
Non- Locke, 1976; Work satisfaction of curren
Financial Mowday, Steers and Porter, 1979 employee, motivation 0
Performance employee (Team), imag
management, preferenc

employment stabilityachieving

corporate objectives, compal

performance satisfaction

' The effects of entrepreneurial behavioral patterns cannot be revealed m-@rshgeriod, longerm

profitability can be measured in order to understand the effects of behavioral pattern of the entrepreneur.

Entrepreneurial orientation including entrepreneurial behavior should be seen over times. With its

establishment, it woulthake more sense to measure entrepreneurial behavior witlelongprofitability,

as entrepreneurial behavior is not only the factor that matters towardtetamgrofitability. Again, long

term growth and profitability are measured at set period of fibméne best comparison of entrepreneurial

behavior.
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4.7. Summary

This Chapter reviews empirical research and associated evidence concerning key issues
in respect of the present research. These key issues include the dominant approaches in
strategic orientations studies, the conceptualization of technology orientation, market
orientation and entrepreneurial orientation and its relationship to business performance
and the use of the contingency approach in the study of strategic orientations
(technology orientation, market orientation and entrepreneurial orientation) specifically
within the context of Inndiz SMESs.This chapter has reviewed literature on thigject

of strategic orientation.Exploration of research pertaining to theefinitions,
conceptualizations, performances and dimensions, and gaps in relevant literature, of
strategic orientations generally, and technology orientation, market orientation, and

finally, entrepreneurial orientation in particular were reviewed.

The clapter concluded with the composition of the following aims for this work,

namely to examine:

1)The direct effects of each strategic orientation (technology, market and entrepreneurial
orientation) on business performance.

2)The direct link of technology andharket orientations to entrepreneurial orientation
and whether two orientations are antecedent to entrepreneurial orientation.

3)The role of entrepreneurial orientation as a mediator between technology, market

orientations, and business performance.
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The nex section of the chapter extensively reviewed literature regarding technology
orientation. Definitions of technology orientation, the likely effects upon business
performance of adopting this orientation, and finally the likely effects of combining this

orientation with other strategies, lead to then explore market orientation.

Discussions similar to those relating to technology orientation were presented pertaining
to aspects of market orientation such as definitions, conceptualisations, and its effect on

business performance (including relationships with other orientations).

Entrepreneurial orientation (risk taking, innovativeness, proactiveness) was then
discussed in detail, as well as potential methods of measurement for the success of
strategic orient&ns being exploredA common feature of the literature relating to all
three orientations was the lack of empirical research and data regarding the effects of
combining different orientations, and the relationships between them. This gap in the
literatureforms the basis for the aforementioned research questions and the basis for

this work.
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CHAPTER 5: CONCEPTUAL FRAMEWORK AND HYPOTHESES

5.1. Introduction

In the peviouschapter4, the concept, definition, and relationship of each variable have

been examined. In this chapt&r the relationship of each variable, based on the
theoretical baafground of chapter4 is to be investigated. Furthermore, Conceptual
Framework is suggested, and tloemeceptual model can be seenSattion5.8.

These strategiorientations will be investigated as they represent the behaviour of many
Korean Innebiz SMEs. While understanding your market and the customers contained
within it is important for any organisation, the development of innovative technology is

also impeative in a dynamic industry.

Despite market and technology orientations commonly being considered as separate
concepts, this thesis will investigate how entrepreneurial orientation can link the two.
Entrepreneuri al behavi o uionship evithsts matket andt e r a
customers through the reallocation of resources and capabilities (Slater and Narver,
2000).

This dissertation reports that entrepreneurial orientation allows organisations to utilize

the benefits of both market and technology orientation. It is often reported in the
literature that balancing several orientations is most likely to promote aniosgant i o n 6 s
future growth and success (AtuahgbBena and Ko, 2001; Bhuian et al., 2005; Grinstein,

2008).
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5.2. The Relationship between Market Orientation and Entrepreneurial Orientation.
Existentresearch suggests a close relationship existing betweasgtenorientation and
entrepreneurial orientation (Atuahe@ema and Ko, 2001). Milesind Arnold (1991)
suggest that market orientation and entrepreneurial orientation could be considered the
same concept simply viewed from different perspectives. Acagrtbntheir study,
market orientation and entrepreneurial orientagomunique but correlated constructs.

This correlation comes in that certain functions of entrepreneurial orientation (such as
being proactive and ristaking) represent an organisatiasponding to market needs,

and therefore representing market orientation. Other authors suggest the relationship
between market orientation and entrepreneurial orientation directly determines an
organgation's chances of success (Atuah&mma and Ko, 2001 Frishammarand

Horte, 2007; Slateand Narver, 1995; Zhou et al., 2009 terms of the relationship
between market orientation and entrepreneurial orientation, there have been many
discussions Some scholars view them as individual variables linkedbtsiness
perforomance However, some researchef@cus more on their interrelationship and
complementing perspective. Furthermore, the antecedence and consequence of market
orientation and entrepreneurial orientation have been differently configured degpend

on the researchersBaker and Sinkula (2009) examined the complementary effects of
market orientation and entrepreneurial orientation on profitability in small businesses.
They suggested that both orientateriwbiles contr
market orentation directly linked toprofitability, entrepreneurial orientation has a
positive influence mediated by innovation success. This finding indicated that
entrepreneurial orientation complements the role of market orientation. Alyp, th

highlighted the importance of balance between a strong market orientation and a strong
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entrepreneurial orientatipra market orientation without an entrepreneurial view can
resutin i nnovations without cust omer appeal 0
performance.

On the other hand, a strong entrepreneurial orientation without a strong -oaekeed

strategy, may lead ta focus on incremental innovations or imitating other successful
products and service overlooking new ideas or differentiatirgyraitives. Likewise,
Deshpande and Farley (2003) found that performance is related to market orientation

and innovation as firms in a various range of industry in China share this characteristic.

This study confirms their previous study (Deshparade Farlkey, 2000), in that
innovativeness and a high level of market orientation is rel&defirm success.
AtuaheneGima and Ko(2001) approached the strategic orientations with an integrated

and compositional perspective. Their findings showed that interdotibvween market

and entrepreneurial orientation is a significant driver in developing product innovation

and its results. Therefore, combining market and entrepreneurial orientation is important

to achieve better new product performance, timing of maeRey strategy, product

quality, proficiency of market launch, and management support for innovatidhe

structural model proposed by Hakala (2010pthb entrepreneurial a@n market

orientation are shown to have a direffect on business performance.the research of

Han et al. (1998), how market orientation and innovation engage and the effect of them

on organizational performance, in particular, the role of organizational innovations was
investigated. They C 0 nc e pihnavatibnipze d ot ma& n céenda
chai n, based on Sladaoneeptualaworlt, inNvaichvhey a8serted 1 9 9 4
that innovation is one of the core valoeating capabilities, which drive the

relationship of market orientation and performance. Han et al. (198#jteal this
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proposition, with innovation serving a meditational role. Their finding suggested that
market orientation contributes to organizational innovativeness and,rnn has a
positive impact oncompany performance, thereby proving the mediating teidéc
innovation. In line with this, Menguc and Auh (2006) examined the interplay between
market orientation and innovativeness ,aitsl effect ona f i s pedormance. They
scrutinized the competitive value of market orientation in the resdased viewof the

firm and the dynamic capability perspective. By that, they addressed the market
orientation through internal capabilities not under the external environmental factors
that a significant interaction between market orientation and innovativexiss=d and
demonstrated that the effect of market orientation is reinforced by innovation.

