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PREFACE 

The primary purpose of this study is to clarify the nature of entrepreneurial orientation 

construct and to propose a framework for investigating the relationship between 

entrepreneurial orientation and business performance. Chapter I defines entrepreneurship 

and presents different aspects of entrepreneurship. Chapter II presents the review of 

literature, provides the background of the topic and identifies the need for the study.  In 

particular, the literature on the constructs of entrepreneurial orientation, business 

performance, entrepreneurial orientation - business performance relationship and the 

moderating roles of environmental uncertainty and organizational structure in 

entrepreneurial orientation - business performance relationship has been explored to 

identify the need for the study. Chapter III has been dedicated to the methodology of the 

study. It outlines the research design and provides description of the process followed for 

the development of the research instrument.  Sample profile, data analysis techniques and 

limitations of the present study have been presented in this chapter. The chapter IV 

presents the process followed for measurement and validation of various constructs. First 

section of the chapter presents descriptive statistics, whereas in the second section 

psychometric properties of various constructs have been examined. The association 

between entrepreneurial orientation and organizational demographics has been explored 

in chapter V. Chapter VI measures the impact of entrepreneurial orientation on business 

performance by examining six proposed models of entrepreneurial orientation – business 

performance relationship. The comparison of all six models of entrepreneurial orientation 

– business performance relationship has been presented in chapter VI. The role that 

environmental uncertainty and organization structure play in the entrepreneurial 

orientation – business performance relationship has been analyzed in Chapter VII. 

Chapter VIII presents findings, implications and conclusions. It also discusses the scope 

for future research. 
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CHAPTER - I 

INTRODUCTION 

There is growing realization about potential contribution of entrepreneurship towards the 

economic development in both the developed and the developing countries (Stevenson 

and Jarillo, 1990; Yusuf, 2002; Murimbika and Urban, 2013). Entrepreneurship, because 

of its unique characteristics, plays an important socio economic role in employment 

generation, resource utilization and overall economic growth (Brown and Eisenhardt, 

1998; Carree et al., 2002; Mcmullen and Shepherd, 2006; Hisrich et al., 2007; Kaya and 

Agca, 2009; Hafeez et al., 2012; Ullah et al., 2013). It expands the economic capacity of 

an economy and provides solution for various economic problems. Schumpeter (1942) 

has described entrepreneurship as an engine of economic growth. Greater is the 

entrepreneurial activity of a nation, the faster is the growth of its economy. Introduction 

of new and improvised products, services, technologies and administrative processes 

replace imports by home production and save the wealth of the nation (Jacobs, 1984). 

Entry of new entrepreneurs creates a healthy competition among existing business 

entities and makes the marketplace more dynamic and competitive (Lumpkin and Dess; 

1996; Antoncic and Hisrich, 2004; Adegbite et al., 2008).  Entrepreneurial endeavours of 

a nation not only encourage new entrants to enter into market but such initiatives also 

encourage existing business enterprises to become more entrepreneurial.  

The role of entrepreneurship in economic growth involves more than just 

increasing output or income per capita. It involves initiating and constituting changes in 

the structure of business as well as accelerating the generation, dissemination and 

application of innovative ideas, products and services. The conception and effective 

implementation of any individual project, irrespective of its size, largely depends on the 

availability and capability of innovative entrepreneurs. Instead of being dependent on the 

government subsidies and protections, these entrepreneurs have to play the role of change 

agent (Stevenson and Jarillo, 1990; Yusuf, 2002; Murimbika and Urban, 2013). Their 

ability to innovate and take risk decides the fate and direction of an economy. Today, it 
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has been seen that public policies of many developing countries are designed to increase 

the pool of entrepreneurs and to promote the formation of business activities.  

Entrepreneurship is an engine of economic growth and the advancement of any 

economy is dependent upon the intensity of the entrepreneurial initiatives taken by policy 

makers (Schumpeter 1934; Stevenson and Salilman, 1986; Timmons and Spinelli, 1994; 

Brown and Eisenhardt, 1998; Tang and Koveos, 2004; Kraus et al. 2011; Ullah et al., 

2013). An institutional environment that encourages entrepreneurship has the potential of 

creating numerous employment opportunities.  Entry of new firms may result in shifting 

resources away from existing firms and may impact the stage of market equilibrium. It 

has been seen that innovative entrepreneurs produces even very ordinary and standard 

products in highly innovative ways - which may result in low cost, better quality, rapid 

production, and faster distribution - and advances society by raising the standard of 

living.   As such, the ‘dynamic equilibrium’ achieved by a constantly innovating 

entrepreneur could generate the conditions for (i) increased opportunities for 

employment, (ii) additional wealth creation, (iii) introduction and dissemination of new 

methods and technology, and (iv) overall economic growth.  

Entrepreneurship in the language of an economist is the capacity of an individual 

to innovate. It refers to an individual’s ability to transform an idea into action with 

accurate economic and social purpose. It evolves a whole range of aptitude like the 

capacity to bear risk, to forecast prospects of an enterprise, confidence and competence to 

meet unforeseen and adverse situations (Fayyaz et al., 2009). It is a process that causes 

changes in economic system through opportunity seeking and forward looking behaviour 

(Miller, 1983; Covin and Slevin, 1989; Lumpkin and Dess, 1996).  

The concept of entrepreneurship has evolved in last three centuries from risk taker 

(Cantillon, 1734); to organizer (Jean-Baptiste Say, 1836); to innovator (Schumpeter, 

1934); to creator or founder of new enterprises (Lumpkin and Dess, 1996). Literature 

reveals that a wide diversity of approaches has been used to portray entrepreneurship 

(Lachman, 1980; Low and MacMillan, 1988; Stevenson and Jarillo, 1990; Cunningham 

and Lischeron, 1991). Some approaches emphasize on what entrepreneur does i.e. 

behaviour theory of entrepreneurship (Morris and Lewis, 1995; Lumpkin and Dess, 1996; 
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Zahra and Garvis 2000; Lee et al., 2001; Yusaf, 2002;  Krauss et al., 2005; Kreiser and 

Davis, 2010; Grande et al., 2011), others focus on who he is i.e. trait theory of 

entrepreneurship (Carland et al., 1984; Stevenson and Gumpert, 1985; Stevenson and 

Salilman, 1986; Gartner, 1988, 1990). Indeed, the concept has been utilized to reflect 

diverse activities, like, managing an entrepreneurial venture, adapting to innovative 

practices, introducing new products or business ideas, and creating a new enterprise etc. 

One view conceives entrepreneurship as a function of making decisions about goals of an 

organization, where the role of entrepreneur is to manage a business organization for the 

prime purpose of profit, growth and wealth creation (Carland et al., 1984). Another view 

considers opportunity seeking and risk taking attitude as the essence of entrepreneurial 

behaviour (Miller, 1983, 1988; Covin and Slevin, 1989; Lumpkin and Dess, 1996, 2001; 

Wiklund and Shepherd, 2003, 2005; Kraus et al., 2012).  

There is no common definition of entrepreneur and entrepreneurship (Davidsson, 

1991; Rauch et al., 2009; Williams et al., 2010; Yu, 2012; Huang and Wang, 2013). The 

term entrepreneur is often used to reflect a person, who creates a new enterprise and 

accepts the full responsibility of its functioning. Webster’s dictionary captures some of 

the original nuances of this term by defining entrepreneur as ‘one who organizes a 

business undertaking and assumes risk for the sake of profit’ (Guralnik, 1982). According 

to Jean-Baptiste Say (1836) a French economist, an entrepreneur is one who undertakes a 

business entity, especially as an organizer and acting as an intermediary between other 

factors of production i.e. land, labour and capital. According to Say, entrepreneur 

organizes various factors of production in a way that creates value for product and 

generates rent for land, wages for labour, interest for capitalist and profit for 

entrepreneur. Alfred Marshall (1930) has incorporated his interpretation to the term 

entrepreneurship, by adding that an entrepreneur must have the capabilities to manage 

with and through other people and must be constantly alert to seek opportunities or 

innovate in order to minimize cost and make progress. According to Kilby (1971), the 

entrepreneur is one, who performs functions like exchange relationships, practical 

administration, management control and technology management. Where exchange 

relationship focuses on: (a) perceiving opportunities in market, (b) gaining command 
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over scarce resources, (c) purchasing inputs, and (d) marketing of products and 

responding to competitors; Practical administration includes: (a) dealing with public 

bureaucracy, (b) management of human relationship within the venture, and (c) 

management of customer and supplier relationship; Management control has (a) financial 

management and (b) production management, as its integral part. Technology 

management includes: (a) acquiring and overseeing the assembling of the product, (b) 

industrial engineering, and (c) upgrading process and product qualities. According to 

Okpara (2007), entrepreneur is a person, who has a vision, courage and ability to 

establish an enterprise not only for his own economic benefit, rather for the benefit of 

society as a whole.  

The term entrepreneurship has been derived from the French verb ‘entreprendre’, 

which means to undertake. Richard Cantillon (1734), a French economist, formally 

introduced the term ‘entrepreneurship’ in economics and management literature. 

Cantillon emphasizes on two main functions of entrepreneur: (a) risk taking and (b) 

uncertainty bearing. He considers entrepreneurship as the dynamic factor of production 

among land, labour, and capital. This factor assumes the responsibility and risk for 

bringing the other production factors together in order to make profit out of situational 

opportunity.  

Schumpeter (1934) has described entrepreneurship as an event which includes 

introduction of (i) new products, (ii) new production methods, (iii) new markets, (iv) new 

source of supply, and (v) new forms of organization. He reveals that an entrepreneur is 

one who combines the various input factors in such a manner that will generate a greater 

output and helps in generating wealth by creating demand in the market from a newly 

introduced innovation (Schumpeter, 1934).  

Drucker (1985) considers entrepreneurship as the pursuit of a discontinuous 

opportunity involving the creation of an organization with the expectation of creating 

value for participants. He supports his argument by stating that the new organization may 

or may not become profitable, but by creating an organization, one may enter into the 

entrepreneurship paradigm. Lumpkin and Dess (1996) echoed Drucker by clarify that 

‘new entry (that is entering into new or established market with new or existing products) 
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is an essential act of entrepreneurship’. According to Nelson (1997), entrepreneurship is a 

process in which entrepreneur constantly scan environment, identify possibilities, acquire 

necessary resources, and finally translate the environmental opportunity into a concrete 

action. Entrepreneurship is a cognitive process of transforming an innovative idea into a 

value adding product or creating a new enterprise (Schumpeter, 1934; Lumpkin and Dess, 

1996; Nelson 1997; Morris et al., 2011).  Recognition and exploitation of opportunities 

that exist in marketplace is a fundamental activity of entrepreneurship (Lumpkin and 

Dess, 1996; Nelson, 1997; Morris et al., 2011). 

Venkatraman (1989) clarifies that entrepreneurship is all about how opportunities 

are discovered, evaluated and exploited. Nielsen et al. (1985) have viewed 

entrepreneurship as a creative process that demands willingness, courage and capabilities 

from an entrepreneur to create value - by doing something different and innovative; by 

assuming financial, psychological and social risk. According to Hisrich and Peters 

(1989), the process of entrepreneurship involves four distinct principles including the 

creation of new values, dedication of time and efforts, risk bearing assumptions and 

personal rewards that include independence, personal satisfaction and at times, financial 

gain.  

Stevenson and Gumpert (1985) describe entrepreneurship from the perspective of 

value creation. They consider entrepreneurship as ‘the creation of value by people and 

organizations, working together to implement an idea through the application of 

creativity, drive, and a willingness to take what might commonly be seen as risk’.  

Entrepreneurship is a combination of vision, leadership and desire to build a sustainable 

entity. Shane and Venkatraman (2000) describe entrepreneurship as a process of value 

addition through exploration and exploitation of opportunities. In this context, Hitt et al. 

(2001) have suggested that an appropriate set of resources in dynamic environment is one 

of the pre requirements to exploit various environmental opportunities. Stevenson and 

Jarillo (1990) have stated that entrepreneurship is a process of creating value by bringing 

together a unique package of resources to exploit an opportunity.  

Kraus et al. (2012) suggest that skilful strategic management of resources by an 

entrepreneurial firm enhances its competitiveness and often results in higher value for 
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both producers and consumers. Entrepreneurship is not only restricted to the exploration 

of opportunities rather the behaviour which brings the innovation to fruition - willingness 

and courage to assume risk on the face of opportunity- reflects the true spirit of 

entrepreneurship. Covin and Slevin (1991) have considered entrepreneurial behaviour as 

the essence of entrepreneurial actions and claim that entrepreneurial intensity of a firm is 

often reflected through the operating management philosophy of its top management. 

According to Miller (1983), an entrepreneurial firm is a firm that “engages in product 

market innovations, undertakes somewhat risky ventures, first to come up with proactive 

innovations and beating competitors to the punch” (Miller, 1983).   

Kreiser and Davis (2010) have considered ‘opportunity seeking and forward 

looking perspective involving introducing new products or services ahead of the 

competition and acting in anticipation of future demand to create, change and shape the 

firm’s environment’ as essential elements of entrepreneurship. Entrepreneurship is not 

limited to the establishment of new organization; it may involve reinvigoration of 

mature organizations by creating a new or improving upon a current innovation 

(Audretsch et al., 2009; Majid et al., 2011).  

 Entrepreneurship has been long defined by various authors. Particularly, two 

primary schools of thought have evolved in defining entrepreneurship.   There are studies 

(e.g. Carland et al., 1984; Stevenson and Gumpert, 1985; Stevenson and Salilman, 1986; 

Gartner, 1988, 1990; Gartner et al., 1992), who focuses on individuals and their 

personality traits i.e. Trait oriented approach. The trait approach build on the 

presumption that the entrepreneurs have a particular personality profile that is different 

from that of non-entrepreneurs. This approach primarily emphasises on identifying 

personality characteristics that are unique for entrepreneurs, as a key to explain the 

entrepreneurship phenomenon. But this approach has been heavily criticised due to its 

incompleteness and its one dimensional nature i.e. focusing solely on the personality of 

the entrepreneur. On the other side, there are studies (e.g. Miller, 1983; Stevenson and 

Gumpert, 1985; Low and MacMillan 1988; Lumpkin and Dess, 1996; Wiklund and 

Shepherd, 2003; Kreiser and Davis, 2010; Kraus et al., 2012), which focuses upon the 

behavioural aspects of entrepreneurs i.e. Behaviour theory of entrepreneurship. 
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Behavioural scientists consider entrepreneurship as a cohesive pattern of managerial 

behaviour, where entrepreneur/s, as an individual or a team, scan environment, identify 

and recognise various situational opportunities, determine enterprise model, handle 

uncertainties, take necessary business related chance, collect necessary resources, creates 

an entity and finally gets the desired outcome (Venkatraman 1989; Nelson, 1997; Shane 

and Venkatraman, 2000; Morris et al., 2011). The behaviour theory of entrepreneurship 

(also known as process-oriented approach) looks entrepreneurship from the perspective 

of entrepreneurial behaviour and has considered entrepreneurial behaviour as the central 

point of all entrepreneurial activities (Miller, 1983, 1988; Covin and Slevin, 1989, 1991; 

Lumpkin and Dess, 1996; Wiklund, 1999; Zahra and Garvis 2000; Kreiser and Davis, 

2010). The concept has been used to reflect diverse activities, like, managing an 

entrepreneurial venture, adapting to innovative practices, introducing new product or 

business idea, and creating a new enterprise.  

Stevenson and Jarillo (1990) explain this phenomena with the help of ‘why’ and 

‘how’ of entrepreneurship. According to them why dimension of entrepreneurship is 

associated with psychology and other sciences that seek to explain why entrepreneurship 

occurs and the how of entrepreneurship, represents entrepreneurial behaviour i.e. how 

entrepreneurship is undertaken? or how entrepreneur instrument entrepreneurship in the 

course of actualizing their career objectives?  

The focus of entrepreneurship is on new entry. However, it has generally been 

seen that only a few of the new entrants are able to convert themselves into a successful 

business venture. The key question is - what makes an organization successful? Scholars 

in the field of strategic management and entrepreneurship have considered 

entrepreneurial orientation as one of the key determinant of organizational success. 

Entrepreneurial orientation is the reflection of the strategic orientation of a firm and 

discloses the extent, to which a firm promotes innovativeness, demonstrates 

proactiveness, favours risk taking, showcases competitive aggressiveness and provides 

autonomy to its employees. It reveals a unique combination of organizational strategy, 

culture, and structure, in response to the environmental challenges, for achieving higher 

organizational performance. It discloses how a firm operates, i.e. how key decision 
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makers behave while enacting firm’s vision, mission and purpose. According to 

Stevenson and Jarillo (1990), it is how of entrepreneurship which is associated with the 

field of management and entrepreneurial orientation actually deals with how of 

entrepreneurship. 

There is a little consensus among researchers on the definition of entrepreneurship. Yet 

for the purpose of this thesis, we define entrepreneurship as a process of creating a new 

enterprise or reinvigoration of mature organizations by creating a new or improving 

upon a current innovation. It is the act of being an entrepreneur, where entrepreneurial 

agent, either a single person or group of person, takes up personal responsibility to bring 

the entrepreneurial event to successful business enterprise. 
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CHAPTER- II 

REVIEW OF LITERATURE 

The theory and methodology of this study has been built upon the foundation of past 

research and theory development in the field of entrepreneurship. The purpose of this 

chapter is to present the theme-wise summary of the review made for deciding the need 

and objectives of the present study. The following sections present the review of the past 

studies. 

2.1: Entrepreneurship 

The literature reveals the systematic development of the construct of entrepreneurship, 

where first half of 20
th

 century was devoted towards defining the term entrepreneurship 

and identifying the role of entrepreneurship in the economic development (Say, 1836; 

Marshall, 1930; Schumpeter, 1934, 1942; Burns and Stalker, 1961; McClelland, 1961). 

During 1960’s and 1970’s, the focus shifted towards identification of factors affecting 

entrepreneurship i.e. why entrepreneurs start enterprises? During this phase 

entrepreneurship was associated with various individual and demographic traits, which 

encourage individuals towards entrepreneurship.  Factors such as need for achievement, 

locus of control, self-efficacy, risk taking propensity, family influence, educational 

influence, work experience etc. along with various demographic characteristics were 

identified as antecedents of entrepreneurial behaviour (Hagen, 1963; Kilby, 1971; 

Mintzberg, 1973; Weick, 1976; Lachman, 1980; Conley, 1984).  

In 1980’s and 1990’s, entrepreneurial research moved towards behavioural 

aspects and focused towards the identification of the dimensions of entrepreneurial 

orientation and fit between the entrepreneurial orientation and strategy models, which 

align the level of entrepreneurial orientation with different business strategies (Miller and 

Friese, 1982;  Burgelman, 1983; Galbraith and Kazanjina, 1986; Miller and Toulouse, 

1986; Covin and Slevin, 1989; Zahra and Covin, 1993; Lumpkin and Dess, 1996;  

Barringer and Bluedorn, 1999). Entrepreneurial opportunity recognition process again 

caught the attention of researchers during 1990’s (Gartner, 1988; Venkatraman, 1989; 
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Bygrave and Hofer, 1991; Shaver and Scott, 1991; Venkatraman, 1997).  Last two 

decades witnessed major developments in the area of entrepreneurial orientation - 

business performance relationship and adoption of contingency framework to 

entrepreneurial orientation - business performance relationship (Covin and Slevin 1989; 

Wiklund, 1999; Wiklund and Shepherd, 2005; Stam and Elfring, 2008; Kreiser and 

Davis, 2010; Grande et al., 2011; Tang and Tang, 2012; Grimmer et al., 2013; Ullah et 

al., 2013; Schepers et al., 2014).  

2.2: Entrepreneurial Orientation 

Entrepreneurial Orientation has gained considerable attention of researchers and has 

become a major area of investigation for management practitioners. It discloses the 

strategic orientation of a firm and has often been conceptualized as the extent to which a 

firm showcases innovativeness, demonstrates proactiveness, prefers risk taking, shows 

competitive aggressiveness and provides autonomy to its employees (Miller, 1983; Covin 

and Slevin, 1989; Lumpkin and Dess, 1996; Krauss et al., 2005; Kreiser and Davis, 2010;  

Grande et al., 2011; Kreiser et al., 2013; Grunhagen et al., 2014).  

Covin and Slevin (1989) argue that an organization’s entrepreneurial orientation 

is the summation of  the extent to which top managers are inclined to take business 

related risk,  to favour change and innovation in order to obtain a competitive advantage 

for their firm, and to compete aggressively with other firms. They suggest that the 

strategic posture of a firm can vary anywhere on a continuum from a fully conservative 

orientation to a completely entrepreneurial one, based upon the operating management 

philosophy of the firm’s top management. They posit that firm’s with a propensity to 

engage in relatively high levels of risk taking, innovativeness, and proactiveness have 

entrepreneurial orientation while those engaging in relatively low levels of these 

behaviour have conservative orientation.  

Wang (2008) considers entrepreneurial orientation as the proclivity of a firm’s top 

management to assume risk, to demonstrate creative behaviour, and to showcase 

proactive and aggressive behaviour towards rivals. However, Stevenson and Jarillo 

(1990) have suggested that an entrepreneurial orientation is not only created or imposed 
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by firm’s top management rather it is to be exhibited by multiple layers of management. 

According to Mintzberg (1973), entrepreneurial orientation is the reflection of strategic 

posture and is deeply related with strategy making process. Entrepreneurial orientation is 

an organization wide concept and includes different aspects of firm’s culture and value 

system (Hart, 1991). 

Entrepreneurial orientation has also been conceptualized as a process construct 

(Lumpkin and Dess, 1996), which is concerned with the behaviour of managers while 

realizing their organizational objectives i.e. ‘in what way do entrepreneurs go through the 

entrepreneurial process?’, ‘how do entrepreneurs behave while trying to be 

entrepreneurially different from others?’, and ‘how entrepreneurial activities are to be 

implemented?’  Entrepreneurial orientation not only reflects the methods, policies and 

processes adopted by the managers, but also manifests entrepreneurial behaviour.  

Entrepreneurial orientation is a multi faceted construct, which reflects how a 

business is to be organized. Researchers have used this concept to reflect different facets 

of entrepreneurial behaviour e.g. Covin and Slevin (1989) have considered 

entrepreneurial orientation as an aggregated measure of innovativeness, risk taking and 

proactiveness - which reflects the strategic orientation of a firm.  According to Lumpkin 

and Dess (1996), entrepreneurial orientation is a process construct and reflects the 

methods, practices, and decision making styles used by the managers. Lumpkin and Dess 

have added the dimension of autonomy and competitive aggressiveness under the 

conceptualization of entrepreneurial orientation. They consider entrepreneurial 

orientation as a multi dimensional construct, under the assumption that the contribution 

of each of the dimension of entrepreneurial orientation towards firm's performance is 

unique and contextual. Ireland et al. (2003) have defined entrepreneurial orientation as an 

opportunity-seeking behaviour and describe entrepreneurial leadership as a critical 

element of entrepreneurial orientation. However, the construct of entrepreneurial 

orientation has also been used to represent the set of personal psychological traits, values, 

attributes, and attitudes that strongly relate with motivation to engage in entrepreneurial 

initiatives (Kilby, 1971; Mintzberg, 1973; Miller and Toulouse, 1986;  Kraus et al., 2005; 

Poon et al., 2006).  
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There are diverse opinions about the common meaning of the term entrepreneurial 

orientation, yet based upon the above arguments entrepreneurial orientation has been 

conceptualized as a firm level construct, which reflects the operating management 

philosophy of firm’s top management. It is the reflection of the strategic posture of a firm 

and discloses how a firm operates, i.e. how key decision makers behave while enacting 

firm’s vision, mission and purpose(s). The key dimensions that portray entrepreneurial 

orientation include firm’s proclivity to take calculated risk, to showcase innovativeness, 

to act autonomously, to demonstrate proactiveness and to compete aggressiveness.  

2.3: Entrepreneurship Vs. Entrepreneurial Orientation 

Entrepreneurship and entrepreneurial orientation are two different research areas and the 

distinction between these two can be made based upon the literature available on content 

and process construct (Bourgeois, 1980, 1984). Entrepreneurship is a research question 

related to content i.e. ‘what entrepreneurship consists of’ and generally addresses the 

basic question of strategy content, i.e., ‘what business do we enter’ (Lumpkin and Dess, 

1996). The answer to this question helps a firm in defining its product line and product 

range (Matsuno et al., 2002; Gupta and Pandit, 2012). Entrepreneurial orientation, on the 

other hand, is a research question related with process of entrepreneurship i.e.  ‘how 

entrepreneurs instrument entrepreneurship in the course of actualizing their career 

objectives?’ The focus of the entrepreneurial orientation is on the policies, practices, 

procedures, methods and decision-making styles used by entrepreneurs to enact 

entrepreneurship (Lumpkin and Dess, 1996).  

Stevenson and Jarillo, 1990 have introduced the concept of ‘what’ and ‘how’ to 

differentiate entrepreneurship and entrepreneurial orientation. What of entrepreneurship 

is related with the selection of primary line of business and helps in the conceptualization 

of the term entrepreneurship. Whereas how of entrepreneurship is related with the 

entrepreneurial behaviour and deals with issues such as: ‘In what way do entrepreneurs 

go through the entrepreneurial process?’, and ‘how do entrepreneurs behave while trying 

to be entrepreneurially different from others?’ It is the how of entrepreneurship, which 

provides a base for the conceptualization of the term entrepreneurial orientation. 
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As far as the relationship between entrepreneurship and entrepreneurial 

orientation is concerned, with the maturity of the entrepreneurship construct, the 

emphasis has been shifted from content to processes, from what to how i.e. from 

entrepreneurship to entrepreneurial orientation. Focus of entrepreneurship is on new 

entry. New entry can be accomplished by entering new or established market with new or 

existing goods or services (Burgelman, 1983).  Entrepreneurial orientation is related with 

the process of converting ‘new entry’ into a successful business venture. Entrepreneurial 

orientation actually describes ‘how entrepreneurship is to be undertaken?’, or ‘in which 

way the ‘content’ is to be undertaken for making it a successful venture?’ This often 

requires a firm: to invest in unknown new technologies, products and processes; to try the 

ways which are different from the existing; to undertake risky ventures; to adopt forward 

looking perspectives involving introducing new products or services ahead of the 

competition and acting in anticipation of future demand; to directly and intensely 

challenge its competitors for protecting firms current market share and to equip 

organizational members with necessary freedom to bring forth an idea or a vision and 

carrying it through to completion. The essence of entrepreneurial orientation is on how a 

firm operates in realizing its vision and mission (Lumpkin and Dess, 1996). 

2.4: Entrepreneurial Orientation: A Firm Level Construct 

Entrepreneurial orientation is an important measure of the way a firm is organized. It has 

been often conceptualized as the processes and decision making activities used by firms 

to act entrepreneurially (Lumpkin and Dess, 1996, 2001; Rauch et al., 2009; Kreiser and 

Davis, 2010; Ullah et al., 2011).  Although the construct of entrepreneurship was firstly 

developed as an individual level construct and refers to the behaviour of individuals, who 

go against the odds in transforming their vision into a successful business venture. But as 

the field of entrepreneurship became mature, the focus shifted from individual level 

analysis to firm level analysis, from ‘content’ to ‘process’, and from ‘what’ to ‘how’ i.e. 

from entrepreneurship to entrepreneurial orientation. Individual behaviour is difficult to 

predict and hard to change, whereas firm behaviour can easily be adjusted by changing 

the policies and strategies of a firm (Kilmann and Covin, 1988). It becomes more 
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practical and practicable for management practitioners to see the impact of different 

strategic postures on the firm’s performance by modifying and adjusting various policies 

and strategies of a firm in accordance with its environment (Stevenson et al., 1989; 

Bygrave and Hofer, 1991).  

Entrepreneurs need a vehicle for realizing their career ambition, firm provides 

such a vehicle. At times, for formation and implementation of large projects, entrepreneur 

requires access to various kinds of material and non material resources, functions of the 

multiple layers of management and continuous interaction of organizational strategy with 

environmental forces (Burgelman, 1983; Birkinshaw, 1995). It is a firm level 

conceptualization of entrepreneurial orientation which ensures the availability of 

necessary mechanism for entrepreneurs to enact their vision. It is within a firm, where 

entrepreneurs’ entrepreneurial orientation related activities are executed - as a response to 

the environmental challenges. As a consequence of above arguments, the 

conceptualization and operationalization of entrepreneurial orientation is normally 

conducted at a firm level and entrepreneurial orientation has generally been considered as 

a firm level construct (Covin and Slevin, 1989; Morris and Lewis, 1995; Lumpkin and 

Dess, 1996; Kreiser et al., 2002; Richard et al., 2004; Kreiser and Davis 2010; Gupta and 

Pandit, 2012; Grimmer et al., 2013).  

2.5: Dimensions of Entrepreneurial Orientation 

Entrepreneurial orientation is the reflection of the strategic orientation of a firm and has 

often been conceptualized and operationalized on the basis of three dimensions identified 

by Covin and Slevin (1989), i.e. innovativeness, risk taking, and proactiveness. Lumpkin 

and Dess (1996) have considered entrepreneurial orientation as a process construct and 

added two more dimensions i.e. ‘autonomy’ and ‘competitive aggressiveness’, under the 

conceptualization of entrepreneurial orientation. Thus, entrepreneurial orientation has 

often been conceptualized as having anywhere from three to five dimensions. However, 

the use of Covin and Slevin’s conceptualization and operationalization of entrepreneurial 

orientation has been witnessed more prominently in entrepreneurship and strategic 

management research (e.g. Naman and Slevin, 1993; Becherer and Maurer, 1997; Barrett 
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et al., 2000; Kreiser et al., 2002; Wiklund and Shepherd, 2005; Richard et al., 2004; 

McMullen and Shepherd, 2006; Naldi et al., 2007; Yener and Aykol, 2008; Tang et al., 

2009; Clercq et al., 2010; Hafeez et al., 2012; Taylor, 2013; Grunhagen et al., 2014). The 

exponents of Covin and Slevin’s conceptualization believe that autonomy is an internal 

organizational driver of entrepreneurship, which influences the organizational climate for 

entrepreneurship; therefore it is an antecedent of entrepreneurial behaviour (Hadji et al., 

2007; Hough and Scheepers, 2008). Competitive aggressiveness forms a part of the 

proactiveness dimension and does not represent a separate dimension (Hough and 

Scheepers, 2008; Chang et al., 2011). But at the same time, studies (e.g. Lumpkin and 

Dess, 1996; Dess and Lumpkin, 2005; Mason, 2006; Hughes and Morgan, 2007; Yang et 

al., 2007; Lumpkin et al., 2009; Chang et al., 2011; Madhoushi et al., 2011; Gupta and 

Pandit, 2012; Zellweger and Sieger, 2012) suggest that the five dimensional model better 

explains organizational performance and each of these dimensions (i.e. innovativeness, 

risk taking, proactiveness, competitive aggressiveness and autonomy)  have a unique 

contribution towards firms success. In the context of present study, five dimensional 

model of entrepreneurial orientation has been adopted to examine the relationship 

between entrepreneurial orientation and business performance. 

These dimensions have been briefly discussed below: 

2.5.1: Innovativeness 

Innovativeness is the propensity of an enterprise to engage in and support the culture of 

experimentation, creativity and novelty (Covin and Slevin, 1988; Damanpour, 1991; 

Lumpkin and Dess, 1996). It reflects the willingness of a firm to depart from existing 

practices and to adopt new ways of doing the things (Cornelia, 1996; Covin and Miles 

1999; Zahra et al., 1999). Innovativeness entails the continuous efforts of an organization 

to explore new ideas with regard to technological processes, administrative systems and 

organizational procedures (Kanter, 1982; Quinn, 1985; Morris and Paul, 1987; Hult et al., 

2004). It represents the willingness and ability of a firm to question and abandon - 

existing or given circumstances, and to create room for creativity, new ideas, and 

experiments. The objective is to think innovatively, which can manifest itself in the 
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launch of new products, in the exploration of new markets, and in making improvements 

in existing processes. Innovativeness reflects the eagerness of an organization to find new 

opportunities and novel solutions by seeking extraordinary or strange solution to 

problems and needs (Vij and Bedi, 2012).  

According to Schumpeter (1934), innovativeness is the heart of entrepreneurship. 

He defines entrepreneur as an economic man who tries to maximize his profits by making 

innovations in all/ any one of the following fields: (i) new products, (ii) new production 

methods, (iii) new markets, (iv) new source of supply and (v) new forms of organization.  

Though all these initiatives are important but according to Schumpeter it is the 

‘introduction of new products’, which is more influential, because it directly increases the 

human welfare, whereas remaining four factors could contribute only if first factor is 

present i.e. ‘introduction of new products’. Drucker (1985) echoed Schumpeter by 

suggesting that innovation is the explicit instrument of entrepreneurship and a key driver 

of competitive advantage, growth, and profitability. Without innovation, new products, 

new services, and unique ways of doing business would not exist (Heunks, 1998; Hultink 

and Atuahene-Gima, 2000; Wiklund and Shepherd, 2003; Edmondson and Nembhard, 

2009). Knight (1997) has defined innovativeness “as the pursuit of creative or novel 

solution to challenges confronting the firm, including the development or enhancement of 

products and services, as well as administrative techniques and technologies for 

performing various organizational functions in effective and efficient manner”. The 

hallmark of an entrepreneurial organization is its capability to create new products and 

services (Zahra, 1993). According to Wolfe (1994), “willingness to innovate is the most 

prominent attribute of entrepreneurship”. It is the willingness of an entrepreneur that 

decides how far and how deep the innovation will go in business (Hult et al., 2004).  

Covin and Slevin (1989) have defined innovation as “the extensiveness and 

frequency of product innovation and the related tendency towards technological 

leadership”. They suggest that adoption and deployment of innovative practices can 

generate competitive advantages and provides a major source of firm growth. According 

to Bradmore (1996), “innovativeness is the ability of a firm to take quick advantage of 

scientific or technological discoveries by commercializing them into added-value 
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products and services”. It is not just the invention of a new product or service, that is 

important, but actually bringing these new inventions into market in a way that add value 

or improve quality (Burgelman and Sayles, 1986; Brockman and Morgan, 2003).  

Innovativeness entails three distinct points: (i) regularly and continuously 

nurturing the culture of experimentation to generate new ideas, technologies, processes, 

products, services, or new markets to create new value or enhance current value for 

customers; (ii) acquiring, developing, and deploying the new practices and new 

technologies for advancement of manufacturing processes; (iii) being willing to depart 

from an existing processes, technologies, systems and techniques.   

As far as the degree of innovativeness is concerned, Miller and Friesen (1982) 

have stated that conservative and entrepreneurial posture defines two ends of innovation 

continuum. In conservative posture, innovation takes place in response to serious 

challenges, threats, or environmental instabilities and that too once these are brought to 

the attention of the organization. Innovation occurs only and only if adequate resources 

are available. An entrepreneurial posture views innovation as a ‘natural state of affairs’. 

An entrepreneur will innovate boldly unless it is apparent that resources are being 

squandered. Gaglio and Katz (2001) have posited that innovation can be divided into five 

categories on an innovation continuum: (i) Imitative: this kind of innovation simply 

imitates existing and successful products, services, and/or processes, (ii) Incremental: it 

represents obvious and expected improvement in the efficiency and/or quality of an 

existing products, services or processes, (iii) Evolutionary: it represents something new to 

the person, firm and industry but not to the world, (iv) Radical: it describes a product or 

process which is based on familiar but reengineered features or technologies resulting in 

a great leap in performance, and (v) Discontinuous: it represents something new to 

person, firm, industry as well as the world. However, whatever the form of 

innovativeness, it represents a basic willingness to depart from existing technologies or 

practices and venture beyond the current state of the art (Covin et al., 2006).  

Innovativeness is a forward looking and novelty oriented approach, which 

increases the possibility that a firm will realize first mover advantage, stays ahead of their 

competitors, and gains a competitive advantage. It helps a firm in capitalizing various 
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emerging market opportunities and might result in the achievement of the strategic goals 

of an organization. It emphasizes on those processes that transform ideas or concepts into 

product and services that have commercial importance and add value to enterprise and 

customers (Kanter, 1982; Kim and Mauborgne, 1997; Rosenbusch et al., 2011).  

Though innovativeness increases the frequency of the entry of new products and 

services in market, but it actually results in the advancement of society through the 

process of ‘creative destruction’ i.e. by shifting resources away from existing firms to 

new firms (Schumpeter, 1942).  Rosenbusch et al. (2011) have considered entrepreneurs 

as ‘important agents of innovation’, who not only introduce new products and services, 

but also upgrade the existing technological processes (Winterton, 1997; Van de Ven, 

1986; Rosenbusch et al., 2011). Today, it is seen that many firms can gain competitive 

superiority by producing even very ordinary and standard products by highly innovative 

processes. These innovative processes provide the advantage of low cost, rapid 

production, faster distribution (Davila, 2000; Hult et al., 2004). Jennings and Young 

(1990) have stated that innovation orientation has long term implications and 

entrepreneurial firms have a tendency to develop higher number of new products or 

services in longer run as compared to industry average. Zahra et al. (2002) have pointed 

out the importance of innovative strategic posture for firm survival, by arguing that 

“success in today's competitive environment requires a company to pursue a coherent 

technology strategy to articulate its plan to develop, acquire, and deploy technological 

resources to achieve superior financial performance”. Covin and Miles (1999) have also 

theorized the significance of innovativeness in defining corporate success.  

Innovativeness is a comprehensive phenomenon, which not only accelerates the 

pace of product and service introduction to the marketplace, but also strengthens an 

organization's competitiveness by hindering or deterring other competitors' willingness to 

introduce a new product or technology, penetrate the market, or attract customers by 

blocking the move or making it costly (Downs and Mohr, 1976; Cornelia, 1996; 

Gimenez; 2000; Wangxiang, 2001; Edmondson and Nembhard, 2009). It brings newness 

in firm. It revises the firm’s knowledge base, allowing it to generate new products, 

processes, and organizational system that set the company apart from its rivals, as it 
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expands its operations (Miller and Friesen, 1982; Winterton, 1997; Georgelli et al., 2000; 

Hitt et al., 2001; Bhuian et al., 2005). The process of innovation makes a firm more 

flexible and adaptable to the environmental challenges; enhances its internal capabilities 

and makes it a better fit between the firm and its environment (Burgelman and Sayles, 

1986; Hisrich and Peters, 1998; Hult et al., 2004; Rosenbusch et al., 2011).  

Based upon above arguments, innovativeness has been conceptualized as firm’s 

propensity to support and encourage new ideas, experimentation and creativity- likely to 

result in new products, services, technologies or processes. It dispositions firm’ ability to 

introduce newness and novelty in existing products, services, processes, technologies, 

systems, techniques, resources, plans, or structures. It reflects the willingness of a firm to 

depart from existing practices and to adopt new ways of doing the things. It represents 

willingness and readiness of all organizational members to accept, support, and adopt 

organizational changes.  

2.5.2: Risk Taking  

Risk has often been defined as variability of actual outcomes around an expected average 

outcome (Armour and Teece, 1978; Fisher, 1993). It reflects the degree of uncertainty or 

possibility of realising unwanted or negative return associated with entrepreneurial 

venture (Barrett et al., 2000). According to Sitkin and Pablo (1992), “risk is the extent to 

which there is uncertainty about whether potentially significant and/or disappointing 

outcomes of a decision will be realized or not”. From uncertainty Sitkin and Pablo mean - 

lack of knowledge regarding expected future outcome (March, 1978), chance of variation 

in possible return (Libby and Fishburn, 1977), and extent of uncontrollability of potential 

outcome (Vlek and Stallen, 1980).  

Risk is a contextual phenomenon (Bowman, 1980; Eisenhardt, 1989; Wiseman 

and Catanach, 1997; Wiseman and Gomez-Meija, 1998) and the definition of the risk 

depends upon the context in which it is applied. From the perspective of a business 

organization, risk can be classified into two categories i.e. business risk and financial 

risk. Business risk reflects ‘corporate strategic moves that cause returns to vary, that 

involves venturing into the unknown, and that may result in corporate ruin - moves for 
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which the outcomes and probabilities may be only partially known and where hard-to-

define goals may not be met’ (Baird and Thomas, 1985). Business risk is basically related 

with the pattern of investment i.e. venturing into the unknown new markets, products and 

processes. Financial risk indicates the willingness of a firm to seize unknown new 

opportunities by taking bold action such as borrowing heavily (Dess and Lumpkin, 2005). 

Financial risk is related to the pattern of financing and reflects the propensity of a firm to 

borrow heavily.  

Risk is a paramount attribute of entrepreneurship. Richard Cantillon (1730) 

describes entrepreneur as a rational decision-maker who bears risk, manage uncertainties 

and provide the management of the firm. According to Longenecker and Schoen (1978), 

entrepreneurs cannot be considered as merely risk takers, rather they are actually risk 

managers who rationally measure risk and deal with risk. According to Cunningham and 

Lischeron (1991), “risk management is a process in which potential risk to a business is 

identified, analyzed, mitigated, and prevented, along with the process of balancing the 

cost of protecting the company against a risk versus the cost of exposure to that risk”.  

