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Abstract

Purpose — This paper examines the interrelationships among functional area activities in their
association with entrepreneurial strategy in a progressive textile manufacturing industry in China.
Design/methodology/approach — The research is based on a sample of 248 small businesses in
a textile manufacturing industry in Shaoxing, China. A questionnaire survey of owners/managers
in the industry was carried out at a conference of the Shaoxing Textile Industry Association. Partial
Least Square was used to analyze the data.

Findings — The findings suggest that the pattern by which functional area activities that comprise
entrepreneurial strategy are organized are similar in several respects to such strategies in Western
economies. Networking features prominently alongside market-based activities of customer
retention management and technology as determinants of entrepreneurial strategy in the Chinese
textile manufacturing industry. The study also found that activities in these three functional areas
mediate the association between other functional area activities such as HRM, operations,
planning, and finance and entrepreneurial strategy.

Research limitations/implications — Generalization of the findings is limited by the
examination of small businesses in one industry sector. Future research is required to assess the
application of the findings to other industry sectors.

Practical implications - In a social-based system where relationships are important, the
development and maintenance of network ties as well as attention to customers and innovation are
critical to pursuit of entrepreneurial strategy.

Originality/value — The study contributes to the limited existing knowledge on entrepreneurial
strategy among small businesses operating in China.
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Introduction

There is a large body of literature that deals with the meaning of strategy (Bhalla et al.,
2009). Strategy has been described as a set of actions (Hill and Jones, 2012), as management’s
competitive moves and approaches (Thompson et al., 2012), and as the direction and scope of an
organization over the long term (Johnson et al., 2008) that guide managers to compete successfully
and to grow and improve the organization. Through its strategy, an organization is able to configure
its resources and competencies to gain competitive advantage and achieve above average return in
the changing environment in which it operates. Henry Mintzberg, an influential management scholar
defined strategy as a plan, ploy, pattern, position and perspective (1987). He also argued that none of
these descriptions takes precedence over the others. However, the two descriptions often used in the
literature and on which this paper is based are pattern of interrelated activities and ploy for
outwitting competitors. In the strategic management literature, these have given rise to various
strategy archetypes or postures. Common among these are Miles and Snow’s (1978) four strategy
types: analyzers, prospectors, defenders, and reactors; and Porter’s (1980) generic strategies of cost
leadership, differentiation, focused cost leadership, and focused differentiation.

In the entrepreneurial and small business literatures, proactive or entrepreneurial
strategies and reactive or conservative strategies feature prominently (Miller and Friesen, 1983;
Covin, 1991; Chenhall and Morris, 1995; Kotey and Meredith, 1997; Gray, 1997; Covin et al., 2006).
Entrepreneurial strategy, defined as comprising innovation, risk-taking and proactiveness, result in
superior performance to conservative strategies (Miller and Friesen, 1983; Covin and Slevin, 1989;
Covin et al., 2006; Rauch et al., 2009), the latter characterized by risk avoidance, imitation and
reactive responses to opportunities and threats (Kotey and Meredith, 1997). Despite these general
descriptions, the configuration of activities that lead to realization of each of the two strategy-types
are likely to differ in various macro-economic and industry settings (Porter, 1980; 1990). The focus of
this paper is on entrepreneurial strategy because of its importance in achieving the organization’s
purpose, sustaining its vision and creating competitive advantage (Rauch et al. 2009, p.763).

The indicators of innovation, risk-taking and pro-activeness are consistently evident for
entrepreneurial strategy in established market economies (Dess et al., 1997; Gray, 1997; Morris and
Jones, 1999) because they are derived from internally developed competences and firms are free to
choose and develop the relevant competences (Peng and Heath, 1996). Firms operating in emerging
markets without complete strategic choice will not have the same opportunities and resources to
develop individual competences (Uhlenbruck et al., 2003). In many cases, the required resources are
in short supply and not readily accessible on the free market or affordable (Peng and Heath, 1996;
Davies and Walters, 2004). In economies like China, another setback to developing internal
competences is the culturally-based social system that promotes cooperation and alignment of
business and personal relationships and discourages self-centeredness and pursuit of individual
outcomes (Lin and Si, 2010). Despite these barriers, firms pursuing entrepreneurial strategies in a
social-based and/or emerging market setting will find the means to develop competences that
provide competitive advantage by accessing the required resources at lower cost and risk through
various cooperative or networking arrangements (Peng and Luo, 2000). Business and personal
networks are, therefore, important to pursuit of entrepreneurial strategies in such settings and
require entrepreneurs to be adept at balancing cooperative and competitive positions, knowing what
resources and business activities to share and which to leave out of their business relationships
(Dollinger and Golden, 1992). We examine the pattern of associations between functional area
activities including networking that result in entrepreneurial strategy. Specifically, we identify which
activities are directly associated with entrepreneurial strategies and which are mediated by others
such as networking in their relationship to entrepreneurial strategy. This study contributes to the
extant literature by demonstrating how the activities that form entrepreneurial strategy are
configured in a social-based and emerging market setting where choice and development of internal
competences for competitive advantage are relatively constrained by lack of direct access to
resources.

A discussion of the relevant literature follows from which hypotheses are formulated for
testing. The research design is described in the third section and results from the statistical analyses
presented in the fourth section and discussed in the fifth. The findings are summarized in the last
section where implications are drawn, limitations acknowledged and areas for future research
delineated.
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Literature Review

Strategy as a Pattern of Interrelated Activities

The concept of strategy was introduced into the literature and advanced in the fifties by
faculty members at the Harvard Business School (Snow and Hambrick, 1980). The strategy literature
suggests that organizations need strategies that are simple, clear and implementable (Collis and
Rukstad, 2008) to deal with changing environments (Chaffee, 1985; Hill and Jones, 2012). A firm'’s
relative position within its industry is determined by its strategy which in turn defines its product
range and image, cost structure, management and marketing strengths, and distribution channel
(Bradley, 1991). The firm’s activities in these areas then determine its market position, market share
and profitability.