Market orientation normally focuses on the demands of new customers, whereas
entrepreneurial orientation focuses on the kind of strategy to be taken to enter a new
busi ness. Therefore, it is difficult to
demands solely via market orientation (Chrisesmand Bower, 1996; Hamel and
Prahalad, 1994). In order to overcome this obstacle and develop new products that will
satisfy the demands of customers, entrepreneurial orientation is required. To lead the
customers rather than being dragged by the demands of the customers, entrepreneurial
orientation that is innovative, proactive, and takes risks is believed to besteatiigev
goal. Thus, for Innébiz companies in Korea, market orientation is thought to affect
entrepreneurial orientation in a positive way.

Based on the above discussion, the hypothesis stated is as follows:

H1. Market Orientation is positively related Emtrepreneurial Orientation.
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5.3. The Relationship between Technology Orientation and Entrepreneurial Orientation.
Technology Orientation is often considered an important source of organisational
growth and innovation and is of growing importance in many industries that feature an
increased use of innovative technology. Roger (1983) argues that technology orientation
aids organisations to adopt and utilise new ideas and technologies earlier than their
competitors. This assertion could mean that technology orientation is the factor that
affects innovation such as adopting new ideas. In the case ebinm@mpanies that
are fundamentally built on technology, a fo
technology orientation can affect other organisational factors. In Koreartblano
enterprises, founders tend to exhibit their technologically specializsed skilismBer

of founders of Innebiz organisations open a business with a certification of skills
related to the business or previous knowledge and experiences from previous job roles.
The individuals that comprise the Inb@ industry possess a high technglog
orientation due to their employment history. Because of the expertise that these
individuals possess within their field, they are able to exhibit behaviours associated with
entrepreneurial orientation such as +iaking and innovativeness with confiden&or

Korea, his isa 'unique featur® of Inno-biz enterprisesCompared to other strategic
orientations such asmarket and entrepreneurial, research covering technology
orientation has been relatively less studigtierefore, authors review not only the
previous literatures relating to the direct linkage between technology orientation and
entrepreneurial orientation but existent studies relevant to the technology orientation

concept, for additional support.

2 Inno-biz firms possess unusual characteristics such astat@ikg & proactiveness conbined with
innovative technology.
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Despite a different view from the author about configuration of technology and
entrepreneurial orientation, Hakg2010) demonstrated a positive relationship to show
that entrepreneurial orientation has a direct effect on technology orientaéiorel and
Prahala (1994) supported the close relationship between technology and
entrepreneurial orientation on the emphasis of breakthrough innovation.
Technologyoriented firms heavily invest in R&D and accept stat@rt technology,
encouraging empidgased, wihhsod6cbaerpkt hrough
strategic and cultural priority. A similar perspective was suggested by Lumpkin and
Dess (1996), who asserted that an entrepreneurial spirit of creating new business and
renewing stagnant companies can bdeadd by introducing breakthrough innovations.
Cooper (2000) suggested that the more technological professionals working in an
organisation the more the innovation process is adopted. This would suggest that the
more an organisation is technologicallyentated, the more innovative products they

are able to develop (supporting the view suggested previously of Roger, 1983). It
could also be reported that the technology orientation of a company can affect
entrepreneurial orientation behaviours such as Jatieeness, risktaking and
proactiveness.

Schindehutte et al. (2008) suggested that the level of entrepreneurial orientation adopted
by an organisation dictates to what extent other strategic orientations are adopted.
Previous research has purported thatrepreneurial orientation behaviours can create
product innovation and facilitate technology orientation, as well as increasing an
understanding of customers and their needs. While various authors suggest that
technologically orientated firms are requdrto behave in an entrepreneurial manner in

order to present their innovations as commercial products, a number of factors would
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suggest that entrepreneurial orientation affects the level of technology orientation.

The proactivity often associated with entrepreneurial orientation may mean that
organisations adopting this strategic orientation will invest in new technologies in order
to gain firstmover advantages. Premis research (Miller, 1983ooking at proactity

and strategic orientations has also found that entrepreneurs exhibiting high levels of
proactiveness and ridlking often create a greater number of unique products. This is
indicative of technology orientationThe innovativeness often associated with
entrepreneurial orientation helps to develop new technologies, whilstakisig
through entrepreneurial behaviour facilitates investment in products and technologies
where a return is uncertain (Miller and Friesen, 1982; Wiklund and Shepherd, 2005).
There is relatively little research about the relationship between technology orientation
and entrepreneurial orientation. Therefore, when the relationship between the constructs
of entrepreneurial orientation such as innovativeness, proactiveness atafingkand
technology orientation is investigated, it is revealed that technology orientation has a
close relationship with innovativeness. In particular, technology orientation as stressed
by small and medium businesses must be closely related to entre@keagentation

of Inno-biz companies. It is also manifested in the comparison between performances of
Inno-biz companies and those of the small and medium companies that do not require a
new technologyThis means that if an organization fully focusestechnology and
makes it the main managerial strategy, it is more likely to take risks concerning the
market, and proactively guide the company. Generally, in the case ebinf®MEs,

they are often founded by people who have skills and experiencen \lithiarea of
technology. With the technological knowledge they possess, they tend to be adventurous

in management. An Innbiz enterprise founded in this way tends to be more innovative
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and boldly takes risks. This gives technology orientation an oppiyrttm affect
entrepreneurial orientation in a positive way. In short, technology orientation is believed
to have a strong relationship with entrepreneurial orientation.

Based on the above discussion, the hypothesis is given as follows:

H2. Technology Qentation is positively related to Entrepreneurial Orientation.