In entrepreneurship and strategic management literature, risk taking has emerged 

as one of the significant factor affecting the strategic posture of a firm. It reflects the 

firm’s propensity to devote sizeable resources to projects that contain a considerable 

probability of failure, along with chance of high return (Swierczek and Ha, 2003; Feifei, 

2012).  It discloses firm’s disposition to act quickly and aggressively on the emerging 

market opportunities, making fast resource combinations and displaying bold actions 

(Lalley, 1982; Fiegenbaum and Thomas, 1988; Miller and Bromiley, 1990; Lumpkin and 

Dess, 1996; Saini and Martin, 2009). It primarily focuses upon the behaviour needed to 

exploit an opportunity. Miller and Friesen (1982) define risk taking as “the degree to 

which managers are willing to make large and risky resource commitments i.e., those 

which have a reasonable chance of costly failures”. Lumpkin and Dess, (1996) have 

considered risk taking propensity as the ability of a firm to support projects, whose 

payoffs are uncertain. According to Kreiser et al. (2002), “risk taking propensity reflects 

the readiness of a firm’s top management to take bold actions such as: venturing into 

unknown new markets and committing a large portion of resources to ventures with 
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uncertain outcomes”. It discloses the managerial preferences for adoption of bold and 

aggressive behaviour. Baird and Thomas (1985) have measured risk taking propensity of 

a firm through its actions such as: (i) committing a relatively large portion of assets on 

the name of uncertainty, (ii) venturing into the unknown, and (iii) borrowing heavily.  

Risk taking propensity not only reveals the willingness of firm’s top management 

to commit resources to opportunities -whose outcomes are not clear, but it also reflects 

the culture of a firm (McGrath, 1999). Risk-taking needs a supportive culture, where 

success will be rewarded while failure will not be penalized. Top management's 

willingness to take risk and to accept occasional failure motivates others to propose and 

implement unique and novel solutions. An organizational culture, which support 

integration, sharing and dissemination of knowledge - across formal and informal 

channels of communication, encourages organizational members to go beyond tried and 

tested and to take business related chance (Hornsby et al., 1999; Zahra et al., 1999).  

Risk taking propensity of a firm is also affected by characteristics of decision 

maker, risk tolerance ability of the firm and requirement of the situation i.e. how daring 

they are (top management team); i.e. how supportive it is (organizational culture); and i.e. 

how demanding the situation is. Moreover factors such as: how the risk problem is 

framed (Stewart and Roth, 2001), entrepreneurs’ assessments of risk and result of past 

risk taking (Covin and Slevin, 1989; Koh, 1996; Goll and Rasheed 1997; Swierczek and 

Ha, 2003), and the ability to perform under risky conditions (Brockhaus, 1980; 

Lichtenstein and Brush, 2001; Dimitratos et al., 2004; Soininen et al., 2012) also affects 

the risk taking ability of the firm. 

Risk taking is an inherent characteristic of a business, but it is generally seen that 

entrepreneurial firms take more amount of risk viz-a-viz non- entrepreneurial firms 

(Masters and Meier, 1988; Lumpkin and Dess, 1996; Sarasvathy et al., 1998; Carland et 

al., 1999; Falbe et al., 1999; Feifei, 2012). According to Bearse (1982), “entrepreneurial 

firms are generally believed to take more risk than other firms do, because they often face 

a less structured and a more uncertain set of business conditions”. Sarasvathy et al. 

(1998) stated that entrepreneurs are more prone to accept risk as a part of day to day 

business.  In fact, the propensity of a firm to seek new opportunities, by introducing new 
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product or service, is the reflection of risk taking propensity of a firm (Barringer and 

Bluedorn, 1999; Antoncic and Hisrich, 2004; Islam and Tedford, 2012). In contrast, non-

entrepreneurial firms tend to adopt a reactive and risk-averse posture: by employing the 

policy of ‘wait and see’; by following and imitating competitors; and by maintaining the 

status quo – which might result in the loss of market share.  

Risk is an integral part of business. Though, every business activity (e.g. launch 

of new product, entry into new market, adoption of new production method, introduction 

of new technology, processes and services, adoption of an aggressive attitude towards 

competitors, hiring of managerial personnel, deciding about capital structure etc) involves 

some degree of risk but the ideal way to cope with risk is to perceive risk at its inception 

(Cornelia, 1996). Entrepreneurs, in actuality, tend to proactively deal with the risk. They 

scan firm’s environment, identify potential opportunities, systematically review the level 

of risk involved in those potential opportunities, match the level of risk with 

organizational strengths and weaknesses, and create scenarios of likely outcomes to ease 

or mitigate business risk (Brockhaus, 1980; Lumpkin et al., 2009; Dinu, 2012). This 

implies that an entrepreneurial firm has to stay tuned to changes not only in its internal 

environment but also has to monitor, anticipate, and analyze; how exogenous factors 

(e.g., governmental regulations, policies, technology, and socio-economical conditions) 

could impact their business (Islam and Tedford, 2012). Begley and Boyd (1987) have 

posited that entrepreneurs seldom decide to bluntly take risk until a thorough calculation 

of the potential risk has been made. By taking the calculated risk not only the probability 

of failure gets reduced (Brockhaus, 1980), but a positive orientation toward risk emerges, 

which boosts entrepreneur to explore new opportunities (Fiegenbaum and Thomas, 1988, 

2004). A well calculated and thoroughly analysed risk often results in robust business 

performance (Dess and Lumpkin, 2005). In contrast activities undertaken without in-

depth analysis of organizational strengths/weaknesses and environmental 

opportunities/threats may result in corporate ruin (Cunningham and Lischeron, 1991).  

Risk taking is a multi facet phenomena and reflect different aspects of 

organizational culture, but for the purpose of the present study the risk taking propensity 

has been conceptualized as the willingness and ability of a firm to take business-related 
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chance, to act boldly, to venture into unknown new markets, and to commit a relatively 

large portion of assets into ventures where outcome is unclear.  It discloses the 

managerial preferences to go beyond tried-and-tested, while entailing firm’s vision. It 

also reflects the willingness of a firm to promote the culture of risk taking. 

2.5.3: Proactiveness 

Proactiveness is an opportunity seeking, forward looking perspective involving 

introducing new products or services ahead of the competition and acting in anticipation 

of future demand to create, change and shape firm’s environment (Lumpkin and Dess, 

1996; Kreiser et al., 2002; Kreiser and Davis, 2010). It is an organizational pursuit for 

favourable business opportunities. According to Tang and Tang (2012), proactiveness 

reflects those aspects of firm’s strategic posture which aimed at anticipating and acting 

on future needs by seeking new opportunities which may or may not be related to the 

present line of operations, introduction of new products and brands ahead of competition, 

strategically eliminating operations which are in the mature or declining stages of life 

cycle. Lumpkin and Dess (1996) have used the term proactiveness to depict a firm that is 

quickest to innovate and first to introduce new products or services. According to Senge 

(1990), proactiveness is the capacity of a firm to take initiative by exhibiting goal 

directed behaviour. It reflects firm’s propensity to lead rather than to follow 

(Venkatraman, 1989). Miller and Friesen (1982) have considered proactiveness as a 

capacity of a firm to present new product or services to the market before their 

competitors and to shape the environment of a firm in its favour. Proactiveness is a 

process of considering prospective outcome of an action, in advance of a course 

undertaken. According to Nordqvist and Zellweger (2010), “proactive firms, in search for 

new possibilities, always keep their eye on the future and rigorously monitor trends, 

identify the future needs of existing customers, and anticipate changes in demand or 

emerging problems”. They posit that these firms seek out ways not only to future 

challenges but by introducing new products and services ahead of their competitors; these 

firms change the very nature of competition in their industry. 
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Proactiveness is the ability of a firm to envision its future towards its chosen field 

(Mwangi and Ngugi, 2014). According to Knight (1997), the emphasis of proactiveness 

is on aggressive execution and follow through, driving towards achievement of the 

organizational objectives by whatever means are necessary. Lumpkin and Dess (2001) 

have conceptualized proactiveness as the ability of a firm to predict future trends and to 

take actions on these insights ahead of their competitors. Zahra et al. (2002) have defined 

proactiveness from the perspective of alertness of a firm - regarding its environment and 

stated that activities such as: anticipating change, predicting evolution, and  taking 

initiative not only help these firms in early preparation - prior to the occurrence of an 

impending uncertainty or risk but such a forward-looking perspective of decision making  

also helps these firms in acquiring and deploying right kind of resources, ahead of 

competitors, for fuelling its future growth. Naman and Slevin (1993) reveals that 

proactiveness is the ability of a firm to take actions in advance of the future problems, 

demands and changes. According to Oni (2012), “proactiveness is a state of mind and the 

will, largely driven by ones consciousness, to sustain a vision, to fulfil a mission, to attain 

a self defined challenging goal”. It is a capacity of a firm to influence and impact its 

environment and to excel into firm’s selected field. Yener and Aykol (2008) have 

regarded proactiveness as an opportunistic behaviour and stated that the leaders of 

entrepreneurial firms often see environmental changes as opportunities rather than 

looking at them as a trouble.  

Proactiveness reflects the ability of a firm to scan its environment, to predict the 

future changes, to identify probable opportunities, and to take actions on these 

opportunities earlier than their competitors (Okudan and Rzasa, 2006; Kuratko et al., 

2007; Surie and Ashley, 2008). The pursuit of proactiveness is universal phenomenon; 

almost every business organization shows some degree of proactiveness in its behaviour. 

Oni (2012) has highlighted the universal nature of the proactiveness by quoting that 

“most companies do not sometime understand how they experience superior foresight but 

they do know that proactiveness is simulated by answering questions such as: where to 

invest, which type of employees to hire, and the like”. However, the magnitude of 

proactiveness varies across firms and entrepreneurial firms have a higher propensity to 
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engage themselves in forward looking perspective (Covin and Slevin, 1989). In 

entrepreneurial firms there is always an ongoing, active search for big opportunities. 

Wiklund (1999) reveals that entrepreneurial firms scan their environment on continuous 

basis; collect and evaluate information on technological advancements, cultural trend 

shift, current and future needs of customers; identify potential opportunities; and respond 

rapidly on these emerging opportunities by introducing new products/services, 

administrative techniques and operating technologies viz-a-viz their competitors. 

According to Alvarez and Barney (2007), it is the serious-mindedness of a firm - with 

which it answers questions such as: which of the products/services of the firm will 

become enormously valuable to customers in near future?, which of the resources will 

becomes most crucial in defining firm success?, how new and proficient procedures of 

manufacturing, which are unthinkable today, will become feasible by tomorrow? - which 

actually decides the depth of the proactive behaviour adopted by a firm.  

 As far as relationship between entrepreneurship and proactiveness is concerned, 

with regard to entrepreneurship, degree of proactiveness often represented through firm’s 

disposition in adopting pioneering behaviour (Krauss et al., 2005; Tang et al., 2007; 

Gupta and Pandit, 2012).  Proactiveness depicts firm’s ability to seize new opportunities - 

by the way of experimentation and new discoveries (Antoncic and Hisrich, 2004). 

Although innovativeness is regarded as heart of entrepreneurship (Schumpeter, 1934), but 

it is the proactiveness, which provides foundation for generation of new ideas, products 

or services (Pitts and Hopkins, 1982; Kaplan, 1998; McDermott and O’Connor, 2002). In 

fact, the study by Kaplan (1998) concentrated on the role of market visioning in 

introducing unique product, service or process. Other studies such as: O'Connor and 

Veryzer (2001); Tang et al. (2009) etc have also affirmed the imminent role of 

anticipated prospective use in the process of exhilarating radical innovation. Pitt et al. 

(1997) claim that new ideas, products, services and administrative processes will not take 

place until a firm thinks proactively. According to Oni (2012), “proactive companies 

focus on the past, present and future with equal zeal, using history to explain, fully 

understand the present and concentrate on future challenges”. With such a comprehensive 



26 

 

approach of collecting knowledge from different sources, in different forms, an 

entrepreneurial firm can easily shape its environment in its favour.  

Proactiveness equips a firm with ability to generate a vision for experimentation 

and innovation (Tang et al., 2007; Atuahene-Gima and Ko, 2001). According to 

Sandberg and Hofer (1987), “proactive behaviour towards environment, especially 

customers in terms of anticipating and influencing their needs, may play an important 

role in building bridge between the innovation and the firm success”. Proactive approach 

of organization, not only helps an entrepreneurial firm in finding out an attractive niche 

for its future growth and development, but  such a forward looking approach also assists 

an entrepreneurial firm in realigning the efforts of its members towards future need and 

challenges.  

Proactiveness is a contextual phenomenon (Lumpkin and Dess, 1996; Schepers et 

al., 2014) and the degree of proactiveness, demonstrated by a firm, is often affected by 

the environmental context in which a firm operates. Porter (1985) has affirmed the 

contextual nature of the construct of proactiveness by quoting that “in certain situations, 

firm could utilize proactive behaviour in order to increase their competitive position in 

relation to other firms”. Proactive strategic posture is more appropriate for firms who 

operate in dynamic environment. In dynamic environment, customer’s taste and 

preferences change regularly and opportunities emerges on continuous basis; firms which 

adopt a forward looking perspective, introduce new product and services ahead of their 

competitors and are first to adjust their marketing and management activities to the 

changing market needs, are more likely to gain over their competitors (Kreiser and Davis, 

2010). Likewise, Helfat (1997) suggests that in dynamic environment, where changes are 

continuous and opportunities are numerous, firm’s who have the ability and courage to 

anticipate future demand and to commit significant amount of resources on the name of 

pioneering behaviour i.e. introduction of new product and services ahead of competitors, 

are likely to grow faster than non entrepreneurial form. Lumpkin and Dess (2001) have 

highlighted the role of environmental dynamism and the stage of industry life cycle in 

describing the contextual nature of proactiveness. They argue that the firm’s which are at 
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early stage of their industry life cycle or operate under uncertain environment often 

demonstrates higher degree of proactive behaviour.  

Clercq et al. (2010) argue that the strategies - which are framed by considering 

future trends and environmental context, often generate better financial result. According 

to Zahra and Covin (1995), proactive firms can “target premium market segments, charge 

high prices and skim the market ahead of their competitors”. Kreiser and Davis (2010) 

highlight the importance of proactiveness in entrepreneurial success by considering 

proactiveness as a tool for aligning the actions of an organization with the future needs of 

the customers. Covin and Slevin (1989) reveal that proactiveness equips the firm with 

capability to present new products or services to the market before their competitors and 

to shape the environment in its favour, rather than merely reacting to the competitive 

environment. According to Zahar (1993), entrepreneurial firms rigorously scan their 

environment, collect and evaluate information on macroeconomic parameters, analyze 

current and future needs of customer, took initiatives, and become first mover/pioneer of 

the industry. By becoming pioneer, these firms hold an upper hand over the market, earn 

super normal profits, and create unique brand recognition (Lieberman and Montgomery, 

1988; Kerin et al., 1992; Awang et al., 2009). 

The construct of proactiveness has been long defined by various authors and all of 

them have contributed a lot in this field and presented different facets of proactiveness. In 

the context of present study, proactiveness has been conceptualized as the willingness 

and capability of a firm to anticipate new developments as early as possible and to act as 

a ‘first mover’ viz-a-viz competitor, rather than to wait for new developments and trends 

and then react to them. It indicates (i) a strong tendency to be successfully ahead of 

competitors in product novelty and innovation, rather than always play as followers; and 

(ii) a precise growth, innovation and development orientation instead of only being 

satisfied with, or surviving in status quo. 

2.5.4: Competitive Aggressiveness 

Competitive aggressiveness refers to a firm’s propensity to directly and intensely 

challenge its competitors to achieve entry or improve position, i.e. to outperform industry 
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rivals in the marketplace (Lumpkin and Dess, 1996; Krauss et al., 2005; Certo et al., 

2009). It reveals the firm’s disposition to ‘do battle’ with their competitors (Lumpkin and 

Dess, 2001). According to Frese et al. (2002), competitive aggressiveness discloses 

firm’s responsiveness directed towards competitive challenge and reveals how an 

entrepreneurial firm deals with threats (Lumpkin and Dess, 2001; Frese et al., 2002).  

Covin and Covin (1990) view competitive aggressiveness as a propensity of a firm to 

dominate competitors by proactive and innovative measures; by initiating actions that 

competitors then respond to; by being the first to introduce new techniques or products; 

and by demonstrating an extremely competitive posture. It reveals the extent of firm’s 

assertiveness towards competitive challenges and reflects those aspects of firm’s strategic 

posture which are directed towards ‘beating competitors to the punch’ (Miller, 1983). 

Stone and Brush (1996) have considered protection of existing market share and 

targeting the customer base of rivals as the fundamental attributes of competitive posture. 

According to them in the process of attaining the above attributes, an entrepreneurial firm 

rather relaying upon traditional methods of competing, prefer to go for unconventional 

methods of contesting such as: entering into competitors market with extremely low 

prices; far and wide tracking of competitors strengths and weaknesses and comparing 

those with the current capabilities of firm; aggressive spending upon branding and 

marketing. According to Stambaugh et al. (2011), “entrepreneurial firms carefully and 

continuously monitor and analyze their rivals, are motivated to improve their 

performance by attacking rival’s position, and are ingenious in their deployment of 

resources to launch attacks”. Competitively aggressive firm always looks for measures 

which at one end protect their current market position, at other end undercut their rivals’ 

position (Lumpkin and Dess, 2005). Chen and Hambrick (1995) have proposed a 

typology of: deny, defect, and debase attack to reflect competitiveness of firm’s actions. 

Deny attack reflect firm’s propensity in locking up potential resource from rivals or 

making it costlier for rival to have access on firm’s resources. Defect attack emphasise on 

all those actions which help an entrepreneurial firm in gaining the rival’s resources and 

customers. Debase focuses upon degrading the value of resources of rival. By debasing, 

attackers purposely degrade the value of rival’s products and services in the eyes of 
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potential customers. The focus of defect and debase attack is to gain market share of 

rival, where as deny attack emphasises on the protection of existing market share of the 

firm. Competitive aggressiveness not always reflects an offensive posture (Lumpkin and 

Dess, 1996) but in some of the situations; it may be quite reactive - when a firm defends 

its market position or aggressively enters a market that a rival has identified. 

As far as intensity of the competitive aggressiveness is concerned, there are firms  

which are satisfied with meeting their internal goals, as compared to firms which consider 

challenging the rival’s position as an appropriate and essential step in fostering their own 

performance (Shoham and Fiegenbaum, 2002; Fiegenbaum and Thomas, 2004). 

According to Venkatraman (1989), competitively aggressive firms “set ambitious market 

share goals and take bold steps to achieve them, such as: cutting prices and sacrificing 

profitability, spending aggressively on marketing or enhancing manufacturing capacity”. 

The use of tactics such as slashing prices and sacrificing profitability, as a tool to gain 

additional market share, has been widely seen in literature (e.g. Venkatraman, 1989; 

Shane and Kolvereid 1995; Atuahene-Gima and Ko, 2001; Morgan and Strong, 2003; 

Lumpkin et al., 2009) but these actions often trigger vigorous counterattacks and affect 

the profitability of entire industry, at least in short run. A few studies (e.g. Kopalle et al., 

1999; Srinivasan et al., 2000; Edmans et al., 2012) suggest that though price discounting 

could be a tool to gain additional market share but higher profitability through this action 

is possible only if increased market share generates economies of scale. The economies 

of scale seem theoretically attractive but practically these gains are very difficult to attain. 

As against price cutting, activities like environmental scanning, continuous tracking of 

rivals capabilities, comparing of own strengths and weaknesses with those of rivals, 

anticipating various attacks of rivals, preparing strategies for counter attack by indulging 

in activities like competitive resource modeling, war gaming exercises, and making pre 

announcements regarding introduction of new products and services etc can better serve 

the purpose of the protection of current market share and/ or taking rival’s market share. 

Porter (1985) has considered ‘competitive advantage’ as a heart of competitive 

aggressiveness and suggested that a competitive advantage can be achieved: by becoming 

low-cost producer; by differentiating firm’s products from rival; or by targeting a 
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particular niche. Striving to be the low-cost producer helps a firm in generating cost 

leadership and is more appropriate for price-sensitive markets. Cost leadership restricts 

competitors to enter into firm’s domain because of cost disadvantage. Cost leadership 

also helps a firm in protecting and enhancing its market share. Differentiation is a 

strategy, in which differentiator tries to differentiate its products from rival’s products by 

adding extra features or by adding additional values to its products over rival’s products. 

Focusing strategy could be a best choice when buyer’s needs are distinctive and 

standardised product/ services do not meet the distinctive preferences of a particular set 

of consumers; or in situations, where a firm may not be in a position to fight with 

resource-rich competitors (Zahra et al., 2002). Focusing is a strategy where focuser rather 

than focusing whole market focuses only at a particular niche of the market, where 

focuser either has cost advantage as compare to resource-rich competitor or where 

standardised products of rival become inappropriate to satisfy the distinctive preference 

of a particular set of customers. The basis of selection for a niche could be geographic 

advantage or capability of firm to offer special product attributes that appeal only to niche 

members or ability of firm to produce cost effective, high quality products to meet the 

distinctive preference of niche members.  

Though these generic strategies are widely used by different organizations in 

generating a distinct market position, but these generic strategies are especially important 

for competitively aggressive firms. Competitively aggressive firm’s actively collect and 

evaluate information regarding the strengths and weaknesses of their rivals and 

continuously compare the same with the current capabilities of the firm (Stone and Brush, 

1996). Based upon their competitive position, these firms carefully monitor their 

discretionary expenses; identify the scope for cost leadership and focus on high value-

added products, either through differentiation or through focusing. Thus, an effective 

form of competitive aggressiveness helps an entrepreneurial firm in differentiating its 

products and services from rival’s, focusing on a particular niche and exploring the ways 

to make it difficult for rival to imitate firm’s products and services.  

As far as relationship of competitive aggressiveness with other attributes of 

entrepreneurship is concerned, empirical and conceptual arguments quoted in literature 
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reveal that competitive aggressiveness is a strongly associated with other dimensions of 

entrepreneurship such as innovativeness and proactiveness.  Competitive aggressiveness 

often helps a firm in leveraging the effect of innovation and proactiveness (Lumpkin and 

Dess, 2001; Lee and Lim, 2009). Innovativeness and proactiveness equip entrepreneurial 

firms with the capabilities of introducing new products, processes, technologies and 

services ahead of their competition and acting in anticipation of future demand to create, 

change and shape the environment (Lumpkin and Dess, 1996; Kreiser et al., 2002; Stam 

and Elfring, 2008). But the long term benefit of these initiatives cannot be assured 

without being competitively aggressive. Undoubtedly, innovative and proactive business 

practices help entrepreneurial firms in establishing their competitive supremacy in their 

industry. However this base for competitive advantage is short lived - as powerful rivals 

often imitate firm’s outstanding products and services (Karagozoglu and Brown, 1988; 

Covin and Covin, 1990). So the question arises, how will a firm ensure its long term 

supremacy? It is the competitive aggressiveness i.e. relaying upon competitive 

intelligence, employing regular benchmarking and indulging in activities such as: 

competitor response modeling and war gaming exercises etc, which helps a firm in 

protecting and expanding its market share. The aggressive execution and follow through, 

generously spending upon branding and marketing, sacrificing profitability and cutting 

prices to penetrate the market, and making pre announcements regarding introduction of 

new products and services generally discourage rival’s to enter into firms domain or to 

launch similar initiatives.  

The pursuit of competitive aggressiveness theoretically seems attractive but being 

a competitively aggressive firm means inviting various counter attacks and commitment 

of sizeable amount of resources. There is substantial variation among firms in their 

demonstrated levels of competitive aggressiveness (Zajac and Bazerman, 1991; Zahra 

and Chaples, 1993). The primary reason behind the variation is the commitment of 

significant amount of organizational resources in the name of assertiveness. The 

monitoring and analysis functions, inherent attributes of competitive aggressiveness, 

require a lot of physical and cognitive resources of the firm (Dutton and Jackson, 1987; 

Ghoshal and Westney, 1991; Ocasio, 1997; Baker and Nelson, 2005; Read and 
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Sarasvathy, 2005). The most competitively-aggressive firms choose to invest in these 

processes (Dutton and Duncan, 1987).  

Competitive aggressiveness reveals the extent of firm’s vigilance regarding its 

competitive environment and reflects how effectively and aggressively a firm challenges 

its competitors - to achieve new entry, improve position, or overcome barriers. 

Competitive aggressiveness increases the level of causal ambiguity and protects the 

firm’s competitive advantage (Reed and Defillippi, 1990). Although the focus of 

competitive aggressiveness is on protection of firm’s current market share but it is a 

forward looking perspective. Zahra et al. (2002) have highlighted the importance of 

forward looking perspective of competitive aggressiveness by quoting that “effective 

form of competitive aggressiveness is especially useful in guiding managers’ thinking 

about the types of assets and resources to be acquired, the capabilities to be developed, 

and the strategic actions to be emphasized”. According to Bell and McNamara (1991), 

“competitive aggressiveness, which is a subset of the environmental scanning process, 

helps a firm in defining their opportunities and threats, developing strategies that 

differentiate them from rivals, and avoid competition with resource-rich competitors”. An 

effective form of competitive aggressiveness not only helps managerial personnel in 

developing better understanding regarding the intensity of the firm’s competitive 

landscape, but it also guides them in strategizing the subsequent use of organizational 

resources for sustaining the competitive advantage of a firm (Hamel and Prahalad, 1990; 

Prahalad and Hamel, 1994). 

Based upon the forgoing arguments, competitive aggressiveness has been 

conceptualized as the propensity of a firm to directly and intensely challenge its 

competitors and a willingness to be unconventional rather than rely on traditional 

methods of competing. It discloses the firm’s disposition to ‘do battle’ with their 

competitors. It reveals the extent of firm’s assertiveness towards competitive challenges 

and reflects those aspects of firm’s strategic posture which are directed towards the 

protection of the current market share of a firm and targeting the customer base of rival. 
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2.5.4(a): Relationship between Proactiveness and Competitive Aggressiveness 

Empirical and conceptual arguments quoted in literature (e.g. Miller and Friesen, 1982; 

Covin and Slevin, 1989) often equate the dimensions of proactiveness with the 

dimensions of competitive aggressiveness, under the belief that both reflect same 

attribute of entrepreneurial behaviour. But these two dimensions of entrepreneurial 

orientation differ from each other in some or other context. Proactiveness reflects the 

propensity of a firm in introducing new products or services ahead of the competition 

(Kreiser et al., 2002).  Whereas the focus of competitive aggressiveness is on the 

protection of the benefits gained through proactive actions and taking rival’s market 

share. Proactiveness involves taking initiative - in an effort to shape the environment to 

one’s own advantage; competitive aggressiveness involves being adaptive to competitors' 

challenges (Lumpkin and Dess, 2001). Proactiveness seeks the attention of the firm 

towards various future and hidden needs of customers; whereas competitive 

aggressiveness helps a firm in addressing various express needs of customers. According 

to Lumpkin and Dess (1996), “proactiveness refers to how a firm relates to market 

opportunities by seizing initiative in the marketplace; competitive aggressiveness refers 

to how a firm reacts to competitive trends and demands that already exist in the 

marketplace”. March (1991) has used the terms exploration and exploitation to 

differentiate competitive aggressiveness from proactiveness. According to March, “in 

mature industries, a firm that emphasizes exploitation is more likely to succeed via 

competitive aggressiveness i.e. rivalry based on managing resources and enhancing 

marginal return by protecting gains made through earlier exploration”. Lumpkin and 

Dess (2001) have observed that firm’s success at early stage of industry life cycle, where 

demand is growing and there is a space for multiple entrants, is strongly associated with 

proactive strategic posture i.e. introduction of  new products and services ahead of 

competitor. In mature industry, where demand is not likely to grow, a firm can succeed 

by taking the market share of rivals i.e. by adoption of competitively aggressive 

strategies. Likewise, Helfat (1997) reveals that a dynamic environment, characterized by 

rapid change and uncertainty, is more favourable to proactive firms relative to 

competitively aggressive firms. In dynamic environment, where changes are continuous 
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and opportunities are numerous, firms who have the capacity to anticipate future demand 

and courage to commit significant amount of resources to introduce new product/services 

to meet future demand are likely to grow. Whereas in stable and hostile environment, 

where pace of change is slow, conditions are more or less stable and competition is 

intense, firms with a greater propensity to challenge competitive position are better 

placed. The tradeoff between proactiveness and competitive aggressiveness is dependent 

upon the environmental context in which a firm operates (Kreiser and Davis 2010). Chen 

and Hambrick (1995) have stated that an entrepreneurial firm often exhibits both 

proactiveness and competitively aggressive behaviour simultaneously; though their 

presence varies in strength. Lumpkin and Dess (1996) suggest that proactiveness and 

aggressiveness can occur simultaneously and sequentially, as both reflect futuristic 

perspective of a firm. Firstly, organizations look for an attractive niche and once they 

identify it, they try to protect it. Competitive aggressiveness differs from proactiveness in 

two ways: (i) it typically refers to a responsive action rather than an anticipatory one, (ii) 

it is directly aimed at existing competitors rather than at new market or product 

opportunities (Lumpkin et al., 2009). Hence, competitive aggressiveness indicates a rigid 

‘undo-the-competitors’ posture with less intention to collaborate or coexist.  

 2.5.5: Autonomy  

Autonomy refers to the independent action of an individual or a team in bringing forth an 

idea or a vision and carrying it through to completion (Lumpkin and Dess, 1996; Chang 

et al., 2011; Gupta and Pandit, 2012). It point outs the will and ability of an individual or 

a team, to be self-directed in the pursuit of an opportunity (Krauss et al., 2005; Hughes 

and Morgan, 2007). It discloses the extent to which employees feel empowered to make 

their decisions by their own- without unnecessary approvals and permissions from other 

and discretion to select the ways for implementing their ideas (Frese et al., 2002; 

Zellweger and Sieger, 2012; Grunhagen et al., 2014). Hackman (1980) defines autonomy 

as the degree to which an individual and/ or a team have freedom, independence, and 

discretion in developing an idea and its implementation.  
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Autonomy, in an organizational context, refers to freely taken action, irrespective 

of organizational constraints, for establishment and smooth running of a venture 

(Shrivastava and Grant, 1985; Krauss et al., 2005). It reflects the  will and capacity of an 

entrepreneurial firm to encourage its employees to pursue entrepreneurial opportunity; to 

overcome resource shortage; and to go for new start ups and launches even in situations 

when these opportunities seem beyond the current capabilities of a firm (Merlo and Auh, 

2009). Autonomy represents the organizational ability and proclivity towards 

independence and self direction in thought and action and the presence of a culture that 

encourages such behaviour among individuals or teams within the organization 

(Burgelman, 1983; Brock, 2003; Awang et al., 2009; Madhoushi et al., 2011).  

Organizational culture, which compels employees to use standard operating 

procedures as a basis for decision making, requires approvals at every stage of decision 

making and demands justification from employees for their unconventional actions, 

squeezes the level of organizational autonomy. Whereas autonomy flourishes in a culture 

which supports the efforts of individuals or teams who work autonomously; adopt out of 

box thinking; and need not refer to their supervisors constantly for every decision (Dess 

and Lumpkin, 2005; Lumpkin et al., 2009). In entrepreneurial work environment, 

employees are often encouraged to make decisions about their goals and means (in 

accordance with organizational vision and mission) and are seldom criticized for making 

mistakes when innovating (Gundry and Welsch, 2001; Ferrier, 2001;  Nielsen and 

Pedersen, 2003; Brush and Brush, 2006). Autonomy represents the culture, which often 

involves freeing organizational members-both individuals and teams- from existing 

norms of organization, to develop and implement ideas that are challenging but 

promising. Freedom of selection of means and goals enhances the belongingness and 

commitment of employees towards organization; it brings positive energy in work 

environment and strengthens the current capabilities of an organization. Autonomy 

equips an entrepreneurial firm with competence to handle issues like: organizational 

change, employee engagement, resource shortage, and environmental hostilities. 

Autonomy is not only a way to design the structure of an organization, rather it 

has strategic implications. Lumpkin et al. (2009) posit that higher level of autonomy 
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motivates employees to work in a positive manner; encourages them to accept current 

and future challenges and often leads to higher organizational performance. Turner and 

Lawrence (1965) have used autonomy as an attribute of firm’s task environment to 

promote job satisfaction and to reduce absenteeism among employees. In line with 

Maslow’s (1954) hierarchy of needs, Porter et al. (1975) suggest that autonomy is a 

human need and it could be used to raise the level of performance of employees in an 

organization. Autonomy equips organizational members with the flexibility and 

necessary freedom to decide their goals, in line with organizational goals, and achieve 

them in the way that they believe is most effective (Zellweger and Sieger, 2012).  

Lumpkin and Dess (1996) found a strong relation of managerial autonomy with 

entrepreneurial outcomes.  

As far as degree of autonomy is concerned, in organizational context, it is 

generally measured by looking at the extent of control that an individual or a group have- 

over various types of actions or decisions (Kanter, 1982; Burgelman and Sayles, 1986; 

Lumpkin and Dess 2001). However, Vij and Bedi (2012) suggest that the degree of 

autonomy in an organization varies with the size of organization, management style and 

ownership. In entrepreneurship and strategic management literature, the extent of 

autonomy has often been reflected on a continuum of structural autonomy to strategic 

autonomy. Structural autonomy discloses the extent of discretion that an employee has in 

selection of means (within given resource constraints) for resolving various 

organizational problems (Gulowsen, 1972). ‘Autonomy of means’ i.e. structural 

autonomy is related with the work environment of employees and often includes the 

dimensions like: work method autonomy, work scheduling autonomy, and work criteria 

autonomy. Work method autonomy specifies the level of control that an individual or a 

team has about the selection of procedures and methods for the completion of the 

assigned work, whereas work scheduling autonomy discloses the extent of power of an 

individual or a team in deciding about the issues like: sequencing, timing and scheduling 

of task environment. The extent of control that an individual or a team feels about the 

selection of criteria of their performance evaluation discloses the work criteria autonomy 

(Burgelman and Sayles, 1986; Breaugh, 1999; Antoncic and Hisrich, 2004). 
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The ability of an individual or a team in deciding about their goals represents 

strategic autonomy i.e. ‘autonomy of goals’. Strategic autonomy is superior in nature and 

allows organizational members to work outside the purview of organizational constraints 

in developing and implementing ideas that are innovative, unique and different from 

existing course of actions. Faith of the organization on its members in implementing 

these innovative, unique and novel ideas not only raises the level of efficacy and 

belongingness of its employees but it may also result in higher organizational 

performance and better public image for an organization.  From the perspective of an 

entrepreneurial organization, it is the strategic autonomy, reflected through the freedom 

to develop and implement unconventional solution to problems and needs, which requires 

greater attention of top management for leveraging the firm’s existing capabilities and 

strengths (Grunhagen et al., 2014). Strategic autonomy not only equips organizational 

members with freedom and flexibility to solve various organizational problems in a 

manner they feel appropriate; rather it allows them to define problems. Control over goals 

encourages organizational members to go for those opportunities which seem beyond the 

current capabilities of the firm (Kanter et al., 1990; Nielsen and Pedersen, 2003).  

The degree of autonomy gradually moves from structural to strategic, whereas 

initial level employees are given freedom and independence to determine their own work 

environment i.e. flexibility in selection of production method, work hours, work 

scheduling etc and then gradually moves toward strategic issues like: issues of leadership, 

involvement of employees in decision making process and selection of organizational 

goals etc.  

Autonomy enables both opportunity-seeking and advantage-seeking behaviour 

(Ireland et al., 2003). It boosts innovation, promotes the launch of entrepreneurial 

ventures, and increases the competitiveness and effectiveness of an entrepreneurial firm 

(Brock, 2003; Burgelman and Andrew, 2001). The effective use of autonomy creates a 

feeling of belongingness among organizational members and prepares them for 

organizational changes. Autonomy brings positivity in the organizational culture, 

increases the satisfaction level of employees and often leads to higher organizational 

performance. Autonomy may be even more important in settings where strategic renewal 
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occurs only because of the initiatives of key individual champions who transform an 

organization’s strategic posture (Burgelman, 1983; Guth and Ginsberg, 1990; Zahra, 

1993; Kreiser et al., 2002). 

Based upon the above arguments, autonomy has been conceptualized as the extent 

to which a firm promotes independence and self direction in thought and action and the 

presence of a culture that encourages such behaviour among entrepreneurial leaders or 

teams. It discloses the extent to which an organization allows its members to go for a 

novel idea and carrying it through to completion. It reflects the will and capacity of an 

entrepreneurial firm to encourage its employees to pursue entrepreneurial opportunity 

and  to go for new start up and launches, even in the situation when these opportunities 

seem beyond the current capabilities of the firm. 

2.6: Entrepreneurial Orientation: Uni-dimensionality Vs. Multi-

dimensionality 

Entrepreneurial orientation has emerged as a major construct within the strategic 

management and entrepreneurship literature. It discloses the strategic orientation of a 

firm and has often been conceptualized as the extent to which a firm showcases 

innovativeness, demonstrates proactiveness, prefers risk taking, shows competitive 

aggressiveness and provides autonomy to its employees (Mintzberg, 1973; Covin and 

Slevin, 1989; Lumpkin and Dess, 1996; Krauss et al., 2005; Kreiser and Davis, 2010; 

Grande et al., 2011; Soininen et al., 2012; Grunhagen et al., 2014). 

So far as the dimensionality of the construct of entrepreneurial orientation is 

concerned, beginning with the contribution of Miller and Friesen (1982), the dimension 

of entrepreneurial orientation have been assumed to co-vary and entrepreneurial 

orientation has emerged as a uni-dimensional construct, comprising innovativeness, risk 

taking propensity and proactiveness as its integral components. Covin and Slevin (1989) 

argue that an organization’s entrepreneurial orientation is the summation of the extent to 

which top managers are inclined to take business related risk (the risk-taking dimension), 

to favour change and innovation in order to obtain a competitive advantage for their firm 

(the innovation dimension), and to compete aggressively with other firms (the 
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proactiveness dimension). Wiklund and Shepherd (2005) supported Covin and Slevin by 

proposing entrepreneurial orientation as a single joint construct. Rauch et al. (2009) have 

stated that the focal dimensions of entrepreneurial orientation are usually highly 

correlated with each other; therefore it is better to combine them into a single construct. 

Moreover, plethora of entrepreneurial research has considered entrepreneurial orientation 

as a uni-dimensional construct and suggests that the firm’s which show higher inclination 

towards each of these dimensions should be regarded as entrepreneurial (e.g. Miller, 

1983, 1988; Covin and Slevin, 1989; Naman and Slevin, 1993; Zahra and Garvis, 2000; 

Antoncic and Hisrich, 2004; Wiklund and Shepherd, 2005; Morris et al., 2007; Moreno 

and Casillas, 2008; Rauch et al., 2009; Zhao et al., 2011;  Tang and Tang, 2012;  

Grimmer et al., 2013).  But at the same time, studies (e.g. Lumpkin and Dess, 1996; Stetz 

et al., 2000; Lumpkin and Dess, 2001; Kreiser et al., 2002; Richard et al., 2004; Dess and 

Lumpkin, 2005; Naldi et al., 2007; Awang et al., 2009; Lee and Lim, 2009; Kreiser and 

Davis 2010; Kreiser et al., 2013) argue that various components of entrepreneurship may 

vary independently, and aggregated measures may conceal the true nature of the 

relationship that exists between various sub-dimensions of entrepreneurial orientation and 

firm performance. Therefore, entrepreneurial orientation should be considered as a multi 

dimensional construct. Lumpkin and Dess (1996) have expanded the conceptualization of 

the entrepreneurial orientation by arguing that entrepreneurial orientation – business 

performance relationship is contextual in nature and it could be possible that in different 

organizational contexts, various  dimensions of entrepreneurial orientation may affect the 

business performance differently e.g. the study of Lumpkin and Dess (2001) reveal that at 

early stages of industry development the performance of firms is strongly associated with 

proactive strategic posture. While in mature industries, competitively aggressive firms are 

more likely to be benefited because of higher emphasis on exploitation of resources. 

Similarly Kreiser et al. (2013) have found that risk taking has negative impact on firm’s 

performance, while innovativeness and proactiveness have positive association with 

firm’s performance. Nelson and Winter (1982) have suggested that in some of the 

situations, a firm may benefit more from imitation than from innovation. The basic 

premise underlying this argument is that each of these sub-dimensions of entrepreneurial 



40 

 

orientation may have a differential relationship with entrepreneurial outcomes. 

Theoretically it is possible that all five dimensions are valuable for a firm but it is quite 

possible that only a sub-set of them are valuable and the composition of this sub-set 

keeps on changing depending upon the context in which a firm operates. There is a strong 

possibility that some dimensions might have carried the other dimensions along which 

may have limited or insignificant or even negative influence on firm’s growth while 

viewing entrepreneurial orientation as a uni-dimensional construct. Aggregated measures 

of entrepreneurial orientation may veil the unique contribution of each component of 

entrepreneurship in the entrepreneurial process. In addressing the independence of 

dimensions, proponents of multi-dimensional view of entrepreneurial orientation 

construct have highlighted that since the potential contribution of  each dimension of 

entrepreneurial orientation towards key outcome variables such as firm performance is 

different, therefore firm’s rather than focusing on all dimensions of entrepreneurial 

orientation should focus only on those dimensions that have a significant influence 

(Lumpkin and Dess, 1996; Kreiser et al., 2002; Tang et al., 2008; Kreiser and Davis 

2010;  Gupta and Pandit, 2012; Kreiser et al., 2013). A uni-dimensional interpretation 

and measurement of entrepreneurial orientation is appropriate only when simplicity is of 

greater concern than accuracy and precision (Gonzalez-Benito et al., 2009). 

2.7: Business Performance  

Performance is a barometer to measure the organizational success. It indicates how 

efficiently and effectively, management has used the scarce organizational resources to 

achieve the organizational objectives (Connolly et al., 1980; Ford and Schellenberg, 

1982; Neely, 1998).  Performance can also be defined as an operational ability of an 

enterprise to satisfy the desires of its major stakeholder’s viz. customers, employees, 

owners, creditors and community. It determines the progress of an organization toward its 

objectives through some statistical evidence (Antic and Sekulic, 2006). Dess and Beard 

(1984) suggest that performance is a tool to evaluate whether an organization utilizes its 

resources effectively or not. Good performance proves managerial effectiveness; whereas 
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poor performance reveals the ineffectiveness of managerial actions (Ghalayini et al., 

1997; Lee et al., 2001; Wiklund and Shepherd 2003).  