Porter (1991) portrayed the firm as a set of discrete but interrelated economic activities, with
the configuration and interrelationships among the activities defined by the firm’'s strategy. The
discrete activities are part of an interdependent system in which the cost and effectiveness of an
activity is affected by the way other activities are performed. This depiction draws from the concept of
strategy as a pattern. Similarly, Covin (1991) described strategy as a collection of individual business-
related decisions, explaining that a pattern can be identified among the decisions that depict a firm’s
overall strategy. For a thorough understanding of strategy, Galbraith and Schendel (1983) cautioned
against independent examination of the activities that make up a strategy, a process they perceived as
studying only part of the whole.

The concept of strategy as interrelated activities applies equally to small and large firms
because effective business operation, irrespective of firm size, requires consistency among decisions
and actions. However, decisions and actions are rarely documented in small firms as they are
informal and inferable from realized actions (Pearce and Robinson, 2007). Therefore, realized or
implemented activities provide a more accurate picture of a small firm’s strategy than intended
activities or plans. Mintzberg et al.’s (1995) suggestion that strategy evolves over time as a blend of
planned (intended) activities and unplanned (emergent) responses to new developments (Mintzberg
and Waters, 1985) is widely shared in the strategy literature (Hill and Jones, 2012; Dess et al., 2008).
Similarly, Sashittal and Tankersley (1997) contended that contrary to the static and predetermined
process portrayed in the literature, strategy formulation, particularly in small firms, follows an
unpredictable and ad hoc process with decisions often based on owner-managers’ gut feel and
subjective interpretations of their day-to-day situation. It is held that plans and strategies are altered
frequently to conform to the dynamism and partial unpredictability of competition and the
surrounding environment, as well as the forever changing trends in consumer needs and
expectations. Therefore, examination of strategies ‘ex post’ rather than ‘ex-ante’ presents a more
realistic portrayal of strategy in small business. Realized actions are examined in this study.

Functional Area Strategies

The activities that constitute a strategy can be grouped into functional areas such as
planning, marketing, financial management, production, technology, networking, and human
resource management, so that [business] strategy can be thought of as comprising functional
strategies (Hill and Jones, 2012; Galbraith and Schendel, 1983) and ultimately the activities, actions
and decisions that make up these functional strategies. Functional strategies add relevant details to
and support the business strategy (Thompson and Strickland, 2003; Odgers, 2002) and an effective
strategy has functional strategies that integrate into a cohesive whole (de Wit and Meyer, 1998).
Although functional strategies are not as explicitly delineated in SMEs as in large firms, the activities
and decisions of SMEs can be grouped into the above functional areas for analytical purposes (Kotey
and Harker, 1998).

Strategy as a Ploy and Strategy-types

The focus of functional strategy is to improve efficiency, quality, innovation, customer
responsiveness or a combination of these for enhanced competitive advantage at the business level
(Thompson et al., 2012; Hill and Jones, 2012; Odgers, 2002). However, all functional areas and their
activities are not given the same level of emphasis; the relative level of emphasis provided to the
various functional areas will depend on the competitive strategy pursued. There is therefore a pattern
of emphasis among functional activities or strategies that makes up the business strategy and this in
turn defines the firm’s position in relation to competitors. The concept of strategy as a competitive
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tool has given rise to the term ‘strategic posture’ referring to a firm'’s overall competitive orientation
that directs or constraints the options available to its future competitive activity (Covin and Slevin,
1989). Strategic posture describes a consistent pattern in management’s decisions regarding scope,
resource deployment, competitive advantage and changes in these variables over time that spell the
way a firm intends to compete (Galbraith and Schendel, 1983). Two classifications of strategy most
referred to in the management literature are those of Miles and Snow (1978) and Porter (1980).

The most common strategic postures delineated in the entrepreneurship literature are
proactive or entrepreneurial strategy and reactive or conservative strategy (Covin and Slevin 1989,
Gray 1997, Dess et al., 1997). This study focuses on entrepreneurial strategy because of its positive
association with innovation, pro-activeness and ultimately performance (Kotey and Meredith 1997).
It is proposed as the appropriate strategy for dynamic environments (Covin and Slevin 1989). In the
following section, we discuss the activities in the various functional areas that are associated with
entrepreneurial strategy.

Entrepreneurial Strategy and Related Functional Area Activities

We identified above that strategy comprises activities in the functional areas of marketing,
production, technology, human resource management (HRM), financial management, planning and
networking. The marketing function is most critical to businesses as there is no business without
customers (Scarborough, 2011). In the marketing functional area, firms pursuing entrepreneurial
strategies strive to achieve large market shares, influence market trends and even create new demand
(Lumpkin and Dess, 1996). Marketing activities include market research, target market
identification, gathering information about customers and competitors, improving existing products
and/or developing new ones to meet customer needs and to beat the competition in order to retain
existing customers and acquire new customers (Hill and Jones, 2012). Activities in the marketing
area also cover identification with brand names and use of appropriate media to promote products
(Scarborough et al., 2009; Paige and Littrell, 2002; Pelham and Lieb, 2004). Businesses pursuing an
entrepreneurial strategy pay attention to customer retention, good customer service, enhanced
product benefits, efficient distribution networks, analysis of market intelligence and effective pricing
(Kotey and Harker, 1998).