5.4. The Relationship between Technology Orientation and Business Performance.
Technology orientation is purported by many authors to positively contribute to
business performance (Damanpdl891; Gatignon and Xuereb, 1997; Hult et al., 2004).
Because of this, innovations related to technological advances should be viewed
separately from entrepreneurial innovations, which precede technological innovations.
Entrepreneurial innovativeness eleban organisation to better recognise and exploit
new opportunities in the market, as opposed to organisations adopting a technology
orientation dependent on new technology to provide new innovations within their
products. It is therefore suggested thHat an organisation to ouyderform their
competitors by utilising strong capabilities regarding technology, technology orientation
is the recommended strategic orientation (Gatignon and Xuereb, 1997). In the late
1990s, research relating to the performanoétechnologybased small and medium
sized companies became ubiquitous, particularly with studies relating to the technology
of innovationdriven SMEs (Zahra and Bogner, 2000). As the importance of
technological strategies is being increasingly accepéstinology is thought to be the
decisive factor in creating new business opportunities and securing a competitive

advantage. Organisations that can develop brevdtechnology and commercialize the
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developed technology into product and service are ablesutvive in the highly
competitive environment. When it comes to building technology development strategies
for newly built technologybased venture companies, the venture companies especially
in the IT industry are sensitive to the evolution of technplagd environment. Zahra

and Bogner (2000) argue that using technology development strategies that rely on the
change of external environment, in other words, technical innovativeness, and strategies
for upgrading product and external resources, play addeyin business performance.
Gatignon and Xuereb (1997) conducted research about how customer orientation,
competition orientation and technology orientation have an effect on the success of a
new product. When assessing the concept of technology digentaore precisely, the
dimensions of technology orientation should be investigated first. Innovative companies
tend to be research developmenented, and both aggressive and futorientated in
learning new technology. They also tend to use sopaistictechnologies to create new
products (Cooper, 1979). Cooper (2000) pointed out that the more an organisation is
technologicallyoriented, the greater its ability to create new products. Moreover, it is
also found out that the organisations that empdsy many technology experts as
possible are more likely to manufacture innovatively. It is s@sthblished in academic
literature that the majority of firms that are considered innovative are also those firms
that are strongly committed to R&D and the imoaration of technological tools into

their business operations; more specifically, innovative firms approach technological
acquisitions proactively and they are much more willing to allocate financial resources
to further develop their products (CoopeB48, 1994).

Technologyoriented organisations are expected to use sophisticated technology when

developing new products, to be prompt to unify new technology, and to consider every
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aspect in suggesting new ideas and technology.

Based on the above dission, the hypothesis given is as follows:

H3. Technology Orientation is positively related to Business Performance.

5.5. The Relationship between Market Orientation and business performance

In particular,the positive link between market orientation asampany performance

has been widely highlighted (Alexander, 1985; Hooley et al., 1990; Takeuchi and
Quelch, 1983; Urban and Star, 1991, cited by Ramaseshan, Caruana, and Pang, 2002;
Ruekert, 1992; cited by Panigyrakis and Theodoridis, 2007; Jaworski@nld kK993;
Cadogan and Diamantopoulos; 1995; Greenley, 1995; Pitt, Caruana, and Berthon, 1996;
AppialtAdu and Singh, 1998; Caruana, Ramaseshan, and Ewing, 1999; Kirka,
Jayachandran, and Bearden, 2005; cited by Megicks and Warnaby, 2008; Farrell and
Oczkowski, 2002; Vijande et al., 2005; cited by Farrell, Oczkowski, and Kharabsheh,
2008). Haugland et al. (2007) conducted a research on the Norwegian hotel industry to
test the effect of market orientation on performance using objective performance
measures ah subjective performance measures. In this study, market orientation
appeared to have a strong effect on performance when applying the subjective
performance measure, which is perceived profitability compared to key competitors.
Also, a positive effect obusiness performance occurred in the airline industry studied
by MartinConsuegra and Esteban (2007), their findings confirmed that market
orientation is a key element of business performance for the airline sector.

Likewise, the positive association of rkat orientation with business performance has

been proven in the retail context. Liu and Davies (1997; cited by Panigyrakis and
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Theodoridis) explained markeriented retailers reach higher performance in a UK
retail context In addition, Megicks and Waaby (2008) found the evidence supporting
previous researches that market orientation is positively linked to performance, and it is
a key determinant in distinguishing performance differences between firms in a UK
small retail sector. In particular, its stomer strategy focus was found to be the key
driver of success in small business&verall their results indicated that market
orientation is a key determinant of success and has a strong affect on shaping effective
competitive strategy in small retaihdustry. In terms of the positive relationship
between market orientation and performance in retail sector, Soehadi et al. (2001; cited
by Panigyrakis and Theodoridis, 2007) and Panigyrakis and Theodoridis (2007) also
underpinned existent literature camy out researches in the Indonesian and Greek
retail context. Ramaseshan et al. (2002) examined the relationship between market
orientation and new product performance in Singaporean firms providing consumer and
industrial products or services. The finggnunderpinned the preposition that market
orientation positively contributes to the overall performance of new pradiisb, the
findings indicated a strong positive linf market orientation to both the market
performance and project performance afin@roducts. Theyighlightedthat enhancing
market orientation is important as it involves more regular research on current and
changing customersé expectations, and the ¢
product development stage, thereby reinforcing the ability to o#sv products to
satisfy customersd needs and accomplish be
(2002; cited by Farrell et al., 2008) demonstrated a positive relationship between market
orientation and organisational performance, and their next sty salpported the

previous study (Farrell et al., 2008). They investigated the extent to which market
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orientation influence firm performance in international joint ventures in Malaysia. For
that, they adopted the concepts of previous studies by Day (1R6éy§ and Fillippi
(1990; cited by Farrell et al., 2008) and Naver et al. (1998). The results of Farrell et al.
(2008) indicated that market orientation in international joint ventures is positively
linked to performances of an organisation and is madef ustomer retention, new
product success, average and overall performance.

Conversely, there are some studies that did not show a positive effect of market
orientation on business performances or the relationgtop. example, Here is no
significant reationship betweemarket orientatiomnd business performan(@reenley

1995 Jaworski and Kohli1993 Pelham and Wilsgn1996 and only a weak or
negative relationship betweenarket orientatiorand business performance (Bhuyian
1997; Sandvik and Sandyi2003)

However, n terms of the relationship between market orientation and business
performance, a number of studies have been produced, and many of them have
demonstrated the importance and positive influence of market orientation, albeit
different perspectives also ekislence, testing this relationship between two variables,
market orientatiofi business performance, is considered to be vital for this dissertation,

for these reasons, the hypothesis proposed is as follows;

H4. Market Orientation is positively relateéd Business Performance.

5.6. The relationship between Entrepreneurial Orientation and Business Performance
According to many researchers, as for relationship between entrepreneurial orientation

and businesperformancesentrepreneurial orientation iseded for an organization to
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survive and achieve a go@lumpkin and Dess, 1996; Zahra, 1991; Miller, 1983s

such, the previous empirical research (Wiklub899) about entrepreneur@ilientation
shows that entrepreneurial orientation is an important factor in business performances.
Burgelman (1991) argues that entrepreneurial orientation leads an organization to
success, promoting product and process innovativeness. @d&%4) discovered that
entrepreneurial orientation positively impacts upon profitability and sales increase.
Furthermore, it is believed that entrepreneurial orientation increases business
performancescreating new knowledge fduilding a new capability and reenergizing

the exsting capability (Zahra, 1999). In addition, entrepreneurial orientation is thought
to directly and positively affect on business performances (CawthSlevin, 1991).

Covin and Slevin (1991) suggest the relations amongst entrepreneur and external
envirorment, internal variable, and strategic variable, proposing the conceptual model
of entrepreneurial orientation as an organizatiobe@havior They also claim that
entrepreneurial orientation is directly related to business performances.