Performance measurement is a process of assessing actual output of an 

enterprise against intended one. Neely et al. (1995) have defined the performance 

measurement system in context of efficiency and effectiveness of the actions of a firm, 

where effectiveness is related with the ability of an organization to meet the requirements 

of different stakeholders and often deals with issues affecting present and future growth 

prospects of an organization. Efficiency spotlights the input/output relationship and 

comments upon how economically the resources have been utilized, while providing a 

given level of customer satisfaction (Gupta and Govindarajan, 1984; Lynch and Cross, 

1991; Bititci et al., 2000). A good performance measurement system not only 

synchronizes the planning and controlling function of an organization but also determines 

the progress of an organization towards its objectives, helps in identifying areas of 

strength and weaknesses, and decides on future initiatives, with the goal of improving 

organizational performance (Neely et al., 1997; Smith and Reece, 1999; Franco et al., 

2007; Purbey et al., 2007). By setting business goals in alignment with periodic feedback 

reports and future growth prospects, a good performance measurement system designs 

systematic methods for enhancing the level of organizational efficiency (Lynch and 

Cross, 1991; Frigo and Krumwiede, 1999; Bititci et al., 2000; Jarad et al., 2010). 

Business performance is one of the most widely used construct in 

entrepreneurship and strategic management research (Kaplan and Norton, 1996; Bourne 

et al., 2000; Simons, 2000; Combs et al., 2005; Houck et al., 2012; Kartalis et al., 2013; 

Silvestro, 2014). But as far as measurement of business performance is concerned, the 

treatment of the performance construct is perhaps one of the thorniest issues confronting 

the academic researcher (Globerson, 1985; Venkatraman and Ramanujam, 1986; 

Hoffman et al., 1991). Literature in the field of business management and organizational 

performance reveals that a wide range of performance measures i.e. financial and non-

financial measures as well as objective and subjective measures, have been used across 

studies. Some studies (e.g. Dess and Robinson, 1984; Kreiser et al., 2002; Wall et al., 

2004; Song et al., 2005; Ellis, 2006; Wood, 2006;  Clercq et al., 2010; Santos and Brito, 
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2012) emphasize perceived performance indicators like manager’s subjective views about 

firm’s sales growth, market share, profitability, customer satisfaction etc to assess the 

performance of an organization. Other set of studies (e.g. Birley and Westhead, 1990; 

Zahra, 1991; Zahra and Garvis, 2000; George et al., 2001; Covin et al., 2006) have 

utilized secondary data to gauge the financial aspects of firm’s performance. There is no 

consensus among the researchers regarding universally accepted measures of business 

performance (Richard et al., 2009; Cardinaels and Veen-Dirks, 2010; Silvestro, 2014). 

Though, both subjective and objective measures have been adopted by researchers for 

measurement of business performance, but the use of subjective measure of performance 

is common. The users of subjective measures of performance often rely upon the positive 

correlation between subjective and objective measures of performance (Dess and 

Robinson, 1984; Pearce et al., 1987; Venkatraman and Ramanujam, 1987; Covin et al., 

1994; Dawes, 1999; Wall et al., 2004).  

As far as development of performance construct is concerned, the first phase of 

conception of business performance centres on the use of simple outcome-based 

accounting indicators such as: profitability and growth (Snow and Hrebiniak, 1980; 

Johnson, 1983; Segev, 1987; Sapienza et al., 1988; Capon et al., 1990; Parnell and 

Wright, 1993; Thomas and Ramaswamy, 1996). To operationalize business performance, 

these traditional accounting based financial measures generally adopt criteria like: net 

income, earning per share, return on equity, return on net worth, return on assets, and 

return on investment etc as  measure of profitability; and sales growth, asset growth, and 

profitability growth etc as measures of growth (Dess and Robinson , 1984; Pearce et al., 

1987; Venkatraman and Ramanujam, 1987; Chandler and Hanks, 1993; Naman and 

Slevin, 1993; Covin et al., 1994; Forker et al., 1996; Dawes, 1999; Zahra and Garvis, 

2000). Though these measures successfully assess the economic performance of a firm, 

yet during 1980s, there was a growing realization about the hazy nature of these objective 

measures. These measures provide a little indication of how performance is achieved or 

how can it be improved. It has also been argued that these financial measures are not 

sufficient to meet the expectations of changing business environment and they do not 

capture the factors critical for firm’s success (Johnson, 1983; Venkatraman and 
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Ramanujam, 1986;  Kaplan, 1986; Johnson and Kalpan, 1987; Dixon et al., 1990;  Ittner 

and Larcker, 1998; Bourne et al., 2003;  Kennerley and Neely, 2003).   Consequently, 

these accounting based financial measures started losing their significance because of 

blames that these measure are static; difficult and complex to understand; too financial; 

present short term view; are mainly internal rather than externally focused; provide little 

indication of future performance; have little regard for competitors and customers; 

unclear as to linkage between activity measures and strategic objectives of the enterprise 

(Richardson and Gordon, 1980; Keegan et al., 1989; Kaplan and Norton, 1992; Neely et 

al., 1995; Antic and Sekulic, 2006).  

In the recent past, global economy has witnessed tremendous changes in almost 

all segments of business environment (Kanter and Brinkerhoff, 1981; Ghalayini and 

Noble, 1996; Yusaf, 2002; Popadiuk and Choo, 2007; Madhoushi et al., 2011). Rapid 

technological changes have shortened the product life cycle by providing more choices 

and better product quality.  Relaxation of trade restrictions has changed the face of 

market competition. Enhanced global trade has made the market more competitive and 

organizations are performance driven than ever before. Advent of e-business makes the 

consumer more aware and informed.  Environmental forces demand greater 

responsiveness from a business and forces firms to change their traditional management 

philosophy. To assess the customer needs and preferences, to track competitors’ actions, 

to evaluate the impact of technology development, to bring necessary product and 

process innovation, to incorporate cost effectiveness and to raise the level of 

organizational effectiveness, the top level managers have to redesign their management 

as well as their measurement processes (Chandler and Hanks, 1993; Bititci et al., 1997; 

Ghalayini et al., 1997; Kaplan and Norton, 2000).   

The purpose of performance measurement changed from the static assessment of 

economic performance of a business to the dynamic and futuristic paradigm. The new 

approach not only provides for enhancing the efficiency and effectiveness of managerial 

actions but also assesses the needs and possibilities of shifting, as the organization’s 

circumstances change, from traditional business practices to the modern and innovative 

technological methodologies (Dixon et al., 1990; Lynch and Cross, 1991; Neely et al., 
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2002). This means redefining the traditional methods of performance measurement from 

the broader perspective of strategic management. These should not only spotlight the 

input/output relationship but also link long term strategy with short term actions of a firm 

(Wisner and Fawcett, 1991).  

As a direct reaction to the numerous limitations of traditional performance 

measurement systems and environmental challenges, performance measurement has 

undergone a genuine revolution regarding the reorientation from traditional to 

contemporary performance measures (Bourne et al., 2003; Marr and Schiuma, 2003; 

Matic, 2012). Large amount of effort has been focused at design and implementation of 

new performance measurement systems (Kennerley and Neely, 2002). Multiple 

frameworks have been introduced as a result of these initiatives e.g. the performance 

pyramid (Cross and Lynch, 1989), the performance measurement matrix (Keegan et al., 

1989), the results and determinants framework (Fitzgerald et al., 1991), the SMART 

pyramid (Lynch and Cross, 1991), the balanced scorecard (BSC) (Kaplan and Norton, 

1992), the macro process model (Brown, 1996) and performance prism (Neely and 

Adams, 2001; Neely et al., 2002). Most of these frameworks focus not only on financial 

aspects of performance but also on non-financial aspects (e.g. customers, employees, 

society etc), emphasizing that non-financial aspects of performance are the key drivers of 

the financial result (Nelly et al., 2002; Marr, 2005; Matic, 2012). 

So far as operationalization of performance measures is concerned, apart from the 

dimensionality, another challenge is the selection of the kind of measure i.e. objective vs. 

subjective measures. Subjective measures are capable of making cross industry 

comparison, but can have problems with common source bias, social desirability and 

supervisor biases (Fulk et al., 1985; Heneman, 1986; Campbell, 1990; Hawkins and 

Hastie, 1990; Stede et al., 2006). Whereas, objective measures are less prone to common 

method bias and are especially helpful in assessing a firm’s financial performance (Stam 

and Elfring, 2008). Administering an objective measure is a more ambitious task than 

administering a subjective measure, as key informants generally feel reluctant to release 

sensitive information to outsiders (Cooper, 1993; Dess and Robinson, 1994; Dawes, 

1999). Business managers are generally inclined to provide subjective evaluation of their 
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firm performance (Wiklund, 1999; Wiklund and Shepherd, 2005). In case of small scale 

industry, where published data is not available and respondents are generally reluctant to 

release objective fact and figures to outsiders (Wall et al., 2004; Alasadi and Abdelrahim, 

2008; Kraus et al., 2012), subjective measures are only alternative to access the business 

performance (Tang and Tang, 2012). Manager’s subjective views regarding comparative 

performance (in comparisons to industry or immediate competitors) may reveal important 

supplementary information (Brush and Vanderwerf, 1992; Chandler and Hanks 1993; 

Delaney and Huselid, 1996) e.g. whether the growth pattern of a firm deviates 

substantially from industry or it simply pulls along by market trends (Wiklund, 1999; 

Thomas et al., 2008).  Subjective measures may be more appropriate than objective 

measures for comparing profit performance in cross-industry studies. This is because 

profit levels can vary considerably across industries, obscuring any relationship between 

the independent variables and company performance. Subjective measures might be more 

appropriate in this situation because managers can take the relative performance of their 

industry into account, while providing a response (Sapienza et al., 1988; Covin et al., 

1994; Dawes, 1999).  

As both subjective and objective measures as well as financial and operational 

indicators of business performance reflect different aspects of firm’s performance and 

have their own pros and cons, it is advantageous to integrate various dimensions and 

measures of business performance (Venkatraman and Ramanujam 1986; Murphy et al., 

1996; Jarvis et al., 2000; Richard et al., 2009). Literature reveals that research that 

considers only a single measure or a narrow range of the performance measures may 

produce misleading results (Doyle, 1994). The use of multiple dimensions through 

multiple measures, particularly when the validity of a single measure is questionable, 

allows the researches to assess the inter-method reliability (Gupta and Govindarajan, 

1984; Doyle, 1994). In line with above, Murphy et al. (1996) argued that research in the 

entrepreneurial context could be benefited by including multiple dimensions and multiple 

measures under the conceptualization of business performance. 

From the perspective of the field of strategic management, the conceptualization 

of the construct of business performance was refined by Venkatraman and Ramanujam 
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(1986).  They suggest that business performance be measured using financial indicators 

and/or operational indicators. They further suggest that the sources of performance data 

either have been primary (e.g., data collected directly from organizations) or secondary 

(e.g., data from publicly available records). Using the conceptualization of business 

performance (financial versus operational indicators) and data sources (primary versus 

secondary) are two basic but different concerns in the overall process of measuring 

business performance.  

On the similar lines, for the purpose of this study,  we define business 

performance as the overall index of the ability of the firm to satisfy its stakeholders, 

measured in terms of financial as well as operational indicators, using primary data to 

measure ‘subjective business performance’, secondary data to measure ‘objective 

business performance’, or both. 

2.8: Entrepreneurial Orientation – Business Performance Relationship 

Entrepreneurial Orientation is a key ingredient of organizational success.  Three types of 

models are evident in the entrepreneurship literature:  

1. the construct model, in which the dependent variable is entrepreneurial orientation 

and the researchers focus on its antecedents (Lachman, 1980; Miller and 

Toulouse, 1986; Stevenson and Jarillo, 1990; Zahra, 1991;  Zahra et al., 1999; 

Littunen, 2000;  Poon et al.,  2006; Holt et al., 2007) 

2. the entrepreneurial orientation - strategy model, which aligns the level of 

entrepreneurial orientation with different strategies (Mintzberg 1973; Khandwalla, 

1977; Miller and Friese, 1982;  Burgelman, 1983; Galbraith and Kazanjina, 1986; 

Covin and Slevin 1988; Zahra and Covin, 1993; Covin et al., 1994; Lumpkin and 

Dess, 1996;  Dess et al., 1997; Frese et al., 2002; Ireland et al., 2009) 

3. the performance model, in which the entrepreneurial orientation – business 

performance linkage is explored, often includes not only bivariate relationship, 

but also multivariate relationship by considering moderating and mediating 

variables related to external environment and / or organizational environment and 

by looking at the main effect between the two variables as well as interaction 
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effect with moderating variables.  (Covin and Slevin 1989; Zahra, 1991; Wiklund, 

1999;  Zahra and Garvis, 2000; Lee et al., 2001;  Yusaf, 2002;  Dimitratos et al., 

2004; Wiklund and Shepherd, 2005; Stam and Elfring, 2008; Ireland et al., 2009; 

Kreiser and Davis, 2010;  Grande et al., 2011; Soininen et al., 2012). 

 

The relationship between entrepreneurship and firm performance has received 

considerable attention in the entrepreneurial literature over the last two decades and 

scholars have theorized that the incidence of firm-level entrepreneurial behaviour - a 

propensity to engage in relatively high levels of risk taking, autonomy, innovativeness, 

competitive aggressiveness and proactiveness - is positively associated with 

organizational profitability and growth (e.g. Covin and Slevin, 1989, 1991; Naman and 

Slevin, 1993; Lumpkin and Dess, 1996; Wiklund, 1999; Barrett et al., 2000; Zahra et al., 

2002; Wiklund and Shepherd, 2003, 2005; Wang, 2008;  Clercq et al., 2010; Soininen et 

al., 2012; Tang and Tang, 2012; Ullah et al., 2013; Schepers et al., 2014).  

The pursuit of entrepreneurial orientation often helps a firm in gaining a separate 

identity in the eyes of customers and often results in better financial performance. 

According to Knight (1997), “entrepreneurial activities are critical because they stimulate 

superior performance and may be the key fundamental element in acquiring sustainable 

competitive advantage”. Wiklund (1999) has equated the investments in entrepreneurial 

orientation with any other investment: in terms of time to breakeven and argued that the 

compound or long term performance effect of entrepreneurial orientation provides more 

valuable information than influence of entrepreneurial orientation on annual performance. 

Wiklund reveals that the relationship between entrepreneurial orientation and business 

performance actually increases over time. Lee and Lim (2009) have considered 

entrepreneurial orientation as a forward looking and opportunity seeking behaviour, and 

find that various dimensions of entrepreneurial orientation have a significant, unique and 

positive impact on the performance of a firm. Innovativeness and proactiveness equip 

entrepreneurial firms with the capability of introducing new products, processes, 

technologies and services ahead of their competition and acting in anticipation of future 

demand to create, change and shape the environment (Kreiser et al., 2002; Stam and 
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Elfring, 2008; Kreiser and Davis 2010). Risk taking gives the necessary courage to break 

away from the tried-and-tested and venture into the projects where the outcomes are 

unknown. Ability to challenge its competitor’s i.e. competitive aggressiveness helps these 

firms in protecting their current market share. Autonomy boosts the organizational 

members to go for opportunities which seem beyond the current capabilities of the 

organization. All these actions help an entrepreneurial firm to gain long term sustainable 

performance rather than temporary high performance.  

Entrepreneurial orientation equips organizations with capabilities to differentiate 

them from other firms and to create a room for innovations and creativity (Wiklund and 

Shepherd, 2005). According to Antoncic and Hisrich (2004), entrepreneurial orientation 

not only helps a firm in employing out of box and unconventional thinking to problems 

and needs but it also helps an entrepreneurial firm in gaining a distinct brand identity and 

fuelling its future growth. By continuous differentiation in products and processes, an 

entrepreneurial firm can become pioneer in the industry and can gain first-mover 

advantage. Lieberman and Montgomery (1988) have defined the first mover advantage in 

terms of the ‘ability of pioneering firm to earn super normal profits through technological 

leadership and increased buyer switching cost’. They stated that first mover firms are able 

to achieve higher profit because of two reasons. Firstly, at early stage of industry life 

cycle, because of no competitors these firms charge high prices by targeting premium 

segments and skim the market, secondly by becoming pioneers in the industry, especially 

in new industries, these firms can easily dominate market and distribution channels and 

can gain a distinct brand recognition (Zahra and Covin, 1995; Wiklund and Shepherd, 

2005; Awang et al., 2009). According to Zahra and Covin (1995), “firms with high 

entrepreneurial orientation can target premium market segments, charge high prices and 

skim the market ahead of their competitors”. Ireland et al. (2003) have stated that an 

ingenious mindset, participating culture, creative leadership and the astute management 

of resources are antecedents of opportunity-seeking and advantage-seeking behaviour, 

which often result in superior performance. According to Baker and Sinkula (2009), 

entrepreneurial orientation represents the extent to which firm’s growth objectives are 

met through identification and exploitation of untapped environmental opportunities. 
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Entrepreneurial firms continuously scan their environment, identify potential 

opportunities, respond rapidly on these emerging opportunities and gain extra market 

share (Jogaratnam, 2002). Soininen et al. (2012) argue that firms with high 

entrepreneurial orientation survive better than firms having lower orientation, because of 

the smoothing effects of innovativeness and proactiveness dimensions.  

Entrepreneurial orientation is a vehicle for a firm’s survival, growth and success 

(Wang, 2008). Firms which have a strong entrepreneurial orientation often perform better 

than other firms. However, the magnitude of this relationship seems to vary across 

studies. There are studies, which suggest that the relationship between entrepreneurial 

orientation and firm performance is curvilinear (Bhuian et al., 2005), implying that 

blindly striving to pursue as high entrepreneurial orientation as possible may under some 

conditions lead to adverse outcomes. Kreiser et al. (2013) argue that firms with low 

entrepreneurial orientation may not be able to perform well because of under exploration 

and exploitation of environmental opportunities, whereas firms with high entrepreneurial 

orientation might face adverse situations either because of the excessive exposure to risk 

taking or higher expenditure on research and development. Tang et al. (2008)  have 

disclosed that the relationship between entrepreneurial orientation and business 

performance is not that straightforward rather it shaped like inverted U,  which means 

that a very high or very low degree of entrepreneurial orientation may not always be 

desirable in certain market and structural conditions. Krauss et al. (2012) have found that 

apart from the dimension of proactiveness, no other dimension contributes towards 

superior business performance. Some studies (e.g. Hart, 1992; Covin et al., 1994; Smart 

and Conant, 1994; Morgan and Strong, 2003; George et al., 2001; Tang and Koveos, 

2004; Morris et al., 2007) report an insignificant relationship between entrepreneurial 

orientation and business performance. Hence, there is a considerable variation in the 

reported relationship between entrepreneurial orientation and business performance.  

Multiple reasons could be attributed to the variation in the reported relationships 

of entrepreneurial orientation and business performance.  Factors such as: difference in 

the scale of entrepreneurial orientation being used, confusion regarding the issue of 

dimensionality of the construct of entrepreneurial orientation, opinion regarding 
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moderating and mediating variables, and use of different indicators of performance 

construct have been identified as the root cause of the variation in the entrepreneurial 

orientation - business performance relationship.  

Two types of modifications were made to original scale of entrepreneurial 

orientation developed by Covin and Slevin. First, the number of dimensions involved for 

conceptualizing entrepreneurial orientation, varies across studies. Covin and Slevin’s 

original nine-item scale covers three dimensions i.e. innovativeness, proactiveness, and 

risk-taking, but different researchers have used different conceptualizations of the 

construct of entrepreneurial orientation e.g. Lumpkin and Dess (1996) have added the 

dimensions of competitive aggressiveness and autonomy in entrepreneurial orientation. 

Kraus et al. (2005) have considered learning orientation, achievement orientation and 

personal initiative along with the dimensions of innovativeness, risk-taking, competitive 

aggressiveness and autonomy to operationalize entrepreneurial orientation. Similarly Lee 

et al. (2001) have considered technological capabilities and financial resources under the 

conceptualization of entrepreneurial orientation.  

Second, the number of scale items considered for the operationalization of the 

construct of entrepreneurial orientation varies considerably. The first significant scale 

development for operationalizing entrepreneurial orientation was Khandwalla’s (1977) 

scale of entrepreneurial orientation. It was a three item scale, two items measuring the 

degree of product innovation and one item to measure the risk taking propensity of an 

organization. Next comes the Miller and Friesen’s (1982) scale of entrepreneurial 

orientation, which was a five item scale. Subsequently, both Khandwalla’s (1977) scale 

and Miller and Friesen’s (1982) scale of entrepreneurial orientation were revised by 

Coven and Slevin (1989). Covin and Slevin (1989) scale consists of nine items: three 

items measure innovativeness, three items assesses proactiveness, and three items 

masseurs risk taking. Lumpkin and Dess (2001, 2009) have commented upon the 

narrowness of Covin and Slevin’s scale and developed a 22 items scale for measuring the 

entrepreneurial orientation of a firm. Rauch et al. (2009) in their meta analysis on 

entrepreneurial orientation – business performance relationship, have affirmed the 

variation in the operationalization of the construct of entrepreneurial orientation. 
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As far as the dimensionality of the construct of entrepreneurial orientation is 

concerned, there are diverse opinions. Some studies have considered entrepreneurial 

orientation as a uni-dimensional construct and have taken aggregated measures of 

entrepreneurial orientation to assess the impact of entrepreneurial orientation on business 

performance (e.g. Covin and Slevin, 1989; Naman and Slevin, 1993; Zahra and Garvis; 

2000; Yusuf, 2002; Wiklund and Shepherd, 2005; Tang et al., 2007; Wang, 2008; Rauch 

et al., 2009; Frank et al., 2010; Ullah et al., 2011; Grunhagen et al., 2014). Other set of 

studies (e.g. Lumpkin and Dess, 1996; Kreiser et al., 2002; Richard et al., 2004; Hughes 

and Morgan, 2007; Naldi et al., 2007; Awang et al., 2009; Kreiser and Davis 2010; 

Kreiser et al., 2013; Taylor, 2013) have suggested that the different dimensions of 

entrepreneurial orientation vary independently and have a unique and distinct relationship 

with firm growth. These studies have considered entrepreneurial orientation as a multi-

dimensional construct and measure the individual impact of the each dimension of 

entrepreneurial orientation on business performance.   

In investigating the entrepreneurial orientation - business performance 

relationship, apart from the scale and dimensionality of the construct of entrepreneurial 

orientation, it becomes essential to measure and quantify the impact of extraneous 

variables by employing moderation and mediation analysis. Mediators and moderators 

are third variables, which explain how a cause leads to an effect and under what 

circumstances the causal relationship between independent and dependent variable hold 

good. But across studies there is no uniforminity among researchers regarding the 

introduction of moderating and mediating variables in entrepreneurial orientation -

business performance relationship. Some researchers simply measure the direct impact of 

entrepreneurial orientation on the performance of business, ignoring the effect of 

moderator and/or mediating variables (e.g. Miller  and Toulouse, 1986; Venkatraman, 

1989; Sagie and Elizur, 1999; Krauss et al., 2005; Kaya and Agca, 2009; Ziyae and 

Zainal-Abidin, 2009; Price et al., 2013), while some others have included moderating and 

mediation effect (McMullen and Shepherd, 2006; Moreno and Casillas, 2008; Hmieleski 

and Baron, 2008; Kraus et al., 2012).  
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It has been seen that the strength of entrepreneurial orientation - business 

performance relationship often vary with the kind of performance measures taken by the 

researcher. According to Lumpkin and Dess (1996), “entrepreneurial activity or 

processes, at times, lead to favourable outcomes on one performance dimension and 

unfavourable outcomes on a different performance dimension”. Numerous studies (e.g. 

Serrano et al., 2006;  Zellweger and Nason, 2008;  Aziz and Mahmood, 2011; Demartini 

and Paoloni, 2014) have confirmed that the strategic posture of an organization may 

relate differently with different measures of performance. In addition, literature on the 

construct of entrepreneurship and business performance reveals that there is no consensus 

among the researchers on the universal measures of business performance (Venkatraman 

and Ramanujam, 1986; Dess and Priem, 1995).  A wide diversity of performance 

measures i.e. objective and subjective measures, as well financial and non-financial 

measures have been used across studies, to operationalize business performance 

(Sapienza et al., 1988; Capon et al., 1990; Hoffman et al., 1991; March and Sutton 1997; 

Dawes, 1999). This diversity in the use of business performance measures could also be a 

reason for variation in the reported relationship between entrepreneurial orientation and 

business performance. 

2.9: Contingency framework of Entrepreneurial Orientation – Business 

Performance Relationship 

Entrepreneurial orientation has emerged as an important determinant of business success, 

but the empirical results are mixed. The diversity in the reported relationship between 

entrepreneurial orientation and business performance raises an important question about 

the suitability of entrepreneurial strategic posture in different organizational context.  

It has been seen that entrepreneurial orientation is not equally suitable in all 

environmental context and the variation in the magnitude of the relationship between 

entrepreneurial orientation and business performance could not be explained by sampling 

error alone, rather the nature and strength of entrepreneurial orientation – business 

performance relationship is influenced by the interference of various elements of 

organizational and industrial environment (Covin and Slevin, 1989; Naman and Slevin, 
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1993; Lumpkin and Dess, 1996; Zahra and Garvis, 2000; Hult et al., 2004; Green et al., 

2008; Rauch et al., 2009; Grande et al., 2011; Kraus et al., 2012).  

For developing further insight in this regard, the concept of elaboration is 

particularly relevant (Rosenberg, 1968). Elaboration serves to clarify the relationship 

between two variables through the introduction of additional variables. The process of 

elaboration leads to richer theoretical model and better explains the functional nature of 

relationship between variables under investigation.  

In strategic management literature, a central theme is a fit or alignment between 

firm’s internal structure, strategy, processes and its environment (Mintzberg, 1979; 

Venkatraman, 1989). The field of entrepreneurship follows the strategy literature while 

exploring a relationship between the firm, its structure and environment. Slevin and 

Covin (1990) have demonstrated that the fit between organizational factors, 

environmental variables and entrepreneurial orientation is an important measure for 

increasing the firm performance. They claim that performance can be improved when key 

variables are correctly aligned and the role of moderating and mediating variables is 

rightly defined. Naman and Slevin (1993) also find a positive relationship between fit and 

performance for organic firms in a turbulent environment; whose style is highly 

innovative, risk taking and proactive. Kreiser and Davis (2010) have stated that the 

impact - a predictor variable has on a criterion variable is often dependent upon the level 

of a third variable called as moderator/ mediator.  

Lumpkin and Dess (2001) have stated that the relationship between 

entrepreneurial orientation and firm performance may be more complex than previously 

assumed and magnitude of this relationship is contingent upon various attributes of the 

external and internal environment of a firm. Environmental factors, such as dynamism, 

complexities, hostility and munificence; structural factors like formalization, 

decentralization of decision making; organizational factors- size, age, nature of firm etc 

may influence the intensity of the entrepreneurial orientation - business performance 

relationship (Lee and Lim, 2009; Kraus et al., 2012; Schepers et al., 2014). Aldrich 

(1979, 1990) stated that the survival of an organization does not depend upon strategic 

choices or environmental forces alone; rather the degree of fit between entrepreneurial 
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efforts and environmental forces decides the future of an organization.  Stevenson and 

Jarillo (1990) have stated that organizations which emphasise on internal and external 

networking and allow sharing of resources will exhibit a higher degree of entrepreneurial 

behaviour. Dimitratos et al. (2004) suggest that environmental uncertainty plays a 

significant role in moderating the entrepreneurship - business performance relationship 

and proper alignment of entrepreneurial efforts with environmental conditions enhances 

organizational performance. Richard et al. (2004) observe that the focal dimensions of 

entrepreneurial orientation interact with cultural diversity to affect firm’s performance. 

Stam and Elfring (2008) have revealed the importance of contingency perspective of 

entrepreneurial orientation - business performance relationship by stating that the fit 

among a firm’s strategic posture and other constructs of interest, e.g.  environmental and 

organizational factors is crucial for obtaining optimum business performance. They have 

highlighted that firm’s network centrality i.e. firm’s capacity to quickly identify, access, 

and mobilize external resources, positively influences the entrepreneurial orientation - 

business performance relationship.  Brookshire (2009) has stated that the relationship 

between firm level entrepreneurship and business performance is dependent upon the size 

of firm; smaller the size of firm - higher the impact of entrepreneurial orientation on 

firm’s performance. Rauch et al. (2009) in their meta analysis on ‘entrepreneurial 

orientation- business performance relationship’ have also supported the notion that 

relationship between entrepreneurial orientation and business performance is moderated 

by national culture, size of business organization, and technology intensity of a firm. 

The relationship between entrepreneurial orientation and business performance is 

contextual in nature and the strength of this relationship may be contingent upon the 

environmental context in which a firm operates (Naman and Slevin, 1993). 

Entrepreneurial posture is more appropriate for the firms which operate in dynamic 

environment. In dynamic environment, customer’s taste and preferences change regularly 

and opportunities emerges on continuous basis. Firms which take risky alternatives, 

introduce new product and services ahead of their competitors, adopt a forward looking 

and opportunity seeking perspective, allow autonomy to its employees and employs 

unconventional ways of competing, often gain extra market share and become market 
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leader. According to Miller (1983), it is the environmental munificence – perceived rate 

of change and the availability of environmental opportunities – which shapes the strategic 

posture of an organization.  

Lumpkin and Dess (1996) have suggested the moderating effect and mediating 

effect models for investigating the contextual nature of entrepreneurial orientation - 

business performance relationship. In the moderating-effects model, various elements of 

organizational and industrial environment interact with entrepreneurial orientation to 

influence firm performance (Naman and Slevin, 1993; Lumpkin and Dess, 1996). The 

strength of the entrepreneurial orientation – business performance relationship differs at 

different levels of organizational and industrial environment. In mediating-effects 

models, entrepreneurial orientation is considered an antecedent variable, firm 

performance is the outcome variable and the integration of organizational activities is the 

mediating variable. Effective integration of various organizational activities and 

processes intervene in the relationship between entrepreneurial orientation and business 

performance. Miller (1983) suggests that such integrating activities often include the 

extensive use of structural integration devices such as task forces and committees. Porter 

(1985) suggests the term horizontal organization, which consists of horizontal structures, 

horizontal systems, and horizontal human resource practices to integrate activities across 

business units.  

Covin and Slevin (1988) reveal that organizations are arrayed along a 

mechanistic-organic continuum, which constitute two formally contrasted forms of 

organizations. Organic organizations typically are decentralized, informal, have emphasis 

on lateral interaction and an equal distribution of knowledge throughout the 

organizational network, whereas mechanistic organizations tend to be highly centralized 

and formal. According to Covin and Slevin (1989), in earlier stage of life cycle, firm 

performance is positively related with mechanistic structure, a conservative strategic 

posture and a competitive profile characterized by conservative financial management 

and a short-term financial orientation. But after a particular stage of life cycle, organic 

firm would be more productive. Burns and Stalker (1961) theorize that organic structure, 

with lesser layers and direct communication is more suitable for handling unusual and 
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complex situations of dynamic environment, whereas mechanistic structure with well 

defined roles and responsibilities is more appropriate for organizations which deal with 

routine problems, reinforces past behaviour, goes for mass production, and operates in a 

relatively stable environment. In dynamic environment, where changes emerge regularly, 

organizations with rigid structure may fall short due to the reduced level of novelty and 

creativity. However, Kreiser and Davis (2010) suggest that no business posture is 

universally appropriate, the factors upon which the strategic posture depends are known 

as contingent factors - which may include organizational factors like: strategy, size, and 

resources etc and/or  environmental factors like: dynamism, munificence, regulations, 

and industry turbulence etc. 

  The above discussion suggests that the nature and strength of entrepreneurial 

orientation - business performance relationship is often affected by environmental 

uncertainties and organizational configuration. According to Wiklund and Shepherd 

(2005), the multivariate configuration of an entrepreneurial posture with other important 

constructs may provide a more accurate picture of entrepreneurial orientation - business 

performance relationship than those provided by bivariate models. Other variables, in 

addition to entrepreneurial orientation, could also influence performance directly or may 

moderate the relationship between entrepreneurial orientation and business performance.  

Contingency theory suggests that congruence or fit among key variables such as 

industry conditions and organizational processes is critical for obtaining optimal 

performance and the relationship between two variables is depended  upon the 

interference of a third variable, therefore, by introducing moderators and/ or mediators 

into entrepreneurial orientation – business performance relationships, the  misleading 

inferences can be reduced and more precise and specific understanding about 

entrepreneurial orientation – business performance relationship can be developed (Segev, 

1987; Zahra, 1991; Zahra and Garvis, 2000; Jogaratnam, 2002; Wiklund and Shepherd, 

2005; Stam and Elfring, 2008;  Wang, 2008; Rauch et al., 2009; Frank et al., 2010; 

Kreiser and Davis, 2010;  Soininen et al., 2012).  

In strategic management literature, it has often been argued that contingency 

approach towards entrepreneurial orientation - business performance relationship 
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provides a true picture of  entrepreneurial orientation - business performance relationship 

(Mugler et al., 2003; Yiu and Lau, 2008; Frank et al., 2010). So, for generating better 

insight of relationship that exists between entrepreneurial orientation and business 

performance, environmental uncertainty and organizational structure should be 

considered as moderating variables. 

2.9.1: Environmental Uncertainty  

Environment can be broadly defined as the totality of physical and social factors that are 

taken directly into consideration for adoption of a particular type of strategic posture and 

decision-making behaviour (Duncan, 1972). It represents the surroundings in which an 

organization operates. Customers, competitors, employees, and suppliers etc, which 

generally have direct bearing on the functioning of a firm, constitute task environment of 

the firm. Whereas factors like: economic scenario of the country, social believes, rate of 

technological up-gradations, political unrest, regulatory/legal environment, ecological 

factors and international conditions etc, which indirectly impact the performance of 

business, define the general environment of the firm. Although various elements of 

external environment present same amount of information to every firm in an industry 

but it is the firm’s perception about these elements which shapes its strategies (Tang et 

al., 2009). According to Kreiser et al. (2002), “firms in the same industry may have 

heterogeneous perceptions regarding the same industrial situation due to their different 

market positions, resource endowments, and dominant logics”. According to Boyd et al. 

(1993), it is the size, age, nature, resources, and market positioning of a firm, which 

shapes its response and strategy for a given environmental situation. It is generally seen 

that alike organizations normally respond to similar environmental condition differently - 

due to their perception (Tang and Tang, 2012). Bourgeois (1985) has highlighted the 

importance of perceived environmental uncertainties in decision making process by 

quoting that managers only respond and react to what they perceive; environmental 

conditions that are not noticed or perceived do not influence the management’s decisions 

or actions. Therefore, from strategic perspective, it is perceptual environment, which 

have higher strategic implications (Miller and Droge, 1986; Tang et al., 2009).  
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Literature reveals that the perceptual environment has often been conceptualized 

in terms of environmental dynamism and environmental complexities (e.g. Miller and 

Friesen, 1978; Naman and Slevin, 1993; Lumpkin and Dess, 1996; Shane and 

Venkatraman, 2000;  Zahra and Garvis, 2000; Wiklund and Shepherd; 2005; Ghobadian 

et al., 2010; Kreiser and Davis, 2010; Kraus et al., 2012). Environmental dynamism 

reflects the rate of change and innovation in an industry as well as the uncertainty or 

unpredictability of the actions of competitors and customers (Miller and Friesen, 1982). 

Dess and Beard (1984) have defined environmental dynamism in terms of absence of 

pattern and unpredictability of the competitive environment. These factors often generate 

uncertainty in firm’s environment and adversely affect the ability of firm to predict future 

course of actions.  

Environmental complexities measure the hostility of firm’s environment and has 

often been measured by looking at the extent to which factors like: pricing war, 

technology up-gradations, the pace of product/process innovation, demographic trend, 

availability/ shortages of labour and raw material, macro economic conditions, and 

corporate legislations impact the functioning of a business (Shane and Kolvereid, 1995; 

Awang et al., 2009). Kreiser and Davis (2010) reveal that environmental complexities 

tend to encompass those phenomena of firm’s environment that are more appropriate to 

the national or macro level. These complexities, rather than impacting a single firm, have 

impact on profitability of entire industry.   

Environmental uncertainty reflects: (i) the velocity and intensity of change in 

factors like technology sophistication, customer expectations, competitors actions etc., 

(ii) environmental support or challenges in terms of resource availability and regulatory 

restrictions or facilitation, and (iii) the relative attractiveness of the industry-level and 

macro-economic conditions.  

As far as relationship between environmental uncertainty and entrepreneurship is 

concerned, literature suggests that an environmental uncertainty is one of the most 

significant factor affecting the nature and strength of entrepreneurial orientation – 

business performance relationship (Lawless and Finch, 1989; Lumpkin and Dess, 1996; 

Balabanis and Katsikea, 2003; Antoncic and Hisrich, 2004; Tang et al., 2009; Kreiser and 
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Davis, 2010; Hassim et al., 2011; Taylor, 2013). According to Priem et al. (2002), 

uncertainty relating to environmental and organizational variables often decreases firm’s 

performance predictability and increases the risk of business failure. Zahra and Garvis, 

(2000) have pinpointed the negative effect of environmental uncertainties on 

entrepreneurial orientation – business performance relationship by stating that 

environment is a primary source of uncertainty and grater the degree of environmental 

complexities and dynamism, lesser the strength of entrepreneurial orientation – business 

performance relationship. According to Lumpkin and Dess (2001), “the rate of change 

and unpredictability of factors likes: market trends, industry innovation, customer tastes, 

production or service technologies, and the modes of competition often erode the ability 

of managers to predict future events as well as their impact on the organization”. Chattell 

(1995) has highlighted the role of technological evolution – as a constituent of firm’s 

general environment - on firm’s success by stating that the invent of new technologies, 

not only improves the level of existing knowledge and generate new options, but these 

actions also increases the customer expectations from the supplier and makes the 

environment more dynamic and complex. The technological evolutions not only result in 

new products and but these radical innovations and technological advancements also 

increase the rate of product obsolesce (Duncan, 1972; Birkinshaw, 1995; Mason, 2006).  

The concept of environmental uncertainty plays a fundamental role in refining 

once understanding regarding the strategic decision-making process that occurs within 

entrepreneurial organizations (Zahra and Neubaum, 1998; Lumpkin and Dess, 2001). 

Environmental uncertainties create lot of challenges in firm’s environment and increase 

the chance of business failure. Adoption of entrepreneurial posture is a conscious 

strategic response to environmental challenges (Yusaf, 2002; Rauch et al., 2009; Kreiser 

and Davis 2010). Miller and Friesen (1982) have highlighted the importance of 

entrepreneurial posture in uncertain environment by stating that “as the environment 

becomes more dynamic and complex, innovation becomes increasingly necessary to 

avoid product and service obsolesce”. According to Covin and Slevin (1991), in dynamic 

environment the existing range of product, services, technologies and processes becomes 

inadequate and a firm has to look for new products and services, in order to maintain the 
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current market position. Without innovation and assumption of risk, these firms will fall 

behind their competitors and lose their market share (Dess and Beard, 1984; Miller, 1988; 

Covin and Slevin, 1991; Wiklund and Shepherd, 2003). According to Tan and Litschert 

(1994), “strategy-making in more dynamic and competitive environment tends to reflect a 

higher degree of proactive, innovative and risk-taking strategies”. Khandwalla (1987) 

argue that firms competing in dynamic environment are able to cope up with various 

difficulties by adopting risk-taking attitude, innovative behaviour, and proactive 

strategies and tactics. Likewise, Helfat (1997) claims that in dynamic environment, where 

changes are continuous and opportunities are numerous, firms who have the ability and 

courage to anticipate future demand and to commit significant amount of resources on the 

name of pioneering behaviour i.e. introduction of new product and services ahead of 

competitors, are likely to grow faster than non entrepreneurial firm. In dynamic 

environment, entrepreneurial behaviour is critical for firm’s survival (Stearns et al., 

1995). According to Zahra et al. (2002), “success in today's competitive, dynamic and 

complex environment requires a firm to quickly and effectively adjust their marketing 

and management activities to the changing business needs”. Jennings and Lumpkin 

(1989) have found that organizations which frame their strategies by monitoring and 

scanning their environment - perform better and ensure their survival. According to 

Naman and Slevin (1993), “increased dynamism can be conducive for pursuit of 

entrepreneurship because it trends to create opportunities in firms market”. Perceived 

decline of an industry as well as high growth prospects will push companies into 

increased innovative and renewal activities (Zahar, 1993). According to Covin and Slevin 

(1991), “organizations that do not take risk in dynamic environment will lose their market 

share and will not be able to maintain a strong industry standing relative to more 

aggressive competitors”.  

Forgoing review of literature suggest that environmental uncertainty play a 

significant role in entrepreneurial orientation - business performance relationship. For the 

purpose of this study, environmental uncertainty have been conceptualized as perceived 

rate of change and innovation in an industry, unpredictability of the actions of 

competitors and customers, and the relative attractiveness of the industry. These 
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variables not only create complexities in firm’s environment but also make the business 

more challenging. 