Goods must be produced and services delivered to meet customer needs, the production
function is therefore also vital and is the raison d’etre for the business. Activities in the operations
functional area are aimed at making products that meet the needs of target customers. Smallbone et
al (1995) asserted that operation is best described in three ways: increasing control over and reducing
production cost; seeking increased efficiency in the use of labour which may involve investment in
new production technologies; and improving quality standards in production. Effective operation
therefore concerns labour productivity, minimising wastage, product quality, timely delivery of sales
and customization of products to consumer needs (Aranda, 2002). Customization requires building
volume and product flexibilities through the range and quantities of products carried. However,
flexibility without attention to cost will leave businesses vulnerable to competitors offering lower
prices (Kotey and Harker, 1998). Effective operations also require attention to location, layout,
acquisition and management of physical resources (buildings, machinery, fixtures and so on), and
supply chain and inventory management (Hodgetts and Kuratko, 2008).

Innovation and therefore the technology function are essential to pursuit of entrepreneurial
strategy as firms must lead or at least meet industry standards in product and production technology
to be competitive. Activities associated with the technology function deal with systems and processes
aimed at operating efficiency and product quality enhancement as well as managing information for
performance monitoring in other functional areas. Technology can be used to gather and analyze
information on customer behavior, demand, production quality, employee productivity and financial
performance (Pollard and Hayne, 1998). Technology also provides access to information about the
immediate and wider environment of the business, enabling it to assess its strengths and weaknesses
against opportunities and threats. Information technology (IT) provides access to global markets and
allows administrative functions to be performed efficiently. While small businesses lack the financial
resources to invest in attaining first mover positions in their industries, they keep up with new trends
in technology through their networks and strategic alliances (Lumpkin and Dess, 1996).

Appropriate human capital is required to achieve production targets and perform in the other
functional areas. Effective HRM calls for attention to acquisition, development, retention and
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rewarding of human resource. Proactive HRM promotes employee creativity and encourages their
participation in decision-making (Hodgetts and Kuratko, 2008). In developing organizational HR
programs that improve employee performance, the importance of competency-based human resource
strategy focusing on recruitment and selection, training and development and performance
management is emphasised (Gangani et al., 2006). Areas of competences for building a productive
workforce cover motivation levels, skills, abilities, values, beliefs, knowledge and attitudes.

All activities must be financed and financial resources must be effectively managed. Stable
external funding sources and an effective mix of equity and debt (Kotey and Harker, 1998) are
important to pursuit of entrepreneurial strategy. Relevant activities in the finance area include
efficient operations; cash flow monitoring; effective management of debtors, creditors and inventory;
and managing relationships with debt and equity providers. Assets must be matched with their
source of funding (Scarborough et al., 2009).

Networks and alliances with other organisations such as suppliers, customers, competitors,
or other entities are of strategic importance to the business (Gulati et al., 2000; Andersson et al.,
2002) as they enable access to resources and opportunities (financial, physical, human, markets and
information) otherwise beyond reach of the business (Julien et al., 2004). Networks can be used to
improve product quality and production efficiency and shorten learning curves (Dollinger and
Golden, 1992; Hamel et al., 1998). Networks from new business arrangements are helpful for
improving global market access, innovation capacities, and business performance (Damaskopoulos et
al., 2008). However, there are challenges to developing a networking ability and managing
relationships with other firms (Ritter et al., 2004). Firms pursuing entrepreneurial strategies must be
skilled at building, maintaining, reviewing and renewing business relationships at minimum possible
cost. Since the main aim of networking is to build competitive advantage, proactive networking
requires careful consideration of the business resources to leave out of networking activities in order
to balance competition and cooperation (Dollinger and Golden, 1992; Gao, 2008). Therefore the key
challenge in networking is balancing control over critical resources against the costs and complexity
of managing agreements in the relationships and loss of autonomy (Dollinger and Golden, 1992). The
benefits to individual firms in the network rest on their control over resources (Hakansson and
Johanson, 1992) so that entrepreneurial strategy should aim at increasing business control over
resources through access to relevant knowledge from the networks.

Planning involves developing an overall picture of how the business will be positioned in the
market and identifying actions for achieving this overall position (Scarborough et al., 2009;
Georgellis et al., 2000; Woods and Joyce, 2003). Therefore, plans define functional area activities
that will place the business in its desired market position. During implementation, the activities are
monitored by comparing their outcomes with planned targets. In this way, revisions can be made to
the plan to address deviations. Planning has been shown to be beneficial to small business
performance (Brinckman et al., 2010). Patrick and O’Connor (2005) reported that SMEs pursuing
entrepreneurial strategy undertake more formal planning than those with conservative strategies.
They demonstrated that planning enables firms to be informed of their environments and capabilities
and to use such information to improve competitive advantage. Similarly, Perry (2001) found that
despite the overall low levels of planning among small firms, the successful ones undertake more
systematic planning than failed firms.

We noted above, the dominant positions of market development and marketing as well as
production and up-to-date technology to entrepreneurial strategy. In a complete market
environment, the three functional areas have direct associations with entrepreneurial strategy and
are supported by the quality of human resources and networks of the business. Human resources and
networks therefore directly determine how effectively activities at the three functional areas are
performed and indirectly establish entrepreneurial strategy through their association with the three
functional areas. The business financial capability determines the quality of resources available to it
and performance in the functional areas of marketing, operations, technology, human resources and
networking. Finally, planning strengthens performance in all functional areas. The planning and
financial management functions therefore indirectly determine entrepreneurial strategy by
establishing activities in the other functional areas, especially those directly associated with
entrepreneurial strategy. While the above portrays the pattern by which the various functional area
activities relate to entrepreneurial strategy in a market economy, where resources are generally
available to businesses and business are free to develop individual competencies, the same cannot be
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said for firms operating in emerging markets and facing constraints to resource access. The context of
the research is explained in the next section and provides a basis for developing hypotheses for the
pattern by which functional area activities will relate to entrepreneurial strategy in an emerging
market context where social relationships are important.