Furthermore, entmgreneurial orientation has a direptoportional relationship with
business performances andsteengthgetsintensifiedas time goes. Finally, developing

and managing entrepreneurial orientation should be done in a long term basis since
environment comuously affects on the effectiveness of organizational behavior when
entrepreneuriabrientation is exhibited. Bamger and Bluedon (1999 argues that
entrepreneurial orientation affects on business performances

They all attempted to empirically proveetargument and the result shows the direct
proportional relationship between entrepreneurial orientation and performances.
Wiklund and Shepherd(2003) empirically explain the effect that entrepreneurial

orientation has on businesperformances However, the relationship between
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intellectualcapital of an organization and entrepreneurial orientation has been neglected.
Based on the research of Wikluadd Shepherd2003), Wu et al(2008) studied the
relationship, targeting high technologyanufacturingcompanies in Taiwan and show

that entrepreneurial orientation affect on innovation amongst busgsfsmances

The research about the relationship between entrepreneurial orientation and
organizational performances for instance, Covinand Slevin (1986) shows the
interrelations amongst multivariate scale of entrepreneurial orientation and
performances. However, the resear¢@ovin and Slevin 1989 reveal that
entrepreneurial orientation has no significant relations with financial performances
(saks, sales increase, cash flow, return on asset, profit margin, net proceed, and ROI).
Covin et al. (1994) discovered no significant relations between entrepreneurial
orientation and business performances.

However,entrepreneurial orientation is considemlan important strategic orientation

by firmbés strategic act i omiskdolerarce level.dti t s as
contributes the great deal of influence of generating good business performance based
on research has been taken.

Based on the alve discussion, the hypothesis is as follows:

H5. Entrepreneurial Orientation is positively related to Business Performance.

5.7. Mediating role of Entrepreneurial Orientation.
Miller (1983) defines that entrepreneurial orientation pursuits innovatiprodfict and
market, takes a certain degree of risks, and propensity of an organization to outsmart

competitors. Entrepreneurial orientation is a characteristic of an organization that the
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senior manager is wiling to take risks and act proactively andsatively (Morris and

Paul, 1987)

It is understood to be an activity of an organization which innovatively and proactively
handles the resources that the organization possesses (Dollinger, 1984; Stamenson
Jarillo, 1990).While entrepreneurial orieniah means activities of organizations that
innovatively and proactively controls the resources organizations possess (Dollinger,
1984, Stevensoand Jarillg 1990), entrepreneurial orientation in an aspect of resource
basis means how they effectively maeagsources. In short, it is tistrategically

characteristic regarding how to use the resources that the organization has.

The resources that organizations possess can mean human or financial resource but it
can alsandicateculture or characteristias the organization which are also conceive to

be important. To examineno-biz companies in Korea, it is known that competencies
that challenge the market and R&D are suggested as important resources. When it
comes to certifying Inno-biz, technology inneation and market innovation
competencies are one of the criteria.

In other words, as forinno-biz companies, technology orientation and market
orientation are the important resources that should be carefully managed. To lead them

to performances, is necessary thstrategical actionsuch entrepreneurial orientation

In many studies (Baker and Sinkula, 1999a; Baker and Sinkula, 1999b; Gatignon and
Xuereh 1997 Henard and Szymanski, 200urley and Hult, 1998; Im and Workman,
2004 Keskin, 2006 Narver and Slater, 1990; Slater and Narver, 1994a; Slater and

Narver, 1994b), market orientatiamd technology orientatiomerebelieved to aid and
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increase business performance.

Conversely,there are some studies that did not show a positive effectaokem
orientationand technology orientatioon business performances or the relationgruap.
example, lhere is no significant relationship betwesarket orientatiorand business
performancgGreenley1995 Jaworski and Kohlil993 Pelham and Wilsgril996 and
weak or negative relationship betweerarket orientatiorand business performance
(Bhuian 1997; Sandvik and Sandvik, 2003lso Gao et al (2007) and Zhou et al.
(2005) suggest that the effect of technology orientation on business performanadte i
always positiveMarket and technology orientations have different result of the direct
impacts on business performance. Therefore, the mediating variables are required to
identify the real impact of market orientation and technology orientationrdswa

business performance.

Studies regarding mediating variables between market orientation and business
performances can provide standards that guide fiomscerning which strategic
orientation to take depending on the market trend. These studies profitse
ambiguous results, with some demonstrating a mediating effeart (knd
Diamantopouws, 1993; Slaterand Narver, 1994a; Greenly, 1995; Avlonitiand
Gounaris, 1997), while others did not (Ruekert, 1992; PelmadiVilson, 1996).

In his study, Han teal. (1998), suggests that market orientation cultures should be
encouraged and at the same time, innovasivategies should be firmly built in, in
order to optimize market orientation. Agarwal et al. (2003) demonstrated the mediating
role of innovationbetween market orientation and organization performance through

their research. There is a set of mechanisms that allow marketing orientation to
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influence innovation and innovation to influence subjective and objective business
performance with an undening argumentThey believethat market orientation is the
starting point of innovation and innovation improves both subjective and objective
performance. Aloulou and Fayolle (2005) support this point and their research is also in
line with the research undertaken by Han et al. (1898 Agarwal et al. (2003) that the
mediating role of entrepreneurial orientation in managerial strategies based on resources
and opportunities by using conceptual research regarding the strategic orientation of
Small and Medium Enterprises (SMEs). If timernal and external environments are

the targets of market orientation, then the role of entrepreneurial orientation can be
purported to be between market orientation and managerial strategies. The finding of
this research demonstrated a moderatingcefffe i n s mal | and medium s
innovative and aggressive characteristics, which are shown between market orientation
and business performance. Cooper (1985), Miller and Friesen (1983) and Jeong et al.
(2006) share the view that technology orieiotat remarkably contributes to an
organizationds overall i nnovation. Accordit
able to determine new product development, target market sectors, provide for a suitable
positioning strategy and the level of performarioebe achieved. There are very
differing viewpoints as to how the firm (or company) will succeed in business
performance. Influencing variables differ from one study which would suggest that each
variable is not interdependent for business performanceu £h al. (2005) indicates

that breakthrough innovation is positioned between strategic orientation and
performance. Also, results show that technology orientation positively influences
technology based innovation, and that breakthrough innovation il ltokgerformance.

Some researchers such as Harmsen, Grunert and Decelerck (2000) have proposed
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frameworks for analyzing innovation in their studies, designed to test the relationship
between R&D and business performance. The findings showed that nos dhére a

positive impact from technology orientation on technical performance, but that it also

affects the profitabilty of new products. In Innobiz, highlighted technological
capabilities and proficiency is considered a critical source for new prodtformance

and a firmds competitive advantage i n t he

orientation is a pivotal factor in determining business performance of SMEs in. Korea

However, few studies related to the mediating role of entrepreneurial otienta
relationship between technology orientation and business performance have been
conducted to date. Some previous studies underpin the topic of this dissertation with
material supporting the relationship of technology and innovadiwhthe impact of
technology oraf i sperformance etdCooper (1985), Miller and Friesen (1983), cited

by Jeond et al. (2006) viewed the technology orientation contributes remarkably to an
organisationés overall objective igonachievi
technology will determine new product development, target market segments, a suitable
positioning strategy and the level of performance to be achieved. Furthermore, Cooper
(2000) asserted that if a firm possesses more technology experts, the inmpratiess

tends to be adopted more easitycan be seen that technology orientation is closely
linked to the aspect of enpmeneurial orientation which encompasses innovativeness,

risk-taking and proactiveness.