2.9.2: Organizational Structure 

Organizational structure can be defined as the sum total of the ways in which an 

organization divides its total work among its members. It specifies the roles, reporting 

relationships and responsibilities that shape decision-making in an organization. It 

indicates the ability of a firm to make maximum use of available resources through 

systematic distribution of work, skilful coordination of departmental activities, 

uninterrupted flow of information, and continuous interaction between organizational 

members (Chen and Huang, 2007).  Bower (1970) reveals that structure channels 

collaboration, allocates power and responsibility, and prescribes levels of formality and 

complexity.  According to Olsen et al. (1998), organizational structure contemplates 

organization’s internal pattern of relationships to attain organizational objectives. Hage 

(1980) considers organizational structure as formal scheme of relationship, 

communication, and decision process, which allow an organization to develop its 

functions and achieve its objectives. Organizational structure can be defined as the formal 

allocation of work roles and the administrative mechanisms to control and integrate work 

activities across organizational boundaries (Child, 1972).  Organization structure, at one 

end provides the foundation for establishment of organizational rules, regulations and 

standard operating procedures, at other end it also specifies the extent of power which an 

organizational position commands in the process of decision making (Jacobides and 

Winter, 2007). Dalton et al. (1980) consider organizational structure as the reflection of 

the organizational values, believes and governess. They suggest that an effective form of 

organizational structure not only optimizes the ratio of organizational efforts to output but 

it also defines the scope of acceptable behaviour for an individual.  

As far as relationship between strategy and structure is concerned, contemporary 

organizational theory assumes that external changes force internal adjustments i.e. 

structure follows the strategy. Chandler (1992) affirms the above argument by stating that 

strategic changes lead to structural changes and whenever business strategy changes, the 
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organizational structure have to change.  Snow and Hambrick (1980) highlight the 

importance of organizational structure for a business organization by arguing that it is the 

effective integration of firm’s internal operations, which ensure the judicious 

implementation of organizational strategy and successful attainment of firm’s objectives. 

According to Kraus et al. (2011), “changes in the structure of the firm become necessary 

when strategies change, and when administrative and economic inefficiencies occur”. A 

well defined organization structure helps an entrepreneurial firm in effective allocation of 

work, resources and administrative mechanisms necessary for the implementation of 

organizational strategies. An appropriate organizational structure ensures the 

achievement of strategic objectives and brings ease and effectiveness in performance of 

various operational and strategic tasks. Organizational structure is a powerful tool, which 

impedes or facilitates the exploration and exploitation of an environmental opportunity 

(Analoui and Karami, 2003). 

Organizational structure is multi faceted construct having specialization, 

centralization, participation, formalization, complexity, and integration as its integral 

components (Burns and Stalker, 1961; Child, 1972, Brickley and Dark, 1987; Beamish et 

al., 1999; Meijaard et al., 2005; Pleshko and Nickerson, 2008; Fegh-hi, 2010; Martinez-

Leon and Martinez-Garcia, 2011). Specialization reflects the number of functional 

divisions created within the organization; distribution of organizational tasks among these 

functional divisions; and the degree of expertise within these divisions (Pugh et al., 

1968). Centralization discloses the extent to which decision making powers has been 

distributed among various organizational members (Fredrickson, 1986). If relatively few 

individuals make decisions, a structure is highly centralized. If a large number of 

organizational members contribute towards the decision-making process, the degree of 

centralization is minimal. Participation is the extension of centralization. It reflects the 

degree of contribution made by different layers of management in decision making 

process (Dwyer and Welsh, 1985). Formalization reveals the extent to which an 

organization uses written rules and regulations for guiding the behaviour of various 

individuals and teams. Standardization is closely linked to formalization. It ensures the 

adherence of predefined rules and brings uniforminity in organizational behaviour. 
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Complexity and integration disclose the extent of difficulties in aligning various 

organizational tasks and functions (Fredrickson, 1986; Burton et al., 2006). Phenomena 

like: geographical dispersion, span of control, number of hierarchical levels etc often 

affect the extent of integration of various activities of an organization.  

Though organizational structure reflects different facets of work environment but 

in entrepreneurship and strategic management literature it has often reflected through 

mechanistic - organic continuum (Covin and Slevin, 1988; Naman and Slevin, 1993; 

Kreiser and Davis, 2010). Mechanistic structure, reflected through ‘high levels of 

bureaucracy, restricted channels of communication, centralized decision-making, 

formalized planning system, tight control, and a constrained level of flexibility’, often 

represents a bureaucratic form of organization. It is a type of structure in which 

organizational goals are formulated by top management (high degree of centralization) 

and then these goals- in form of targets, reach to middle and lower layers of management 

through a long process of downward communication (low level of participation). High 

degree of formalization forces employees to adhere strictly to formal rules and 

regulations, which consequently suppresses the scope for novelty, innovation and 

creativity. Weber (1947) asserts that the bureaucratic organizational structure, reflected 

through top-down approach, with well defined roles and responsibilities, is more suitable 

for firms which operate in a relatively stable environment. Because of its application and 

acceptance of impersonal rules, rigid division of activities, precise definition of each 

functional job along with clearly defined roles and responsibilities and hierarchically 

organized authority, a mechanistic structure ensures the smooth handling of routine 

problems and presents an ideal situation for mass production. But at the same time, it has 

also been argued that by enforcing standardized behaviour, complexities of dynamic 

environment cannot be addressed. Lam and Lundvall (2006) affirms the above argument 

by stating that the mechanistic structure is more appropriate for reinforcing past 

behaviour in a relatively stable environment (Robbins, 1993). But in dynamic 

environment, where changes are continuous and opportunities are numerous, 

organizations with rigid structure, due to the reduced level of novelty and creativity, often 

fall short in capitalizing emerging opportunities. Organic structure, on the other hand, 
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presents an adaptive form of organization and is based upon the belief that organizations 

prefer: open channels of communication - with free flow of information across different 

layers of management; participative style of decision making - with a culture of openness 

and trust; lower vertical differentiation and more of flat and horizontal integrations - with 

informal and bidirectional communication; lesser formalization and higher integration - 

by emphasizing knowledge specialization rather than focusing on operative specialization 

(Nonaka and Takeuchi, 1995; Ahmed, 1998; Hankinson, 1999; Morris et al., 2007). 

Burgelman (1983) has stated that organic firms, with a change- oriented mission, 

capability leveraging, and knowledge sharing attitude, are always at forefront of efforts to 

make necessary changes in firm’s environment. According to Lumpkin and Dess (1996), 

firms with organic structure - because of their inherent flexibility and knowledge 

specialization - are in a better position to motivate and pursue their members for 

environmental change and challenges. These firms focus equal distribution of knowledge, 

decentralization of decision making, informal relationship, and lateral interaction 

throughout the organizational network. Because of their adaptive nature, these firms 

become more appropriate for handling unusual and complex situations of dynamic 

environment.  

As far as relationship between organizational structure and entrepreneurship is 

concerned, literature affirms that organization’s choice of structure has a significant 

effect on the nature and strength of entrepreneurial orientation – business performance 

relationship (Khandwalla, 1977; Miles and Snow, 1978; Rumelt, 1982; Naman and 

Slevin, 1993; Lumpkin and Dess, 1996; Matsuno et al., 2002; Morris et al., 2007; Kraus 

et al., 2011). Burns and Stalker (1961) have highlighted the role of organizational 

structure for adoption of entrepreneurial behaviour by stating that organic structures 

promote innovation and novelty while mechanistic structures stifle innovativeness 

through bureaucratic actions. According to Kreiser and Davis (2010), “an appropriate 

structure for an entrepreneurial organization should include decentralization of decision-

making authority, minimal hierarchical levels, free-flowing communication channels, and 

closely integrated R&D, manufacturing, and marketing functions”. Miller and Friesen 
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(1982) by comparing the structural attributes of entrepreneurial and conservative firms 

conclude that rigid hierarchies are poorly suited for entrepreneurial firms.  

Literature reveals that environmental uncertainties drive the structures of an 

organization (Mintzberg, 1979). It has been observed that organic structures, when 

aligned with dynamic environment, often lead to increased levels of business 

performance (Slevin and Covin, 1990; Naman and Slevin, 1993). The unpredictability of 

the variables like customer demand and preferences, competitor’s actions and 

technological trends make the environment dynamic. In such an environment, 

organizations which prefer knowledge specialization, equal distribution of knowledge, 

informal and bidirectional communication, flexibility in administrative relations, and 

higher integration of the organizational activities, often produce a higher business 

performance (Lumpkin and Dess, 1996). Whereas in an environment where customer 

taste and preferences remain constant, a superior business performance can be achieved 

by emphasises high degree of standardization and formalization (Burns and Stalker, 

1961; Lawrence and Lorsch, 1967). High degree of standardization and formalization not 

only brings uniformity in individual behaviour, but it also reduces the possibility of 

unwanted outcomes by enhancing functional clarity i.e. who will perform a particular 

task, how the task is to be performed, where it is to be performed, and by what time it is 

to be performed etc. Burgelman (1983) affirms the above arguments by theorizing that 

the organic organizational structure would be more productive in uncertain and changing 

environment - where innovation is absolutely necessary, while the mechanistic structure 

is more appropriate for mature industries and stable environment.  Organic structure 

allow firms to exhibit a rapid response to changing business environment, while 

mechanistic structures are better suited to predictable environment where rapid 

organizational responses are not typically required. According to Dumaine (1991), 

organic structure - because of its informal relationship, fluid role, and lateral 

communication, is needed to generate innovation, while mechanistic structure - because 

of its task specialization, hierarchy, and vertical communication, is needed to implement 

them.   
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Above arguments suggest that the strength of the entrepreneurial orientation – 

business performance relationship is significantly impacted by the kind of organizational 

structure adopted by a firm. In the context of this study, organizational structure has 

been conceptualized in terms of mechanistic-organic continuum. Mechanistic structure 

reflects a bureaucratic form of organization with restricted channels of communication, 

centralized decision-making, a formalized planning system, tight system of control, and a 

constrained level of flexibility. Organic structure reflects an adaptive form of 

organization with open channels of communication, equal distribution of knowledge, 

participative style of decision making, lesser formalization, lower vertical differentiation 

and higher horizontal integration.  

2.10: Need for the Study 

Forgoing review of literature suggests that an entrepreneurial orientation is a key 

ingredient for organizational success. However, empirical results are mixed. Many 

studies find a significant positive relationship between entrepreneurial orientation and 

business performance. However, some studies find an insignificant relationship between 

entrepreneurial orientation and business performance. Some studies suggest that the 

relationship between entrepreneurial orientation and business performance is not that 

straightforward; rather it is shaped like inverted U. A very high or low degree of 

entrepreneurial orientation is not always desirable in certain market and in structural 

conditions. The variation in the reported relationships between entrepreneurial orientation 

and business performance demand further investigation. 

Literature reveals a double opinion regarding the dimensionality of 

entrepreneurial orientation construct. One set of studies have conceptualized 

entrepreneurial orientation as a uni-dimensional construct, under the assumption that the 

focal dimensions of entrepreneurial orientation are usually highly correlated with each 

other. Another set of studies argue that various components of entrepreneurship may vary 

independently and have a unique contribution towards firm’s success. The literature 

suggest that all five dimensions of entrepreneurial orientation viz. innovativeness, 

proactiveness, risk taking, competitive aggressiveness and autonomy are important for 
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firm’s success, but it is also suggested that only a sub-set of these dimensions may be 

relevant for a particular context in which a firm operates.  Therefore, deconstruction of 

the entrepreneurial orientation construct becomes necessary so that organisational 

decision makers may focus specifically on those dimensions which significantly 

influence business performance rather than focusing on all dimensions of entrepreneurial 

orientation. 

Entrepreneurial orientation – business performance models has been built and 

tested mainly in the developed economies and very little has been done in developing 

economies. While entrepreneurial orientation is universally important, it is especially 

critical in developing economies, where firms often do not possess sufficient advanced 

technological capabilities and knowledge resources required for innovation. Lack of 

resources often restricts them from adopting risk taking behaviour. The dysfunctional 

bureaucratic environment not only makes the business environment complex but it also 

adversely affects the degree of proactiveness and autonomy. Inadequate or ineffective 

measures to protect patents and copyrights reduce the competitiveness of a firm and 

discourage innovative and novel actions. The unique characteristics of developing 

economies i.e. lack of required infrastructure facilities, high degree of bureaucracy, 

prevalence of family owned business with conservative attitude, make the relationship 

between entrepreneurial orientation and business performance more challenging and 

complex. It is quite possible that in emerging economies, organizations tend to imitate the 

successfully discoveries and often hesitate to take significant amount of risk. India, one 

of the fastest growing economies, presents a compelling context to examine and refine 

our understanding of the entrepreneurial orientation – business performance relationship. 

The institutional environment of India is undergoing a large-scale transition. At 

present, the Indian business environment is very conducive for the entrepreneurial 

activities. Indian government as well as intelligentsia are stressing on the need for 

promoting entrepreneurship as a solution to the Indian problems of unemployment and 

economic growth. There is a need to know the factors responsible for the success of 

entrepreneurial activities. It is pertinent to explore the orientation of firms suited for 

entrepreneurship so that concerted efforts can be made to develop these orientations 
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among India firms. However the literature suggests that there are not many studies 

exploring the entrepreneurial orientation in India. Further, there is hardly any study 

conducted for exploring the relationship between entrepreneurial orientation and business 

performance in Indian context. The present study is an endeavour to fill these gaps.  

The result of the study will help the industry and entrepreneurs in understanding 

the implications of different dimensions of entrepreneurial orientation for the 

performance of their business. Secondly, the result of the study will help the public policy 

makers in designing the policy for the promotion of entrepreneurship in India. As the 

study proposes to develop a model of entrepreneurial orientation - business performance 

relationship for Indian context, it will also contribute to the existing literature on 

entrepreneurship and relationship between entrepreneurial orientation and business 

performance. 
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CHAPTER - III 

RESEARCH METHODOLOGY 

This chapter describes the research methodology adopted for the conduct of present 

study. Section 3.1 describes research design and provides detail regarding research 

questions, research objectives, hypotheses and scope of the study. Section 3.2 reveals the 

methodology followed for the development of research instrument. Section 3.3 provides 

detail regarding the execution of the survey. Sample profile has been presented in section 

3.4. Section 3.5 specifies data analysis techniques and section 3.6 talks about the 

limitations of the study. 

3.1: Research Design  

Descriptive, cross sectional research design has been adopted for the conduct of the 

present study. Survey method of data collection has been applied through a self 

developed research instrument.  

3.1.1: Research Questions 

As the literature reveals that there is a considerable variation in the reported relationship 

between entrepreneurial orientation and business performance, so the major purpose of 

the study is to clarify the nature of entrepreneurial orientation - business performance 

relationship by answering following research questions:  

1. How do organizational demographics effect the entrepreneurial posture of a firm? 

2. Is there a significant relationship between entrepreneurial orientation and business 

performance?  

3. Is the relationship between entrepreneurial orientation - business performance 

contextual in nature? 

3.1.2: Research Topic 

Relationship of Entrepreneurial Orientation and Business Performance  

of North Indian Firms 
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3.1.3: Objectives of the Study  

Following objectives have been set for the study. 

1. To study the entrepreneurial orientation of North Indian firms.  

2. To study the association of entrepreneurial orientation with organizational 

demographics. 

3. To study the impact of entrepreneurial orientation on the business performance.  

4. To study the role played by organizational and industrial environment in 

entrepreneurial orientation - business performance relationship. 

5. To suggest a model of entrepreneurial orientation - business performance 

relationship, for Indian context. 

3.1.4: Hypotheses 

To study the above objectives, following hypotheses have been framed: 

H1: Age of firm is not significantly associated with the degree of entrepreneurial 

orientation. 

H2: Size of firm (based on annual turnover) is not significantly associated with the degree 

of entrepreneurial orientation. 

H3: Size of firm (based on number of employees) is not significantly associated with the 

degree of entrepreneurial orientation. 

H4: Nature of firm is not significantly associated with the degree of entrepreneurial 

orientation. 

H5: Type of organization is not significantly associated with the degree of entrepreneurial 

orientation. 

H6: There is no significant impact of the entrepreneurial orientation on the business 

performance. 

H7: The entrepreneurial orientation – business performance relationship is not moderated 

by environmental uncertainty. 

H8: The entrepreneurial orientation – business performance relationship is not moderated 

by organizational structure. 
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3.1.5: Scope of the Study 

The scope of the study has been restricted to North Indian firms (from Punjab, Haryana, 

Himachal Pradesh, Jammu and Kashmir, Uttaranchal, Uttar Pradesh, Rajasthan, 

Chandigarh, and Delhi). This is a firm level study. The key informants (senior level key 

executives, who have decision making power in the organization) have been taken as 

respondents to represent each firm.  

3.2: Variables and Measures 

A systematic procedure has been adopted for the development of the research instrument. 

Firstly, various constructs of interest (e.g. entrepreneurial orientation, environmental 

uncertainty, organizational structure, and business performance) were specified and the 

item pool was generated. The item pool was examined and relevant items were selected 

for the survey. Finally the survey instrument was subjected to content validity by seeking 

the opinion of subject experts.  

3.2.1: Construct Specification  

Construct specification is a pre requisite of scale development (Kaplan, 1973; Churchill, 

1979; Haladyna, 2012; Rico et al., 2012). A precise definition of construct - by 

specifying what is to be included, what is to be excluded and the context, in which it is to 

be applied - not only makes the inferences meaningful but also enhances the 

generalization of research findings. For the purpose of the operationalization, various 

constructs of interest have been defined in the following sections: 

3.2.1(a): Entrepreneurial Orientation  

Entrepreneurial orientation has been considered as a firm level construct. It has been 

conceptualized as the extent to which a firm showcases innovativeness, demonstrates 

proactiveness, prefers risk taking, shows competitive aggressiveness and provides 

autonomy to its employees.  
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Innovativeness has been defined as firm’s propensity to support and encourage new 

ideas, experimentation and creativity- likely to result in new products, services, 

technologies or processes. It reflects the willingness of a firm to depart from existing 

practices and to adopt new ways of doing the things. It represents willingness and 

readiness of all organizational members to accept and adopt organizational changes.  

Proactiveness has been specified as the willingness and ability of a firm to anticipate 

new developments as early as possible and to act as first mover viz-a-viz competitors. It 

reflects the vigilance of a firm towards its environment. 

Risk Taking has been regarded as the tendency of a firm to take business-related chance, 

to act boldly, to venture into unknown new markets, and to commit a relatively large 

portion of assets into ventures with uncertain outcome.  It discloses the managerial 

preferences to go beyond tried-and-tested. It also reflects the willingness of a firm to 

promote the culture of risk taking. 

Competitive Aggressiveness reflects the propensity of a firm to directly and intensely 

challenge its competitors - to achieve entry or improve position, i.e. to outperform 

industry rivals in the marketplace. It reveals the extent of firm’s assertiveness towards 

competitive challenges. 

Autonomy reflects the propensity of a firm to promote independence and self direction in 

thought and action and the presence of a culture that encourages such behaviour among 

entrepreneurial leaders or teams. It discloses the extent to which an organization allows 

its members to go for a novel idea and carrying it through to completion. 

3.2.1(b): Environmental Uncertainty 

Environmental uncertainty has been defined in terms of perceived rate of change and 

innovation in an industry, unpredictability of the actions of competitors and customers, 

and the relative attractiveness of the industry.  

3.2.1(c): Organizational Structure  

Organizational Structure has been defined in terms of mechanistic-organic continuum. 

Mechanistic structure reflects a bureaucratic form of organization with restricted channels 
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of communication, centralized decision-making, formalized planning system, tight 

systems of control, and a constrained level of flexibility. Organic structure reflects an 

adaptive form of organization with open channels of communication, equal distribution 

of knowledge, participative style of decision making, lesser formalization, lower vertical 

differentiation and higher horizontal integration. 

3.2.1(d): Business Performance 

Business performance has been defined as the extent to which an organization meets the 

requirement of different stakeholder’s viz. customers, employees, owners, creditors and 

community etc. In context of present study, the performance of an organization has been 

defined in following context. 

Subjective Business Performance Relative to Competitors has been defined as the 

ability of the firm to perform on indicators like: sales growth, market share, return on 

investment, service quality, customer satisfaction, employee satisfaction, employee 

turnover, product innovation, process innovation and product quality viz-a-viz their major 

competitors, over the past three years. 

Subjective Business Performance Relative to Industry reflects the relative 

performance of an organization against the industry average on indicators like: sales 

growth, profitability, growth rate, service quality, customer satisfaction, employee 

satisfaction, product innovation, process innovation and product quality. 

Archival Business Performance has been regarded as the ability of the firm to meet its 

economic goals in absolute terms. It is defined in terms of growth and profitability of an 

organization. 

3.2.2: Generation of Item Pool and Selection of Sample of Items  

During this phase of scale development, the pool of items was generated for the selection 

of the sample of items. 166 items (24 reflecting innovativeness, 21 measuring risk taking, 

23 gauging proactiveness, 16 specifying competitive aggressiveness, 19 reflecting 

autonomy, 20 representing business performance, 21 measuring environmental 
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uncertainty, and 22 focusing upon organizational structure)  have been identified from 

literature to tap various constructs under investigation. All these items were screened out 

for ambiguity (judgment on the chances that the item can be interpreted in different 

ways), redundancy (extent to which an item overlaps with some items capturing the same 

construct), clarity (extent to which the item is concise/accurate/direct), relevance 

(appropriateness of an item in measuring the underlying concept) and adequacy (extent to 

which an item covers the underlying concept). This process resulted in 67 items being 

finally selected for the instrument. Some of the statements were worded negatively to 

reduce response pattern bias, as suggested by Schriesheim and Hill (1981).  

3.2.2(a): Operationalization of Entrepreneurial Orientation Construct 

The first significant scale development for operationalizing entrepreneurial orientation 

was Khandwalla’s (1977) scale of entrepreneurial orientation. It was a three item scale, 

two items measuring the degree of product innovation and one item measures the risk 

taking propensity of an organization. Next comes the Miller and Friesen’s (1982) scale of 

entrepreneurial orientation, which was a refinement of the Khandwalla’s (1977) scale. In 

the five item scale developed by the Miller and Friesen, three items assesses the 

inclination of a firm towards product innovation and remaining two items discloses the 

risk taking propensity of a firm. Subsequently, both Khandwalla’s (1977) scale and 

Miller and Friesen’s (1982) scale of entrepreneurial orientation were revised by Coven 

and Slevin (1989). Covin and Slevin (1989) scale consists of nine items: three items 

measuring innovativeness, three items measuring proactiveness, and three items 

measuring risk taking. One item was adopted from Khandwalla (1977), four items were 

adapted from Miller and Friesen (1982), and the remaining four items were developed by 

the Covin and Slevin. Covin and Slevin (1989) have considered entrepreneurial 

orientation as a uni-dimensional construct and argued that entrepreneurial orientation is 

the summation of the extent to which top managers are inclined to take business related 

risk (the risk-taking dimension), to favour change and innovation - in order to obtain a 

competitive advantage for their firm (the innovation dimension), and to compete 

aggressively with other firms (the proactiveness dimension). Lumpkin and Dess (1996) 
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commented upon the narrowness of Covin and Slevin’s (1989) scale and added the 

dimensions of competitive aggressiveness and autonomy under the purview of 

entrepreneurial orientation.  Lumpkin and Dess (1996) have considered entrepreneurial 

orientation as a multidimensional construct under the belief that the contribution of the 

each of the dimension of entrepreneurial orientation towards business performance is 

unique. Lumpkin and Dess (2001, 2009) have developed a 22 items scale for measuring 

the entrepreneurial orientation of a firm. Nine items has been adopted from the Covin and 

Slevin’s (1989) scale and rest of the items were developed by Lumpkin and Dess. 

Although these scales, especially Covin and Slevin’s scale, have been commonly and 

comprehensively used in literature, but these operationalizations suffer from some 

common weaknesses. These operationalizations have focused primarily upon product 

innovation; attitude of top managers towards high risk projects and uncertainties; 

propensity of a firm to lead their competitors; adoption of ‘kill the competitor’ posture etc 

and lacked measures for firm’s overall propensity towards innovativeness, risk taking, 

proactiveness, competitive aggressiveness and autonomy. The fundamental theoretical 

basis of the operationalization of the entrepreneurial orientation construct lies in the fact 

that entrepreneurial firms have a higher propensity towards innovation, risk taking, 

proactiveness, competitive aggressiveness and autonomy (Gupta and Pandit, 2012).  In 

order to capture the various facets of these domains, the scale of entrepreneurial 

orientation has been revised and a thirty three item scale has been developed. Eight items 

gauging innovativeness (Table 3.1) reflects firm’s propensity to introduce new products, 

services or technological processes through the culture of novelty, experimentation and 

creativity. Risk taking comprising of five items (Table 3.2), reflects firm’s propensity to 

engage in high-risk projects; venturing into unknown new markets; committing a large 

portion of resources to venture with uncertain outcomes; supporting and encouraging risk 

taking behaviour;  and managerial preferences for bold versus cautious actions in order to 

achieve firm objectives. Proactiveness comprises of eight items (Table 3.3). These eight 

items reveal the firm’s inclination towards anticipating and acting on future needs by 

seeking new opportunities which may or may not be related to the present line of 

operations and introduction of new products and brands ahead of competition.  
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Competitive aggressiveness consists of six questions (Table 3.4). These questions reflect 

the degree of intensity, with which a firm tracks its competitors, anticipates their counter 

attack and adopts an aggressive attitude towards them. Autonomy, comprising six items 

(Table 3.5), discloses the extent to which an organization allows its employees to employ 

‘out of box’ thinking and to work outside the existing chain of command for finding 

innovative and unique solutions to problem and needs.  

3.2.2(b): Operationalization of Environmental Uncertainty Construct 

To operationalize environmental uncertainty, an eight item seven point scale refined by 

Naman and Slevin (1993) - based upon the earlier work of Khandwalla (1977), Miller 

and Friesen (1982) and Covin and Slevin (1989) has been adopted (Table 3.6). First five 

items capture those aspects of firm’s perceptual environment, which reflect ‘rate of 

change and innovation in an industry as well as the uncertainty or unpredictability of the 

actions of competitors and customers’. These items gauge the perception of the decision 

makers regarding the velocity and intensity of change in factors like: customer demand 

and preferences, actions of competitors, pace of technological updation and product 

obsolesce. Next three items disclose the relative attractiveness of the industry in terms of 

investment opportunities, regulatory restrictions and dominance of the environmental 

forces etc. This scale has been widely used in entrepreneurship literature (e.g. Slater and 

Narver, 1994; Becherer and Maurer, 1997; Atuahene-Gima and Ko, 2001; Yusuf, 2002; 

Kuivalainen et al., 2004; Wiklund and Shepherd 2005; Covin et al., 2006; Morris et al., 

2007; Ghobadian et al., 2010; Kreiser and Davis, 2010; Kraus et al., 2011).  

3.2.2(c): Operationalization of Organizational Structure Construct 

To operationalize organizational structure, a seven item seven point scale refined by 

Naman and Slevin (1993) - based upon the earlier work of Burns and Stalker, (1961), 

Child (1972),  Khandwalla (1977), and Covin and Slevin (1989) has been adopted (Table 

3.7).  These items measure the extent to which an organization favours open channels of 

communication, equal distribution of knowledge, participative style of decision making, 

lesser formalization, lower vertical differentiation and higher horizontal integration. The 
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Naman and Slevin (1993) scale of organizational structure has been commonly used in 

entrepreneurial and strategic management research (e.g. Jaworski and Kohli, 1993; 

Barrett et al., 2000; Brown et al., 2001; Burton and Obel, 2004; Chen and Huang, 2007; 

Morris et al., 2007; Yener and Aykol, 2008; Kreiser and Davis, 2010; Kraus et al., 2011).  

3.2.2(d): Operationalization of Business Performance Construct 

The driving force behind the development of business performance scale is the contextual 

nature of business performance. Business performance has been assessed in three 

different context i.e. subjective business performance relative to competitors, subjective 

business performance relative to industry and archival business performance.  

Subjective business performance relative to competitors has been operationalized 

through a ten-item scale (Table 3.8). Respondents were asked to compare the 

performance of their firm with their major competitors, over the past 3 years. The relative 

performance was measured on indicators like: sales growth, market share, return on 

investment, service quality, customer satisfaction, employee satisfaction, employee 

turnover, product innovation, process innovation and product quality. These indicators of 

financial and non-financial performance were derived from the literature (Table 3.8). 

To operationalize subjective business performance relative to industry, a nine-

item scale has been developed (Table 3.9). Subjective business performance relative to 

industry reflects the relative performance of an organization against the industry average. 

The relative performance was measured on indicators like: sales growth, profitability, 

growth rate, service quality, customer satisfaction, employee satisfaction, product 

innovation, process innovation and product quality. All these indicators have been 

commonly and comprehensively used in literature (Table 3.9). 

Archival business performance has been operationalized and measured in terms of 

five financial/ non financial indicators identified from the literature (e.g. Dess and 

Robinson, 1984; Pearce et al., 1987; Venkatraman and Ramanujam, 1987; Chandler and 

Hanks, 1993; Covin et al., 1994; Forker et al., 1996; Zahra and Garvis, 2000; Antoncic 

and Hisrich, 2004; Wall et al., 2004; Morris et al., 2007). These indicators include sales 

growth (SG), asset growth (AG), return on sales (ROS), return on assets (ROA), and 
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return on net worth (RONW). Archival data from the annual reports of the companies has 

been used. Sales growth and asset growth were calculated using compounded annualized 

growth rate (CAGR) of three years (2010-2013). For other indicators, average of the 

figures of three years (2010-2013) has been taken into consideration. 

Based upon above discussion, a sixty seven item research instrument has been 

developed and assessed for the content validity. Five categorical variables representing 

organizational demographics (age of firm, size of firm - based on annual turnover, size of 

firm - based on number of employees, nature of organization and type of organization) 

have also been included in the research instrument (Annexure I). 

3.2.3: Content Validity and Final Operationalization 

Content validity is one of the important attribute of scale development and refinement. It 

reflects the subjective assessment of the subject matter experts regarding 

representativeness and comprehensiveness of the scale items (Hinkin, 1995; Polit and 

Beck, 2006; Yaghmale, 2009; Rico et al., 2012). It is careful and critical examination of 

the items- sampled for inclusion in an instrument, for ambiguity, redundancy, clarity, 

relevance and adequacy. High degree of agreement among subject matter experts affirms 

the claim that instrument adequately samples the research domain and the sample of 

items selected for the representation of the underlying construct are appropriate, clear, 

adequate and relevant for the given purpose of assessment (Beck and Gable, 2001; Wynd 

et al., 2003; Lynn, 1986; Mastaglia et al., 2003).  

The content validity of the various scales under instigation has been examined by 

seeking opinion of 12 academic experts and 20 management practitioners. All the 

academic experts were from the area of research and management education. 

Management practitioners include top managerial officials of North Indian firms.  All the 

reviewers were contacted personally and requested to: (i) critically examines the 

relevance, representativeness and comprehensiveness of the items sampled for inclusion 

in the instrument and (ii) to suggest necessary modification in the given 

operationalization. Brief description of the construct was provided to experts along with 

the operationalization. During this process no major mistake was identified, however 
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some minor changes regarding the wording and phrasing of a few items was suggested by 

some of the experts. These suggestions were duly incorporated. The final 

operationalization of the various constructs has been presented below: 

Table 3.1 Items Selected for Measuring Innovativeness 

Sr. 

No. 

C
o
n

st
ru

ct
 

Statement 
Item 

Code 
Source 

1 

In
n

o
v

at
iv

en
es

s 

In general, the top managers of my business unit 

favour a strong emphasis on R&D, technology 

leadership and innovations. 

IN_1 

Miller and Friesen, 

1982; Covin and 

Slevin, 1989. 

2 

In general, the top managers of my business unit 

favour making significant changes in existing 

product line/services offering. 

IN_2 

Miller and Friesen, 

1982; Covin and 

Slevin, 1989. 

3 

Very many new lines of products or services have 

been marketed by my business unit in the past 3 

years. 

IN_3 

Miller and Friesen, 

1982; Covin and 

Slevin, 1989. 

4 
In general, my firm invest heavily in new product 

development. 
IN_4 Yang et al., 2007. 

5 

In general, the top managers of my business unit 

are willing to try new ways of doing things and 

seek unusual, novel solutions.  

IN_5 Wang, 2008. 

6 
In general, my firm emphasizes on developing 

new technology. 
IN_6 Yang et al., 2007. 

7 
In general, my firm invest heavily in process 

improvement. 
IN_7 Yang et al., 2007. 

8 

In general, the top managers of my business unit 

discourage people to think and behave in original 

and novel ways.* 

IN_8 Wang, 2008. 

*Reverse coded 
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Table 3.2 Items Selected for Measuring Risk Taking 

Sr. 

No. 

C
o
n

st
ru

ct
 

Statement 
Item 

Code 
Source 

1 

R
is

k
 T

ak
in

g
 

In general, the top managers of my business unit 

have a strong inclination of high risk projects 

(with chances of very high returns). 

RT_1 

Miller and Friesen,  

1982; Covin and 

Slevin, 1989. 

2 

In general, the top managers of my business unit 

believe that owing to the nature of the 

environment, bold, wide-ranging acts are 

necessary to achieve the firm's objectives. 

RT_2 

Miller and Friesen,  

1982; Covin and 

Slevin, 1989. 

3 

When confronted with decision making situations 

involving uncertainty, my business unit typically 

adopts a bold and aggressive posture in order to 

maximize the probability of exploiting potential 

opportunities. 

RT_3 
Covin and Slevin, 

1989. 

4 

Top managers around here like to implement 

plans only if they are very certain that they will 

work*. 

RT_4 
Matsuno et al., 

2002. 

5 
Risk-takers are recognized and rewarded in our 

organization, whether they are successful or not. 
RT_5 

Soininen et al., 

2012. 

*Reverse coded 

 

 

 



81 

 

Table 3.3 Items Selected for Measuring Proactiveness 

Sr. 

No. 

C
o
n

st
ru

ct
 

Statement 
Item 

Code 
Source 

1 

P
ro

ac
ti

v
en

es
s 

In dealing with its competitors, my firm typically 

initiates actions which competitors respond to. 
PR_1 

Covin and Slevin, 

1989. 

2 

In dealing with its competitors, my firm is very 

often the first business to introduce new 

products/services, administrative techniques, 

operating technologies etc. 

PR_2 

Covin and Slevin, 

1989; Naman and 

Slevin 1993; Zahra 

and Gravis, 2000. 

3 

In dealing with its competitors, my firm typically 

adopts a very competitive, ‘undo-the-

competition’ posture. 

PR_3 

Covin and Slevin, 

1989; Naldi et al., 

2007. 

4 
In general, top management of my firm spend 

time discussing customer future needs. 
PR_4 

Jaworski and 

Kohli, 1993. 

5 
My firm actively collect and evaluate information 

on consumer needs and preferences. 
PR_5 

Gonzalez-Benito et 

al., 2009. 

6 
In general, my firm actively collect and evaluate 

information on  technological developments. 
PR_6 Zhao et al., 2011. 

7 

My firm actively collects and evaluates 

information on interest rate, exchange rate, 

industry growth rate, and inflation rate  etc. 

PR_7 

Matsuno et al., 

2002; Zhao et al., 

2011. 

8 
In general, there is an ongoing, active search for 

big opportunities in my firm. 
PR_8 

Soininen et al., 

2012. 
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Table 3.4 Items Selected for Measuring Competitive Aggressiveness 

Sr. 

No. 

C
o
n

st
ru

ct
 

Statement 
Item 

Code 
Source 

1 

C
o

m
p
et

it
iv

e 
A

g
g

re
ss

iv
en

es
s 

My firm regularly benchmarks its activities 

against the best players in industry. 
CA_1 

Matsuno et al., 

2002. 

2 Capturing the maximum market share is the top 

priority and we often cut prices for it. 

CA_2 Venktaraman, 1989. 

3 Our organization adopts innovative methods to 

beat the competition. 

CA_3 
Matsuno et al., 

2002. 

4 
My firm engages in competitive intelligence to 

generate actionable foresight for strategy making. 

CA_4 

Zahar et al., 2002; 

Gonzalez-Benito et 

al., 2009. 

5 My firm usually adopts an aggressive attitude 

towards our competitors. 

CA_5 
Lumpkin and Dess, 

2001; Wang, 2008. 

6 In our organization, we indulge in competitor 

response modeling and war gaming exercises 

CA_6 Zahar et al., 2002. 
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Table 3.5: Items Selected for Measuring Autonomy 

Sr. 

No. 

C
o
n

st
ru

c
t 

Statement 
Item 

Code 
Source 

1 

A
u

to
n

o
m

y
 

In general, the top managers of my firm believe 

that individuals or work groups operating 

independently, that is, outside the organizational 

chain of command, get the best result. 

AU_1 

Lumpkin et al., 

2009. 

 

2 

In general, the top managers of my firm believe 

that individuals and/or teams pursuing business 

opportunities can take decisions on their own 

without constantly referring to their supervisor/s. 

AU_2 
Hughes and 

Morgan, 2007. 

3 

In general, the top managers of my firm 

encourage individuals and/or teams pursuing 

business opportunities to proceed without having 

to justify their action at every stage of 

development. 

AU_3 

Lumpkin et al., 

2009. 

 

4 

In general, the top managers of my firm 

encourage individuals and/or teams to think 

‘outside the box’ when making decisions. 

AU_4 

Lumpkin et al., 

2009. 

 

5 

In general, the top managers of my firm supports 

the efforts of individuals and/or teams that work 

autonomously 

AU_5 
Hughes and 

Morgan, 2007. 

6 
Our firm encourages employees to make 

decisions by their own. 
AU_6 

Hughes and 

Morgan, 2007. 
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Table 3.6 Items Selected for Measuring Environmental Uncertainty 

Sr. 

No. 

C
o
n

st
ru

ct
 

Statement 
Item 

Code 
Source 

1 

E
n

v
ir

o
n

m
en

ta
l 

T
u
rb

u
le

n
ce

 

In general, our business unit needs to change its 

marketing practices extremely frequently (e.g. 

semi-annually). 

ENV_1 

 

 

 

 

 

 

Standardized 

scale of Naman 

and Slevin, 

1993. 

 

2 
In general, the rate of products/ services 

obsolescence is very high. 

ENV_2 

3 
In general, actions of competitors are 

unpredictable. 

ENV_3 

4 
In general, demand and tastes are almost 

unpredictable. 
ENV_4 

5 
In general, the modes of production/service 

change often and in a major way. 
ENV_5 

6 

The external environment in which my business 

unit operates is very risky, one false step can 

mean my business unit's undoing. 

ENV_6 

7 

The external environment in which my business 

unit operates is very stressful, challenging, 

hostile; very hard to keep afloat. 

ENV_7 

8 

The external environment in which my business 

unit operates is dominating in which my business 

unit's initiatives count for very little against the 

tremendous political, technological or 

competitive forces. 

ENV_8 
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Table 3.7 Items Selected for Measuring Organizational Structure 

Sr. 

No. 

C
o
n

st
ru

ct
 

Statement 
Item 

Code 
Source 

1 

O
rg

an
iz

at
io

n
al

 S
tr

u
ct

u
re

 

In general, the operating management philosophy in my 

business unit favour...... 

 

Open channels of communication with important 

financial and operating information flowing quite 

freely throughout the business unit. 

OS_1 

Standardized 

scale of Naman 

and Slevin, 

1993. 

 

 

2 
Managers' operating styles allowed to range 

freely from the very formal to the very informal. 

OS_2 

3 

A strong tendency to let the expert in a given 

situation have the most say in decision making 

even if this means temporary bypassing of formal 

line authority. 

OS_3 

4 

A strong emphasis on adapting freely to changing 

circumstances without too much concern for past 

practice. 

OS_4 

5 
A strong emphasis on getting things done even if 

it means disregarding formal procedures. 

OS_5 

6 

Loose, informal control; heavy dependence on 

informal relationships and norms of cooperation 

for getting work done. 

OS_6 

7 

A strong tendency to let the requirements of the 

situation and the individual's personality define 

proper on-job behaviour. 

OS_7 
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Table 3.8 Items Selected for Measuring  

Subjective Business Performance Relative to Competitors 

Sr. 

No. 

C
o
n

st
ru

ct
 

Statement 
Item 

Code 
Source 

1 

S
u
b

je
ct

iv
e 

B
u

si
n

es
s 

P
er

fo
rm

an
ce

 r
el

at
iv

e 
to

 c
o

m
p

et
it

o
rs

 

Compared to the major competitors, in the last three years, how has our 

business performed in terms of....... 

Sales Growth PRC_1 
Venkatraman, 1989; Wiklund and 

Shepherd, 2003; Tang and Tang, 2012. 

2 Market Share PRC_2 
Morgan and Strong, 2003; Clercq et al., 

2010; Tang and Tang, 2012. 

3 Return on Investment PRC_3 
Venkatraman, 1989; Matsuno et al., 2002; 

Wiklund and Shepherd, 2003. 

4 Service Quality PRC_4 
Wiklund and Shepherd, 2003; Stam and 

Elfring, 2008. 

5 
Customer 

Satisfaction 
PRC_5 

Morgan and Strong, 2003; Stam and 

Elfring, 2008. 

6 
Employee 

Satisfaction 
PRC_6 

Kaplan and Norton, 1996; Kennerley and 

Neely 2002. 

7 Employee Turnover PRC_7 
Kaplan and Norton, 1996; Kennerley and 

Neely 2002; Houck et al., 2012. 

8 Product Innovation PRC_8 
Wiklund and Shepherd, 2003; Gonzalez-

Benito et al., 2009; Tang and Tang, 2012 

9 Process Innovation PRC_9 
Wiklund and Shepherd, 2003; Stam and 

Elfring, 2008; Tang and Tang, 2012 

10 Product Quality PRC_10 
Atuahene-Gima and Ko, 2001; Wiklund and 

Shepherd, 2003; Yildiz and Karakas, 2012. 
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Table 3.9 Items Selected for Measuring 

Subjective Business Performance Relative to Industry 

Sr. 

No. 

C
o
n

st
ru

ct
 

Statement 
Item 

Code 
Source 

1 

S
u

b
je

ct
iv

e 
B

u
si

n
es

s 
P

er
fo

rm
an

ce
 r

el
at

iv
e 

to
 I

n
d

u
st

ry
 

Compared to the industry 

average.. 