The Shaoxing Textile Industry

To the extent that strategies must be aligned with the environment in which they are
executed, the activities that comprise entrepreneurial strategy will vary with the industry and wider
macro-economic setting of the business (North, 1990; Porter, 1990; Oliver, 1991; White and Liu,
2001). This section provides an overview of the Shaoxing textile industry on which this study is
based. A brief description of the Chinese business environment is also provided to enhance
understanding of the context in which the firms examined operate.

Textile is a major export earner for China and Zhejiang province where Shaoxing is located is
one of the ten national textile industry bases. Consistently ranked first in export earnings for textile
products since 1999 (CTIY, 2003), Zhejiang has become the leading province in China for textile
manufacturing. The textile industry in Shaoxing is dynamic, having evolved through several stages in
the last four decades. Through government support, it became the first textile industry in China to
introduce chemical fibres in the 1970s. It was subsequently transformed into a world fiber market
with the largest textile distribution centers in China in the 1980s (Liu, 2004). Again with government
assistance, the industry was opened to foreign trade in the 1990s and foreign direct investment (FDI)
was promoted, encouraging firms to upgrade their production processes and ultimately raise the
competitive capacity of their products in terms of quality and technology (Gao, 2008). At the same
time, government efforts at strengthening research and development capacity in the industry enabled
firms to upgrade their production systems, adopt the latest technologies and enhance quality of their
products to gain leading positions in medium to high-end international markets (Wang, 2005). More
recently, an ownership revolution has transferred ownership of several SMEs in the industry from
local government to private individuals (Liu, 2004). These processes have been enabled by new
legislation that protect private property, regulate private enterprise, and recognize management
independence (Gao, 2008).

The government’s privatization policies have motivated entrepreneurial initiatives (Liu,
2004), positioning the Shaoxing textile industry as one of the earliest to embrace competition and
free-market operations (Liu, 2004). The industry is portrayed as dynamic and complex, so that an
entrepreneurial orientation is required for successful performance. The changes that transformed the
Shaoxing textile industry into a competitive market are now characteristic of several industries in
China so that the business environment in general is considered complex, dynamic, hostile and
uncertain (Luo, 1999; Luo and Park, 2001; Tan and Litschert, 1994). Tan and Tan (2005) suggested
that such environments induce pockets of opportunities for differentiation, rewarding entrepreneurs
able to recognize and take advantage of them.

Hypotheses development

According to Mason (2007) and Conner (1998), in an emerging market setting characterized
by rapid changes in rules of the game, decision windows are shortened, speeding obsolescence of
strategies and rendering long-term business control impossible. Business success in such
environments calls for continuous innovation, constant replacement of products ahead of
competitors and malleable strategies that allow quick response to changes. Operating in such
environments requires quick learning, risk taking and use of strategic alliances to access necessary
competences and specialized resources (Chakravarthy, 1997). In other words, such settings call for
entrepreneurial strategies.

Consistent with the above position, Tan and Tan (2005) argued that the increasing rate of
market development in China has improved the environment’s conduciveness to entrepreneurship,
encouraging greater future orientation, innovation, risk taking and proactiveness among business
owners. Furthermore, in a culture where relationships are important, networks and relationship-
based strategies (guanxi) feature prominently among Chinese businesses (Chow, 1997; Tan, 1996; Li
et al., 1998). Guanxi enables firms to gain competitive advantage outside the market system through
privileged access to knowledge and resources, lower transaction cost and reduced risks (Davies et al.,
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2003; Tan and Litschert, 1994; Li et al 1998; Tan, 1996; Li and Matlay, 2006). It is used to build
social capital for business growth (Liao and Sohmen, 2001; Carlisle and Flynn, 2005). Park and Luo
(2001) observed that although guanxi improves sales growth, market share and competitive position
it does not enhance internal operations and profits. Moreover, the cost of maintaining multiple and
complex relationships rise with firm growth, requiring careful management of guanxi for benefits to
exceed costs (Peng, 2003).

We investigate the pattern of functional area activities that determine entrepreneurial
strategies of small business in the Shaoxing textile industry, analysing which functional area activities
relate directly to entrepreneurial strategy and which are associated indirectly through the functional
area activities directly linked to entrepreneurial strategy. In a market-oriented industry located
within an emerging market and social-based setting, we expect entrepreneurial strategy to be realized
through resources and competences developed both internally and through networking. Since
network ties play critical roles in pursuit of entrepreneurial strategy in Chinese businesses, the
activities that comprise the networking function should directly determine entrepreneurial strategy in
addition to marketing, operations and technology functional areas as explained above. Human
resources support the activities of marketing, operations, technology and networking therefore, we
anticipate indirect associations between activities in the HRM functional area and entrepreneurial
strategy, with technology, marketing, operations and/or networking acting as mediators. We also
contend that activities in the planning and financial management areas will determine activities in
the other functional areas that predict entrepreneurial strategy directly or indirectly. As such, indirect
relationships are suggested between planning and financial management activities and
entrepreneurial strategy.

We therefore test the following hypotheses:

1. Activities in the networking, marketing, operations and technology functional areas
will directly predict entrepreneurial strategy

2. HRM activities indirectly determine entrepreneurial strategy through their
association with one or more of the functional areas in hypothesis 1

3. Planning and finance activities determine activities in the other functional areas and

are indirectly associated with entrepreneurial strategy through activities in one or more of the
functional areas in hypothesis 1.