All'in all, market and technology orieations have different result of the direct impacts

on business performance. This could be interpreted as market and technology
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orientations are acting as a part of resource that supports building up strategic
perspectives within an organization. Therefdhe mediating variables are required to
identify the real impact of market orientation and technology orientation towards
business performance. Subsequently, entrepreneurial orientation is an almost mandatory
element to include if the company intends tehé#ve under the orientation of
entrepreneurs.

Based on the above discussion, the hypotheses offered are as follows:

H6. Technology Orientation is positively related to Business Performance via
Entrepreneurial Orientation.
H7. Market Orientation is positely related to Business Performance via

Entrepreneurial Orientation.

5.8. The Model and Hypotheses
To test hypotheses, we have developed a structural equation model of the relationships
between technology orientation, market orientation, entrepreneanightation and

business performance.
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5.9. Summary

This chapter provides the conceptual framework for this research, as well as
explanationsof the various hypotheses employed. The model for this work was
discussed together with results from examining the relationships that exist between the
four variables of entrepreneurial orientation, market orientation, technology orientation
and the effets these orientations have on business performance diveth effectand
indirect effec}. In this chapter, previous studies covering the relationship of strategic
orientations (market, technology and entrepreneurial), and how and to what extent those

strategic orientations are linked to business performance was delineated in order to
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support the topic of this dissertation. Based on this, seven hypotheses were developed as

follows:

H1. Market Orientation is positively related to Entrepreneurial Orieotati

H2. Technology Orientation is positively related to Entrepreneurial Orientation.

H3. Technology Orientation is positively related to Business Performance.

H4. Market Orientation is positively related to Business Performance.

H5. Entrepreneurial Orient#on is positively related to Business Performance.

H6. Technology Orientation is positively related to Business Performance via
Entrepreneurial Orientation.

H7. Market Orientation is positively related to Business Performance via

Entrepreneurial Orientaon.

With these hypotheses, a conceptual framework was developed and will beatested
follows. the relationship between market orientation and entrepreneurial orientation;
between technology orientation and entrepreneurial orientatiect effects of
technology market andentrepreneurial orientatisnon business performancegnd
indirect effects of marketand technologyorientatiors on business performanoga
entrepreneurial orientation

In the next chapter section the overall research methodology such as research

philosophy, strategy, method and analysis employed to test hypotheses will be discussed.
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CHAPTER 6: RESEARCH METHODOLOGY

6.1. Introduction

This chapter will describe the wawns research methods used to gather data for this

study. The following aspects of the research methods utilised will be covered:

1 Research philosophy and approach

1 Research strategy

1 Research method and design

1 Sampling

1 Data collection and analysis proceds

Each of these different aspects of the research methods used in this paper will be
examined in detail in the proceeding subsections. Particular attention will be paid to the
complexities of the techniques utilized in the analysis of the data glintgte purpose
of this research. Structural Equation Modgliwvill be discussed in detail €Btions
6.6.2) and a definition and description of the analysis of moment structure analysis

technique will also be presentedg@&ions6.6.3).

The aim of this reearch is to analyse the relationship between technology orientation,
mar ket orientation, entrepreneuri al orient

context of Korean Innkiz SMESs. In order to achieve this aim, this research has
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adopted a deductive pmach that primarily employs surveys as part of the research
strategy. Probability sampling was used to meet the research objectives and then the
primary data was collected by questionnaire. The quantitative data collected was

analysed via Statistical Peages for Social Sciences (SPSS) operations.

The following subsections will discuss the rationale for these research methods and the

data analysis techniques chosen in greater detail.

6.2. Research Philosophy and Approach: Positivism and Dedagp@ach
A Positivism

The term Oresearch philosophydé is wused to
the nature of that knowledge. Adopting a specific research philosophy shows the
researcher 6s world view and t ésearchsiratap ment al

and the methods (Saunders, Lewis and Thornhill, 2007).

Guba and Lincoln (1994, cited by Saunders et al., 2007) claim that questions of
paradigm are a prerequisite consideration before research methods are decided upon.
They also report it a research philosophy can be defined as the belief system or world

view that guides an investigation.
Creswell (1994) suggested different philosophical branches as;
A Ontology: what is knowledge?

A Epistemology: how we know it?
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A Axiologygoinwlitat values
A - Rhetoric: how we write about it?

A Methodology: the processes for studying

Based on the aims and objectives of this research, the most appropriate and applicable
of the above options, and thus the one adopted for this study, is thasiovigo.
Positivism is a position accepting the principles and procedures of the natural sciences.
Positivists advocate the application of methods of natural science to studies of the social
world (Bryman and Bell, 2007). According to Remenyi et al. (12%éd by Saunders

et al., 2007), Positivists lean towards studying observable social reality. They also
suggest that the outcomes of such research can béégeneralisations in the nature

of results yielded in scientific research.

From the positiem perspective, observable phenomena can produce credible data and
facts. The purpose of this theory is to generate hypotheses which can be tested and
proven. Positivism also places emphasis on conducting research from an objective
perspective that employsghly structured methodology with quantifiable observations
involved in statistical analysis (Saunders et al., 2007). The aim of this research is to
investigate the relationship between technology orientation, market orientation,
entrepreneurial orientan and business performance. In order to explain the
relationship between these variables it will be necessary to test hypotheses generated

from previous studies, rather than to explore the concept and then devise a theory.

Creswell (2003) suggests thahilosophical stances should be integrated with research
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strategy and research met hods. He | abel |l ed
claims, strategies, and methods). Based on this, the various approaches to research and

the design process are seqtially guided (Figuré.1.)

Elements of Inquiry

Approaches to Research
PP Design Processes
Alternative knowledge clai Qualitative of Raseerch
ernative knowledge claims
::- Quantitative — Questions
Strategies of Inquiry e Theoretical lens
Mixed Methods _
Methods Data collection
Conceptualised Translated Data analysis
by the researcher into practice .
Write-up
Validation

Figure6.1 Knowledge claims, strategies of inquiry, and methods leading to approaches
and the design process

(Source: Creswell, 2003)

A Deductive approach

The majority of research conducted in the field of busimegsagement adopts either a
deductive approach or an inductive approach. The former is usually attached to
positivism and the latter is linked to interpretivism. Thus, a deductive approach is

related to scientific research involving the development of @aryhtérough testing.