Venkatraman, 1989; Wiklund and 

Shepherd, 2003; Tang and Tang, 2012. 

We have higher sales 

growth. 
PRI_1 

2 We are more profitable. PRI_2 Stam and Elfring, 2008; Clercq et al., 

2010; Kraus et al., 2012. 

3 
We are growing more 

rapidly 

PRI_3 

Shane and Kolvereid, 1995; Matsuno et 

al., 2002; Tang et al., 2007; Gonzalez-

Benito et al., 2009. 

4 
We have better service 

quality. 

PRI_4 Wiklund and Shepherd, 2003; Stam and 

Elfring, 2008. 

5 
We have higher 

customer satisfaction. 

PRI_5 Morgan and Strong, 2003; Gonzalez-

Benito et al., 2009. 

6 
We have higher 

employee satisfaction. 

PRI_6 Kaplan and Norton, 1996; Kennerley and 

Neely 2002; Antic  and Sekulic, 2006. 

7 
We have better product 

innovation. 

PRI_7 

Wiklund and Shepherd, 2003; 

Madhoushi et al., 2011; Tang and Tang, 

2012 

8 
We have better process 

innovation. 

PRI_8 

Wiklund and Shepherd, 2003; Stam and 

Elfring, 2008;   Madhoushi et al., 2011; 

Tang and Tang, 2012 

9 
We have better product 

quality. 

PRI_9 Atuahene-Gima and Ko, 2001;  Wiklund 

and Shepherd, 2003; Stede et al., 2006. 
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3.2.4: Scaling and Pilot Testing 

The selection of the response format constitutes another facet of scale development. The 

extent to which an instrument is able to capture the true score of the underlying concept is 

also affected by the fact that how much variability a scale provides to the respondents - 

while expressing their level of agreement or disagreement with a particular scale item 

(Lundstrom and Lamont, 1976).  Scaling is  a process of defining a continuum, on which 

measured objects are to be located. It provides correspondence rules i.e. a certain value 

on a scale that corresponds to some true value of a concept (Spector, 1992). The purpose 

of scaling is to define a continuum for assigning numbers to objects, which represents 

respondent’s overall attitude towards the given phenomena. Type of scaling needed for 

an instrument is always depends upon the fact that how sensitive a construct is? For a 

more sensitivity construct, there is a need for scale with numerous categories. To capture 

the presence or absence of an attribute among population or sample, dichotomous 

response category may satisfy the need. In context of the present study, dichotomous 

scaling techniques such as ‘agree or disagree’, was not sufficient to capture the variability 

of the underlying construct. So for the adequate measurement of the different constructs 

of interest, a seven point, Likert-type scale has been used. 

To identify the potential problems in the instrument regarding the clarity of items, 

understanding of response format, and acceptability of the questions, a pilot survey has 

been conducted on a group of 45 respondents.  No major problem was reported by the 

respondents. The final instrument used for survey is presented in Annexure I.  

3.3: Execution of Survey 

Data has been collected from both listed and non-listed companies of North India 

(Punjab, Haryana, Himachal Pradesh, Jammu and Kashmir, Uttaranchal, Uttar Pradesh, 

Rajasthan, Chandigarh, and Delhi). Firstly, NSE and BSE listed companies- having their 

registered office in the North Indian States and Union Territories were considered for 

survey. There were 887 firms from North India, which were listed on NSE and BSE. Out 

of the 887 firms, only 608 firms were actively traded on NSE/BSE. Out of the 608 

companies, the key informants from 500 companies were contacted for a personal survey. 



89 

 

The key informants of 212 firms agreed to participate in the survey. Non listed 

companies having their registered office in the North Indian and having annual turnover 

more than Rs. 50 crore have also been added under the scope of the present study. 

Purposive sampling technique has been adopted for the collection of data of non listed 

companies. About 600 non listed firms were approached. Out of these, 283 firms 

participated in the survey. The responses were examined for their completeness and 

seriousness. After removing the non-serious and/or incomplete responses, 457 responses 

(201 listed firms and 256 non listed firms) were finally selected for analysis. 

3.4: Sample Profile  

Table 3.10 shows the demographic profile of the sample. The sample is representative 

enough of the North Indian firms. Out of 457 organizations, 201 organizations were listed 

on BSE/NSE and 256 organizations were non-listed. 68.27% of organizations belong to 

manufacturing sector; service organization comprises of 31.73% of total sample. A small 

proportion of firms i.e. 19.47% have age 15 year or less and 80.53% of firms have age 

more than 15 years. 155 firms have turnover more than Rs. 500 crore and 68.08% of 

organizations have turnover between Rs. 50 - 500 crore.  74.84% of organizations have 

the employee strength of more than 250 and only 115 organizations have employee 

strength of 250 or less.  

Table 3.10 Sample Profile (N= 457) 

Sr. No. Parameter Description Number of firms Percentage 

1. 
Type of 

Organization 

Listed 201 43.98% 

Non- Listed 256 56.02% 

2. 
Nature of  

Industry 

Manufacturing 312 68.27% 

Service 145 31.73% 

3. 
Age of your 

organization 

More than 15 years 368 80.53% 

Up to 15 years 89 19.47% 

4. Annual Turnover 
More than Rs. 500 crore 155 33.92% 

Between Rs. 50-500 crore 302 66.08% 

5. 
Number of 

employees 

More than 250 342 74.84% 

Up to  250 115 25.16% 
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3.5: Data Analysis 

The collected data has been analyzed using uni-variate, bi-variate and multivariate 

analysis techniques. Specifically, Descriptive Statistics have been assessed to examine 

the basic characteristics of the sample data. Mahalanobis D
2
 index has been used to 

assess the multivariate normality. Confirmatory Factor Analysis with maximum 

likelihood criteria has been adopted for the measurement and validation of various 

constructs. Exploratory Factor Analysis has been applied to explore the dimensionality of 

business performance construct. Multiple Correlation has been used to examine inter-

construct correlation. Chi-square Test of Independence has been applied for assessment 

of the association of entrepreneurial orientation with the organizational demographics. 

Structural Equation Modeling has been used to measure the impact of entrepreneurial 

orientation on the performance of a business in six different models of entrepreneurial 

orientation – business performance relationship. Chi-square Difference Test has been 

adopted for comparison of various competing models of entrepreneurial orientation – 

business performance relationship. Moderation Analysis has been adopted for measuring 

the impact of environmental uncertainty and organizational structure on entrepreneurial 

orientation – business performance relationship.  

 In addition to Microsoft Excel, the software packages SPSS 19.0 and AMOS 19.0 

were used for computerized data analysis. Financial databases Prowess and Capitaline 

were assessed for the archival business performance data. 

3. 6: Limitations of the Study 

There are a number of limitations that influence the generalisability of this study. The 

findings of the study must be viewed in light of following limitations: 

1. The sample selection was based on purposive sampling, rather than a random 

probability sample. Additional research can be conducted using a random 

probability sample. 

2. The study is based on perception of individual key informants. Response bias may 

have crept in and may not have presented the true picture of the firm’s orientation. 

Average response of multiple key informants could be considered to get more 
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accurate picture of entrepreneurial orientation – business performance 

relationship.  

3. The current study is cross-sectional in nature and gives a static picture of the 

entrepreneurial orientation – business performance relationship. The study does 

not measure the effect of change in the strategic posture on the firm’s 

performance.  

4. Findings of the study are based on a heterogeneous sample of 457 large scale 

North Indian firms. These firms belong to multiple industrial contexts. It is quite 

possible that relationship between entrepreneurial orientation and business 

performance may vary from sector to sector. By restricting the scope of the study 

to a particular sector more specific inferences could be drawn.  

5. The study is based on input from Indian firms. The findings may be relevant for 

other emerging economies having similar business environment as that of India. 

However, we do not claim the generalization of the results.  
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CHAPTER - IV  

MEASUREMENT AND VALIDITY 

This chapter presents the process followed for measurement and validation of various 

constructs. Sections 4.1 describe the descriptive statistics of the sample data. The 

measurement and validation process of constructs under investigation has been resented 

in section 4.2.  

4.1: Descriptive Statistics 

As far as measurement and validation of research instrument is concerned, before 

evaluating the psychometric properties of various constructs, it become necessary to 

describe and understand the descriptive statistics of the sample data. Descriptive statistics 

examines the accuracy of the data entry process; measures the variability of responses 

and reveals the spread of data points across the sides of the distribution. The 

understanding of descriptive statistics helps in the interpretation and generalization of 

research result.  

In the context of present study, univariate and multivariate data analysis 

techniques have been applied and the data was analyzed in terms of frequency tables, 

mean, median, mode, standard deviation, skewness, kurtosis, and standard error. The 

purpose was to understand the fundamental characteristics of sample data and to make 

the inferences more meaningful for the targeted audience.  

The assessment of descriptive statistics (Table 4.1) reveals that all the variables 

fall within the predefined maximum and minimum values with no missing figure. 

Standard deviation ranges from .82 to 1.87, which was reasonable. The variation and 

spread of the data points across the sides of the distribution was found satisfactory. 

Standard error ranges from .04 to .09. These low indices of standard error support the 

accuracy of measurement process in capturing the true score of population. To assess the 

multivariate normality of various constructs of interest, Mahalanobis D2 index of 

normality has been employed through statistical software AMOS 19.0. Mahalanobis D
2
 is 

a multidimensional version of a z-score.  It measures the distance of a case from the 
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centroid (multidimensional mean) of a distribution, at a given covariance 

(multidimensional variance) and reflect outliers. The multivariate normality of various 

constructs of interest was found satisfactory and no major problem was identified. 

Table 4.1 Descriptive Statistics 

Sr. No. Construct Item Code 
No. of 

Cases 
Mean Median Mode 

Standard 

Deviation 

Skewness Kurtosis 
Standard 

Error of 

Mean 

1 

A
u
to

n
o
m

y
 

AU_1 457 3.25 2.00 2.00 1.65 .71 -.89 .08 

2 AU_2 457 4.44 5.00 6.00 1.70 -.58 -1.09 .08 

3 AU_3 457 4.56 5.00 6.00 1.71 -.61 -1.05 .08 

4 AU_4 457 4.87 6.00 6.00 1.69 -.67 -.90 .08 

5 AU_5 457 4.71 5.00 6.00 1.52 -.66 -.65 .07 

6 AU_6 457 5.38 6.00 6.00 1.31 -1.14 .98 .06 

7 

C
o
m

p
et

it
iv

e 

A
g

g
re

ss
iv

e
n
es

s 

CA_1 457 5.82 6.00 6.00 1.22 -1.25 1.35 .06 

8 CA_2 457 4.38 5.00 6.00 1.87 -.35 -1.31 .09 

9 CA_3 457 5.41 6.00 6.00 1.34 -1.07 .84 .06 

10 CA_4 457 5.40 6.00 6.00 1.17 -.88 .87 .05 

11 CA_5 457 5.22 5.00 5.00 1.28 -.68 .15 .06 

12 CA_6 457 5.02 5.00 6.00 1.31 -.76 .18 .06 

13 

E
n
v
ir

o
n
m

e
n
ta

l 

U
n
ce

rt
ai

n
ti

es
 

ENV_

1 

457 4.04 4.00 3.00 1.44 .19 -.96 .07 

14 ENV_

2 

457 2.19 2.00 2.00 1.33 1.29 .96 .06 

15 ENV_

3 

457 3.74 3.00 3.00 1.40 .32 -.93 .07 

16 ENV_

4 

457 3.57 3.00 2.00 1.59 .40 -1.08 .07 

17 ENV_

5 

457 3.85 3.00 3.00 1.51 .27 -1.21 .07 

18 ENV_

6 

457 3.89 4.00 3.00 1.39 .17 -.92 .07 

19 ENV_

7 

457 3.56 3.00 2.00 1.59 .33 -1.15 .07 

20 ENV_

8 

457 4.77 5.00 6.00 1.48 -.53 -.91 .07 

21 

In
n

o
v
a
ti

v
e
n
es

s 

IN_1 457 5.25 6.00 6.00 1.36 -.71 -.05 .06 

22 IN_2 457 2.95 2.00 2.00 1.62 .66 -.59 .08 

23 IN_3 457 5.39 6.00 6.00 1.35 -.93 .58 .06 

24 IN_4 457 5.37 6.00 6.00 1.34 -.83 .23 .06 

25 IN_5 457 5.89 6.00 6.00 1.19 -1.34 1.73 .06 

26 IN_6 457 5.66 6.00 6.00 1.36 -1.11 .75 .06 

27 IN_7 457 5.40 6.00 6.00 1.22 -.84 .66 .06 

28 IN_8 457 5.97 6.00 7.00 1.18 -1.37 1.54 .06 

29 

O
rg

an
iz

a
ti

o
n
al

 

S
tr

u
ct

u
re

 

OS_1 457 5.20 6.00 6.00 1.26 -1.22 .91 .06 

30 OS_2 457 4.07 4.00 2.00 1.66 -.21 -1.39 .08 

31 OS_3 457 4.41 5.00 6.00 1.65 -.29 -1.36 .08 

32 OS_4 457 4.65 5.00 6.00 1.66 -.44 -1.07 .08 

33 OS_5 457 3.00 2.00 2.00 1.57 .85 -.50 .07 

34 OS_6 457 4.03 5.00 5.00 1.53 -.30 -1.18 .07 

35 OS_7 457 4.23 5.00 6.00 1.70 -.34 -1.36 .08 
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36 

P
ro

ac
ti

v
en

e
ss

 

PR_1 457 4.80 5.00 4.00 1.29 -.36 -.41 .06 

37 PR_2 457 5.33 5.00 5.00 .96 -.73 1.90 .04 

38 PR_3 457 3.66 3.00 2.00 1.75 .41 -1.05 .08 

39 PR_4 457 6.03 6.00 6.00 .96 -1.49 4.47 .04 

40 PR_5 457 6.00 6.00 6.00 .90 -1.43 3.49 .04 

41 PR_6 457 6.02 6.00 6.00 1.00 -1.18 1.86 .05 

42 PR_7 457 5.97 6.00 6.00 .92 -.92 1.33 .04 

43 PR_8 457 5.92 6.00 6.00 .93 -1.38 3.96 .04 

44 

R
is

k
 T

ak
in

g
 RT_1 457 4.10 4.00 4.00 1.57 .03 -.91 .07 

45 RT_2 457 4.30 5.00 6.00 1.79 -.24 -1.46 .08 

46 RT_3 457 4.22 5.00 6.00 1.85 -.22 -1.48 .09 

47 RT_4 457 3.99 5.00 5.00 1.75 -.12 -1.37 .08 

48 RT_5 457 4.99 5.00 6.00 1.49 -.77 -.34 .07 

49 

S
u

b
je

ct
iv

e 
B

u
si

n
e
ss

 P
er

fo
rm

a
n
ce

 

  
  

  
  

 R
el

at
iv

e 
to

 C
o
m

p
e
ti

to
rs

 

PRC_

1 

457 5.13 5.00 5.00 1.13 -.59 .81 .05 

50 PRC_2 457 4.89 5.00 5.00 1.26 -.39 .07 .06 

51 PRC_3 457 4.89 5.00 5.00 1.15 -.47 .71 .05 

52 PRC_4 457 6.11 6.00 6.00 .89 -1.00 1.03 .04 

53 PRC_5 457 6.14 6.00 7.00 .94 -1.30 2.07 .04 

54 PRC_6 457 5.62 6.00 6.00 1.10 -.87 1.15 .05 

55 PRC_7 457 5.51 6.00 6.00 1.10 -.85 1.22 .05 

56 PRC_8 457 5.79 6.00 6.00 1.07 -.93 .92 .05 

57 PRC_9 457 5.80 6.00 6.00 1.02 -1.10 2.03 .05 

58 PRC_1

0 

457 6.16 6.00 7.00 .89 -.95 .41 .04 

59 

S
u

b
je

ct
iv

e 
B

u
si

n
e
ss

  

P
er

fo
rm

an
ce

 

R
el

at
iv

e 
to

 I
n
d

u
st

ry
 

PRI_1 457 5.28 5.00 6.00 1.22 -.87 .80 .06 

60 PRI_2 457 5.05 5.00 5.00 1.24 -.72 .63 .06 

61 PRI_3 457 5.29 5.00 6.00 1.23 -.87 .81 .06 

62 PRI_4 457 6.30 6.00 7.00 .81 -1.16 1.33 .04 

63 PRI_5 457 6.26 6.00 7.00 .86 -1.31 2.13 .04 

64 PRI_6 457 5.69 6.00 6.00 1.07 -1.06 1.89 .05 

65 PRI_7 457 5.91 6.00 6.00 1.04 -1.15 1.93 .05 

66 PRI_8 457 5.90 6.00 6.00 .97 -1.30 2.95 .05 

67 PRI_9 457 6.27 6.00 7.00 .82 -1.17 1.34 .04 

*All items were measured on a seven-point Likert type scale 

4.2: Measurement and Validation 

Measurement is a process through which an abstract concept is quantified, classified and 

interpreted (Carmines and Zeller, 1979; Hinkin and Schriesheim, 1989). It can be defined 

as a scientific process of assigning some numbers to some of the attributes of an abstract 

concept (Cronbach, 1955; Nunnally, 1978; Cherryholmes, 1988; Sireci, 1998). The focus 

of the measurement is on the crucial relationship between the empirically grounded 
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indicators and the underlying unobservable concept (Schmidt et al., 1985, 1991; 

Cherryholmes, 1988; Schriesheim et al., 1993). The very basic idea of measurement is to 

obtain a true score for an event or phenomena.  

Validation is a process which evaluates the degree to which a measure succeeds in 

measuring what it intends to measure (Campbell and Fiske, 1959; Schriesheim et al., 

1991). It is a process of evaluating the extent to which observed empirical indicators 

represent the underlying theoretical construct i.e. extent to which the observed score 

reflected through empirical indicators give the true reflection of theoretical perspective. 

Although the purpose of validation is to minimize the difference between the observed 

score of an object and its true score, but it has been usually seen that every instrument 

contain some degree of error i.e. the observed score differ from the true score.  Bagozzi et 

al. (1991) have affirmed the above argument by quoting that “a measure often reflects not 

only a theoretical concept of interest but also measurement error”. Measurement error is 

the extent to which an instrument captures some extraneous construct rather than 

capturing the true meaning of the underlying construct. The extent of measurement error, 

contained by an instrument, has often been assessed by looking at the degree of the 

random error and systematic error (Fiske, 1982; Bagozzi et al., 1991).  

Random measurement error is a type of error which has no specific pattern of its 

occurrence (Anastasi, 1976; Adcock and Collier, 2001) and generally arises due to the 

inherent inconsistency of human behaviour i.e. a single respondent might give different 

rating to the same measure over repeated trials. Personal factors like: individual's 

willingness to express his or her true feelings, mood swing, state of mind and degree of 

fatigue etc often influences the degree of random measurement error. Random 

measurement error generally tends to weaken the observed relationship among variables 

in statistical analyses and may induce errors in inference. Under some circumstances, 

random error may inflate parameter estimates and in some other circumstances it may 

deflate the degree of observed variance (Bagozzi et al., 1991). Although the presence of 

random error is universally acknowledge, but the degree of random errors can be 

minimized by employing multiple observations through multiple but highly interrelated 

items of the underlying theoretical construct.  
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Systematic error (also called as non random error) is a type of error which follows 

a specific pattern and generally arises due to the factors that systematically affect 

measurement of a variable across the sample.  The possible reason of systematic 

measurement error could be inadequate item representation, inappropriate item selection 

and poorly stated items - which may result in response biases like socially desirable 

responding, midpoint responding and extreme responding. Systematic error has a 

systematic biasing effect on the measuring instrument and generally predictable in nature, 

as it always occurs in the same direction (under or over estimation) and with same 

magnitude (Portney and Watkins, 2000). Systematic error has no tendency of averaging 

out itself through multiple observations.  

As far as the assessment of random and systematic error is concerned, the extent 

to which a measure is free from the random error is a function of reliability and the extent 

to which a measure is relatively free from systematic error is the function of the validity 

(Nunnally, 1978).  

4.2.1: Reliability  

Reliability is a one of the basic psychometric requirement of scale validity. Reliability is 

concerned with the ability of an instrument to produce similar result, time and again 

under the assumption that group of respondents and prevailing conditions remain same. It 

reflects the degree to which an instrument is free from random error and consistently 

measures the underlying construct with reasonable accuracy (Churchill, 1979; Leedy and 

Ormrod, 2001; Yang et al., 2007; Hair at al. 2008). Internal consistency is an important 

aspect of reliability. It describes the extent to which the different scale items of a same 

construct correlate with one another. A higher degree of internal consistency, not only 

proves the convergence of scale items towards the common definition of underlying 

construct but it also affirms the claim that amount of variance captured by a scale is 

significantly higher to the amount of error variances i.e. random error in a scale. Random 

error is assessed by squaring the inter-item correlation and subtracting the same from 

1.00. As the estimate of reliability increases, the fraction of a test score that can be 

attributed to random error decreases.   
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Cronbach alpha is one of the most popular methods for assessing internal 

consistency (Churchill, 1979; Peter, 1981). Closer the cronbach’s alpha to 1, higher the 

internal consistency. In general, the reliabilities less than 0.70 indicates a poor estimate of 

observed variance i.e. amount of error variance in the test score is relatively higher to the 

observed variance. In context of the present study, reliability of the various constructs has 

been assessed through cronbach’s alpha.  
 

The value of cronbach’s alpha for all the constructs (Table 4.2) are above the 

threshold limit of 0.70.   

Table 4.2 Reliability Statistics 

Sr. 

No. Construct Item Code 
Item to total 

correlation 

Cronbach's Alpha if 

item deleted 

Cronbach's 

Alpha for the 

construct 

1. Innovativeness 

IN_1 .755 .869 

.891 

IN_2 .316 .918 

IN_3 .723 .872 

IN_4 .810 .863 

IN_5 .779 .868 

IN_6 .753 .869 

IN_7 .750 .871 

IN_8 .578 .886 

2. Proactiveness 

PR_1 .469 .814 

.822 

PR_2 .595 .796 

PR_3 .329 .861 

PR_4 .673 .786 

PR_5 .692 .786 

PR_6 .645 .789 

PR_7 .629 .793 

PR_8 .659 .789 

3. Risk Taking 

RT_1 .783 .891 

.911 
RT_2 .841 .877 

RT_3 .822 .882 

RT_4 .803 .886 

RT_5 .635 .918 

4. 
Competitive 

Aggressiveness 

CA_1 .727 .741 

.804 

CA_2 .056 .919 

CA_3 .760 .728 

CA_4 .686 .751 

CA_5 .742 .735 

CA_6 .753 .731 
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5. Autonomy 

AU_1 .259 .905 

.861 

AU_2 .757 .817 

AU_3 .824 .803 

AU_4 .845 .799 

AU_5 .782 .815 

AU_6 .513 .860 

6. 
Environmental 

Uncertainties  

ENV_1 .799 .923 

.934 

ENV_2 .546 .939 

ENV_3 .843 .920 

ENV_4 .851 .918 

ENV_5 .858 .918 

ENV_6 .823 .921 

ENV_7 .858 .918 

ENV_8 .575 .939 

7. 
Organizational 

Structure 

OS_1 .489 .918 

.909 

OS_2 .874 .879 

OS_3 .846 .882 

OS_4 .837 .883 

OS_5 .303 .938 

OS_6 .874 .880 

OS_7 .896 .876 

8. 

Subjective 

Business 

Performance 

Relative to 

Competitors 

PRC_1 .751 .932 

.938 

PRC_2 .717 .934 

PRC_3 .724 .933 

PRC_4 .769 .931 

PRC_5 .800 .930 

PRC_6 .737 .932 

PRC_7 .699 .934 

PRC_8 .797 .929 

PRC_9 .799 .929 

PRC_10 .768 .931 

9. 

Subjective 

Business 

Performance 

Relative to 

Industry  

PRI_1 .771 .921 

.930 

PRI_2 .734 .924 

PRI_3 .777 .920 

PRI_4 .771 .922 

PRI_5 .756 .922 

PRI_6 .669 .926 

PRI_7 .791 .919 

PRI_8 .760 .921 

PRI_9 .759 .922 

 

However, one of the item under the scale of competitive aggressiveness i.e. ‘capturing the 

maximum market share is the top priority and we often cut prices for it’ coded as ‘CA_2’; 
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were understood and answered by the respondents in a manner that differ from other 

items of same construct (item to total correlation of .056 - Table 4.2) and by dropping this 

item a better internal consistency of the scale can be obtained. Hence the scale item 

‘CA_2’, from the construct of competitive aggressiveness, has been dropped and as a 

result the value of cronbach’s alpha increases significantly to .919 from .804 (Table 4.3). 

Table 4.3 Construct-wise Reliability of Scales 

Construct No. of Items Cronbach’s Alpha 

Innovativeness 8 .891 

Proactiveness 8 .822 

Risk- Taking 5 .911 

Competitive Aggressiveness 5 .919 

Autonomy 6 .861 

Subjective Business Performance relative to Competitors 10 .938 

Subjective Business Performance relative to Industry  9 .930 

Organizational Structure 7 .909 

  Environmental Uncertainties 8 .934 

 

Though the high degree of internal consistency of various constructs of interest supports 

the inert-relatedness of scale items, but it does not assess the accuracy of measurement. 

Reliability focuses on a particular property of the measurement i.e. the extent to which a 

measure is free from random error. It has nothing to do with accuracy of a measure i.e. 

the extent of systematic error. It is quite possible that a scale assesses something 

consistently but not accurately. Whether a measure is accurate or not is the realm of 

validity (Nunnally, 1978).  

4.2.2: Validity 

The validity of the various constructs of interest has been examined by employing 

Campbell and Fiske criteria of validity. Campbell and Fiske (1959) proposed two aspects 

of construct validity: convergent and divergent validity. Convergent validity is the degree 

to which multiple attempts to measure the same concept are in agreement. Whereas, 

discriminant or divergent validity examines the extent to which the group of items - 
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representing a specific construct- differentiate that construct from another set of items - 

representing some other distinct construct (Bagozzi et al., 1991). 

The convergent validity has often been assessed by looking at the standardized 

factor loadings (SFL), average variance extracted (AVE) and composite reliability (CR). 

SFL reflect the amount of explained variance by an indicator in accordance to the 

underlying construct (Hair et al., 2008; Markus, 2012; Byrne, 2013). Loading of .5 or 

more confirm the convergence of scale item i.e. the indicator is strongly related with its 

associated construct (Bagozzi et al., 1991; Hair et al., 2008; Byrne, 2013). AVE provides 

the summary of overall convergence of a scale and reflects the average communality 

(Fornell and Larker, 1981) i.e. the variance captured by an instrument through all its 

items. An AVE of less than .5 indicates that, on average, more error (i.e. systematic error) 

remains in measure than variance explained by the latent factor structure (Hair et al., 

2008), whereas a score of more than .5 affirms the higher amount of explained variance.  

CR indicates the internal consistency of the instrument. Any value of .70 or higher 

affirms high degree of internal consistency between different scale items.  

Divergent validity tests whether the concepts that are supposed to be unrelated 

are, in fact, unrelated. It is generally examined through the comparison of the AVE score 

with the squared correlations of respective constructs. A lower index of shared variance 

(squared correlation) between each pair of constructs against the minimum of the AVEs 

of both of the concerned constructs affirms the divergent validity of the underlying 

constructs (Fornell and Larker, 1981). The logic here is based on the idea that if two or 

more concepts are unique, then valid measures of each should not correlate too highly 

(Bagozzi et al., 1991).   

In context of present study, the convergent and divergent validity of different 

constructs have been examined during the validation of measurement models. 

Confirmatory Factor Analysis (CFA) has been utilized to estimate measurement 

adequacy (Hair et al., 1998). In the context of the scale development and validation, 

recent literature (e.g. Rentz et al., 2002) affirms the superiority of CFA over Exploratory 

Factor Analysis. To assess the fit between theory and reality,  CFA rather concentrating 

on a single index, often rely upon numerous fit indices like: Normed Chi-square index, 
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Goodness-of-fit index (GFI), Adjusted goodness-of-fit index (AGFI), Root mean square 

residual (RMR) and Root mean square error of approximation (RMSEA) – as indicators 

of absolute fit indices (Hu and Bentler, 1995; MacCallum et al., 1996; Steiger, 2007); 

Comparative Fit Index (CFI), Tucker-Lewis index (TLI),  and Normed fit index (NFI) – 

as indicators of incremental fit indices (Bentler and Bonnet, 1980; Mulaik et al, 1989; 

Bentler, 1990; Hu and Bentler, 1995; Kline, 2005; Tabachnick and Fidell, 2007); 

Parsimony goodness-of-fit index (PGFI) and Parsimony Normed fit index (PNFI) - as 

indicators of parsimony fit indices. In contrast, these fit statistics are generally not 

available in standard methods of Exploratory Factor Analysis. A careful consideration is 

that assessing a measurement model through numerous fit indices is more parsimony 

approach than one with absolute or single criteria (Hair et al., 1998).  

In the context of present study, following criteria (Table 4.4) has been adopted for 

the measurement and validation of various constructs:  
 

Table 4.4 Criteria for the Measurement and Validation 

S. No. Parameter Criteria 

1 Normed Chi-square (ratio of Chi-square to degrees of freedom) Less than 3 

2 Goodness-of-Fit Index (GFI) At least .90 

3 Adjusted Goodness-of-Fit Index (AGFI) At least .90 

4 Normed Fit Index (NFI) At least .90 

5 Comparative Fit Index (CFI) At least .90 

6 Root Mean Square Residual (RMR) Less than .10 

7 Root Mean Square Error of Approximation (RMSEA) Less than .08 

8 Standardized Residuals Less than 2.5 

9 Standardized factor loadings (SFL) At least .50 

10 Average Variance Extracted (AVE) At least .50 

11 Composite Reliability (CR) At least .70 

Source: Hair et al., 2008 

4.2.3: Measurement and Validation of Innovativeness 

To assess the degree of correspondence between the manifest variables and latent 

construct of innovativeness a uni-dimensional CFA model (Figure 4.1) has been 

conceptualized and tested for its psychometric properties. The result of the uni-

dimensional CFA model reveals a Chi-square index of 79.20 with 20 degree of freedom 

i.e. a Normed Chi-square index of 3.96, GFI = 0.958; AGFI = 0.924; NFI = 0.963; CFI = 
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0.972; RMR = 0.075 and RMSEA = 0.081. A modification index of 10.71 has also been 

observed between items ‘IN_3’ and ‘IN_4’. Standardized residuals (Table 4.5) reveal that 

an item ‘In general, the top managers of my business unit favour..... Making minor 

changes in existing product line/services offering Vs. Making significant changes in 

existing product line/services offering’ coded as ‘IN_2’ have a residual of 3.0. The same 

item has a SFL of 0.33, which indicates the inability of the item in capturing the true 

meaning of underlying construct. Result of descriptive statistics (Table 4.1) reveals that 

the score of the item ‘IN_2’ was at a distance from the score of other items of the same 

construct (positive skewness of .66, whereas all other scale item’s have negative 

skewness). Positively skewed distribution has more data point concentrated on the left of 

its mean, whereas in case of negatively skewed distribution most of the observations are 

concentrated towards the upper end of the scale. Reliability statistics (Table 4.2) for the 

item ‘IN_2’ reveals an ‘item to total correlation’ of 31.6, which again affirms its 

inconsistency with other scale items.   

 
Figure 4.1 CFA Model for Innovativeness 

 

Table 4.5 Standardized Factor Loadings and Residuals for Innovativeness Scale 
Item 

Code 

Std. 

Factor 

Loadings 

Standardized Residual Covariances 

IN_1 IN_2 IN_3 IN_4 IN_5 IN_6 IN_7 IN_8 

IN_1 0.77 0.00 

IN_2 0.33 3.00 0.00 

IN_3 0.76 0.15 0.99 0.00 

IN_4 0.87 -0.06 -0.24 0.70 0.00 

IN_5 0.84 0.12 -0.67 -0.45 -0.05 0.00 

IN_6 0.81 0.24 -0.56 -0.69 -0.33 0.09 0.00 

IN_7 0.81 -0.64 -0.37 -0.02 0.11 -0.05 0.54 0.00 

IN_8 0.64 -0.41 -2.40 -0.28 -0.42 0.89 0.66 -0.18 0.00 
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As a response to above arguments, item ‘IN_2’ has been dropped for the measurement of 

the construct of innovativeness and a covariance sign has been introduced between 

‘IN_3’ and ‘IN_4’. The resulting measurement model (Figure 4.2) has been tested for its 

fit and psychometric properties.  

 

Figure 4.2 Revised CFA Model for Innovativeness  

Table 4.6 Psychometric Properties of Innovativeness Scale 

Item 

Code 

Std. 

Factor 

Loadings 

Standardized Residual Covariances 

AVE CR 
IN_1 IN_3 IN_4 IN_5 IN_6 IN_7 IN_8 

IN_1 0.77 0.00 
      

.619 .918 

IN_3 0.74 -0.34 0.00 
     

IN_4 0.86 0.43 0.38 0.00 
    

IN_5 0.84 0.67 -0.19 -0.14 0.00 
   

IN_6 0.82 -0.40 0.26 -0.27 0.04 0.00 
  

IN_7 0.81 -0.10 0.30 -0.44 -0.18 0.00 0.00 
 

IN_8 0.65 -0.48 -0.61 0.19 0.09 0.19 0.56 0.00 
 

The revised uni-dimensional CFA model revealed a Normed Chi-square index of 1.764 

(22.93/13) with a p-value = .043; GFI = 0.987; AGFI = 0.971; NFI = 0.989; CFI = 0.995; 

RMR = 0.027; RMSEA = 0.041, and standardized residuals of less than 2.5, which were 

all acceptable and affirm the significance of the uni-dimensional model of 

innovativeness. The convergent validity of the construct of innovativeness has been 

assessed through standardized factor loadings, AVE and CR. Table 4.6 reveals that 

standardized factor loadings for all items were above the suggested cut-off of 0.50 

(Hatcher, 1994), with a minimum of 0.65, and were all significant at 1% level of 

significance. The AVE of 0.619 meets the criterion of .50. High score of CR (i.e. 0.918) 

confirms the internal consistency of the scale items. 
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4.2.4: Measurement and Validation of Risk Taking 

To link the theoretical construct of risk taking with its empirical indicators a uni-

dimensional CFA model has been conceptualized for empirical testing (Figure 4.3). In 

uni-dimensional CFA model the construct of risk taking has been represented through 

five indicators, which load on underlying construct in uniform way. CFA model has been 

tested for its fit and psychometric properties. The result of CFA model reveals a good fit. 

The value of all the indices such as: Normed Chi-square, GFI, AGFI, NFI, CFI, RMR, 

REMSA and all standardized residuals meet threshold limits (Table 4.7). Further, high 

indices of standardized factor loadings, AVE and CR (Table 4.7) supports the convergent 

validity of the scale items and affirms the suitability of the uni-dimensional CFA model 

for the measurement of the underlying construct of risk taking. 

 
Figure 4.3 CFA Model for Risk Taking 
 

 

Table 4.7 Model Fit Indices and Psychometric Properties of Risk Taking Scale 

Model Fit Indices 

Normed 

Chi-square 
GFI AGFI NFI CFI RMR REMSA 

2.68 0.989 0.966 0.991 0.995 0.035 0.061 

Item Code Std. Factor 

Loadings 
Standardized Residual Covariances AVE CR 

RT_1 RT_2 RT_3 RT_4 RT_5 

RT_1 0.82 0.00 
    

.679 .912 

RT_2 0.89 0.02 0.00 
   

RT_3 0.87 0.44 -0.23 0.00 
  

RT_4 0.85 -0.55 0.28 -0.01 0.00 
 

RT_5 0.66 0.09 -0.12 0.00 0.11 0.00 
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4.2.5: Measurement and Validation of Proactiveness 

For the measurement of the proactiveness construct, a uni-dimensional CFA model 

(Figure 4.4) has been conceptualized and tested for its fit and psychometric properties. In 

the proposed model, all the eight indicators load on the latent construct in a uniform way.  

 

Figure 4.4 CFA Model for Proactiveness 

Table 4.8 Standardized Factor Loadings and Residuals for Proactiveness Scale 

Item 

Code 

Std. 

Factor 

Loadings 

Standardized Residual Covariances 

PR_1 PR_2 PR_3 PR_4 PR_5 PR_6 PR_7 PR_8 

PR_1 0.46 0.00 
       

PR_2 0.64 1.39 0.00 
      

PR_3 0.32 3.36 0.92 0.00 
     

PR_4 0.77 -0.57 -0.31 0.45 0.00 
    

PR_5 0.81 -0.51 -0.35 -0.59 0.37 0.00 
   

PR_6 0.76 0.20 0.51 -1.56 -0.04 0.12 0.00 
  

PR_7 0.71 -0.55 -0.56 0.67 0.00 -0.07 0.01 0.00 
 

PR_8 0.76 0.06 0.15 -0.27 -0.20 -0.01 -0.22 0.47 0.00 

 

The result of CFA model reveals a ratio of Chi-square to df of 2.20 (44.11/20); GFI = 

0.977; AGFI = 0.958; NFI = 0.970; CFI = 0.983; RMR = 0.069; and RMSEA = 0.051, 

which were all acceptable and support the uni-dimensionality of the construct. 

Standardized residuals (Table 4.8) reveal that one pair of items i.e. ‘In dealing with its 

competitors, my firm..... Typically responds to actions which competitors initiate Vs. 

Typically initiates actions which competitors respond to’ referred as ‘PR_1’ and ‘In 

dealing with its competitors, my firm..... Typically seeks to avoid competitive clashes, 

preferring a live and let live posture Vs. Typically adopts a very competitive, Kill-the-

competition posture’ referred as ‘PR_3’ have a standardized residual of 3.36. The 
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standardized factor loading of these two items also fall below the threshold of .50 (Table 

4.8). In addition to the above argument the result of reliability analysis (Table 4.2) also 

justify the misfit of these two items with the other items of the same construct  - item to 

total correlation of .469 for ‘PR_1’ and .329 for ‘PR_3’. Consequently these two items 

have been dropped from the construct of proactiveness and the revised model (Figure 4.5) 

has been examined for its fit and validation. 

 

Figure 4.5 Revised CFA Model for Proactiveness 

Table 4.9 Psychometric Properties of Proactiveness Scale 

Item code 
Std. 

Factor 

Loadings 

Standardized Residual Covariances 

AVE CR 
PR_2 PR_4 PR_5 PR_6 PR_7 PR_8 

PR_2 0.63 0.00 
     

.556 .882 

PR_4 0.77 -0.19 0.00 
    

PR_5 0.82 -0.27 0.29 0.00 
   

PR_6 0.77 0.61 -0.09 0.01 0.00 
  

PR_7 0.71 -0.43 -0.01 -0.13 -0.03 0.00 
 

PR_8 0.76 0.29 -0.20 -0.06 -0.24 0.49 0.00 

 

The result of the revised CFA model of proactiveness reveals a Normed Chi-square of 

0.787 with a p-value = 0.628; GFI = 0.995; AGFI = 0.988; NFI = 0.994; CFI = 0.999; 

RMR of 0.011; RMSEA = 0.01, and standardized residual of less than 2.5. These indices 

signify a good model fit. Further, all standardized factor loadings were significant and 

greater than .50 (Table 4.9). AVE of .556 acknowledges the convergence of different 

indicators towards the common meaning of the underlying construct of proactiveness. CR 

of .882 proves the high positive correlation between the different scale items and supports 

the internal consistency of the scale items. 
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4.2.6: Measurement and Validation of Competitive Aggressiveness 

To estimate the adequacy with which set of observed empirical indicators of the 

competitive aggressiveness construct describe the latent variable, a uni-dimensional CFA 

model has been conceptualized and examined for model fit (Figure 4.6).  

 

Figure 4.6 CFA Model for Competitive Aggressiveness 

 

Table 4.10 Model Fit Indices and Standardized Residuals 

for Competitive Aggressiveness Scale 

Model Fit Indices 

Normed Chi-

square 
GFI AGFI NFI CFI RMR REMSA 

5.14 0.977 0.930 0.984 0.987 0.030 0.095 

Item Code Std. Factor 

Loadings 

Standardized Residual Covariances 

CA_1 CA_3 CA_4 CA_5 CA_6 

CA_1 0.85 0.00 
    

CA_3 0.85 0.60 0.00 
   

CA_4 0.79 0.15 -0.08 0.00 
  

CA_5 0.84 -0.32 -0.21 -0.21 0.00 
 

CA_6 0.83 -0.45 -0.39 0.15 0.76 0.00 

 

Table 4.10 contain the result of the CFA model of competitive aggressiveness. All the 

indices meet the threshold apart from the index of Normed Chi-square.  Normed Chi-

square falls outside the threshold limit of 3.0. A modification index of 14.19 has been 

observed between scale items ‘CA_5’and ‘CA_6’. High modification index suggests that 

the relationship between ‘CA_5’and ‘CA_6’ needs to be tested. In response to above, a 

covariance sign has been introduced between the error terms of these two indicators and 

the resulting CFA model (Figure 4.7) has been tested for its fit. 
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Figure 4.7 Revised CFA Model for Competitive Aggressiveness 

Table 4.11 Psychometric Properties of Competitive Aggressiveness Scale 

Item  Code 
Std. 