Figure 1
Proposed Relationships
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Methods

Sampling, Data Collection and Measurement of Variables

The study was restricted to the textile manufacturing industry in Shaoxing to control for
exogenous factors that impact strategy. Following the definition of small manufacturing enterprises
in China by the National Bureau of Statistics (2003), we examined businesses employing up to 300
workers with up to $US3million of sales. While employee numbers exceed those for small businesses
in many established market economies, we argued that in a country with abundant human resources,
labor was used in place of physical capital to achieve similar output levels to those of small businesses
in market economies. As such, the findings from this study should be comparable to those based on
established market economies. Assistance was sought from the Shaoxing Textile Industry
Association (STEA) to collect data from a representative sample of its members, the majority small
businesses. In all, 532 structured questionnaires were administered to entrepreneurs at a STEA
conference and 381 were completed and returned, a response rate of about 72%. Questionnaires with
incomplete responses and those which did not meet the definition of small firms were excluded,
leaving 248 responses that were analyzed. Only conference delegates who owned and managed their
businesses were asked to complete the questionnaire and anonymity was maintained by not including
any questions that identified respondents with their responses.

There were three sections to the questionnaire: a) business and owner-manager details, b)
functional area activities and c) entrepreneurial strategy. A comparison of the sample characteristics
with those of Chinese small businesses in the textile industry in general showed similarities in age
range, education levels and gender (CTIY, 2003). About 75% of the sample had no family members
involved in management of the business. The functional strategies and entrepreneurial strategy
constructs were measured by the indicators detailed above, although only indicators with loadings
equal or above the cut-off point (see below) were included in the analysis.

Analytical Technique

Partial Least Squares (PLS) was used to test the structural equations denoted by the
hypotheses. PLS has been applied in a wide range of research areas such as business (Hulland and
Kleinmunttz, 1994; Smith and Barclay, 1997), strategic management (Hulland, 1999), SME
performance (Raymond, 2002), customer satisfaction (Hsu, Chen and Hsieh, 2006) and global
strategy (Johansson and Yip, 1994). Unlike the structural equation models (SEM), PLS is a variance-
based method that handles, quite well, several of the limitations of SEM (Chin et al., 2003). PLS
avoids the problem of indeterminacy inherent in SEM and provides an exact definition of component
scores by estimating the latent variables as exact linear combinations of the observed indicators (Chin
2004). The PLS model is able to handle multi-collinearity among endogenous constructs and creates
latent construct scores directly on the basis of cross products involving multi-item measures (Barclay
et al., 1995). In addition, PLS does not require assumption of normal distribution and can
accommodate small sample sizes. The outputs from PLS analysis are therefore not the same as for
SEM.

The PLS analysis generally provides two inter-related models, the measurement (outer)
model and the structural (inner) model. The results for inner and outer models were analyzed in two
sequential stages: the validity and reliability of the measurement model were assessed in the first
stage and then the relationships depicted in the theoretical framework were analyzed from the
structural model in the second stage. A number of criteria were used to evaluate the measurement
model. They include individual item reliabilities (factor loadings), composite reliabilities (internal
consistency), convergent validity (average variance extracted, AVE) and the discriminant validity
associated with individual constructs (Chin, 1998). In this study, the cut-off values adopted for these
tests were: 0.5 for factor loadings, 0.7 for a satisfactory composite reliability (Nunnally, 1978), and
0.38 for AVE (Hulland, 1999). Generally, a model has discriminant validity where the square root of
the AVE for each construct is greater than the variance shared between the construct and the other
constructs in the model (Gefen and Straub, 2005). Constructs and indicators that did not satisfy the
cut-off values were eliminated from the model. This means not all the indicators of the functional
area strategies discussed above were included in the analysis. The predictiveness of the structural
model was assessed by R-squares and the bootstrapping re-sampling procedure was used to stabilize
the measures (Chin et al., 2003; Chin, 1998). As a rule of thumb, the value of the average variance
accounted for (AVA), which is simply the mean R2s of the dependent variables, should be greater
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than 10 percent (Falk and Miller, 1992). Estimates of the path coefficients for the relationships tested
were provided with their standard errors and t statistics which were used to ascertain the level of
significance for each path coefficient. Harman’s single factor test was carried out with all the
indicators to test for common method bias (Podsakoff et al., 2003). The first factor explained 27% of
the co-variance among the indicators. The questionnaire was anonymous and respondents could not
be identified by their responses. This, together with the results of the Harman'’s single factor test
provided sufficient confidence that respondents thought about the ratings they provided to various
guestions.

Results

The measurement models for the constructs and their scores on the various assessment
criteria are presented in Appendix I. The table shows that the constructs and their indicators met the
reliability and validity cut-off points specified above. Although, correlations among the latent
variables are high, as should be expected given that activities in functional areas are interrelated, the
square root of the AVE for each construct was greater than the variance shared between the construct
and the other constructs in the model, denoting discriminant validity. The average of the coefficient
of determination (R2) for the dependent constructs was 45 percent, indicating that the model
explained a large proportion of the variations among the dependent variables.