The process of deduction has a series of sequential phases as followed (Robson, 2002;
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cited by Saunders et al., 2007);

Deducing a hypothesis (or hypotheses) from the theory
Translating the hypothesis into operational terms
Testing thisoperational hypothesis

Examining the specific outcome of the inquiry

o Do Do I P>

Revising or modifying the theory (if necessary)

When using a deductive approach the researcher tests or confirms theories (or
explanations), identifies variables, and then relateshasan hypotheses. Information

is observed and quantified numerically employing statistical procedures (Creswell,
2003). Conversely, an inductive approach is usually associated with qualitative research
focusing on understanding the meanings of humanseaedts in the social world. It
tends to use qualitative methods for collecting data and is less concerned by
generalisations (Saunders et al., 2007). In opposition to deduction, induction considers
personal values, collaborates with participants, andrprées the data accordingly
(Creswell, 2003). In terms of the process, it can be briefly summarised as follows

(Bryman and Bell, 2007);
A Deductive A pmpmenatdrshindingsheor vy

A Ilnductive approaBhheoryobservations/ findin

The major differences between the deductive approach and the inductive approach are

summarised in below in Tab&l.
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Table6.1. Major differences between deductive and inductive approaches to research

A scientific principles
A mo fromnhgory to data
A the need to explain causal
A the collection of quantita
Deducton | A { he application of control
emphasises | A t he operationalisation of
A a Btiugunetl gpproach
A

researcher independence of

A the necessity to select

generalise conclusions

A gaining an understanding o
A clase understanding of the research context
A the collection of qualitat

Induction

_ A a more flexible structure
emphasises
the research progresses

A a realization that the res

A | e s s with thewneesl to generalise

(Source: Saunders et al., 2007)
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The objective of this study is to investigate the existence of the empirically established
relationship between technology orientation, market orientation, entrepreneurial
orientation and firm performance in Korean IAna SMEs. Thus, in order that theres

and objectives of this research are met, an exploratory approach to research needs to be
adopted. The nature of exploratory research will provide insights into causal
relationships between variables, and is therefore suitable to underpin a deductive
appoach that utilises quantitative data. The suitability of this method is supported by
Saunders, Lewis and Thornhill (2007), who state that deductive research provides an
effective means to recognise and investigate relationships between variables asd allow
for the use of generalisations distilled from previous knowledge that will aid the

achievement of research aims and objectives.

Deductive research involves a process of developing theories based on explanation,
anticipation, and forecasting phenomenghwthe aim of controlling them (Saunders et
al., 2007). This process is generally achieved by generating hypotheses from relevant
theories which are then empirically investigated through various research methods
(Bryman and Bell, 2007). These researchhods are used in order to prove or disprove

the hypotheses and their various implications.

Bryman and Bell (2007) when discussing deductive research state that researchers must
be able to properly link relevant theory from which their hypotheses areetbdun

order to develop accurate research methods.
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6.3. Research Strategy

In order to develop a proper research strategy, an appropriate research plan must first be

developed (Saunders et al., 2003).

Before decisions on research strategy can be made, practical issues such as the nature of
the topic and the research questions need to be considered (Bryman and Bell, 2007). As
has already been mentioned, the aim of this research is to test the relpsidretiieen
variables. For this reason, and based on the aims and objectives of the research, a
guantitative strategy has been adopted with a survey utilising a questionnaire in the

research methods.
Denscombe (2003) identified the following advantagesuofeys;

A Empirical dat a: the soci al resenmndch i s e
observations. Surveys directly collect information from the source concerned provided

the search are purposeful and structured.

A Wide and i nc tveys enable the oesearcher goecondustunot only
largescale research covering many people or particular events but alsessatall
gualitative research. Wide and inclusive coverage is a significant factor as a good

research survey can add credibility &ngralisation.

A Surveys lend themselves to quantitative

such as questionnaires can generate large volumes of quantitative data.

A Costs and ti me: compared to otheld strate
large amounts of data in a short time at a fairly low cost and costs are likely to be

predictable. Hence, it enables the researcher to plan the research schedule and to

182



complete the research on time.

According to Saunders et al. (2003), surveys allomttie collection of a large quantity

of data efficiently and at a relatively low cost. These advantages favour research as
surveyswill gather data on both Inabiz SMEs, as well as the environment in which
these firms exist in. This ensures that subseguita will properly answer the
guestions and achieve the aims and objectives outlined in this study. Such surveys will
be supported by the utilisation of desk research and secondary statistics on the subject
of the environments in which these SMEs operatee combination will allow for all

research questions, aims and objectives to be effectively addressed.

6.4. Research Design: Quantitative Research Strategy through Questionnaire Survey

As mentioned in the preceding section of this study, a quantitesezarch strategy is
adopted. This kind of strategy encourages quantification in the collection of data, as
well as the further measurement and analysis (Bryman and Bell, 2007). This data will
then be used to provide evidence for the proposed hypothesesdér to draw
theoretical conclusions and implications. The nature of quantitative research using a
deductive philosophical approach, together with quantified empirical data to shed light
upon phenomena and relevant laws and implications, makes it ablsuriesearch

strategy for this study.

The use of a questionnaire survey was based upon the research strategy of choice.
Furthermore, this research method acts as an effective means to investigating

relationships between various variables in relationaitiqular phenomena. Because of
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this, a questionnaire survey used in a quantitative research strategy will be an
appropriate and effective method in order to achieve the aims and objectives of this

research.

6.5. Sample and data collection

The data utilied as part of this work was gained fr@aegu/Gyeongbukreain South

Korean Innebiz SMEs. The reason why | selected this ®s follows: The
DaeguGyeongbuk egionis emerging as a hub for future growth engines and a key
pillar of the inland higktech science beliand South Korea'sechnology R&Dcenter
DaeguGyeongbuk inSouth Korea has established a R&D infrastructure based on the
cooperation between industry and academia, and has operated a number of public
research institutes and technology redeaoenters to support companies’ R&D
activities. Currently, there are over 5000 companies in auto components, machinery and
metal, electronics and textile industries, which are actively engaging in business

activities in nine industrial complexes.

An Inno-biz organisation is one that produces technologically advanced products and
considers innovation as being of great importance to future growth and success. They
are also companies who are authenticated and certificated by the government of Korea

as benmgvative e n obidrmtroiagba skeries odavaluhtions.o

Since the inception of the InrAbiz certification program in February 2001, a total of
1,436 companies ha been authenticated by tlemd of 20 in the Daegu/Gyeongbuk

regionin South Korean Innebiz SMEs
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In an effort to collect more reliable data for this study, multiple data sources were
utilized to construct our sampleghe sample was drawmoim two official sourcesi)

The list of Innebiz Associationand i) SMBA (South Koran Small and Medium
Business Administration The database contains contact informatidhus, it was
attempted to find an equal amount of samples from both datalda660 firms were
sampled (500 firms from Inno-biz association and 500 firm from SMBA) rfahe
Daegu/Gyeongbukegion This (1,000 firm) represents 6940f the totallnno-biz firm

(1,436firm) for the regionA detail of the data collection process is as follows:

First, 6 interviewers contacted those subjects explaining the objective of this survey and
asking for their supporAs a result, 605 companies agreed to participate in the survey,
with the remaining organisations unwilling to partake. The main reasorthisr
reluctance to participate was due to the large amounts of survey materials already
received by these companies. For those 605 companies that turned out to be favorable to
the survey, such various methodsvisiting'®, mail or email and telephone warsed to
maximise the participation of the companies. For the companies that emails were sent to,
the confirmation for reply was carried out immediately. In addition, to increase the
response rate, the explanation regarding the survey was given at thinsaua® asking

for support for the following 10 weeks.