Factor 

Loadings 

Standardized Residual Covariances 
AVE CR 

CA_1 CA_3 CA_4 CA_5 CA_6 

CA_1 0.86 0.00 
    

.683 .915 
CA_3 0.86 0.22 0.00 

   
CA_4 0.79 -0.08 -0.28 0.00 

  
CA_5 0.82 -0.12 0.03 0.14 0.00 

 
CA_6 0.80 -0.21 -0.12 0.53 0.00 0.00 

 

The result of revised CFA model reveals a Normed Chi-square of 1.63 with a p-value = 

0.164; GFI = 0.994; AGFI = 0.978; NFI = 0.996; CFI = 0.998; RMR = 0.016; RMSEA = 

0.037, which were all acceptable and signify a good fit. Standardized residuals were 

much below than the threshold limit of 2.5 and standardized factor loadings were 

significantly high (Table 4.11). High score of standardized factor loadings not only 

affirms the convergence of the scale items towards the underlying construct of 

competitive aggressiveness but also acknowledges their appropriateness for the 

measurement of the competitive aggressiveness construct. AVE score of .683 supports 

the convergent validity of the underlying construct.  High score of CR (i.e. 0.915) proves 

the high degree of positive correlation between the different indicators and acknowledges 

the internal consistency of the scale items. 

4.2.7: Measurement and Validation of Autonomy 

To evaluate the strength of relationship between manifest variables and latent construct of 

autonomy, all the six indicators of autonomy construct have been loaded on the latent 

construct of autonomy. The resulting measurement model (Figure 4.8) has been tested for 
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its fit and psychometric properties. The result of uni-dimensional measurement model 

reveals a good fit: Normed Chi-square of 1.78; GFI = 0.989; AGFI = 0.974; NFI = 0.990; 

CFI = 0.996; RMR = 0.043; RMSEA = 0.041 and standardized residual of less than 2.5 

(Table 4.12). With regard to standardized factor loadings, one of the scale items i.e. ‘In 

general, the top managers of my firm believe that …… Individuals or work groups 

operating within the traditional hierarchy gets the best result Vs. Individuals or work 

groups operating independently that is, outside the organizational chain of command, gets 

the best result’ coded as ‘AU_1’ has a  standardized factor loading of .28.  The 

descriptive statistics of ‘AU_1’ reveals a positive skewness of .71, whereas other items of 

the same construct have negative skewness (Table 4.1). Reliability statistics for ‘AU_1’ 

reveals an item to total correlation of .259 (Table 4.2). All these evidences reflect the 

inability of ‘AU_1’ for measurement of the underlying construct of autonomy. 

 

Figure 4.8 CFA Model for Autonomy 

 

Table 4.12 Standardized Factor Loadings and Residuals for Autonomy Scale 

Item Code 
Std. 

Factor 

Loadings 

Standardized Residual Covariances 

AU_1 AU_2 AU_3 AU_4 AU_5 AU_6 

AU_1 0.28 0.00 
     

AU_2 0.82 0.11 0.00 
    

AU_3 0.88 0.35 0.32 0.00 
   

AU_4 0.92 0.17 -0.15 -0.07 0.00 
  

AU_5 0.86 -0.53 0.07 -0.23 0.15 0.00 
 

AU_6 0.57 -1.19 -0.87 0.34 0.21 -0.03 0.00 
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As a response to above arguments, ‘AU_1’ has been dropped from the construct of 

autonomy and the resulting measurement model (Figure 4.9) has been examined for its fit 

and psychometric properties.  

 

Figure 4.9 Revised CFA Model for Autonomy 

 

Table 4.13 Psychometric Properties of Autonomy Scale 

Item 

Code 

Std. 

Factor 

Loadings 

Standardized Residual Covariances AVE CR 

AU_2 AU_3   AU_4 AU_5 AU_6 

AU_2 0.82 0.00 
   

  

.671 .909 

AU_3 0.88 0.33 0.00 
  

  

AU_4 0.92 -0.15 -0.06 0.00 
 

  

AU_5 0.86 0.06 -0.23 0.14 0.00   

AU_6 0.57 -0.89 0.33 0.20 -0.07 0.00 

The revised CFA model reveals Normed Chi-square of 2.287 with a p-value = 0.043; GFI 

= 0.990; AGFI = 0.971; NFI = 0.993; CFI = 0.996; RMR = 0.035; RMSEA = 0.053 and 

standardized residuals of less than 2.5, which were all significant and reveals a good 

model fit. High standardized factor loadings (Table 4.13) support the linking of empirical 

indicators with the autonomy construct and prove the uni-dimensionality of the autonomy 

construct. AVE score of .671 proves the convergence of the scale items. CR of .909 

provides sufficient evidence in the support of the internal consistency of the scale items. 

4.2.8: Dimensionality of Entrepreneurial Orientation  
 

After the measurement and validation of various sub-dimensions of entrepreneurial 

orientation the dimensionality of entrepreneurial orientation construct has been assessed. 

There is a double opinion regarding the dimensionality of entrepreneurial orientation 

construct. One set of studies considers entrepreneurial orientation as a uni-dimensional 
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construct, whereas another set of studies have affirmed the multi-dimensionality of the 

construct of entrepreneurial orientation. The supporters of the uni-dimensional view of 

entrepreneurial orientation (e.g. Miller, 1983; Covin and Slevin, 1989; Naman and 

Slevin, 1993; Krauss et al., 2005; Wiklund and Shepherd, 2005; Morris et al., 2007; 

Chadwick et al., 2008; Moreno and Casillas, 2008; Wang, 2008; Rauch et al., 2009; 

Ullah et al., 2011; Zhao et al, 2011) have considered the high degree of positive 

correlation between the different dimensions of entrepreneurial orientation as a basis for 

uni-dimensionality. According to them, the focal dimensions of entrepreneurial 

orientation are highly inter-correlated. Therefore, it is better to combine them into a 

single construct. On the other side, proponents of multi-dimensional view of 

entrepreneurial orientation (e.g. Lumpkin and Dess, 1996; Stetz et al., 2000; Kreiser et 

al., 2002; Richard et al., 2004; Dess and Lumpkin, 2005; Hughes and Morgan, 2007; 

Naldi et al., 2007; Awang et al., 2009; Lee and Lim, 2009; Kreiser and Davis 2010; 

Kraus et al., 2011; Gupta and Pandit, 2012; Taylor, 2013) claim that the different 

dimensions of entrepreneurial orientation have a unique contribution toward firm’s 

success. The aggregated measures of entrepreneurial orientation may conceal the true 

nature of the relationship that exists between various sub-dimensions of entrepreneurial 

orientation and firm performance. Therefore, deconstruction of entrepreneurial 

orientation construct becomes necessary. 

Both of the arguments have sound theoretical basis. So in the context of present 

study, two separate CFA models i.e. entrepreneurial orientation as uni-dimensional 

construct and entrepreneurial orientation as a multi-dimensional construct have been 

considered for empirical testing. 

4.2.8(a): Measurement and Validation of the Uni-dimensional view of 

Entrepreneurial Orientation 

The fundamental theoretical basis of the uni-dimensional view of entrepreneurial 

orientation lies in the fact that the different dimensions of entrepreneurial orientation are 

significantly and positively related with each other and they can be better explained by 

one latent construct. So in order to examine the extent of correlation among the different 
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dimensions of entrepreneurial orientation, correlation analysis has been employed 

through SPSS 19.0. The summated scores of the various dimensions of entrepreneurial 

orientation (validated above) have been considered for the assessment of inter-construct 

correlation.  

Table 4.14 Correlation Coefficients 

between different Dimensions of Entrepreneurial Orientation 

 
Autonomy Competitive 

Aggressiveness 
Innovativeness Proactiveness Risk Taking 

Autonomy 1 .451** .514** .453** .517** 

Competitive 

Aggressiveness 
.451** 1 .747** .719** .427** 

Innovativeness .514** .747** 1 .756** .491** 

Proactiveness .453** .719** .756** 1 .444** 

Risk Taking .517** .427** .491** .444** 1 

** Significant at 1% level.  

Table 4.14 reveals positive and significant correlation coefficients among various 

dimensions of entrepreneurial orientation and supports the uni-dimensional 

conceptualization of entrepreneurial orientation construct. 

In light of the above evidences, entrepreneurial orientation can be considered as a 

second order factor having innovativeness, risk taking, proactiveness, competitive 

aggressiveness and autonomy as its integral parts.  Figure 4.10 reveals that, in the second 

order CFA model of entrepreneurial orientation, all the twenty eight items, retained in 

measurement process, firstly load on five independent constructs in the first-order model 

- seven items load on innovativeness, five items load on risk taking, six items load on 

proactiveness, five items load on competitive aggressiveness and the remaining four 

items load on autonomy. Then these five dimensions load on the one single dimension 

i.e. entrepreneurial orientation in the second-order CFA model. The uni-dimensional 

model of entrepreneurial orientation has been examined for its fit and psychometric 

properties. 
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Figure 4.10 CFA Model for Uni-dimensional view of Entrepreneurial Orientation 
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Table 4.15 Standardized Residuals Covariances for the Uni-dimensional view of Entrepreneurial Orientation 
Item 

Code 
Standardized Residual Covariances 

PR_2 PR_4 PR_5 PR_6 PR_7 PR_8 RT_5 RT_4 RT_3 RT_2 RT_1 AU_6 AU_5 AU_4 AU_3 AU_2 CA_1 CA_3 CA_4 CA_5 CA_6 IN_1 IN_3 IN_4 IN_5 IN_6 IN_7 IN_8 

PR_2 0.00 
                           

PR_4 -0.67 0.00 
                          

PR_5 -0.23 0.35 0.00 
                         

PR_6 0.15 -0.60 0.10 0.00 
                        

PR_7 -0.49 -0.07 0.39 -0.06 0.00 
                       

PR_8 0.23 -0.25 0.49 -0.27 0.88 0.00 
                      

RT_5 2.86 3.57 2.80 2.15 3.11 2.01 0.00 
                     

RT_4 -0.98 -0.50 -1.57 -2.46 -1.40 -1.78 -0.02 0.00 
                    

RT_3 0.11 1.02 0.28 -0.27 -0.16 0.20 -0.24 0.05 0.00 
                   

RT_2 -0.49 0.23 -0.80 -1.92 -0.35 -0.78 -0.29 0.44 -0.20 0.00 
                  

RT_1 0.42 0.68 -0.33 -0.83 0.13 0.18 -0.15 -0.50 0.36 0.03 0.00 
                 

AU_6 3.20 3.92 2.95 3.97 2.92 5.39 5.83 2.14 2.88 3.21 3.14 0.00 
                

AU_5 0.30 -1.11 -2.80 -1.56 -2.02 -0.61 3.96 2.58 2.76 2.77 2.50 -0.24 0.00 
               

AU_4 0.59 -0.21 -2.05 -1.16 -1.48 -0.29 5.67 4.68 3.97 4.99 3.69 -0.02 0.23 0.00 
              

AU_3 1.32 -0.40 -1.57 -0.23 -0.76 -0.06 5.10 3.29 3.74 3.95 3.83 0.09 -0.19 -0.05 0.00 
             

AU_2 1.53 -0.07 -1.66 -0.05 -1.03 -0.41 5.49 3.18 4.56 2.80 3.34 -1.10 0.11 -0.14 0.30 0.00 
            

CA_1 0.76 0.98 0.26 0.54 0.30 0.51 3.07 -1.07 -0.22 -0.52 0.01 3.76 -1.35 -0.27 0.04 0.19 0.00 
           

CA_3 0.51 -0.09 -0.34 -0.04 -0.75 -0.12 3.02 -2.09 -1.03 -1.49 -0.10 4.00 -0.82 0.02 -0.11 -0.10 0.00 0.00 
          

CA_4 0.05 0.45 0.24 0.91 0.51 0.11 2.60 -2.22 -1.04 -1.74 -1.22 3.77 -1.78 -1.35 -0.28 -1.29 -0.22 -0.16 0.00 
         

CA_5 0.22 0.27 -0.96 -0.41 0.18 -0.60 4.14 -0.90 -0.02 0.18 0.29 3.64 -1.16 -0.32 -0.24 -0.10 -0.12 0.30 0.46 0.00 
        

CA_6 0.36 0.01 -0.25 -0.04 0.68 -0.66 3.08 -1.79 -0.73 -0.52 0.17 3.59 -1.12 -1.34 -0.38 -0.67 -0.33 0.03 0.74 0.00 0.00 
       

IN_1 0.88 -0.33 -1.13 0.27 -1.72 -1.89 3.46 1.03 1.40 0.84 1.77 2.26 -1.05 0.02 -0.24 -0.06 -0.38 -0.49 -1.72 -0.83 -1.03 0.00 
      

IN_3 1.21 -0.47 -0.56 0.23 0.04 -0.20 2.92 -1.01 0.89 0.34 1.59 2.63 -0.54 -0.14 0.36 -0.12 0.33 1.08 -0.36 0.29 0.96 0.66 0.00 
     

IN_4 0.34 0.57 -0.75 0.66 -0.38 -0.80 2.99 -1.48 0.02 -0.77 0.28 3.74 -1.16 -0.71 -0.34 -0.26 0.37 0.40 -0.30 -0.71 0.08 0.42 0.00 0.00 
    

IN_5 0.63 2.37 0.29 0.49 -0.18 -0.61 2.99 -1.18 -0.14 -0.67 -0.36 4.11 -1.32 -0.36 -0.14 0.36 1.17 0.07 -0.22 -0.79 -0.32 0.16 -0.42 -0.11 0.00 
   

IN_6 0.02 -0.27 -0.94 2.21 -0.60 -0.18 2.20 -2.05 -0.71 -1.48 0.04 3.66 -0.07 -0.49 -0.26 -0.07 -0.12 -0.41 0.19 -1.03 0.07 0.48 -0.46 -0.17 -0.21 0.00 
  

IN_7 0.70 0.11 -0.93 0.79 -0.37 -0.04 3.92 -2.04 0.24 -0.88 0.37 4.24 -0.65 -0.17 0.25 0.58 0.53 0.13 0.26 -0.09 0.94 -0.47 0.15 0.21 -0.41 0.40 0.00 
 

IN_8 -0.14 -0.02 -0.80 -0.30 -1.65 -0.54 3.20 -0.43 -0.48 -0.30 -0.73 5.49 0.64 2.04 1.42 1.20 -0.29 0.05 -0.58 -0.85 -0.89 -0.23 -0.10 -0.30 0.62 0.58 -0.31 0.00 
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The result of uni-dimensional model of entrepreneurial orientation reveals a Chi-square 

of 812.9, with 343 degrees of freedom i.e. Normed Chi-square of 2.37; GFI = 0.885, 

AGFI = 0.864; NFI = .918; CFI = 0.951; RMR = 0.161; and RMSEA = 0.055. 

Standardized residuals reveal that three scale items i.e. ‘Risk-takers are recognized and 

rewarded in our organization, whether they are successful or not’ coded as ‘RT_5’, ‘In 

general, the top managers of my firm... Expect individuals and/or teams to use existing 

strategies and standard operating procedures as a basis for decision making Vs. 

Encourage individuals and/or teams to think ‘outside the box’ when making decisions’ 

referred as ‘AU_4’ and ‘Our firm encourages employees to make decisions on their own’ 

coded as ‘AU_6’ have high standardized residuals with a number of other items (Table 

4.15). Modification indices reveal that two of the items i.e. ‘The top managers of my 

business unit are willing to try new ways of doing things and seek unusual, novel 

solutions’ referred as ‘IN_5’ and ‘In general, my firm actively collects and evaluates 

information on technological developments’ coded as ‘PR_6’ have high modification 

indices with number of items of other constructs. In addition, modification indices also 

suggest a covariance sign between the error terms of the latent construct of risk taking 

and autonomy. 

As a result of the above discussion items such as ‘AU_4’, ‘AU_6’ and ‘RT_5’ 

have been dropped from the further analysis due to the high standardized residuals, 

whereas scale items such as ‘IN_5’ and ‘PR_6’ have been dropped because of high 

modification indices. A covariance sign has also been incorporated between the error 

terms of the latent constructs of autonomy and risk taking. The resulting uni-dimensional 

model of entrepreneurial orientation (Figure 4.11) has been examined for its fit and 

psychometric properties. 
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Figure 4.11 Revised CFA Model for the Uni-dimensional view of Entrepreneurial Orientation  
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Table 4.16 Standardized Factor Loadings and Residuals for the Uni-dimensional view of Entrepreneurial Orientation 

 Item 

Code 

Std. 

Factor 

Loadings 

Standardized Residual Covariances  

PR_2 PR_4 PR_5 PR_7 PR_8 RT_4 RT_3 RT_2 RT_1 AU_5 AU_3 AU_2 CA_1 CA_3 CA_4 CA_5 CA_6 IN_1 IN_3 IN_4 IN_6 IN_7 IN_8 

PR_2 0.65 0.00 

                     

  

PR_4 0.80 -0.66 0.00   

PR_5 0.80 -0.21 0.27 0.00   

PR_7 0.71 -0.52 -0.20 0.28 0.00 

                  

  

PR_8 0.75 0.15 -0.45 0.31 0.66 0.00   

RT_4 0.85 -0.51 0.01 -1.06 -0.97 -1.36 0.00 

                

  

RT_3 0.87 0.59 1.55 0.81 0.28 0.63 0.02 0.00 

               

  

RT_2 0.90 -0.01 0.76 -0.27 0.10 -0.34 0.39 -0.27 0.00   

RT_1 0.83 0.89 1.19 0.18 0.56 0.60 -0.51 0.33 -0.01 0.00 

             

  

AU_5 0.83 0.87 -0.49 -2.19 -1.50 -0.08 -0.45 -0.36 -0.45 -0.46 0.00   

AU_3 0.89 1.74 0.03 -1.14 -0.40 0.29 -0.12 0.22 0.31 0.47 0.02 0.00   

AU_2 0.84 1.85 0.24 -1.34 -0.77 -0.17 -0.12 1.12 -0.68 0.11 0.13 -0.10 0.00 

          

  

CA_1 0.88 0.88 1.01 0.31 0.30 0.45 -0.69 0.16 -0.13 0.39 -0.86 0.32 0.35 0.00   

CA_3 0.86 0.59 -0.09 -0.32 -0.78 -0.21 -1.75 -0.69 -1.14 0.24 -0.36 0.14 0.04 0.03 0.00 

        

  

CA_4 0.79 0.12 0.45 0.26 0.48 0.03 -1.91 -0.72 -1.43 -0.91 -1.36 -0.05 -1.16 -0.19 -0.17 0.00 

       

  

CA_5 0.80 0.29 0.25 -0.96 0.13 -0.70 -0.59 0.30 0.50 0.60 -0.74 -0.01 0.02 -0.11 0.26 0.43 0.00   

CA_6 0.80 0.41 -0.02 -0.26 0.62 -0.76 -1.49 -0.43 -0.21 0.47 -0.71 -0.16 -0.56 -0.34 -0.02 0.69 0.00 0.00 

     

  

IN_1 0.75 1.28 0.04 -0.75 -1.43 -1.63 1.61 1.99 1.43 2.35 -0.37 0.25 0.32 -0.24 -0.39 -1.63 -0.75 -0.97 0.00   

IN_3 0.76 1.46 -0.29 -0.36 0.18 -0.11 -0.57 1.35 0.80 2.05 0.01 0.73 0.14 0.27 0.99 -0.45 0.19 0.84 0.53 0.00   

IN_4 0.86 0.68 0.88 -0.44 -0.14 -0.61 -0.92 0.60 -0.20 0.84 -0.47 0.14 0.09 0.40 0.40 -0.30 -0.74 0.04 0.37 0.00 0.00 

  

  

IN_6 0.81 0.40 0.08 -0.57 -0.31 0.07 -1.48 -0.13 -0.89 0.61 0.63 0.24 0.31 -0.02 -0.34 0.25 -0.99 0.10 0.50 -0.64 -0.27 0.00   

IN_7 0.82 1.01 0.36 -0.66 -0.17 0.11 -1.53 0.76 -0.35 0.89 -0.02 0.68 0.90 0.52 0.09 0.22 -0.15 0.87 -0.55 -0.14 -0.01 0.27 0.00   

IN_8 0.63 0.29 0.42 -0.36 -1.30 -0.20 0.12 0.08 0.28 -0.18 1.30 1.94 1.60 -0.05 0.25 -0.39 -0.68 -0.73 -0.05 -0.10 -0.21 0.73 -0.25 0.00 

 



118 

 

Table 4.17 Psychometric Properties of  

Uni-dimensional view of Entrepreneurial Orientation 
Construct Parameter Index Dimension 

Std. Factor 

Loadings 

AVE CR 

E
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n
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n

 

  
  

(U
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d
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o
n
a
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V
ie

w
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Chi-square 348.87 

Innovativeness .923 

.592 .872 

Degree of freedom 222 

Normed Chi-square 

(Chi-square/ df) 
1.57 Proactiveness .884 

GFI .937 
Risk Taking .505 

AGFI .922 

NFI .954 Competitive 

Aggressiveness 
.898 

CFI .983 

RMR .065 
Autonomy .519 

REMSA .035 

 

The result of revised uni-dimensional model of entrepreneurial orientation reveals a good 

fit. All the indices of GOF i.e. GFI, AGFI, NFI and CFI were above the cut off of .90, 

badness of fit indices i.e. RMR and REMSA were less than the threshold of .08 (Table 

4.17). The Normed Chi-square has an index of 1.57. Standardized residuals (Table 4.16) 

fall below the cut off 2.5. The standardized factor loadings (Table 4.16 and Table 4.17) 

were above the threshold of .50. An AVE score of .592 affirms the claim that the 

different dimensions of entrepreneurial orientation construct converge on the common 

meaning of the underlying theoretical concept of entrepreneurial orientation. CR of .872 

supports the high positive correlation between the different dimensions of entrepreneurial 

orientation and proves their internal consistency. 

4.2.8(b): Measurement and Validation of the Multi-dimensional view of 

Entrepreneurial Orientation  

To estimate the degree of effectiveness with which manifest variables represent the latent 

constructs (i.e. innovativeness, proactiveness, risk taking, competitive aggressiveness and 

autonomy) and how latent constructs relate with each other, a measurement model for 

different dimensions of entrepreneurial orientation has been conceptualized and tested for 

its fit (Figure 4.12).   
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Figure 4.12 CFA Model for the Multi-dimensional view of Entrepreneurial Orientation 

 

The result of CFA model reveal a Normed Chi-square of 2.24; GFI = 0.893; AGFI = 

0.871; NFI = 0.924; CFI = 0.956; RMR = 0.109; and RMSEA = 0.052. Standardized 

residuals for the scale items i.e. ‘Risk-takers are recognized and rewarded in our 

organization, whether they are successful or not’ coded as ‘RT_5’, and ‘Our firm 

encourage employees to make decisions on their own’ coded as ‘AU_6’ exceed the cut 

off of 2.5 (Table 4.18). Three scale items i.e. ‘In general, the top managers of my firm... 

Expect individuals and/or teams to use existing strategies and standard operating 

procedures as a basis for decision making Vs. Encourage individuals and/or teams to 

think ‘Outside the Box’ when making decisions’ referred as ‘AU_4’, ‘The top managers 

of my business unit are willing to try new ways of doing things and seek unusual, novel 

solutions’ referred as ‘IN_5’ and ‘In general, my firm actively collects and evaluates 

information on technological developments’ coded as ‘PR_6’, have high modification 

indices. 
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Table 4.18 Standardized Residuals Covariances for the Multi-dimensional view of Entrepreneurial Orientation 
Item 

Code 
Standardized Residual Covariances 

PR_2 PR_4 PR_5 PR_6 PR_7 PR_8 RT_5 RT_4 RT_3 RT_2 RT_1 AU_6 AU_5 AU_4 AU_3 AU_2 CA_1 CA_3 CA_4 CA_5 CA_6 IN_1 IN_3 IN_4 IN_5 IN_6 IN_7 IN_8 

PR_2 0.00 
                           

PR_4 -0.64 0.00 
                          

PR_5 -0.22 0.33 0.00 
                         

PR_6 0.17 -0.60 0.07 0.00 
                        

PR_7 -0.48 -0.08 0.36 -0.07 0.00 
                       

PR_8 0.27 -0.23 0.48 -0.26 0.88 0.00 
                      

RT_5 3.02 3.76 2.98 2.33 3.27 2.20 0.00 
                     

RT_4 -0.77 -0.27 -1.35 -2.24 -1.20 -1.55 -0.06 0.00 
                    

RT_3 0.34 1.28 0.53 -0.02 0.06 0.45 -0.26 0.05 0.00 
                   

RT_2 -0.27 0.49 -0.57 -1.68 -0.13 -0.53 -0.32 0.42 -0.20 0.00 
                  

RT_1 0.65 0.93 -0.09 -0.59 0.34 0.43 -0.16 -0.49 0.39 0.05 0.00 
                 

AU_6 3.57 4.37 3.38 4.40 3.30 5.82 3.72 -0.42 0.26 0.49 0.63 0.00 
                

AU_5 0.81 -0.52 -2.25 -0.99 -1.51 -0.05 0.92 -1.10 -1.01 -1.11 -1.09 -0.17 0.00 
               

AU_4 1.11 0.39 -1.48 -0.58 -0.96 0.28 2.31 0.59 -0.16 0.67 -0.25 -0.01 0.22 0.00 
              

AU_3 1.85 0.21 -0.99 0.37 -0.22 0.53 1.91 -0.56 -0.20 -0.13 0.05 0.14 -0.14 -0.09 0.00 
             

AU_2 2.03 0.50 -1.12 0.52 -0.53 0.13 2.49 -0.43 0.81 -0.98 -0.18 -1.05 0.15 -0.17 0.33 0.00 
            

CA_1 0.64 0.80 0.06 0.36 0.13 0.36 3.50 -0.55 0.33 0.04 0.55 4.02 -1.03 0.04 0.37 0.50 0.00 
           

CA_3 0.39 -0.25 -0.52 -0.21 -0.90 -0.26 3.44 -1.59 -0.50 -0.95 0.42 4.25 -0.50 0.32 0.22 0.21 0.00 0.00 
          

CA_4 -0.08 0.28 0.05 0.73 0.34 -0.04 2.98 -1.77 -0.56 -1.26 -0.76 3.99 -1.50 -1.09 0.01 -1.02 -0.24 -0.17 0.00 
         

CA_5 0.13 0.13 -1.12 -0.55 0.05 -0.72 4.55 -0.42 0.50 0.70 0.79 3.88 -0.85 -0.02 0.08 0.20 -0.10 0.32 0.46 0.00 
        

CA_6 0.25 -0.14 -0.42 -0.20 0.53 -0.78 3.47 -1.32 -0.23 -0.01 0.66 3.82 -0.82 -1.06 -0.07 -0.39 -0.33 0.03 0.73 0.00 0.00 
       

IN_1 0.91 -0.33 -1.15 0.26 -1.73 -1.87 3.52 1.10 1.49 0.92 1.87 2.27 -1.04 -0.02 -0.24 -0.06 -0.38 -0.48 -1.73 -0.81 -1.03 0.00 
      

IN_3 1.23 -0.48 -0.59 0.22 0.02 -0.19 2.97 -0.94 0.97 0.42 1.68 2.65 -0.54 -0.17 0.36 -0.12 0.32 1.09 -0.38 0.31 0.96 0.67 0.00 
     

IN_4 0.36 0.57 -0.78 0.65 -0.39 -0.79 3.05 -1.40 0.12 -0.68 0.38 3.76 -1.15 -0.75 -0.34 -0.27 0.36 0.40 -0.32 -0.69 0.08 0.43 0.00 0.00 
    

IN_5 0.65 2.37 0.26 0.47 -0.20 -0.60 3.05 -1.11 -0.05 -0.59 -0.26 4.13 -1.31 -0.40 -0.14 0.35 1.16 0.06 -0.24 -0.78 -0.32 0.16 -0.42 -0.11 0.00 
   

IN_6 0.03 -0.28 -0.97 2.19 -0.62 -0.17 2.25 -1.98 -0.63 -1.40 0.13 3.67 -0.07 -0.54 -0.27 -0.08 -0.13 -0.41 0.17 -1.02 0.07 0.48 -0.46 -0.17 -0.21 0.00 
  

IN_7 0.72 0.10 -0.96 0.77 -0.39 -0.04 3.97 -1.97 0.33 -0.80 0.47 4.25 -0.65 -0.21 0.24 0.58 0.52 0.12 0.24 -0.08 0.94 -0.46 0.16 0.21 -0.41 0.40 0.00 
 

IN_8 -0.13 -0.02 -0.83 -0.32 -1.66 -0.53 3.24 -0.38 -0.41 -0.24 -0.65 5.50 0.64 2.00 1.42 1.19 -0.30 0.04 -0.60 -0.84 -0.89 -0.22 -0.10 -0.30 0.62 0.57 -0.31 0.00 
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Based on the above observations, items such as ‘AU_6’ and ‘RT_5’ have been dropped 

from the further analysis due to the high standardized residuals, where as scale items such 

as ‘IN_5’, ‘PR_6’ and ‘AU_4’ have been dropped because of high modification indices. 

The resulting measurement model (Figure 4.13) has been examined for its fit and 

psychometric properties. 

 

Figure 4.13 Revised CFA Model for the Multi-dimensional view of Entrepreneurial Orientation 
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Table 4.19 Psychometric Properties of Multi-dimensional view of Entrepreneurial Orientation 

Item    

Code 
SFL 

Standardized Residual Covariances   

AVE 

  

CR PR_2 PR_4 PR_5 PR_7 PR_8 RT_4 RT_3 RT_2 RT_1 AU_5 AU_3 AU_2 CA_1 CA_3 CA_4 CA_5 CA_6 IN_1 IN_3 IN_4 IN_6 IN_7 IN_8 

PR_2 0.65 0.00   

.55 .85 

PR_4 0.80 -0.63 0.00   

PR_5 0.80 -0.19 0.24 0.00   

PR_7 0.71 -0.49 -0.22 0.25 0.00   

PR_8 0.75 0.20 -0.44 0.30 0.66 0.00   

RT_4 0.85 -0.66 -0.21 -1.28 -1.17 -1.55 0.00   

.74 .92 
RT_3 0.87 0.43 1.31 0.57 0.07 0.43 0.01 0.00   

RT_2 0.90 -0.17 0.53 -0.51 -0.11 -0.55 0.40 -0.28 0.00   

RT_1 0.83 0.74 0.97 -0.04 0.36 0.41 -0.51 0.31 -0.01 0.00   

AU_5 0.83 1.15 -0.18 -1.89 -1.23 0.23 -0.45 -0.37 -0.45 -0.47 0.00   

.73 .89 AU_3 0.89 2.05 0.38 -0.80 -0.09 0.63 -0.11 0.22 0.32 0.47 0.02 0.00   

AU_2 0.84 2.15 0.57 -1.03 -0.49 0.15 -0.11 1.11 -0.68 0.10 0.12 -0.09 0.00   

CA_1 0.8

8 

0.80 0.87 0.15 0.16 0.33 -0.19 0.67 0.40 0.88 -0.66 0.55 0.56 0.00   

.68 .91 

CA_3 0.86 0.51 -0.23 -0.47 -0.91 -0.33 -1.27 -0.20 -0.63 0.72 -0.16 0.37 0.25 0.03 0.00   

CA_4 0.79 0.04 0.31 0.10 0.34 -0.09 -1.47 -0.28 -0.96 -0.48 -1.18 0.15 -0.98 -0.21 -0.19 0.00   

CA_5 0.80 0.22 0.14 -1.09 0.02 -0.80 -0.12 0.78 1.00 1.07 -0.55 0.21 0.22 -0.09 0.28 0.43 0.00   

CA_6 0.80 0.34 -0.15 -0.40 0.50 -0.87 -1.03 0.04 0.28 0.93 -0.52 0.05 -0.37 -0.33 -0.02 0.69 0.00 0.00   

IN_1 0.75 1.38 0.12 -0.69 -1.36 -1.54 1.36 1.73 1.18 2.10 -0.73 -0.12 -0.04 -0.24 -0.39 -1.65 -0.74 -0.97 0.00   

.60 .90 

IN_3 0.76 1.57 -0.20 -0.29 0.26 -0.01 -0.80 1.09 0.55 1.80 -0.34 0.36 -0.21 0.28 1.00 -0.45 0.21 0.86 0.51 0.00   

IN_4 0.86 0.82 0.99 -0.35 -0.05 -0.49 -1.17 0.32 -0.47 0.58 -0.86 -0.26 -0.30 0.42 0.42 -0.30 -0.70 0.07 0.37 0.00 0.00   

IN_6 0.81 0.52 0.18 -0.49 -0.23 0.18 -1.73 -0.39 -1.15 0.36 0.26 -0.15 -0.07 0.00 -0.33 0.25 -0.96 0.12 0.50 -0.64 -0.25 0.00   

IN_7 0.82 1.13 0.46 -0.58 -0.09 0.22 -1.78 0.49 -0.62 0.63 -0.39 0.29 0.51 0.53 0.09 0.22 -0.13 0.89 -0.56 -0.14 0.00 0.27 0.00   

IN_8 0.63 0.37 0.48 -0.31 -1.24 -0.13 -0.09 -0.14 0.06 -0.39 0.99 1.61 1.29 -0.06 0.24 -0.41 -0.67 -0.73 -0.07 -0.12 -0.22 0.72 -0.27 0.00 
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The result of the revised multi-dimensional model for entrepreneurial orientation reveals 

a Normed Chi-square of 1.57 (342.47/218); GFI = 0.938; AGFI = 0.922; NFI = 0.955; 

CFI = 0.983; RMR = 0.061; RMSEA = 0.035 and standardized residuals of less than 2.5, 

which were all significant and support good model fit. High scores of standardized factor 

loadings, AVE and CR (Table 4.19) acknowledge the convergence of various scale items 

to their respective constructs. The divergent validity - the extent to which the measure is 

indeed novel and not simply a reflection of some other variable - of the various 

dimensions of entrepreneurial orientation has been assessed by comparing the shared 

variance (squared correlation) between each pair of constructs against the minimum of 

the AVEs of respective constructs.
  

 The lower values of observed shared variance 

(squared correlation) between each pair of construct against the minimum of the AVEs 

for respective constructs affirm the divergent validity (Fornell and Larker, 1981; Hair et 

al., 2008). Table 4.20 reveals that the AVE’s for all the constructs were higher than the 

squared correlation (computed through the summated score of various construct - based 

upon the revised multi-dimensional CFA model of entrepreneurial orientation) and 

proves the uniqueness of the different dimensions of entrepreneurial orientation. 

Table 4.20 Assessment of Divergent Validity  

 Autonomy 
Competitive 

Aggressivenes

s 

Innovativeness Proactiveness Risk Taking 

AVE .73 .68 .60 .55 .74 

Squared Correlation 

Autonomy 1.00 0.16 0.21 0.15 0.21 

Competitive 

Aggressivenes

s 

0.16 1.00 0.54 0.50 0.15 

Innovativenes

s 

0.21 0.54 1.00 0.51 0.20 

Proactiveness 0.15 0.50 0.51 1.00 0.17 

Risk Taking 0.21 0.15 0.20 0.17 1.00 

 

4.2.9: Measurement and Validation of Environmental Uncertainty 

To estimate the degree of effectiveness with which manifest variables of environmental 

uncertainty construct represents the latent construct, a uni-dimensional CFA model has 

been conceptualized (Figure 4.14). In the uni-dimensional CFA model all the manifest 
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variables load on the underlying construct of environmental uncertainty in a uniform 

way. The measurement model has been examined for model fit.  

 

Figure 4.14 CFA Model for Environmental Uncertainty 

Table 4.21 Standardized Factor Loadings and Residuals 

for Environmental Uncertainty Scale 

Item 

Code 

Std. 

Factor 

Loadings 

Standardized Residual Covariances 

ENV_1 ENV_2 ENV_3 ENV_4 ENV_5 ENV_6 ENV_7 ENV_8 

ENV_1 0.83 0.00 

ENV_2 0.57 -0.82 0.00 

ENV_3 0.88 -0.17 0.67 0.00 

ENV_4 0.88 -0.13 0.95 0.70 0.00 

ENV_5 0.89 0.52 -0.13 0.02 -0.22 0.00 

ENV_6 0.85 -0.15 -0.26 -0.30 -0.38 -0.01 0.00 

ENV_7 0.89 -0.08 -0.52 -0.35 -0.10 -0.02 0.57 0.00 

ENV_8 0.59 0.27 -0.85 -0.78 -0.66 -0.41 1.17 0.96 0.00 
 

The model fit indices for the uni-dimensional construct of environmental uncertainty 

reveals a Normed Chi-square of 4.17 (83.53/20); GFI = 0.951; AGFI = 0.912; NFI = 

0.972; CFI = 0.979; RMR = 0.054; and RMSEA = 0.083. All the standardized factor 

loadings were above the threshold of .50 and all the standardized residuals were below 

the threshold of 2.5 (Table 4.21). The result reveals a modification index of 21.80 

between the scale items ‘ENV_3’ and ‘ENV_4’. High score of modification index 

between ‘ENV_3’ and ‘ENV_4’ implies the inter-relatedness of these items and suggest 

that by estimating this path, a fit can be improved significantly. In response of above, a 

co-variance sign has been introduced between items ‘ENV_3’ and ‘ENV_4’. The revised 

model (Figure 4.15) has been examined for its fit and psychometric properties. 
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Figure 4.15 Revised CFA Model for Environmental Uncertainty 
 

Table 4.22 Psychometric Properties of Environmental Uncertainty Scale 

Item 

Code 

Std. 

Factor 

Loadings 

Standardized Residual Covariances AVE CR 

ENV_1 ENV_2 ENV_3 ENV_4 ENV_5 ENV_6 ENV_7 ENV_8 

ENV_1 0.84 0.00   

.65 .94 

ENV_2 0.56 -0.76 0.00   

ENV_3 0.86 0.03 0.96 0.00   

ENV_4 0.87 0.06 1.24 0.00 0.00   

ENV_5 0.90 0.42 -0.06 0.22 -0.03 0.00   

ENV_6 0.85 -0.28 -0.22 -0.14 -0.23 -0.15 0.00   

ENV_7 0.89 -0.20 -0.47 -0.18 0.06 -0.15 0.41 0.00   

ENV_8 0.60 0.12 -0.86 -0.71 -0.60 -0.57 0.98 0.78 0.00 
 

The result of the revised model of environmental uncertainty reveals a Normed Chi-

square of 3.06 (58.25/19); GFI = 0.967; AGFI = 0.938; NFI = 0.980; CFI = 0.987; RMR 

= 0.050; RMSEA = 0.067; and standardized residuals of less than 2.5, which were all 

acceptable and signify a good model fit. Further, high and significant standardized factor 

loadings (Table 4.22) support the appropriateness of scale items in capturing the true 

meaning of the underlying construct of environmental uncertainty. An AVE score of .65 

supports the convergent validity of the scale and affirms the claim that scores provided by 

instrument is actually reflecting the true score that exist in the population. CR of .94 

supports the internal consistency of the scale items. 

4.2.10: Measurement and Validation of Organizational Structure 

To estimate the effectiveness of relationship between the operationalization and the 

scoring of cases, for the construct of organizational structure, a uni-dimensional CFA 

model has been conceptualized (Figure 4.16) and examined for its fit.  
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Figure 4.16 CFA Model for Organizational Structure 

 

Table 4.23 Standardized Factor Loadings and Residuals 

for Organizational Structure Scale 
Item 

Code 
Std. Factor 

Loadings 

Standardized Residual Covariances 

OS_1 OS_2 OS_3 OS_4 OS_5 OS_6 OS_7 

OS_1 0.52 0.00 

OS_2 0.91 -0.08 0.00 

OS_3 0.90 0.03 0.05 0.00 

OS_4 0.88 0.81 -0.28 0.55 0.00 

OS_5 0.33 -1.90 0.84 -1.39 -1.05 0.00 

OS_6 0.90 0.21 0.13 -0.34 -0.14 1.05 0.00 

OS_7 0.94 -0.39 0.00 -0.04 -0.08 0.29 0.13 0.00 
 

The result of measurement model reveals a GFI of 0.959; AGFI of 0.918; NFI of 0.977; 

and CFI of 0.982. All these indices meet the threshold of .90. RMR of .069 and RMSEA 

of .088 are quite close to the cut off of 0.08. No problem has been identified in 

standardized residuals (Table 4.23). Normed Chi-square (a ratio of Chi-square to df) of 

4.49 exceeds the threshold of 3.0. A modification index of 15.215 has been observed 

between the error terms of the items ‘OS_3’ and ‘OS-4’. A high modification index 

between the error terms of the items ‘OS_3’ and ‘OS-4’ indicate their inter relatedness. 

Standardized factor loading reveal that one of the indicator of the construct of 

organizational structure i.e. ‘In general, the operating management philosophy in my 

business unit favours...... A strong emphasis on always getting personnel to follow the 

formally laid down procedures vs. A strong emphasis on getting things done even if it 

means disregarding formal procedures’ coded as ‘OS_5’ falls below the threshold of .50. 

Low standardized factor loading of ‘OS_5’ reflects the inability of the items in measuring 

the underlying construct. The result of descriptive statistics i.e. positive skewness of 
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‘OS_5’ viz-a-viz negative skewness of all other scale item (Table 4.1) and assessment 

through reliability analysis i.e. ‘item to total correlation’ of .303 for ‘OS_5’ (Table 4.2) 

also affirms the above claim.  

As a response to above arguments, ‘OS_5’ has been dropped from the analysis 

and a covariance sign has been introduced between ‘OS_3’ and ‘OS_4’. The resulting 

model (Figure 4.17) has been assessed for its fit and psychometric properties. 

 

Figure 4.17 Revised CFA Model for Organizational Structure 

 

Table 4.24 Psychometric Properties of Organizational Structure Scale 

Item 

Code 

Std. 