Constructs and their Indicators

The planning construct comprised the activities of goal setting; delineation of actions to
achieve goals; monitoring performance, reviewing and revising plans; analysis of financial reports
and comparisons between actual and planned performance targets. There were two constructs for the
marketing functional strategy. The first, labeled customer retention (CR), covered building and
maintaining relationships with customers, attending to customer quality requirements and product
distribution, and appropriate price setting (in relation to production cost and competition). The
second marketing construct concerned building new demand through promotion, internet sales,
analysis of market intelligence, and target marketing. The operations construct centered on managing
quality throughout the value chain (from suppliers through in-house operations to customers) and on
production efficiency. The technology construct focused on automation and upgrading of production
systems, availability of resources (inventory) for efficient operations, and use of the internet for
information relevant to production. The HRM construct comprised efforts to attract and retain good
employees by offering above market pay rates; employee motivation (bonuses and bonding
activities); internal and external training; maintaining safe, healthy and family-like work
environment; inviting employees’ opinions for certain decisions; and requiring and rewarding loyalty
and obedience. The finance construct dealt with managing working capital (debtors, creditors and
inventory) and with sources of funding including banks and retained profits. The networking
construct emphasized alliances with larger, more resourced organizations; government officials;
industry associations and peers in the local industry. These networks provide information and
resources and assist with effective management of the business. Firms also liaised with large firms
and universities for product development, although this was not frequent. Finally, indicators for the
entrepreneurial strategy construct covered industry leadership based on aggressive competition and
involving new product development and moderate risk-taking.

Figure 2
Actual pattern of relationships
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Structural Relationships

Activities in the networking functional area were the strongest direct predictors of
entrepreneurial strategy and were followed by activities associated with customer retention (CR) and
then technology (table 1), providing partial support for hypothesis 1 which contended that
networking, technology, operations and marketing activities will directly determine entrepreneurial
strategy; the operations construct was not directly associated with entrepreneurial strategy. The
constructs of building new demand, operations and HRM, had indirect and positive correlations with
entrepreneurial strategy through one or more of the three functional area activities with direct links
to entrepreneurial strategy (table 2), so that hypothesis 2 which predicted indirect links between
activities in HRM and entrepreneurial strategy was also partly supported. It was predicted that all of
operations and marketing activities will have direct and not indirect links with entrepreneurial
strategy. Planning and finance positively predicted activities in the majority but not all functional
areas, and were indirectly correlated with entrepreneurial strategy through the customer retention
(CR) construct, therefore hypotheses 3 was also partly supported.

Table 1
Functional and Entrepreneurial Strategies: Direct Relationships
Paths between Constructs Hypothesized Actual Path t-value
Relationship | Relationshi | Coefficient
p ®)

Networking — Entrepreneurial Strategy | Direct + Direct + 0.461%*** 7.16
CR — Entrepreneurial Strategy (ES) Direct + Direct + 0.187**** 3.87
Technology— ES Direct + Direct + 0.142* 1.82
Operations —ES Direct + Indirect + | See table 2

Build demand — Networking - Direct + 0.246**** 4.19
HRM — Networking Direct + Direct + 0.281%*** 3.84
Operations — Networking - Direct + 0.236*** 3.39
Build demand — CR - Direct + 0.209**** 4.36
Planning — CR Direct + Direct + 0.171** 2.39
HRM — CR Direct + Direct + 0.122* 1.66
Finance — CR Direct + Direct + 0.331**** 5.43
Build demand —Technology - Direct + 0.259%*** 4.04
Operations —Technology - Direct + 0.146* 1.96
HRM — Technology Direct + Direct + 0.435**** 6.41
Planning — Demand Direct + Direct + 0.340**** 4.10
Planning —» HRM Direct + Direct + 0.534**** 9.74
Planning — Finance Direct + Direct + 0.695**** 12.22
Planning — Operations Direct + Direct + 0.419**** 7.59
Finance — Demand Direct + Direct + 0.279*** 3.28
Finance - HRM Direct + Direct + 0.290**** 4.78
Finance — Operations Direct + Direct + 0.391**** 7.33
* p<0.05, ** p<0.01, *** p<0.001, ****p<0.00010ne tailed
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Table 2
Functional and Entrepreneurial Strategies: Indirect Relationships
Paths between Constructs Hypothesized | Empirical Path P-value
Relationships Links Coefficien
t(8)
Operations —Network— ES - Indirect + | 3.06*** 0.002
Build demand —Network— ES - Indirect + 3.62**** 0.0003
HRM— Network— ES Indirect + Indirect + 3.38%*** 0.0007
Build demand — CR — ES - Indirect + 2.89%** 0.0038
HRM— CR — ES Indirect + Indirect + 1.53 0.126
Planning — CR — ES Indirect + Indirect + 2.04** 0.042
Finance - CR— ES Indirect + Indirect + | 3.15*** 0.002
Operations —Technology— ES - Indirect + 1.34 0.18
Build demand —Technology— ES - Indirect + 1.66* 0.09
HRM —Technology— ES Indirect + Indirect + 1.76* 0.08
*p<0.10, ** p<0.05, *** p<0.01, **** p<0.001, one tailed
Discussion

The study ascertained the configuration of functional area activities associated with
entrepreneurial strategy. The findings showed that market-based activities dealing with customer
retention and technology, along-side networking, are critical to successful entrepreneurial strategy in
a progressive industry located in an emerging market environment where personal relationships are
important in all aspects of life. Firms unable to develop the relationships necessary for accessing
relevant resources and opportunities are unlikely to be as successful in their pursuit of
entrepreneurial strategy as those firms which invest in developing and managing relationships.