For the companies where visitimgas made, the survey was performed by interview
with the person in charge. When the person in charge was not available, the survey form

was provided with directions dncollected in person the next day or via fax or mail.

® In order to raise response rates, we madetfaézce contacts with CEOs senior managers of the
firms mailed. That is to say, wherever possible, we made appointments to personally deliver

guestionnaires to the respondents.
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Notable details arising during the course of this survey include the fact that the
responses regarding details of management status or founders were avoided by some
companies, and for those companiesi@e detailed objective of survey and research
was provided to maximise the result of survey tage Collected survey forms were
reviewed on the same day and where for insufficient details were supplied confirmation
with the respective survey subjectsklace on the next day via telephone. As a result

the distributions, collection, review and supplement of survey was performed during
three months. Having contacted 1000 companies, positive feedback regarding the
survey was received from 605 of these pamies. 450 of these companies then
provided data for the survey. Finally, 426 of these companies provided sufficient data

for the final analysis, with 24 providing poor responses that were unable to be analysed.

6.6. Data Analysis

The data analysis fohis research is divided into two sections: Data preparation and

data analysis.

6.6.1. Data Preparation

In order to properly analyses the collected data, it was first screened using the Statistical
Packages for Social Sciences (SPSS) application. The data was recorded numerically in

a SPSS spreadsheet, and was examined, and reexamined for potential errors.

Where data was found to be missing, the expectation maximisation technique was

utilizsed to compensate in these instances. Further information concerning this
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technique can be found in the succeeding chapter.

Further analysis was then conducted, and egpians relating to this will be provided

in the following sections.

6.6.2. Structural Equation Modelling (SEM)

Structural equation modelling means a type of modelling that evolved through
combining factor analysis and regression analysis for the purgosgusal analysis.
Structural equation modelling is also called covariance structural modelling, and is a
statistical technique developed to analyse empirical causal relationships through a

measurement scale of theoretical causal relation, and corredationgst constructs.

Structural Equation Modeling (SEM) is becoming a ubiquitous data analysis technique
in business management research for explaining relationships between variables

relevant to a given phenomon (Lu, Lai and Cheng 2007).

It is a techniquethat utilises a myriad of contemporary and existing statistical
techniques including factor analysis and multiple regression as well as variance analysis

(Cunningham, 2008).

Unlike other regression techniques, SEM allows researchers to recognise potentia
errors in their statistical analysis. This means that potential data variance parameters can
be considered in the hypothesized model and allows researchers the ability to
incorporate and consider variances that are both latent as well as observedmeuethe

it allows for relationships of both a direct and indirect nature to be investigated at the

same time, often in circumstances where this would otherwise be difficult to do so
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(Kline, 2005; Byrne, 2001).

The reasons to employ SEM in my analysis areféWd. Firstly, structural equation
modeling allows for analysis of both direct and indirect effects. That is, the direct
effects of three orientations on business performance are analyzed. The indirect effects
of market and technology orientations on baess performance through entrepreneurial
orientation, that is, the mediating role of entrepreneurial orientation between market and
technology orientation and business performance, are also analyzed. Secondly, it can
control for measurement errors of ohaat variables included in the model, while the

traditional regression analysis ignores those potential measurement errors.

SEM can provide suggestions as to whether hypothesised empirical models are to be
supported or rejected. These suggestions are kmown ¢ g eobfdinteés,s and wi | |

discussed at greater length in chapter 8.

SEM requires a large sample size, generally several hundred observations, as the
precision of the estimates is affected by sample size (Schumacker and Lomax, 1996).
The large sanip size requirement for SEM can potentially be met through use of data.

At this stage, 426 samples were collected to produce significant results. It means that

the sample size of this research is sufficient to use structural equation modeling.

6.6.3. Deinition of AMOS (Analysis of Moment Structure).

AMOS is a commonly used abbreviation referring to the analytical technique known as

Analysis of Moment Structures. AMOS acts as an additional module when using SPSS.

188



AMOS was originally created with the intgon of being used in structural equation
modelling, covariance structure, and in path analysis. It is also now used not only in

these functions but also in linear regression analysis.

The most noticeable feature of AMOS is the allowance for statistiefsia to operate
an intuitively designed graphic interface in order to select models through drawing. It is

also capable of reading information and data from a variety of different sources.

In general, when the relationship amongst variables is to beime@nn respect of
social survey data within a social science context, structural equation modelling is
strongly recommendedStructural equation modelling is a statistical technique that
analyses the correlation matrdetween measurement scales which ngtetively
examines the model that is set by structural relationship between latent variables. As
such, it can be interpreted as a multivariate analysis that facilitates the deduction of
causal relation among variables in a situation where experimentatidifficult or
impossible. For this structural equation modelling there are several statistical package
programs such as AMOS, LISRAL,-MLUS, and so forth. Amongst these, AMOS and

LISRAL are the most commonly used.

LISRAL is not as frequently used bysearchers since it requires them to become
familiar with a system of difficult and unique symbols and requires agejith
knowledge of the matrix structure. In other words, as LISRAL uses syntax based on text,
it is difficult to use unless researcher® aqrofessionals and trained in this software

package.

On the other hand, it is easy for researchers dealing with structural equation modelling

for the first time to use AMOS since this research model can be easily set up using
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graphic icons; AMOS is basagpon a graphic interface and allows users to use the
program without difficulty by using a high level computer engine. Moreover, AMOS
was developed to analyse the data for structural equation modelling (analysis of
covariance, causahalysis etc). It islao used in typical statistical analysis that includes

factor analysis, linear regression models and so forth.

The program AMOS 7.0 is used for analysing the structural equation model, for the
purpose this research. Although AMOS performs an identical form of analysis to
LISREL, the interface of the program is modern, intuitive and can be easily used
without knowirg the Greek Alphabet. LISREL uses matrix and imperative as input data,
whereas, AMOS is designed for users to be able to bring and work on the data file that

was written in SPSS without correction.

6.7. Summary

This chapter addressed the research method utilised within this study, discussing in turn
the approach to research, the research strategy and the research methods employed.
Explanations and definitions regarding the philosophical approach to researtédadop

for this work (a positivistic philosophy with a deductive approach) are presented first.
References to numerous texts and articles regarding research philosophies and examples
of other works are cited in order to justify the philosophy selectionhfmpurpose of

this work. A comparison is also made between the approaches of deductive and
inductive research, identifying the key differences between the techniques.

It was argued that the best means of answering the research questions and achieving the

relevant objectives of this study was by deriving hypotheses from a developed
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conceptual model. Phrased differently, it seems that by using a deductive process in
order to test and clarify a conceptual model, a quantitative approach is most suitable.
Whilst a quantitative approach is generally applied to studies of phenomena and the
social world, quantitative research can also provide valuable insight and a plausible
approach to research of this nature (Collis and Hussey, 2003; Walker, 2005).