Factor 

Loadings 

Standardized Residual Covariances 
AVE CR 

OS_1 OS_2 OS_3 OS_4 OS_6 OS_7 

OS_1 0.52 0.00   

0.73 0.94 

OS_2 0.91 -0.08 0.00   

OS_3 0.89 0.12 0.16 0.00   

OS_4 0.87 0.92 -0.14 0.00 0.00   

OS_6 0.91 0.20 0.08 -0.26 -0.03 0.00   

OS_7 0.94 -0.41 -0.06 0.05 0.04 0.06 0.00 
 

The revised measurement model of organizational structure reveals a Normed Chi-square 

of 1.97 ((15.76/8) with a p-value = 0.046; GFI = 0.989; AGFI = 0.971; NFI = 0.994; CFI 

= 0.997; RMR = 0.027; RMSEA = 0.046 and standardized residuals of less than 2.5, 

which were all significant and reveals a good model fit. All standardized factor loadings 

(Table 4.24) were significant and above the threshold of .50. These high loadings affirm 

the representativeness of scale items in measuring latent construct of organizational 

structure. AVE score of .73 provides sufficient evidence in the favour of convergent 

validity of the scale items. CR of .94 confirms the internal consistency of scale items. 
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4.2.11: Measurement and Validation of Business Performance 

For the measurement and validation of business performance construct, three different 

models i.e. ‘subjective business performance relative to competitors’, ‘subjective 

business performance relative to industry’ and ‘archival business performance’ have been 

conceptualized and tested. Subjective business performance relative to competitors 

reflects the perception of the key informant about the performance of their business viz-a-

viz their major competitors. Subjective business performance relative to industry reflects 

the relative performance of an organization against the industry average. Archival 

business performance assesses the economic performance of a firm in absolute terms. 

4.2.11(a): Measurement and Validation of Subjective Business Performance Relative 

to Competitors  

To assess the linkage between the empirical indicators and latent construct of subjective 

business performance relative to competitors, a uni-dimensional model has been 

conceptualized (Figure 4.18). In the uni-dimensional CFA model, all the manifest 

variables load on the underlying construct in a uniform way. The measurement model has 

been examined for the degree of fit. 

 

Figure 4.18 CFA Model for the Subjective Business Performance Relative to Competitors 

The result of a uni-dimensional CFA Model reveals a Normed Chi-square of 32.16 

(1125.7/35); GFI = 0.66; AGFI = 0.479; NFI = 0.739; CFI = 0.744; RMR = 0.125 and 

RMSEA = 0.261. All these indices reveal a bad fit and reject the uni-dimensional view of 

subjective business performance relative to competitors. A number of items reflect high 

modification indices. To combine the correlated items into unique factors and to indentify 

the sub dimensions of the underlying construct, Exploratory Factor Analysis has been 
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employed. Exploratory Factor Analysis with principal component method and promax 

rotation has been applied. Promax employs an oblique rotation, which allows proposed 

factors to be correlated with each other. In context of present study, it has been assumed 

that various dimensions of business performance can be correlated with each other.  

The result of Exploratory Factor Analysis reveals a score of .900 for KMO and p-

value of .000 for the Bartlett's test of Sphericity (Table 4.25). Both of these statistics were 

significant. These statistics not only acknowledge the appropriateness of the data set for 

the conduct of component analysis but also supports the significant degree of correlation 

between the different indicators of the construct of the subjective business performance 

relative to competitors. An assessment of Scree Plot and Pattern Matrix (Figure 4.19 and 

Table 4.25) reveals that the underlying construct of subjective business performance 

relative to competitors can be bifurcated into two sub constructs. First component contain 

items such as: service quality, customer satisfaction, product innovation, process 

innovation, product quality, employee satisfaction, and employee turnover. As all these 

items relate with the operating efficiency and reflect non financial aspects of business 

performance, this component has been named as ‘Subjective non-financial performance 

relative to competitors’. Scale items such as: sales growth, market share and return on 

investment constitute another component of patter matrix. As all these indicators relate 

with the financial aspects of the performance of an organization, this component has been 

named as ‘Subjective financial performance relative to competitors’. These two factors 

capture 76.62% of total variance. The factor loadings for all the indicators were 

significantly high and indicate that these indicators are capable of capturing high amount 

of the variance for the construct upon which they load. High score of AVE and CR meet 

the psychometric requirement and support the appropriateness and relevance of the sub 

constructs of ‘Subjective non-financial performance relative to competitors’ and 

‘Subjective financial performance relative to competitors’ for the measurement of the 

subjective business performance relative to competitors.  
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Figure 4.19 Scree Plot diagram for Subjective Business Performance Relative to Competitors  

 

Table 4.25 Results of Exploratory Factor Analysis 

for Subjective Business Performance Relative to Competitors 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy .900 

Bartlett's Test of Sphericity 

Approx. Chi-square 4266.54 

Df 45 

Sig. .000 

Pattern Matrix 

Items Item Code 
Factor Loadings 

Component 1 Component 2 

Customer Satisfaction PRC_5 .885  

Product Quality PRC_10 .881  

Product Innovation PRC_8 .874  

Process Innovation PRC_9 .874  

Service Quality PRC_4 .810  

Employee Turnover PRC_7 .776  

Employee Satisfaction PRC_6 .752  

Market Share PRC_2  .950 

Sales Growth PRC_1  .903 

Return on Investment PRC_3  .898 

Average variance extracted (AVE) .70 .84 

Composite Reliability (CR) .94 .94 

Eigen Value and Total Explained Variance  

Component Name of Factor Eigen Value 
% of 

explained 

Variance 

Cumulative 

% of 

explained 

Variance 
Component 1 

Subjective Non-Financial Performance 

relative to competitors 
6.536 65.36% 65.36% 

Component 2 Subjective Financial Performance relative 

to competitors 
1.126 11.26% 76.62% 
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To validate the emergent factor structure, these dimensions of subjective business 

performance relative to competitors were subjected to second order confirmatory factor 

analysis. In second order CFA model, seven items load on the first order construct of 

‘subjective non-financial performance relative to competitors’ and remaining three items 

load on the first order construct of ‘subjective financial performance relative to 

competitors’, then these two sub-construct load on the latent construct of subjective 

business performance relative to competitors (Figure 4.20). The purpose was to assess the 

model fit.  

 

Figure 4.20 Second order CFA Model for Subjective Business Performance Relative to Competitors 

The result of second order CFA Model reveal a Normed Chi-square of 16.71; GFI = 

0.821; AGFI = 0.710; NFI = 0.868; CFI = 0.875; RMR = 0.067 and RMSEA = 0.189, 

which do not meet the criteria of model fit. The results reveal a modification index of 

271.06 between scale items ‘employee satisfaction’ and ‘employees turnover’ (i.e. 

PRC_6-PRC_7), 92.05 between ‘service quality’ and ‘customer satisfaction’ (i.e. PRC_4-

PRC_5) and 61.62 between ‘product innovation’ and ‘process innovation’ (i.e. PRC_8-

PRC_9). These high modification indices reveal that these pairs of items are highly 

correlated and the relationship between these items needs to be estimated. The condition 

of fixed relationship between these pair of items has been removed and the resulting 

model (Figure 4.21) has been examined for model fit. 

The revised model reveals a Normed Chi-square index of 2.23; GFI = 0.971; 

AGFI = 0.948; NFI = 0.984; CFI = 0.991; RMR = 0.034; RMSEA = 0.052 and 

standardized residuals of less than 2.5 (Table 4.26), which were all significant and reveals 

a good fit. High factors loadings for the sub constructs of subjective non-financial 



132 

 

performance and subjective financial performance support the linking of these 

dimensions with the construct of subjective business performance relative to competitors 

(Table 4.26). High score of AVE (i.e. .73) proves the convergent validity of the scale and 

affirms the claim that the both of the sub-dimensions of the construct of subjective 

business performance relative to competitors converge on the common meaning of the 

underlying theoretical concept. CR of .83 meets the threshold of .70 and supports the 

internal consistency of the scale. 

 
Figure 4.21 Revised CFA Model for the Subjective Business Performance Relative to Competitors 

 

Table 4.26 Psychometric Properties of  

Subjective Business Performance Relative to Competitors Scale 

Construct Sub- 

Construct 

Item  

Code 
SFL 

 Standardized Residual Covariances 

AVE CR PRC_10 PRC_9 PRC_8 PRC_7 PRC_6 PRC_5 PRC_4 PRC_3 PRC_2 PRC_1 
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 c
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 Subjective 

Non 

Financial 

Performance 

PRC_10 

0.901 

0.00   

0.71 0.83 

PRC_9 0.13 0.00   

PRC_8 0.28 0.00 0.00   

PRC_7 -0.92 0.63 0.46 0.00   

PRC_6 -1.11 0.31 0.11 0.00 0.00   

PRC_5 0.31 -0.22 -0.35 -0.07 0.44 0.00   

PRC_4 0.30 -0.36 -0.31 -0.19 -0.03 0.00 0.00   

Subjective 

Financial 

Performance 

PRC_3 

0.784 

-0.10 0.27 0.29 1.12 1.32 0.24 0.94 0.00   

PRC_2 -1.14 -0.36 -0.34 0.92 1.31 -0.46 0.16 0.05 0.00   

PRC_1 -0.57 0.26 0.12 0.91 1.81 -0.01 0.49 -0.12 0.06 0.00 
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4.2.11(b): Measurement and Validation of Subjective Business Performance 

Relative to Industry 

To estimate the strength of relationship between manifest variables and latent construct of 

subjective business performance relative to industry, a uni-dimensional CFA model has 

been conceptualized and tested for model fit. In the uni-dimensional model of subjective 

business performance relative to industry, all the manifest variables load on the latent 

construct in a uniform way (Figure 4.22). 

 

Figure 4.22 CFA Model for Subjective Business Performance Relative to Industry 

The result of uni-dimensional CFA model reveals a Normed Chi-square of 28.40 

(766.83/27); GFI = 0.693; AGFI = 0.488; NFI = 0.782; CFI = 0.787; RMR = 0.127; and 

RMSEA = 0.245. All these indices point out towards some alternative model for the 

effective measurement of the underlying construct. As a result of above, all the items of 

the construct of subjective business performance relative to industry have been exposed 

to Exploratory Factor Analysis. The purpose was to examine the factor structure of 

underlying constructs. Principal component method with promax rotation was adopted. 

Promax employs an oblique rotation, which allows the proposed factors to be correlated 

with each other (Kim and Mueller, 1978). Different dimensions of the construct of 

subjective business performance relative to industry - from the perspective of different 

stake holders, could be correlated to each other. 

The result of Exploratory Factor Analysis (Table 4.27) reveals a KMO score of 

.916 and p-value of .000 for the bartlett's test of sphericity. These statistics indicate the 

inter-correlation among different scale items and suggest the appropriateness of the data 

set for the conduct of exploratory factor analysis.  Scree plot reveals that the construct of 
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subjective business performance relative to industry have two components with eigen 

values of 5.94 and 1.13 respectively (Figure 4.23). Pattern matrix reveals that scale items 

such as: Compared to the industry average…… we have higher customer satisfaction, we 

have better product quality, we have better process innovation, we have better service 

quality, we have higher employee satisfaction, and we have better product innovation, 

constitutes the first component of exploratory factor analysis. As all these items reflect 

the non financial aspects of business performance, the first component has been named as 

‘Subjective non-financial performance relative to industry’. This factor captures 66.00% 

of total variance. The second component of pattern matrix contain items such as: 

Compared to the industry average… we are more profitable, we are growing more 

rapidly, and we have higher sales growth. As these indicators lean towards financial 

performance, this indicator has been named as ‘Subjective financial performance relative 

to industry’’ and explains additional 12.62% of variance. The factor loadings for all the 

items were significant and above the threshold of .50 (Table 4.27). High factor loadings 

of scale items not only justify their appropriateness for the measurement of the 

underlying constructs but also affirm the claim that these items capture higher amount of 

the explained variance than the error variance. High indices of the AVE and CR (Table 

4.27) satisfy the psychometric requirement of these constructs and provide sufficient 

evidence in the support of measurement adequacy. 

 
Figure 4.23 Scree Plot diagram for Subjective Business Performance Relative to Industry 
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Table 4.27 Results of Exploratory Factor Analysis  

for Subjective Business Performance Relative to Industry 
Kaiser-Meyer-Olkin Measure of Sampling Adequacy .916 

Bartlett's Test of Sphericity 

Approx. Chi-square 3483.45 

Df 36 

Sig. .000 

Pattern Matrix 

Items Item Code 
Factor Loadings 

Component 1 Component 2 

Customer Satisfaction PRI_5 .910  

Product Quality PRI_9 .906  

Process Innovation PRI_8 .871  

Service Quality PRI_4 .825  

Employee Satisfaction PRI_6 .777  

Product Innovation PRI_7 .753  

Profitability PRI_2  .954 

Overall Growth PRI_3  .926 

Sales Growth PRI_1  .916 

Average Variance Extracted (AVE) .71 .87 

Composite Reliability (CR) .93 .95 

Eigen Value and Total Explained Variance  

Component Name of Factor 
Eigen 

Value 

% of 

explained 

Variance 

Cumulative % 

of explained 

Variance 

Component 1 
Subjective Financial Performance relative 

to industry 
5.94 66.00% 66.00% 

Component 2 Subjective Non-financial Performance 

relative to industry 
1.13 12.62% 78.62% 

To confirm and validate the emergent factor structure, a second order confirmatory factor 

analysis, with maximum likelihood criteria through AMOS 19.0 has been applied on the 

result of exploratory factor analysis. In the second order CFA model, three items load on 

the subjective financial performance relative to industry and the remaining six items load 

on subjective non financial performance relative to industry and then these two factors 

load on the one single factor i.e. subjective business performance relative to industry 

(Figure 4.24). The result of second-order CFA model reveals a Normed Chi-square of 

4.68. GFI has an index of 0.942; value of AGFI was observed as 0.900; NFI and CFI 

have indices of 0.965 and 0.972 respectively. The badness of fit indices such as RMR and 

REMSA have indices of 0.03 and 0.09. All standardized residuals were low and 

standardized factor loadings were high (Table 4.28). Results reveal a modification index 
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of 20.61 between scale items ‘product innovation’ and ‘process innovation’ (i.e. PRI_7 - 

PRI_8); 19.89 between ‘service quality’ and ‘customer satisfaction’ (i.e.PRI_4 -PRI_5); 

18.01 between ‘employees satisfaction’ and ‘product quality’ (i.e. PRI_6 - PRI_9). These 

modification indices were quite high and demand these paths set to be free for estimation.  

 
Figure 4.24 Second order CFA Model for Subjective Business Performance Relative to Industry 

 

Table 4.28 Standardized Factor Loadings and Residuals for 

Subjective Business Performance Relative to Industry Scale 
Item 

Code 

Std. 

Factor 

Loading

s 

Standardized Residual Covariances 

PRI_9 PRI_8 PRI_7 PRI_6 PRI_5 PRI_4 PRI_3 PRI_2 PRI_1 

PRI_9 0.86 0.00 

PRI_8 0.84 0.30 0.00 

PRI_7 0.84 -0.35 0.96 0.00 

PRI_6 0.72 -1.00 0.68 0.43 0.00 

PRI_5 0.85 0.60 -0.73 -0.85 0.36 0.00 

PRI_4 0.84 0.13 -0.72 -0.29 -0.43 0.86 0.00 

PRI_3 0.92 -0.51 -0.22 1.40 0.43 -0.76 0.19 0.00 

PRI_2 0.89 -0.91 -0.52 0.73 0.14 -0.54 0.20 0.03 0.00 

PRI_1 0.91 -0.34 0.09 0.90 0.27 -0.32 0.36 -0.03 0.01 0.00 

As a result of the above, a covariance sign has been introduced between these pairs of 

items and the resulting model (Figure 4.25) has been examined for the model fit and 

psychometric properties. The result of revised second order CFA model reveals a 

Normed Chi-square of 2.62 (60.37/23); GFI = 0.970; AGFI = 0.942; NFI = 0.983; CFI = 

0.989; RMR = 0.03; RMSEA = 0.06, which were all significant and reveals a good fit. 

Low standardized residuals (Table 4.29) affirm the claim that there is no significant 

difference between estimated covariance matrix and observed covariance matrix. The 
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standardized factor loadings for all the scale items and sub-constructs were not only 

significant but substantially high (Table 4.29). An AVE score of .71 supports the 

convergent validity of the construct.  CR of .83 supports the positive correlation between 

the sub-dimensions of the construct of subjective business performance relative to 

industry and confirms their internal consistency. 

 

 

Figure 4.25 Revised CFA Model for Subjective Business Performance Relative to Industry 

 

Table 4.29 Psychometric Properties of  

Subjective Business Performance Relative to Industry Scale 

Const

ruct 

Sub- 

Construct SFL 

Item 

code 

 Standardized Residual Covariances 

AVE CR PRI_8 PRI_4 PRI_5 PRI_6 PRI_9 PRI_7 PRI_1 PRI_2 PRI_3 
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Subjective 

Non 

Financial 

Performan

ce 

0.928 

PRI_8 0.00 

0.71 0.83 

PRI_4 -0.25 0.00 

PRI_5 -0.47 0.00 0.00 

PRI_6 0.32 -0.60 0.00 0.00 

PRI_9 0.11 0.15 0.40 0.00 0.00 

PRI_7 0.00 0.34 -0.43 0.23 -0.37 0.00 

Subjective 

Financial 

Performan

ce 

0.746 

PRI_1 0.35 0.79 -0.07 0.01 -0.46 1.30 0.00 

PRI_2 -0.28 0.62 -0.29 -0.11 -1.02 1.11 0.01 0.00 

PRI_3 0.03 0.61 -0.51 0.17 -0.63 1.80 -0.03 0.03 0.00 
 

4.2.11(c): Measurement and Validation of Archival Business Performance 

Archival business performance has been measured in terms of five indicators identified 

from the literature (Dess and Robinson, 1984; Pearce et al., 1987; Venkatraman and 

Ramanujam, 1987; Chandler and Hanks, 1993; Covin et al., 1994; Dawes, 1999; Zahra 
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and Garvis, 2000; Antoncic and Hisrich, 2004; Wall et al., 2004; Morris et al., 2007; 

Kraus et al., 2012). These indicators include sales growth (SG), asset growth (AG), return 

on sales (ROS), return on assets (ROA), and return on net worth (RONW). Prowess and 

Capitaline databases have been referred to assess the annual reports of all the companies, 

which have been considered for analysis. The financial records of only 301 companies 

were available on these databases. The sales growth rate and asset growth rate have been 

assessed through the compound annualised growth rate (CAGR) of the three years from 

2009-10 to 2012-13. For the assessment of return on sales (ROS), return on assets 

(ROA), and return on net worth (RONW) the average figures of three years i.e. 2010-

2013 have been considered.  

The normality of the construct of archival business performance has been 

assessed through mahalanobis D
2
 index. Mahalanobis D

2
 is a multidimensional version of 

a z-score.  It measures the distance of a case from the centroid (multidimensional mean) 

of a distribution, at a given covariance (multidimensional variance) of the distribution 

and reflect outliers (Jondeau et al., 2007; Press, 2007). A wide range of variation has 

been found with regard to the scoring of firms on different indicators of archival business 

performance. In order to minimize the distance within and between the items of the 

construct of archival business performance, the scores for all the indicators (i.e. AG, SG, 

ROS, RONW and ROA) have been standardized. The insight of mahalanobis D
2
 indices 

of the standardized indicators reveals that the score of 44 cases were at a quite distance 

from the score of other firms.  These cases have been ignored for the assessment of 

archival business performance and the distribution was found normal. 

To estimate the strength of the relationship between manifest variables and latent 

construct of archival business performance, a uni-dimensional CFA model of archival 

business performance has been conceptualized (Figure 4.26) and examined for its fit. In 

the uni-dimensional CFA model of archival business performance it has been assumed 

that all the indicators of archival business performance (i.e. AG, SG, ROS, RONW, and 

ROA) affect the latent construct in similar way.  
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Figure 4.26 CFA Model for Archival Business Performance 

 

The result of the uni-dimensional view of archival business performance reveals a 

Normed Chi-square 5.256 (26.282/5); GFI = 0.963; AGFI = 0.890; NFI = 0.912; CFI = 

0.926; RMR = 0.068; RMSEA = 0.129. Standardized factor loadings for most of the 

items were less than the cut off of .50. All these indices point out towards some 

alternative model for the effective measurement of the underlying construct.  

To combine the correlated items into unique factors and to identify the sub 

dimensions of the construct of archival business performance, Exploratory Factor 

Analysis has been employed. The primary purpose of employing Exploratory Factor 

Analysis was to examine the factor structure of underlying constructs and to provide 

information about the stability of the factor structure that facilitates the measurement 

process. It has been assumed that different facets of archival business performance could 

be correlated with each other. So, Exploratory Factor Analysis with principal component 

analysis and promax rotation has been applied.  

The result of exploratory factor analysis reveals a KMO score of .658 and p-value 

of .000 for the bartlett's test of sphericity. These statistics show that different indicators of 

the construct of archival business performance are correlated with each other and the 

Exploratory Factor Analysis can be applied on the given data set. After the assessment of 

KMO value and Bartlett's test of sphericity, the Scree Plot has been assessed. Figure 4.27 

reveals that the construct of archival business performance can be bifurcated into two sub 

constructs. First component include indicators such as: return on net-worth, return on 

assets, and return on sales. As all these indicators point out towards the profitability of an 

organization; so the first component has been named as ‘Profitability’.  This factor 
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explains 45.65% of total variance. Asset growth and sales growth constitutes another 

facet of the construct of archival business performance and explain another 21.13% 

variance. This factor has been named as ‘Growth’. High factor loadings (Table 4.30) 

support the appropriateness of the indicators for the measurement of the respective 

construct of profitability and growth. High score of AVE -for both of the dimensions of 

profitability and growth support the convergent validity of these dimensions, where as 

high index of CR (Table 4.30) proves their internal consistency. 

 
Figure 4.27 Scree Plot diagram for Archival Business Performance 

 

Table 4.30 Results of Exploratory Factor Analysis 

for Archival Business Performance 
Kaiser-Meyer-Olkin Measure of Sampling Adequacy .658 

Bartlett's Test of 

Sphericity 

Approx. Chi-square 294.898 

Df 10 

Sig. .000 

Pattern Matrix 

Items Item Code 
Factor Loadings 

Component 1 Component 2 

Return on Net-worth ZRONW .856  

Return on Assets ZROA .831  

Return on Sales ZROS .738  

Asset Growth ZAG  .836 

Sales Growth ZSG  .798 

Average Variance Extracted (AVE) .66 .67 

Composite Relaiability (CR) .85 .80 

Eigen Value and Total Explained Variance  

Component Name of Factor Eigen Value 
% of explained 

Variance 

Cumulative % 

of explained 

Variance 

Component 1 Profitability 2.282 45.65% 45.65% 

Component 2 Growth 1.057 21.13% 66.78% 
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A second order confirmatory factor analysis has been applied to validate the above factor 

structure. In the second order CFA, indicators such as: RONW, ROA and ROS load on 

the latent construct of ‘Profitability’, whereas AG and SG load on the latent construct of 

‘Growth’. Then these first order latent constructs load on the second order latent 

construct of archival business performance (Figure 4.28). The resulting model has been 

examined for the model fit. 

 
Figure 4.28 Second order CFA Model for Archival Business Performance 

 

Table 4.31 Model Fit Indices and Psychometric Properties of 

 Archival Business Performance Scale 
Model Fit Indices 

Normed 

Chi-square 
GFI AGFI NFI CFI RMR REMSA 

1.560 .990 .963 .979 .992 .026 .047 

Construct 
Sub- 

Construct 
SFL 

Item 

Code 

Standardized Residual Covariances 
AVE CR 

ZROA ZRONW ZROS ZSG ZAG 

Archival 

Business 

Performance 

Profitability 0.654 

ZROA 0.00 
    

0.51 0.69 
ZRONW -0.01 0.00 

   
ZROS -0.17 0.30 0.00 

  

Growth 0.775 
ZSG -0.21 0.06 0.99 0.00 

 
ZAG 0.41 -0.30 -1.07 0.00 0.00 

 

The result of second order CFA model of archival business performance reveals a 

Normed Chi-square of 1.560 with a p-value of 0.182. The value of all goodness of fit 

indices e.g. GFI, AGFI, NFI and CFI (Table 4.31) meet the threshold of .90. The badness 

of fit indices (RMR and REMSA) have statistics of .025 and .047 respectively, which 

were significant and fall below the cut off of .08. All these indices reveal a good fit. In 

addition, low standardized residuals affirm the claim that there is no significant 
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difference between the observed and estimated covariance matrices. Standardized factor 

loadings of .654 and .775 for the dimensions of profitability and growth; AVE score of 

.51 and CR of .69 fulfils the psychometric requirements and can be considered sufficient 

for the measurement of the latent construct of archival business performance.  

Thus, all the scales evaluated above are found to be reliable, valid and fit for 

further analysis.  
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CHAPTER V 

ASSOCIATION OF ENTREPRENEURIAL ORIENTATION   

WITH ORGANIZATIONAL DEMOGRAPHICS 

The purpose of this chapter is to assess the association of entrepreneurial orientation with 

the diverse characteristics of a firm.  Section 5.1 presents the results of data analysis 

regarding the association of aggregated measure of entrepreneurial orientation (uni-

dimensional view) with the diverse characteristics of a firm (i.e. age, size, type and 

nature). Section 5.2 presents the association between the multi-dimensional view of 

entrepreneurial orientation and organizational demographics. 

5.1: Entrepreneurial Orientation (Uni-dimensional) and Organizational 

Demographics 

To test the association of aggregated measure of entrepreneurial orientation with diverse 

characteristic of a firm (i.e. age, size, type and nature), Chi-square test of independence 

has been applied. The Chi-square test of independence is a non parametric test, which 

assesses the degree of association between the two categorical variables. Chi-square test 

has been used to test following hypotheses: 

H1: Age of firm is not significantly associated with the degree of entrepreneurial 

orientation. 

H2: Size of firm (based on annual turnover) is not significantly associated with the degree 

of entrepreneurial orientation. 

H3: Size of firm (based on number of employees) is not significantly associated with the 

degree of entrepreneurial orientation. 

H4: Nature of firm is not significantly associated with the degree of entrepreneurial 

orientation. 

H5: Type of organization is not significantly associated with the degree of entrepreneurial 

orientation. 
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To assess the degree of entrepreneurial orientation, summated score of validated 

entrepreneurial orientation construct has been classified into three unique categories i.e. 

low degree of entrepreneurial orientation, moderate degree of entrepreneurial orientation 

and high degree of entrepreneurial orientation (Table 5.1).  A high degree of 

entrepreneurial orientation indicates the proclivity of the firm towards entrepreneurial 

behaviour i.e. a strong inclination of the firm towards innovativeness, proactiveness, risk 

taking, competitive aggressiveness and autonomy. Low degree indicates the adoption of 

conservative behaviour i.e. propensity of a firm to engage in relatively low levels of 

innovativeness, proactiveness, risk taking, competitive aggressiveness and autonomy.  

Moderate score of entrepreneurial orientation reveals a moderate approach of the 

organization in adoption of entrepreneurial behaviour. 
 

Table 5.1 Classification of Entrepreneurial Orientation into different Categories 

Parameter 
Degree of 

Entrepreneurial 

Orientation 

Score 
 

Theoretical Possible 

Range  

Entrepreneurial 

Orientation 

Low Up to 58 

23 to 161 Moderate 58 to 104 

High More than 104 
 

To see how diverse characteristics of a firm (age, size, type and nature) are associated 

with its entrepreneurial orientation, a cross tabulation has been complied (Table 5.2) and 

examined for the extent of difference between the expected and observed frequencies.   

The result of Chi-square test of independence regarding association between the 

age of a firm and degree of entrepreneurial orientation produces a Chi-square statistic of 

1.259 with a p-value of 0.53. Inspection of Chi-square critical value table at 5 percent 

level of significance with 2 degrees of freedom reveals a cut off of 5.99 for the rejection 

of null hypothesis of independent relationship. Since the Chi-square statistic of 1.259 

with a p-value of .53 does not fall under the critical region of rejection so the null 

hypothesis of no association between the age of a firm and the degree of entrepreneurial 

orientation cannot be rejected at 5 percent level of significance. The evidence produced 

by the data suggests that the age of a firm and the degree of entrepreneurial orientation, 

are independent of each other i.e. the age of a firm is not significantly associated with the 
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degree of entrepreneurial orientation. Thus, null hypothesis H1 i.e. Age of firm is not 

significantly associated with the degree of entrepreneurial orientation is accepted.  

Table 5.2 Association between  

Organizational Demographics and Degree of Entrepreneurial Orientation 

Association between Age of Firm and Degree of Entrepreneurial Orientation 

Parameter Classification 

Degree of 

Entrepreneurial 

Orientation Total 

Chi- 

square 

statistics 

Degree 

of 

freedom 

Critical 

value of 

Chi- 

square 

p-value 
Cramer’s 

V Statistic 

Low 
Mode

rate 
High 

Age 

More than 15 

Years 
22 138 208 368 

1.259 2 5.99 .533 .052 Up to 15 Years 4 29 56 89 

Total 26 167 264 457 

Association between Size of Firm (based on annual turnover)  and Degree of Entrepreneurial 

Orientation 

Annual 

Turnover 

More than Rs. 

500 Crore 
1 49 105 155 

16.08 2 5.99 .000* .188 Between Rs. 50- 

500 Crore  
25 118 159 302 

Total 26 167 264 457 

Association between Size of Firm (based on number of employees)  and Degree of Entrepreneurial 

Orientation 

No. of 

Employees 

More than 250 12 123 207 342 

13.27 2 5.99 .001* .170 
Up to 250  14 44 57 115 

Total 26 167 264 457 

Association between Nature of Industry  and Degree of Entrepreneurial Orientation 

Nature of 

Industry 

Manufacturing 17 116 179 312 

0.236 2 5.99 .889 .023 
Service 9 51 85 145 

Total 26 167 264 457 

Association between Type of Organization  and Degree of Entrepreneurial Orientation 

Type of 

Organization 

Listed 18 76 107 201 

8.16 2 5.99 .017* .134 Non-listed 8 91 157 256 

Total 26 167 264 457 

*Significant at 5% level 
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   The cross tabulation for the association between size of firm (based on annual 

turnover) and degree of entrepreneurial orientation, reveals a Chi-square statistic of 

16.08, which was large enough to reject the null hypothesis of independent relationship at 

5 percent level of significance. The p-value of .000 also affirms the above claim and 

provides evidence to reject the hypothesis of independent relationship. Although the Chi- 

square test of independence sufficiently assesses the significance of the association 

between two categorical variables but it does not reflect the strength of the association.  

To generate further insight regarding the extent of association, Cramer’s V statistics has 

been assessed. Cramer’s V is a statistical measure to assess the strength of association of 

two categorical variables. An index of .188 for Cramer’s V implies a weak form of 

association between size of firm (based on annual turnover) and the degree of 

entrepreneurial orientation. Thus, H2 i.e. Size of firm (in terms of annual turnover) is not 

significantly associated with the degree of entrepreneurial orientation is not accepted. 

The result of Chi-square test of independence regarding size of firm (based on 

number of employees) and degree of entrepreneurial orientation suggest significant 

association between these variables. The data yields a Chi-square statistic of 13.27 with a 

p-value of .001. However, Cramer’s V statistic of .17 reveals a weak form of association. 

Thus, H3 i.e. Size of firm (based on number of employees) is not significantly associated 

with the degree of entrepreneurial orientation is not accepted. 

Cross Tabulation for the association between the nature of industry and degree of 

entrepreneurial orientation reveals a Chi-square statistic of .236 with a p-value of .889. 

The low value of Chi-square statistic does not produce sufficient evidence to reject the 

claim made in the null hypothesis. Thus, H4 i.e Nature of firm is not significantly 

associated with the degree of entrepreneurial orientation is accepted. 

The Chi-square test of independence regarding association between the type of 

organization (i.e. listed and non-listed firms) and degree of entrepreneurial orientation 

produces a Chi-square statistic of 8.16 with p value of .017, indicating a significant 

association between type of organization and degree of entrepreneurial orientation. 

However, the Cramer’s V statistics of .134 reveal a weak association between these 
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variables. Thus, H5 i.e. Type of organization is not significantly associated with the 

degree of entrepreneurial orientation is not accepted. 

The above discussion reveals that the extent of entrepreneurial posture adopted by 

a firm is not significantly associated with the age of firm and nature of the industry. So, 

firms of any age group can adopt a strategic posture, which is highly entrepreneurial. In 

addition, their decision to adopt an entrepreneurial posture remains independent of the 

nature of industry, that a firm belongs to. However, significant degree of association 

between the type of organization and size of organization with the degree of 

entrepreneurial orientation has been found. But the strength of these associations is not 

very strong. 

5.2: Entrepreneurial Orientation (Multi-dimensional) and Organizational 

Demographics 

The conception of the multi-dimensional view of entrepreneurial orientation is based 

upon the belief that each dimension of entrepreneurial orientation is unique and has a 

distinct contribution towards the success of an organization. Aggregated measures of 

entrepreneurial orientation may conceal the true nature of the relationship that exists 

between organizational success and various dimensions of entrepreneurial orientation. 

The literature suggest that all five dimensions of entrepreneurial orientation viz. 

innovativeness, proactiveness, risk taking, competitive aggressiveness and autonomy are 

important for firm’s success, but it is also suggested that only a sub-set of these 

dimensions may be relevant for a particular context in which a firm operates. There is a 

strong possibility that some dimensions might have carried the other dimensions along 

which may have limited or insignificant influence, or even negative influence, on firm’s 

growth while viewing entrepreneurial orientation as a uni-dimensional construct. In the 

light of these arguments, it becomes pertinent to explore the association of each 

dimension of entrepreneurial orientation with demographics of a firm.  

To study the association of each dimension of entrepreneurial orientation (i.e. 

innovativeness, proactiveness, risk taking, competitive aggressiveness and autonomy) 

with the diverse characteristics of a firm (age, size, type and nature), various dimensions 
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of entrepreneurial orientation, based upon their theoretical possible score, have been 

categorised into sub-groups (Table 5.3). A low score indicates a conservative approach, 

by an organization, towards the given dimension say innovativeness, proactiveness, risk 

taking, competitive aggressiveness and autonomy i.e. low inclination of firm toward that 

dimension of entrepreneurial orientation.  Moderate score reveals a moderate approach of 

the organization in adoption of entrepreneurial behaviour with respect to given 

dimension; whereas a high score indicates a strong inclination towards the given 

dimension of entrepreneurial orientation.  

 

Table 5.3 Classification of sub-dimensions of  

Entrepreneurial Orientation into different Categories 

Parameter Degree Score Theoretical Possible 

Range 

Innovativeness 

Low Up to 15 

6 to 42 Moderate 15 to 27 

High More than 27 

Proactiveness 

Low Up to 13 

5 to 35 Moderate 13 to 23 

High More than 23 

Risk- Taking 

Low Up to 10 

4 to 28 Moderate 10 to 18 

High More than 18 

Competitive- 

Aggressiveness 

Low Up to 13 

5 to 35 Moderate 13 to 23 

High More than 23 

Autonomy 

Low Up to 8 

3 to 21 Moderate 8 to 14 

High More than 14 
 

5.2.1: Association of Age of Firm with Dimensions of Entrepreneurial Orientation 

To assess the association of the age of firm with dimensions of entrepreneurial 

orientation (i.e. innovativeness, proactiveness, risk- taking, competitive aggressiveness 

and autonomy), Chi-square test of independence has been applied. Table 5.4 shows 

insignificant association of age of firm with all dimensions of entrepreneurial orientation 

at 5% level of significance.  
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Table 5.4 Association of Age of Firm  

with Dimensions of Entrepreneurial Orientation 

 Parameter and Classification 

Age 

Total 

Chi- 

square 

statistics 

Degree 

of 

freedom 

Critical 

value of 

Chi- 

square p-value 

Cramer’s 

V Statistic

Up to 

15 

Years 

More 

than 15 

Years 

Degree of 

Autonomy 

Low 13 94 107 

4.89 2 5.99 0.089 0.103 
Moderate 14 54 68 

High 62 220 282 

Total 89 368 457 

Degree of 

Competitive 

Aggressiveness 

Low 7 26 33 

0.068 2 5.99 0.966 0.012 
Moderate 17 71 88 

High 65 271 336 

Total 89 368 457 

Degree of 

Innovativeness 

Low 8 41 49 

0.579 2 5.99 0.749 0.036 
Moderate 17 61 78 

High 64 266 330 

Total 89 368 457 

Degree of 

Proactiveness 

Low 2 10 12 

0.084 2 5.99 0.959 0.014 
Moderate 9 39 48 

High 78 319 397 

Total 89 368 457 

Degree of Risk- 

Taking 

Low 30 158 188 

2.526 2 5.99 0.283 0.074 
Moderate 18 63 81 

High 41 147 188 

Total 89 368 457 

5.2.2: Association of Size of Firm (based on Annual Turnover) with Dimensions of 

Entrepreneurial Orientation  

To see how the size of firm (based on annual turnover) is associated with each dimension 

of entrepreneurial orientation, Chi-square test of independence has been applied. 

The results of Chi-square test of independence between the size of firm (based on 

annual turnover) with each dimensions of entrepreneurial orientation reveal that, at 5 

percent level of significance, the difference between the observed and expected pattern of 

frequencies cannot be attributed to the chance factor. 
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Table 5.5 Association of Size of Firm (based on Annual Turnover)  

with Dimensions of Entrepreneurial Orientation 

Parameter and Classification  

Turnover 

Total 

Chi- 

square 

statistics 

Degree 

of 

freedom 

Critical 

Value of 

Chi- 

square 

p-value 
Cramer’s 

V Statistic 
Between  

Rs. 50-  

500 Crore 

More than 

Rs. 500 

Crore 

Degree of 

Autonomy 

Low 76 31 107 

9.817 2 5.99 0.007* 0.147 
Moderate 54 14 68 

High 172 110 282 

Total 302 155 457 

Degree of 

Competitive 

Aggressiveness 

Low 29 4 33 

11.998 2 5.99 0.002* 0.162 
Moderate 65 23 88 

High 208 128 336 

Total 302 155 457 

Degree of 

Innovativeness 

Low 40 9 49 

9.299 2 5.99 0.010* 0.143 
Moderate 57 21 78 

High 205 125 330 

Total 302 155 457 

Degree of 

Proactiveness 

Low 11 1 12 

15.33 2 5.99 0.000* 0.183 
Moderate 42 6 48 

High 249 148 397 

Total 302 155 457 

Degree of Risk- 

Taking 

Low 139 49 188 

13.729 2 5.99 0.001* 0.173 
Moderate 57 24 81 

High 106 82 188 

Total 302 155 457 

*Significant at 5% level 

The Chi-square test of independence produces a statistics of 9.817 for the association 

between annual turnover and degree of autonomy, 11.998 for the association between 

annual turnover and degree of competitive aggressiveness, 9.299 for the association 

between annual turnover and degree of innovativeness, 15.33 for the association between 

annual turnover and degree of proactiveness and 13.729 for the association between 

annual turnover and degree of risk taking. All these statistics exceed the critical value of 

5.99 (alpha = 0.05 and df = 2) and are significant at 5% level. However, Cramer’s V 

statistic (Table 5.5) reflects a weak form of association between these variables. There is 

a significant but not strong association between the size of firm (based on annual 

turnover) and the dimensions of entrepreneurial orientation. 
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5.2.3: Association of Size of Firm (based on Number of Employees) with Dimensions 

of Entrepreneurial Orientation 

To study the association of the size of a firm (based on number of employees) with each 

dimension of entrepreneurial orientation, Chi-square test of independence has been 

applied and examined for its significance (Table 5.6).  

 

Table 5.6 Association of Size of Firm (based on Number of Employees)  

with Dimensions of Entrepreneurial Orientation 

Parameter and Classification 

No. of Employees 

Total 

Chi- 

square 

statistics 

Degree 

of 

freedom 

Critical 

Value of 

Chi- 

square 

p-value 

Cramer’s 

V 

Statistic 
Up to 250 

Employees 

More than 

250 

Employees 

Degree of 

Autonomy 

Low 34 73 107 

3.398 2 5.99 0.183 0.086 
Moderate 17 51 68 

High 64 218 282 

Total 115 342 457 

Degree of 

Competitive 

Aggressiveness 

Low 17 16 33 

13.124 2 5.99 0.001* 0.169 
Moderate 20 68 88 

High 78 258 336 

Total 115 342 457 

Degree of 

Innovativeness 

Low 23 26 49 

14.798 2 5.99 0.001* 0.18 
Moderate 21 57 78 

High 71 259 330 

Total 115 342 457 

Degree of 

Proactiveness 

Low 9 3 12 

16.987 2 5.99 0.000* 0.193 
Moderate 9 39 48 

High 97 300 397 

Total 115 342 457 

Degree of 

Risk- Taking 

Low 58 130 188 

5.612 2 5.99 0.060 0.111 
Moderate 16 65 81 

High 41 147 188 

Total 115 342 457 

*Significant at 5% level 
 

Table 5.6 reveals that among the various dimensions of entrepreneurial orientation, the 

dimensions of autonomy and risk taking are not significantly associated with the size of 

firm (based on number of employees), at 5 percent level of significance. The Chi-square 

statistics of 13.124, 14.798 and 16.987 respectively for the association of the degree of 
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competitive aggressiveness, innovativeness and proactiveness with size of firm (based on 

number of employees) suggest significant association of these dimensions with size of 

firm (based on number of employees). However, Cramer’s V statistic shows that these 

associations are weak in nature.  

5.2.4: Association of Nature of Industry with Dimensions of Entrepreneurial 

Orientation  

The association of the nature of industry with each of the dimension of entrepreneurial 

orientation have been examined through Chi-square test of independence.  