The findings of this study indicate that while entrepreneurial strategy has global application,
the interrelationships among functional areas activities that lead to its realization will vary with the
micro and macro settings in which the business operates. In an emerging market environment where
business resources are relatively scarce and personal relationships important, both market- and
social-based activities become essential for accessing resources and developing the competencies
required to realize entrepreneurial strategy. It is therefore not surprising that networking activities
are strongly related to entrepreneurial strategy. These findings are consistent with a string of
research that have demonstrated positive links between networking and business performance for
Chinese businesses (Li, 2005; Wu and Leung, 2005; Zhang and Li, 2008). Gao et al.’s (2008) work
revealed positive links between networks and innovation. Xin and Pearce (1996) and Peng and Heath
(1996) noted that effective networks boost capacity for information generation and transmission and
provide access to supplementary assets, advanced technology and entrepreneurial energy, enabling
SMEs to pursue growth opportunities. The pooling and coordination of resources in a network also
facilitates economies of scale, scope and organizational learning that reduce uncertainties (Hoskisson
et al., 2000). Despite China’s growing wealth and global economic position, relationships continue to
dominate business activities due to the enduring social system that permeates all endeavors. In effect,
in a less than perfect market environment, building social capital through network ties is critical to
entrepreneurial strategies that enhance performance (Peng and Luo, 2000). While networks are also
important to businesses in full market economies, an effective legal system that governs contractual
relationships enables access to resources without the close ties required to access resources and
opportunities in a social-based setting such as China.

The direct positive links between entrepreneurial strategy and activities associated with
customer retention (CR) and technology functions emphasize the key positions of customers and
innovation to successful performance in competitive markets (Davies and Walters, 2004). These
associations_are_consistent with_progress towards a market economy where social capital alone is

© JNBIT Vol.11, Iss.1 (2013) 11

www.manaraa.com



Kotey, Sharma & Gao- Volume 11, Issue 1 (2013)

insufficient for pursuing entrepreneurial strategy. According to Scarborough (2011:305) ‘loyal, long-
term customers are the bedrock of every business’ and ‘high customer retention rates translate into
superior financial performance’. Developing relationships with existing customers and attending to
the mix of benefits required to meet their needs (pricing, product quality and distribution) are critical
to successful pursuit of entrepreneurial strategy. Products are sold to business customers so that
building and maintaining relationships with them are vital to realizing entrepreneurial strategy.

In an industry where success depends on high and consistent product quality, new product
development and efficient operations, technology is another functional area of direct importance to
entrepreneurial strategy. Proactive Chinese firms in the textile industry automate and update their
production systems to keep up with new developments in the global industry. Firms unable to
individually acquire the relevant technologies do so through their networks. White and Liu (2001)
noted that despite increasing autonomy to develop or acquire their own technologies, Chinese
manufacturing firms continue to rely on technology from network partners and research institutions.
The findings also demonstrate that technology in the industry is generally associated with automation
of production processes and involves relationships with suppliers for uninterrupted access to
inventory and efficient operations. As part of information technology, the internet is used to stay up
to date on issues relevant to the business.

In summary, pursuit of entrepreneurial strategy in Chinese textile small manufacturing firms
calls for internal competencies for building social capital, managing relationships with customers and
accessing relevant technology to meet global product quality standards and to stay in touch with
developments in the industry. While these are the core functional area activities with direct links to
entrepreneurial strategy in the Chinese textile industry, they are themselves made effective by their
association with other activities that indirectly determine entrepreneurial strategy. For example,
loyal, well trained and motivated employees are critical to building lasting business relationships and
for effective use of technology. In the family environment that characterizes Chinese small businesses
(Lin and Si, 2010), employees, their families and close connections become part of the business
networks and are essential to achieving the goals of innovation and industry leadership. Employees
are trained to ensure customer needs are met.

An entrepreneurial strategic orientation also requires building new demand for growth and
developing an efficient production process that meets the needs of target customers (Scarborough et
al., 2009). Therefore, the activities that comprise the operations and building demand constructs also
indirectly determine entrepreneurial strategy through their direct associations with networking,
customer retention and/or technology. The findings suggest efforts to target customers with similar
profiles and needs to existing customers, as indicated by the direct association between building new
demand and customer retention (CR), technology and networking. New customers are included in
the customer retention function, ensuring that all customer needs are met by the same marketing
mix. Reducing heterogeneity among customers enables small businesses to direct efforts towards a
limited set of strategic dimensions (Davies and Walters, 2004). Although building new demand is a
market-based activity, its association with networking is worth noting. New customers become part
of the firm’s network and assist in attracting other customers. It was expected that operations will be
directly associated with entrepreneurial strategy, however, the results show that it has an indirect
association through networking and technology. The operations system determines the type of
technology required and network ties that need to be developed for access to relevant resources.

Activities in several functional areas; building demand, HRM, operations and finance, are
planned, monitored and reviewed. The positive correlations between planning and these functional
area activities are consistent with the literature review above. The planning process also indirectly
determines entrepreneurial strategy through its link with customer retention. For a holistic and
cohesive system that supports entrepreneurial strategy and ensures targets are met, it is important
that activities in the various functional areas are planned, monitored and reviewed over time. That
planning has no link with networking may indicate that business relations are spontaneous; the
business develops relationships with persons or organizations important to achieving its goals, and
these are likely to be family and other close associates (Fukuyama, 1995).

Sources and availability of funding determine activities associated with building demand,
HRM and operations, all of which must be financed. Activities in the finance area also indirectly
determine pursuit of entrepreneurial strategy through their association with customer retention.

© JNBIT Vol.11, Iss.1 (2013) 12

www.manaraa.com



Kotey, Sharma & Gao- Volume 11, Issue 1 (2013)

Customer retention covers pricing which is a basis of income for the business. The absence of a link
between finance and networking is consistent with the spontaneity of relationships as mentioned
above.

The findings indicate that market-based activities become important to pursuit of
entrepreneurial strategy as the country moves to an established market system with prices and sales
determined by the market system rather than by government controlled prices. However, the market
system operates side by side an enduring social system based on families, kinships, and clans that
extend to business transactions and cannot be ignored in pursuit of entrepreneurial strategy. As
Fukuyama (1995) noted, the social system with ethical rules and norms as the basis of trust may
result in more efficient transaction cost than a bureaucratic regulatory system based on rules,
contracts and litigation. Nonetheless, reliance on the social system has its downside and the net effect
may be more costly than beneficial to the business (Peng, 2003; Yang and Li, 2008; Tan and Tan,
2005). Effective management of relationships in the networks is critical to successful pursuit of
entrepreneurial strategy. Firms must be cognizant of and attend to the risks of depending on network
partners, particularly the risks of collaborators with divergent economic interests exploiting the trust
and mutual agreements negotiated (Peng, 2002).