Following diswssions regarding the strategy toward research adopted as part of this
work, this chapter presents the methods employed for data collection (survey
guestionnaire) and justification for the choice of method by referring to the objectives of
the study and tacademic texts and articles.

Lastly, detailed explanations concerning the method of data collection, samples used,
data analysis procedures and data preparation, are prov&tadctural equation
modelling is utilised as the primary technique #ralyzing the proposed conceptual

model. This technique is used as it akofer variables to be estimated.
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CHAPTER 7: DATA COLLECTION

7.1. Introduction

This chapter will discuss the data that was collected as part of this work, with particular
focus on the sample used to attain this data. The sample used in this work will be
discussed in detail regarding the size and location of the participants, asweellin

depth analysis of the many characteristics of these types of businessesiZlfimas in

South Korea). The types of characteristics considered include general business
characteristics such as history and background of company founders, amdl agees

of enterprises, business performance and the number of employees at an organisation,

amongst various other factors.

7.2. Sample Characteristics

7.2.1. Value of the sample

The value of the sample used in this research was investigated, conmparaalected

data for the research and the data about everyBbm&MEs from Korea Small and
Medium Business Administration (SMBA) in 280This is because firstly, this research
failed to investigate all of the InAoiz SMEs in Korea. Secondly, the eesch target

area did not cover the whole country but a certain prefecture called Daegu and -Kyeong
buk. Owing to these two reasons, the value of the sample used in this research was
verified by comparing it with the material covering all the l+ip SMEs.The results

are shown on the Table 7.1.
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Table 7.1. Comparison between SMBAcondary publishediata(2008)and the sample
in this research

The number of

Research Period Research Target )
Research Companie
1 | SMBA(2008)
Junr Nov/07 All(11,526) 1,595
Research
2 | sample of This
FebMay/09 1000 426

Research

Average Sales |Average Operating proj Average Employees

1 | SMBA(2008)
Research

9.5 billion 490 million 39.1

2 | Sample of This o .
11.9 billion 500 million 39.5
Research

With regard to the averageumber of employees, the data of small and medium
business administration from 20&hows 39.lemployees. As the sample from this
study show 39.5, both results turned out to be similar. Secotindyaverage sales of
2008 small and medium business admirasion datareveals 9.5 billion, and this
research averaged 11.9 billion. Thirdly, the average operating profit shows 490 million
and 500 million respectively. Although the research period for small and medium
business administration was in 2007 and tegearch was conducted in 2009, the data
appeared to mostly match. As a result, as the sample of this research is similar to the
sample of all the Inndiz companies, it adds value to the research. Despite the regional
flaw of covering the Inndiz compargs only in Daegu and Kyeotimk, being similar

to the data of all the Innabiz companies, this sample seems to be able to represent all

the Innebiz enterprises.
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7.2.2. General characteristics of the sample

The characteristics of which the selection omfir was based included criteria such as

the year of establishment, the number of employees and so on. A full list of these
criteria can be found in Table 7.2.

When the main characteristics of the data are examined, the average year of founding
turns out tdbe 1994, the average age of the founder is seen to be 39. Sales (2008) shows
approximately 119 billion, research and development costs 8.92, the number of

employees 39.5, and the number of research and development manpower shows 5.23.

Table 7.2. Generaharacteristics of the sample

N Minimum Maximum Mean  Std. Deviatioi
Year of Establishmer 426 1945 2007 1993.84 9.449
Age of Founder 414 24 65 39.04 7.596
Sales (2008) 423 100 370000 11970.82 29063.401
Research and
364 0 85 8.92 10.94
Development costs
Number of employee 426 3 299 39.51 44.487
Number ofnumber o
396 0 76 5.23 6.793
R&D staff

7.3. Charateristics of InAbiz SMEs Founder

7.3. 1. Founder s Educational Background ( Ed
The educational background of founders revealed that 22.3% are high school (secondary
school) graduates, with professional school (college) graduates taking up 13.6%,

undergraduate (university degree) taking up 48.4%, 11% reveals postgraduate (masters
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degee), and lastly, Phd graduates occupies 4.7%. More than 77.7% of founders are

revealed to be professional school (college) graduats, which means that the owners of

small and mediursized companies in Korea are highly educated and have an excellent

educatimal background.

Table 7.3. Foundero6s Educational History
Frequency Percent
Under high schodl 95 22.3%
Professional schog 58 13.6%
Undergraduate 206 48.%%
EducationaHistory

MasterDegree 47 11%

PHD Degree 20 4. 7%

Total 426 10C%

Note * These attended special technology high school

7.3.2

Founder 6s

ar ea

of expertise

As for the major studied by founders, 58.2% majored in technology and engineering,

18.1% studied business and economics, 2.1% majored in natural science, and 6.1%

majored inthe liberal arts (Humanities and Social Science). More than 60 % of the

majors are shown to be either technology/engineering or natural science. This figure is

three times higher than the management major which occupies 18.1% of the total

number. This mayeflect a connection between the majors of founders and the fact that

Korean Innebiz companies are built upon a strong basis of technology.
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Table74.Founder 6s area of

expertise

Frequency Percent
TechnologyEngineering 248 58.20
Business/Economics 77 18.1%
NaturalScience 9 2.1%
Field of Study Humanitie§ and Social Scieng 26 6.1%
(Liberal Art)
Other 54 12.%%6
Missing 12 2.8%
Total 426 100%

Note * This means 95 who attended special technology high schooldbier13)

7. 3. 3. F o und &mgideerin@Certifitateo | o gy /

There are 35.4% respondents who do not own any technologyeagitieering

certifications while 63.8% say vice versa. Based on the fact that 64 % hold

technologyéngineeringcertificates where specialtg directly relevant to the company,

it could mean that founders actually devote their interests in technetagyéering,

directly to the company which itself operates within the technology emgineering

sector

Table 7.5. F o u Bngieeceirg €ertificate hno |l ogy/

Frequency Percent
No 151 35.%%
Technology/
Engineering Yes 272 63.9%
Certifications T
Missing 3 0.7
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Total 426 100%0

7.3.4. Previous Work Experience of Founders
91.8% respondents showed that they have previous work expenibeoeas only 8.2%
founders did not have any experience. According to the Table 7.6, 91.8% of founders

have previous work experiences while only 8.2% say the opposite vice versa.

Table 7.6. Previous Work Experience of Founders

Frequency Percent
Yes 391 91.8%
PreviousWork
, No 35 8.2%
Experiences
Total 426 100%
7.3. 5. Length of founderdéds previous careers

30.7% of founders declared that their career lasted no more than 10 years. Similarly,
35.3 % report that they had worked for an organisation for between 10 and 15 years.
Founders who had previously worked for between 15 and 20 years, even for more than
20years, made up 16.6 % of the total figure respectively.

To sum up, the biggest number of founders, 70 % of the total had previous experience
for more than 10 years. This could illustrate that a great number of founders dfiznno
companies in Korea havbuilt their own businesses with an average of 15 years

previous experience.
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