Summary and Conclusion

The study aim was to ascertain the pattern among functional area activities that lead to
realization of entrepreneurial strategy. The findings showed that market-based activities of customer
relations and technology management, along-side networking, are critical to successful
entrepreneurial strategy in a progressive industry located in a transition environment where close
relationships are important to all aspects of life. Firms unable to develop the relationships necessary
for accessing relevant resources and opportunities are unlikely to be as successful in their pursuit of
entrepreneurial strategy as firms that invest in developing and managing relationships. It is not clear
as to whether Chinese businesses will embrace fully the market system and develop their own
individual competences for direct competition. It will be interesting to compare findings from this
study with the patterns by which functional area activities lead to realization of entrepreneurial
strategies in other economic and industry settings. Further, an investigation into the characteristics
of firms that pursue entrepreneurial strategies will add to the extant literature.

The limitations of the study include the small sample size and restriction to one industry
sector in one town, which limit generalization of the findings.
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Appendix I. Results of Reliability and Validity Measurement for Strategy Constructs
Constructs and Measures Mean Std Factor
Dev | Loadings

Planning (PL): Composite Reliability = 0.85 AVE =0.53

Set business goals 3.33 1.15 0.72
Make plans and decisions on how to achieve goals 3.55 0.96 0.74
Monitor performance, review & revise initial plans if necessary 3.46 0.93 0.66
Analyze financial reports 3.73 1.04 0.70
Compare actual financial performance with business goal 3.72 1.04 0.71

Customer Retention Composite Reliability =0.83 AVE =0.45
Set price in relation to competitors’ prices

Set price in relation to production costs

Obtain feedback for improving quality

Build long term relationship with customers

Develop a sale distribution network

Work on relationship with trading partners (customers)
Building Demand Composite Reliability =0.81 AVE =0.45
Search for new customers

Use internet to sell products to new customers

Regularly obtain & analyze market information

Sell to specific target groups

Advertise products

Operation (OP): Composite Reliability = 0.85 AVE =0.56
Attention to quality in production

Attention to cost of operations

Provide feedback to suppliers for improving quality

Draw up a set of written rules for quality control

Routinely get feedback from customers for improving quality

3.50 0.95 0.63
3.42 0.94 0.63
3.57 0.89 0.70
3.55 1.05 0.76
3.44 1.08 0.64
3.59 1.13 0.62

3.47 1.05 0.68
3.07 1.21 0.70
3.14 1.24 0.68
3.47 1.05 0.64
3.19 1.09 0.66

3.59 1.07 0.78
3.47 1.03 0.71
3.47 1.01 0.71
3.59 1.07 0.72
3.55 1.03 0.73

Technology (IT) Composite Reliability = 0.79 AVE =0.51
Ensure adequate inventory to meet production

Highly automate production process

Keep up with changing production technology

Adopt computer systems for improving production

Search for information relevant to business from the internet

3.06 1.16 0.58
3.06 1.19 0.68
3.26 1.08 0.76
3.62 111 0.72
2.71 1.10 0.57
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Appendix | Continued. Results of Reliability and Validity Measurement for Strategy Constructs

Constructs and Measures Mean | Std Dev Factor
Loadings
Human Resource (HR): Composite Reliability = 0.87 AVE =0.44
Explain the enterprise goals and policies to staff 3.38 1.08 0.67
Pay employees above the average rate to attract staff 3.35 1.11 0.60
Maintain a family environment 3.55 0.95 0.62
Provide on-the-job training 3.42 1.14 0.63
Pay for employees’ external training 3.34 1.10 0.57
Pay bonuses to employees based on performance 3.54 1.07 0.68
Sponsor entertainment activities for staff 3.33 1.10 0.67
Promote loyal and obedient staff 3.40 1.09 0.64
Value opinions of employees on improving performance 3.49 1.08 0.69
Emphasize safe and healthy working conditions 3.43 1.13 0.63
Finance (FIN): Composite Reliability = 0.84 AVE =0.47
Ensure that credit customers pay on time 3.53 0.97 0.62
Pay suppliers on time 3.61 0.96 0.74
Keep good credit standing with the banks 3.82 1.01 0.73
Keep low inventory by producing to actual client orders 3.55 0.96 0.71
Have a stable channel for raising capital 3.50 1.02 0.60
Reinvest profit into the business annually 3.32 1.08 0.69
Network Strategy (NS): Composite Reliability = 0. 83 AVE =0.42
Cooperate with large companies to improve management 3.42 1.06 0.63
Develop relationships with large firms for information 341 1.10 0.67
Cooperate with large firms in new products R&D 2.71 1.17 0.69
Cooperate with universities for R&D 2.78 1.27 0.63
Build good relationships with the government for information 3.20 1.12 0.73
Build effective alliances with other businesses 3.35 1.01 0.55
Build networks with local industry association 3.28 1.11 0.59
Entrepreneurial Strategy: Composite Reliability = 0.80 AVE =0.50
Adopt a very competitive, ‘undo-the-competitor posture 3.33 0.96 0.74
Introduce new products more often than competitors 3.28 0.99 0.74
Have a strong propensity to undertake high-risk projects 2.90 1.08 0.56
Aim at leading changes in the industry 3.39 1.04 0.76
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