Table 5.7 Association of Nature of Industry  

with Dimensions of Entrepreneurial Orientation 

Parameter and 

Classification  

Nature of Industry 
Total 

Chi-

square 

statistics 

Degree 

of 

Freedom 

Critical 

Value 

of Chi- 

square 

p-value 
Cramer’s 

V Statistic Service Manufacturing 

Degree of 

Autonomy 

Low 27 80 107 

8.014 2 5.99 0.018* 0.132 
Moderate 15 53 68 

High 103 179 282 

Total 145 312 457 

Degree of 

Competitive 

Aggressiveness 

Low 10 23 33 

1.083 2 5.99 0.582 0.049 
Moderate 32 56 88 

High 103 233 336 

Total 145 312 457 

Degree of 

Innovativeness 

Low 21 28 49 

5.189 2 5.99 0.075 0.107 
Moderate 29 49 78 

High 95 235 330 

Total 145 312 457 

Degree of 

Proactiveness 

Low 5 7 12 

1.599 2 5.99 0.450 0.059 
Moderate 12 36 48 

High 128 269 397 

Total 145 312 457 

Degree of 

Risk- Taking 

Low 48 140 188 

6.834 2 5.99 0.033* 0.122 
Moderate 33 48 81 

High 64 124 188 

Total 145 312 457 

*Significant at 5% level 
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Table 5.7 reveals that the dimension of autonomy (Chi-square statistics of 8.014 with p-

value of 0.018), and risk-taking (Chi-square statistics of 6.834 with p-value of 0.033), are 

significantly associated with nature of industry. The dimension of innovativeness (Chi-

square statistics of 5.189 with p-value of 0.075) proactiveness (Chi-square statistics of 

1.599 with p-value of 0.450) and competitive aggressiveness (Chi-square statistics of 

1.083 with p-value of 0.582) are not significantly associated with nature of industry. The 

evidence generated by sample data proves that manufacturing firms differ significantly 

from service firms with respect to the extent of autonomy and risk-taking, but at the same 

time the Cramer’s V statistic (Table 5.7) reveals that the strength of these associations is 

low. 

5.2.5: Association of Type of Organization with Dimensions of Entrepreneurial 

Orientation 

The cross classification table for the association of the type of organization with each 

dimension of entrepreneurial orientation reveals that, at 5 percent level of significance, 

autonomy (Chi-square statistics of 2.826 with p-value of 0.243) and risk taking (Chi-

square statistics of 5.062 with p-value of 0.080), are not significantly associated with the 

type of organization. The association of the dimension of competitive aggressiveness, 

innovativeness and proactiveness with the type of organization (listed and non listed 

firms) produces a Chi-square statistics of 6.348, 12.211 and 8.84 respectively. These 

statistics suggest significant association of these dimensions with the type of 

organization.  However, the strength of these associations is not very strong, as indicated 

by the Cramer’s V statistic (Table 5.8).  
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Table 5.8 Association of Type of Organization  

with Dimension of Entrepreneurial Orientation 

Parameter and Classification 

Type of 

Organization 
Total 

Chi-

square 

statistics 

Degree 

of 

Freedom 

Critical 

Value of 

Chi-

square 

p-value 
Cramer’s 

V Statistic 
Listed 

Non-

listed 

Degree of 

Autonomy 

Low 54 53 107 

2.826 2 5.99 0.243 0.079 
Moderate 31 37 68 

High 116 166 282 

Total 201 256 457 

Degree of 

Competitive 

Aggressiveness 

Low 21 12 33 

6.348 2 5.99 0.042* 0.118 
Moderate 41 47 88 

High 139 197 336 

Total 201 256 457 

Degree of 

Innovativeness 

Low 33 16 49 

12.211 2 5.99 0.002* 0.163 
Moderate 33 45 78 

High 135 195 330 

Total 201 256 457 

Degree of 

Proactiveness 

Low 10 2 12 

8.84 2 5.99 0.012* 0.139 
Moderate 24 24 48 

High 167 230 397 

Total 201 256 457 

Degree of 

Risk- Taking 

Low 90 98 188 

5.062 2 5.99 0.080 0.105 
Moderate 40 41 81 

High 71 117 188 

Total 201 256 457 

*Significant at 5% level 

 

The results of the present chapter reveal that there is no significant association between 

age of a firm and the kind of strategic posture (entrepreneurial orientation) adopted by a 

firm. Firms of any age group can adopt a strategic posture which is highly 

entrepreneurial. But as far as the size of a firm is concerned, the findings suggest that 

there is a significant association between the size of a firm and the extent of 

entrepreneurial behaviour demonstrated by a firm. Large firms, both in terms of annual 

turnover and number of employees differ significantly from small firms, while 

introducing new products and services, adopting novel practices, undertaking risky 

alternatives, adopting a forward looking perspective and demonstrating an aggressive 

behaviour towards their rivals. However, the findings suggest that the degree of 
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autonomy provided to employees is not significantly associated with the size of firm 

(based on number of employees). Firms with a larger number of employees can be 

conservative in their approach while granting autonomy to their employees whereas a 

firm with smaller number of employees can provide sufficient autonomy to their 

employees and vice versa. The association between the nature of industry and 

entrepreneurial orientation was not significant. However, the deconstruction of 

entrepreneurial orientation construct reveals that the nature of firm is not significantly 

associated with some of the dimensions of entrepreneurial orientation (i.e. 

innovativeness, proactiveness and competitive aggressiveness).The degree of autonomy 

and risk-taking are significantly associated with nature of firm, however the extent of 

association is not very high. As far as type of organization and the degree of 

entrepreneurial orientation is concerned, study reveals a significant but weak form of 

association. However, the deconstruction of entrepreneurial orientation construct reveals 

that only some of the dimensions of entrepreneurial orientation (i.e. innovativeness, 

proactiveness and competitive aggressiveness) are significantly associated with the type 

of organization. 
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CHAPTER VI 

 ENTREPRENEURIAL ORIENTATION - BUSINESS 

PERFORMANCE RELATIONSHIP 

The purpose of this chapter is to measure the impact of entrepreneurial orientation on 

business performance.  Section 6.1 discloses the procedure followed for the assessment of 

entrepreneurial orientation - business performance relationship. Section 6.2 presents six 

proposed models of entrepreneurial orientation - business performance relationship. The 

comparison of the various competing models of entrepreneurial orientation - business 

performance relationship has been presented in section 6.3. 

6.1: Entrepreneurial Orientation and Business Performance 

Relationship 

To assess entrepreneurial orientation - business performance relationship, two-stage 

procedure has been adopted. Firstly a measurement model has been assessed and then the 

structural model has been examined. 

Measurement model is a model which examines: (i) how systematically measured 

variables represent the underlying theoretical constructs - specified in measurement 

model and (ii) how logically various latent constructs are related with each other 

(Joreskog, 1971; Joreskog and Sorbom, 1993). In measurement model, all the constructs 

are assumed as exogenous and non causal bidirectional relationships (reflected through 

double headed arrows) are to be studied among them. All the manifest variables are 

allowed to load only on their prescribed construct with no cross loadings i.e. the measures 

of two different constructs are not allowed to correlate with each other.  However, the 

different constructs could be correlated with each other.  

  Structural model is a model which examines the causal relationship among 

constructs under investigation (Joreskog and Sorbom, 1993; Ullman, 2001). It measures 

the degree of dependency of the endogenous variable on the exogenous variables and 

assesses the significance of various hypothesized casual relationships (i.e. structural 

parameter estimates or path estimates). Any structural parameter estimates or path 
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coefficient with a critical value of more than 1.96 at five percent level of significance or 

more than 2.58 at one percent level of significance, specifies the significance of causal 

relationship i.e. causal relationship between hypothesized constructs significantly differ 

from zero. A positive index of structural parameter estimate implies positive impact of 

exogenous variable on endogenous variables, where as a structural parameter estimate 

with negative value highlights the inverse nature of the relationship between exogenous 

and endogenous variables.  

Though the causal relationships between exogenous and endogenous variables 

can be accessed through regression analysis, SEM is a superior technique compared to 

the regression analysis. Regression analysis treats variables and constructs identically and 

does not take into account any of the measurement properties that go along with forming 

a multiple-item construct. Whereas, in case of SEM all the properties of measurement 

model are duly taken into consideration while assessing the causal relationship between 

two or more constructs. To assess the degree of model fit CFA/ SEM, rather than 

concentrating on a single index, often rely upon numerous fit indices like: Normed Chi-

square, Goodness-of-fit Index (GFI), Adjusted goodness-of-fit Index (AGFI), Root Mean 

Square Residual (RMR), Root Mean Square Error of Approximation (RMSEA), 

Comparative Fit Index (CFI),  Normed Fit Index (NFI) etc. In contrast, these fit statistics 

are generally not available in regression analysis. A careful consideration is that assessing 

a model fit through numerous fit indices is more parsimony approach than one with 

absolute or single criteria (Hair et al., 1998).  

6.2: Models of Entrepreneurial Orientation - Business Performance 

Relationship 

To assess the impact of entrepreneurial orientation on business performance, six unique 

models of entrepreneurial orientation - business performance relationship have been 

conceptualized and examined for model fit and significance of structural parameter 

estimates. In Model 1, the effect of uni-dimensional view of entrepreneurial orientation 

on subjective business performance relative to competitors has been assessed. Model 2 

assesses the relationship between the uni-dimensional conceptualization of 
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entrepreneurial orientation on the subjective business performance relative to industry. In 

Model 3, archival business performance has been taken as an endogenous variable and 

uni-dimensional view of entrepreneurial orientation has been considered as an exogenous 

variable. Model 4 reflects the multi-dimensional view of entrepreneurial orientation, 

where the independent effect of innovativeness, risk taking, proactiveness, competitive 

aggressiveness and autonomy has been assessed on subjective business performance 

relative to competitors. In Model 5, subjective business performance relative to industry 

has been considered as an endogenous construct, where as the construct of 

innovativeness, risk taking, proactiveness, competitive aggressiveness and autonomy play 

the role of exogenous variables. Model 6 assesses the relationship between archival 

measure of performance and multi-dimensional view of entrepreneurial orientation. 
 

Model 1: Entrepreneurial Orientation (Uni- dimensional)  Subjective Business 

Performance Relative to Competitors 

Model 2: Entrepreneurial Orientation (Uni- dimensional)  Subjective Business 

Performance Relative to Industry 

Model 3: Entrepreneurial Orientation (Uni- dimensional)  Archival Business 

Performance 

Model 4: Entrepreneurial Orientation (Multi-dimensional)  Subjective Business 

Performance Relative to Competitors 

Model 5: Entrepreneurial Orientation (Multi-dimensional)  Subjective Business 

Performance Relative to Industry 

Model 6: Entrepreneurial Orientation (Multi-dimensional)  Archival business 

Performance 

The model fit of both measurement model and structural model has been assessed 

through the criteria suggested by Hair et al., 2008 i.e.: (i) Normed Chi-square should be 

less than 3.0; (ii) GFI, AGFI, NFI, and CFI should be nearer or higher than .90; (iii) RMR 

and RMSEA should be less than .08; (iv) the standardized residuals should be less than 

2.5;  (v) the critical values for standardized factor loading should be more than 1.96; (vi) 

AVE should be 0.5 or more; (vii) CR should exceed 0.7; and (8) the squared inter 

construct correlation must be less than the minimum of AVE of respective constructs. 
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6.2.1: Entrepreneurial Orientation (Uni-dimensional) and Subjective Business 

Performance Relative to Competitors  

To assess the relationship between the uni-dimensional construct of entrepreneurial 

orientation and subjective business performance relative to competitors, firstly 

measurement model of these constructs has been examined for measurement adequacy 

and inter construct correlation (Figure 6.1).  

The measurement model reveals a Normed Chi-square of 1.69 (815.51/481); GFI 

= 0.901; AGFI = 0.884; NFI = 0.936; CFI = 0.973; RMR = 0.061; and RMSEA = 0.039. 

Normed Chi-square meets the conservative cut off of 3.0. GFI, NFI and CFI exceed the 

threshold of .90. RMR and RMSEA fall below the cut off of .08.  AGFI of .884 was very 

nearer to the conservative cut off of .90 (Joreskog and Sorbom, 1993; Hair et al., 2008; 

Hooper et al., 2008) but much beyond the progressive cut off of .80 (Brett and Drasgow, 

2002; Kanste et al., 2007; Horzum and Cakir, 2009; Herzog, 2011). Given the 

complexities of the present model, the AGFI of .884 was quite adequate for the study. 

The standardized residuals fall below the cut off of 2.5 (Table 6.1). Table 6.2 reveals that 

standardized factor loadings range from 51 percent for the dimension of risk taking to 

92.5 percent for the dimension of innovation. All exceed the 50 percent rule of thumb. 

High score of AVE for the construct of entrepreneurial orientation and subjective 

business performance (Table 6.2) affirms the convergent validity of respective constructs.  

CR of .872 for entrepreneurial orientation construct, and .829 for the construct of 

subjective business performance relative to competitors, exceeds the cut off of .70 and 

suggests adequate internal consistency of the scale items.  

The inter-relatedness of entrepreneurial orientation and subjective business 

performance has been assessed through the significance of the covariance arrow.  

Measurement model reveals a critical ratio of 9.39 and correlation coefficient of .909 

between entrepreneurial orientation and subjective business performance. These indices 

were significant at 1 percent level and indicate a high degree of inter- relatedness 

between the underlying constructs of entrepreneurial orientation and subjective business 

performance.  
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Figure 6.1 Measurement Model for Entrepreneurial Orientation (Uni-dimensional) and Subjective Business Performance Relative to Competitors
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Table 6.1 Standardized Factor Loadings and Residuals of Measurement Model for Entrepreneurial Orientation (Uni-dimensional) and 

Subjective Business Performance Relative to Competitors 

Item 

Code 
SFL 

 Standardized Residual Covariances 

PRC

_10 

PRC

_9 

PRC

_8 

PRC

_7 

PRC

_6 

PRC

_5 

PRC

_4 

PRC

_3 

PRC

_2 

PRC

_1 

AU_

2 

AU_

3 

AU_

5 

RT_

1 

RT_

2 

RT_

3 

RT_

4 

CA_

1 

CA_

3 

CA_

4 

CA_

5 

CA_

6 

PR_

8 

PR_

7 

PR_

5 

PR_

4 

PR_

2 

IN_

1 

IN_

3 

IN_

4 

IN_

6 

IN_

7 

IN_

8 

PRC_10 0.867 0.0 
                              

 

 PRC_9 0.869 0.0 0.0 
                             

 

PRC_8 0.874 0.2 0.0 0.0 
                            

 

PRC_7 0.678 -1.0 0.3 0.1 0.0 
                           

 

 PRC_6 0.704 -1.1 0.1 -0.2 0.0 0.0 
                          

 

PRC_5 0.851 0.6 -0.2 -0.3 0.0 0.5 0.0 
                         

 

 PRC_4 0.803 0.6 -0.3 -0.3 -0.1 0.1 0.0 0.0 
                        

 

PRC_3 0.866 0.0 0.1 0.1 1.0 1.2 0.4 1.1 0.0 
                       

 

PRC_2 0.898 -1.1 -0.5 -0.5 0.8 1.3 -0.3 0.3 0.1 0.0 
                      

 

 PRC_1 0.912 -0.5 0.1 -0.1 0.8 1.7 0.1 0.6 -0.1 0.1 0.0 
                     

 

AU_2 0.844 -0.6 0.1 0.7 0.1 0.2 0.1 1.2 0.4 0.0 0.2 0.0 
                    

 

 AU_3 0.891 -0.8 -0.2 0.1 0.7 0.4 -1.0 -0.3 -0.4 -0.3 0.1 -0.1 0.0 
                   

 

AU_5 0.832 -1.0 -0.5 -0.3 -0.2 -0.5 -1.6 -0.8 -0.7 -1.3 -0.7 0.1 0.0 0.0 
                  

 

RT_1 0.828 0.4 0.7 1.3 1.6 1.0 -0.2 0.8 0.5 0.9 0.6 0.1 0.5 -0.5 0.0 
                 

 

 RT_2 0.897 -0.3 -0.3 -0.1 -0.6 -0.3 -1.0 -0.3 0.2 0.3 0.6 -0.7 0.3 -0.4 0.0 0.0 
                

 

RT_3 0.87 0.9 0.9 1.4 1.3 1.3 0.7 1.3 0.1 0.3 0.6 1.1 0.2 -0.4 0.3 -0.3 0.0 
               

 

 RT_4 0.845 -1.6 -1.7 -0.8 -0.7 -0.8 -1.7 -1.0 -0.6 0.5 0.6 -0.1 -0.1 -0.4 -0.5 0.4 0.0 0.0 
              

 

CA_1 0.88 -0.5 0.4 0.4 1.0 0.9 -0.6 -1.0 0.5 -0.1 1.0 0.5 0.5 -0.7 0.4 -0.1 0.2 -0.6 0.0 
             

 

CA_3 0.862 -0.4 -0.3 0.1 0.2 0.1 -1.7 -1.4 0.4 -0.1 0.3 0.2 0.4 -0.2 0.3 -1.1 -0.6 -1.7 0.0 0.0 
            

 

 CA_4 0.786 -1.7 -1.2 -1.3 0.1 0.0 -2.3 -2.3 0.1 -0.3 -0.4 -1.0 0.2 -1.1 -0.8 -1.3 -0.6 -1.8 -0.2 -0.1 0.0 
           

 

CA_5 0.8 -1.5 -1.3 -0.7 -0.8 -0.8 -1.8 -1.7 0.0 -0.6 0.0 0.2 0.2 -0.5 0.7 0.6 0.4 -0.5 -0.1 0.3 0.5 0.0 
          

 

 CA_6 0.796 -0.8 -1.1 -1.3 0.4 -0.2 -2.0 -1.9 0.2 -0.4 -0.3 -0.3 0.1 -0.5 0.6 -0.1 -0.3 -1.4 -0.3 0.0 0.8 0.0 0.0 
         

 

PR_8 0.745 -1.0 1.1 0.4 1.5 1.5 -0.1 -0.4 -0.8 -1.7 -0.8 -0.2 0.3 -0.1 0.5 -0.5 0.5 -1.5 0.5 -0.1 0.2 -0.6 -0.6 0.0 
        

 

PR_7 0.697 -1.5 -0.1 -0.9 1.0 1.3 -0.6 -1.3 -1.1 -1.0 -0.7 -0.7 -0.4 -1.5 0.5 0.0 0.2 -1.1 0.4 -0.7 0.6 0.3 0.8 0.9 0.0 
       

 

 PR_5 0.798 0.8 1.9 1.0 1.9 1.7 1.5 1.0 -0.8 -1.1 -0.4 -1.4 -1.2 -2.2 0.0 -0.5 0.6 -1.2 0.3 -0.3 0.3 -0.9 -0.2 0.4 0.4 0.0 
      

 

PR_4 0.804 0.8 2.1 1.8 2.6 3.1 1.3 0.6 0.2 0.1 0.6 0.1 -0.1 -0.6 1.0 0.5 1.3 -0.2 0.9 -0.2 0.4 0.2 -0.1 -0.5 -0.2 0.1 0.0 
     

 

 PR_2 0.651 0.2 1.5 1.0 1.8 1.2 0.9 0.8 1.2 0.8 1.1 1.8 1.7 0.8 0.7 -0.2 0.4 -0.7 0.8 0.5 0.1 0.3 0.4 0.2 -0.5 -0.3 -0.8 0.0 
    

 

IN_1 0.753 0.1 -0.1 1.3 0.3 0.8 -0.7 0.0 0.2 0.3 0.1 0.3 0.3 -0.3 2.2 1.3 1.9 1.5 -0.1 -0.3 -1.5 -0.6 -0.8 -1.8 -1.5 -1.0 -0.3 1.0 0.0 
   

 

IN_3 0.755 -0.9 -0.6 1.2 0.8 0.2 -1.6 -1.2 0.3 0.2 0.1 0.2 0.8 0.1 2.0 0.8 1.3 -0.6 0.5 1.2 -0.2 0.4 1.1 -0.2 0.1 -0.5 -0.5 1.3 0.5 0.0 
  

 

 IN_4 0.864 -0.2 0.1 0.8 0.9 0.8 -0.9 -0.8 0.6 0.0 0.4 0.1 0.2 -0.4 0.7 -0.3 0.5 -1.0 0.6 0.6 -0.1 -0.5 0.3 -0.7 -0.2 -0.7 0.6 0.4 0.3 0.0 0.0 
 

 

IN_6 0.812 0.2 0.4 0.9 1.1 0.8 -0.5 -0.3 0.4 -0.7 -0.6 0.4 0.3 0.7 0.5 -1.0 -0.2 -1.6 0.1 -0.2 0.5 -0.8 0.3 -0.1 -0.4 -0.8 -0.2 0.2 0.4 -0.6 -0.3 0.0  

 IN_7 0.824 -0.8 0.1 -0.2 1.1 1.7 -0.9 -0.9 1.3 0.5 0.8 1.0 0.8 0.0 0.8 -0.4 0.7 -1.6 0.7 0.3 0.4 0.1 1.1 0.0 -0.2 -0.9 0.1 0.8 -0.6 -0.1 0.0 0.3 0.0 

IN_8 0.63 -1.0 0.2 1.2 0.9 1.0 -1.7 -1.1 -1.2 -0.9 -0.8 1.7 2.0 1.4 -0.2 0.2 0.0 0.1 0.1 0.4 -0.2 -0.5 -0.5 -0.3 -1.3 -0.5 0.2 0.1 0.0 0.0 -0.2 0.8 -0.2 
0.0 
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Table 6.2 Psychometric Properties of Measurement Model for Entrepreneurial 

Orientation (Uni-dimensional) and Subjective Business Performance Relative to 

Competitors 
 

Parameter Index Construct Dimension 
Std. 

Factor 

Loadings 

AVE CR 

Chi-square 815.51 
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e
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Innovativeness .925 

.593 .872 

Degree of Freedom 481 

Normed Chi-square 

(Chi-square/ df) 
1.69 Proactiveness .901 

GFI .901 Risk Taking .510 

AGFI .884 
Competitive 

Aggressiveness 
.880 

NFI .936 Autonomy .514 

CFI .973 

S
u

b
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c
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e 
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ss
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m
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Subjective 

Financial 

Performance 

.808 

.708 .829 

RMR .061 Subjective Non-

Financial 

Performance 

.874 

REMSA .039 

  

The causal relationship between exogenous construct of entrepreneurial orientation and 

endogenous construct of subjective business performance relative to competitors has been 

assessed by employing structural equation modeling with path analysis. In the path 

diagram (Figure 6.2), entrepreneurial orientation has been considered as an exogenous 

variable (predictor), subjective business performance relative to competitors acts as an 

endogenous variable (dependent) and the structural relationship between these two 

constructs has been reflected through a single headed arrow on path diagram (i.e. 

Entrepreneurial Orientation Subjective Business Performance Relative to 

Competitors). Structural relationship has been examined for three issues: (i) overall and 

relative model fit - as a measure of acceptance of the proposed model; (ii) significance of 

structural parameter estimates i.e. the relevance of the predictive variables in the model; 
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and (iii) R square i.e. the degree of variance of the endogenous variables, which can be 

explained by the latent constructs that predict it. Table 6.3 reveals that the model fit 

indices of structural model of Entrepreneurial Orientation Subjective Business 

Performance Relative to Competitors were not only significant but also remain same as in 

the measurement model. The critical ratio of 11.86 for the specified path (Entrepreneurial 

Orientation Subjective Business Performance Relative to Competitors) and R square 

of 0.826 affirm the claim that the performance of a business is significantly dependent 

upon the strategic posture of a firm. 

 

Table 6.3 Model Fit Indices and Path Coefficients of Entrepreneurial Orientation 

(Uni-dimensional) and Subjective Business Performance Relative to Competitors 
Parameter Measurement Model Structural Model 

Chi-square 815.51 815.51 

Degree of Freedom 481 481 

Normed Chi-square (Chi-square/ df) 1.69 1.69 

GFI .901 .901 

AGFI .884 .884 

NFI .936 .936 

CFI .973 .973 

RMR .061 .061 

REMSA .039 .039 

Critical Ratio of Path (Entrepreneurial Orientation Subjective Business 

Performance Relative to Competitors) 

11.86** 

 
Structural Parameter Estimates or Path Coefficients 

0.909** 

R- Square 
0.826 

** Significant at .01 level 
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Figure 6.2 Structural Model for Entrepreneurial Orientation (Uni-dimensional) and Subjective Business Performance Relative to Competitors 
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6.2.2:  Entrepreneurial Orientation (Uni-dimensional) and Subjective Business 

Performance Relative to Industry 

To assess the measurement adequacy and inter relatedness of the latent construct of 

entrepreneurial orientation (uni-dimensional) and subjective business performance 

relative to industry, a measurement model (Figure 6.3) has been assessed. The 

measurement model has been examined for its fit, psychometric properties and inter-

construct correlation.  

The measurement model reveals a Normed Chi-square of 1.74 (786.36/450); GFI 

= 0.901; AGFI = 0.884; NFI = 0.934; CFI = .971; RMR = 0.061; RMSEA = 0.040, which 

were significant and reveal a good fit. Further low standardized residuals (Table 6.4) 

affirm the claim that the pattern of relationships stated in the specified model was similar 

to the pattern of relationships expressed by the data. Standardized factor loadings for all 

the scale items and latent constructs range from .517 to .923 (Table 6.4 and table 6.5), 

which meet the cut off of .50. An AVE score of .595 for entrepreneurial orientation and 

.698 for subjective business performance relative to industry affirms the convergent 

validity of these constructs. CR of 0.873 for entrepreneurial orientation and 0.822 for 

subjective business performance relative to industry confirm the internal consistency of 

the scale items.  

The inter-relatedness of entrepreneurial orientation and subjective business 

performance relative to industry has been assessed through the significance of the 

covariance arrow. Measurement model reveals a critical ratio of 9.55 and correlation 

coefficient of 0.96 between entrepreneurial orientation and the subjective business 

performance relative to industry. These indices were significant (α = 0.01) and indicate 

high degree of positive correlation between these constructs. 
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Figure 6.3 Measurement Model for Entrepreneurial Orientation (Uni-dimensional) and Subjective Business Performance Relative to Industry 
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Table 6.4 Standardized Factor Loadings and Residuals of Measurement Model for Entrepreneurial Orientation (Uni-dimensional) and  

Subjective Business Performance Relative to Industry

Item 

Code 
SFL 

 Standardized Residual Covariances 

PRI_8 PRI_7 PRI_9 PRI_6 PRI_5 PRI_4 PRI_3 PRI_2 PRI_1 AU_2 AU_3 AU_5 RT_1 RT_2 RT_3 RT_4 CA_1 CA_3 CA_4 CA_5 CA_6 PR_8 PR_7 PR_5 PR_4 PR_2 IN_1 IN_3 IN_4 IN_6 IN_7 IN_8 

PRI_8 0.841 0.0 
                          

 
    

PRI_7 0.834 0.0 0.0 
                         

 
    

PRI_9 0.869 0.1 -0.4 0.0 
                        

 
    

PRI_6 0.756 0.1 -0.1 0.0 0.0 
                       

 
    

PRI_5 0.833 -0.5 -0.6 0.8 0.1 0.0 
                      

 
    

PRI_4 0.817 -0.3 0.1 0.4 -0.6 0.0 0.0 
                     

 
    

PRI_3 0.931 -0.3 1.4 -0.6 0.0 -0.5 0.5 0.0 
                    

 
    

PRI_2 0.883 -0.5 0.8 -0.9 -0.2 -0.2 0.6 0.0 0.0 
                   

 
    

PRI_1 0.91 0.2 1.0 -0.3 0.0 0.0 0.8 -0.1 0.1 0.0 
                  

 
    

AU_2 0.844 0.3 0.3 0.0 -0.4 1.0 0.9 0.2 0.2 0.3 0.0 
                 

 
    

AU_3 0.892 0.7 0.5 -0.5 0.0 0.3 0.2 0.3 0.1 0.3 -0.1 0.0 
                

 
    

AU_5 0.831 -0.1 -0.5 -0.9 -0.3 -0.6 -0.8 -1.3 -1.3 -1.6 0.1 0.0 0.0 
               

 
    

RT_1 0.828 1.0 1.8 1.6 0.4 1.2 1.3 1.7 0.6 0.9 0.1 0.5 -0.5 0.0 
              

 
    

RT_2 0.898 0.2 0.9 0.6 0.1 0.6 1.5 1.2 0.7 0.9 -0.7 0.3 -0.4 0.0 0.0 
             

 
    

RT_3 0.869 0.6 1.6 1.1 0.3 1.6 1.9 0.7 0.7 0.7 1.1 0.2 -0.4 0.3 -0.3 0.0 
            

 
    

RT_4 0.845 -1.2 0.1 -1.2 -1.4 -0.5 0.4 0.7 0.2 0.4 -0.1 -0.1 -0.4 -0.5 0.4 0.0 0.0 
           

 
    

CA_1 0.881 0.1 1.1 -0.5 0.3 -0.1 0.3 1.0 0.3 0.4 0.4 0.4 -0.8 0.2 -0.4 -0.1 -0.9 0.0 
          

 
    

CA_3 0.86 0.1 1.0 -1.0 -0.1 -1.7 -1.0 0.7 -0.1 -0.4 0.2 0.3 -0.2 0.1 -1.3 -0.9 -1.9 0.0 0.0 
         

 
    

CA_4 0.785 -0.8 0.0 -2.1 -0.5 -1.9 -1.5 -0.1 -0.3 -0.1 -1.0 0.1 -1.2 -1.1 -1.6 -0.9 -2.0 -0.2 -0.1 0.0 
        

 
    

CA_5 0.802 -1.0 0.4 -1.5 -0.5 -1.4 -0.9 0.4 0.5 0.2 0.1 0.1 -0.6 0.4 0.3 0.1 -0.8 -0.2 0.3 0.5 0.0 
       

 
    

CA_6 0.797 -0.9 0.1 -1.2 -0.3 -1.2 -0.9 0.4 -0.1 0.0 -0.4 0.0 -0.6 0.3 -0.4 -0.6 -1.6 -0.3 0.0 0.8 0.0 0.0 
      

 
    

PR_8 0.746 1.7 1.3 -1.0 0.9 0.1 -0.1 -1.2 -1.5 -1.5 -0.2 0.3 -0.1 0.4 -0.6 0.4 -1.6 0.5 -0.1 0.2 -0.6 -0.6 0.0 
     

 
    

PR_7 0.701 0.7 0.2 -1.3 1.0 -0.7 -0.2 -1.0 -0.7 -0.3 -0.8 -0.4 -1.5 0.3 -0.2 0.0 -1.2 0.4 -0.7 0.6 0.2 0.7 0.8 0.0 
    

 
    

PR_5 0.794 0.9 1.2 -0.2 0.3 0.8 0.9 -1.3 -1.4 -0.6 -1.4 -1.2 -2.2 -0.1 -0.6 0.5 -1.4 0.3 -0.3 0.3 -0.9 -0.2 0.4 0.4 0.0 
   

 
    

PR_4 0.804 1.9 2.1 0.1 2.5 1.1 0.9 0.3 -0.5 0.2 0.1 -0.1 -0.6 0.8 0.4 1.2 -0.4 0.9 -0.1 0.4 0.2 -0.1 -0.5 -0.2 0.2 0.0 
  

 
    

PR_2 0.651 1.6 1.8 0.3 0.6 0.1 0.4 0.9 -0.2 1.2 1.8 1.7 0.8 0.6 -0.3 0.3 -0.8 0.8 0.6 0.2 0.3 0.4 0.2 -0.5 -0.2 -0.8 0.0 
 

 
    

IN_1 0.752 0.3 1.3 -0.6 0.0 -0.8 -0.1 0.5 -0.5 -0.3 0.3 0.3 -0.4 2.1 1.2 1.7 1.3 -0.2 -0.3 -1.5 -0.7 -0.8 -1.7 -1.5 -0.8 -0.2 1.2 0.0  
    

IN_3 0.756 -0.6 1.8 -1.1 -0.5 -1.3 -1.2 0.7 -0.2 0.2 0.2 0.8 0.1 1.8 0.6 1.1 -0.8 0.4 1.2 -0.3 0.3 1.0 -0.1 0.2 -0.4 -0.4 1.4 0.5 0.0 
    

IN_4 0.867 0.5 2.2 -0.7 0.3 -0.7 -0.5 1.0 0.1 0.0 0.1 0.1 -0.5 0.5 -0.5 0.3 -1.2 0.5 0.5 -0.2 -0.6 0.2 -0.7 -0.2 -0.6 0.6 0.5 0.3 0.0 0.0 
   

IN_6 0.808 0.6 1.3 -0.5 -0.6 -1.3 -0.3 -0.4 -0.7 -1.0 0.4 0.3 0.7 0.4 -1.1 -0.4 -1.7 0.1 -0.2 0.5 -0.8 0.3 0.1 -0.3 -0.6 -0.1 0.3 0.5 -0.6 -0.3 0.0 
  

IN_7 0.825 0.4 0.9 -0.4 1.0 -0.5 -0.8 0.8 0.4 0.1 0.9 0.7 0.0 0.6 -0.6 0.5 -1.8 0.6 0.2 0.4 0.0 1.0 0.1 -0.2 -0.8 0.2 0.9 -0.6 -0.1 -0.1 0.3 0.0 
 

IN_8 0.63 0.1 1.9 -2.0 0.8 -1.4 -0.9 -0.2 -1.0 -0.3 1.6 2.0 1.4 -0.4 0.1 -0.1 -0.1 0.1 0.4 -0.2 -0.5 -0.6 -0.2 -1.3 -0.4 0.3 0.2 0.0 0.0 -0.2 0.8 -0.2 0.0 
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Table 6.5 Psychometric Properties of the Measurement Model for Entrepreneurial  

Orientation (Uni-dimensional) and Subjective Business Performance Relative to 

Industry 

Parameter Index Construct Dimension 
Std. 

Factor 

Loading

s 

AVE CR 

Chi-square 786.36 
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Innovativeness .923 

.595 .873 

Degree of Freedom 450 

Normed Chi-square 

(Chi-square/ df) 
1.74 Proactiveness .893 

GFI .901 Risk Taking .525 

AGFI .884 
Competitive 

Aggressiveness 
.886 

NFI .934 Autonomy .517 

CFI .971 
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Subjective 

Financial 

Performance 

.814 

.698 .822 
RMR .061 Subjective Non-

financial 

Performance 

.857 

REMSA .040 

The structural relationship between entrepreneurial orientation and subjective business 

performance relative to industry (Figure 6.4) has been assessed through a structural 

model. Entrepreneurial orientation has been considered as an exogenous variable and 

subjective business performance relative to industry has been defined as endogenous 

variable. The causal relationship between these constructs has been disclosed through a 

single headed arrow. The model fit indices have been assessed to examine the goodness 

of fit of the structural model. R square has been assessed to measure the degree of 

explained variance. Structural parameter estimate has been referred to measure the extent 

and significance of the contribution of the predictive variable towards the explained 

variance of the endogenous variable.  
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Figure 6.4 Structural Model for Entrepreneurial Orientation (Uni-dimensional) and Subjective Business Performance Relative to Industry
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Structural model reveals a good model fit. All the indicators of model fit fall within the 

acceptance region. The ratio of Chi-square to df (786.36/450) = 1.74; GFI = 0.901; AGFI 

= 0.884; NFI = 0.934; CFI = 0.971; RMR = 0.061; and RMSEA = 0.040, were all 

significant and in line with the measurement model (Table 6.6). The assessment of the 

structural parameter estimate of the specified path (i.e. Entrepreneurial Orientation

Subjective Business Performance Relative to Industry) reveals a critical ratio of 12.19, 

which was much beyond the cut off of 1.96. The significant beta coefficient of the 

specified path affirms the positive and significant affect of the entrepreneurial orientation 

on the business performance. R square index of .921 affirms the significant role of 

entrepreneurial orientation in predicting business success.  

Table 6.6 Model Fit Indices and Path Coefficients of Entrepreneurial Orientation 

(Uni-dimensional) and Subjective Business Performance Relative to Industry 

Parameter Measurement Model Structural Model 

Chi-square 786.36 786.36 

Degree of Freedom 450 450 

Normed Chi-square (Chi-square/ df) 1.74 1.74 

GFI .901 .901 

AGFI .884 .884 

NFI .934 .934 

CFI .971 .971 

RMR .061 .061 

REMSA .040 .040 

Critical Ratio of Path (Entrepreneurial Orientation Subjective Business 

Performance relative to Industry) 

12.19** 

Structural Parameter Estimates or Path Coefficients 0.961** 

R- Square 0.92 

** Significant at .01 level 

6.2.3: Entrepreneurial Orientation (Uni-dimensional) and Archival Business 

Performance  

To assess the measurement adequacy and inter relatedness of the latent construct of 

entrepreneurial orientation and archival business performance, a measurement model of 

these constructs has been assessed (Figure 6.5). Both constructs i.e. entrepreneurial 

orientation and archival business performance have been assumed as exogenous and non 

causal bidirectional relationships between these constructs have been studied by drawing 
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a double headed arrow between these construct.  

The measurement model reveals a Chi-square statistic of 489.76 with 340 degrees 

of freedom i.e. a Normed Chi-square index of 1.44, which was much below the threshold 

of 3.0 and indicates a good fit. The values of RMR and RMSEA, badness of fit indices, 

have been observed as .075 and 0.041 respectively. These indices were well below the 

threshold of .08. GFI of 0.883 and AGFI of .860 were near to the conservative cut off of 

.90 (Joreskog and Sorbom, 1993; Hair et al., 2008; Hooper et al., 2008) but much beyond 

the progressive cut off of .80 (Brett and Drasgow, 2002; Kanste et al., 2007; Horzum and 

Cakir, 2009; Herzog, 2011). Moving to the incremental fit indices, CFI of 0.965 and NFI 

0.90 meet the criteria of .90. All these indices were adequate for the model fit. Further 

low standardized residuals (Table 6.7) indicate that the model specified in theory 

reproduces itself through observed data and there is no significant difference between the 

estimated covariance matrix and observed covariance matrix.  

Convergent Validity of the constructs of entrepreneurial orientation and archival 

business performance has been assessed through standardized factor loadings, AVE and 

CR. Table 6.8 reveals that all the standardized factor loadings for all the constructs were 

above the threshold of .50.  High score of AVE for entrepreneurial orientation (i.e. 0.59) 

and archival business performance (i.e. 0.54) support the measurement adequacy and 

convergence of scale items towards their latent constructs.  CR of .87 for entrepreneurial 

orientation and 0.70 for archival business performance meets the criteria of .70, 

suggesting adequate internal reliability.  

The inter-relatedness of the constructs of entrepreneurial orientation and archival 

business performance has been examined through the critical ratio and the degree of 

coefficient of correlation. Measurement model has produced a critical ratio of 3.068 and 

correlation coefficient of .403 between entrepreneurial orientation and archival business 

performance. Both of these indices remain significant at 1% level and support the inter-

relatedness of the underlying constructs. 
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Figure 6.5 Measurement Model for Entrepreneurial Orientation (Uni-dimensional) and Archival Business Performance 



173 

 

 

 

Table 6.7 Standardized Factor Loadings and Residuals of Measurement Model of Entrepreneurial Orientation (Uni-dimensional) and 

Archival Business Performance 

 

Item Code 
 

SFL 

Standardized Residual Covariances 

ZROA ZRONW ZROS ZSG ZAG AU_2 AU_3 AU_5 RT_1 RT_2 RT_3 RT_4 CA_1 CA_3 CA_4 CA_5 CA_6 PR_8 PR_7 PR_5 PR_4 PR_2 IN_1 IN_3 IN_4 IN_6 IN_7 IN_8 

ZROA 0.858 0.0 
                           

ZRONW 0.839 0.0 0.0 
                          

ZROS 0.419 -0.2 0.3 0.0 
                         

ZSG 0.513 

 
-0.7 -0.5 0.7 0.0 

                        

ZAG 0.656 

 
0.7 0.0 -0.9 0.0 0.0 

                       

AU_2 0.804 0.6 0.5 1.4 0.7 0.0 0.0 
                      

AU_3 0.888 1.3 1.2 1.6 0.6 -0.9 -0.1 0.0 
                     

AU_5 0.863 0.7 0.8 2.1 1.0 -0.2 0.1 0.0 0.0 
                    

RT_1 0.806 2.2 1.4 0.5 0.7 -0.5 0.3 1.6 0.3 0.0 
                   

RT_2 0.907 1.2 0.7 0.4 0.0 -0.5 -0.2 0.1 -1.0 -0.1 0.0 
                  

RT_3 0.834 1.4 0.3 0.7 -0.3 -0.8 0.8 0.1 0.6 0.4 -0.2 0.0 
                 

RT_4 0.848 1.0 0.6 0.2 0.1 -0.8 -0.7 -0.1 -0.8 -0.4 0.3 0.0 0.0 
                

CA_1 0.874 0.0 -0.2 -1.3 1.5 -1.1 0.0 -0.3 -0.8 0.9 0.1 -0.4 -0.3 0.0 
               

CA_3 0.846 -0.4 -0.5 -2.0 2.1 0.1 0.2 0.3 0.1 0.6 -1.2 -1.0 -1.4 0.0 0.0 
              

CA_4 0.759 -0.3 -0.7 -0.5 0.8 0.3 -1.3 -0.7 -0.6 -0.2 -1.0 -0.8 -1.2 -0.3 -0.1 0.0 
             

CA_5 0.789 -0.2 -0.4 -2.1 0.8 -1.0 0.7 -0.3 -0.1 0.7 0.3 -0.1 -0.3 -0.1 0.4 0.1 0.0 
            

CA_6 0.798 -0.9 -0.4 -1.9 0.9 -1.0 -0.4 -0.1 -0.2 0.9 0.0 -0.5 -0.5 -0.1 0.0 0.3 0.0 0.0 
           

PR_8 0.698 -0.4 -1.5 -2.2 -0.1 -0.6 -0.5 -0.2 0.0 0.1 -0.9 -0.1 -1.7 -0.1 -0.3 0.4 -0.7 -0.3 0.0 
          

PR_7 0.65 0.2 0.8 -0.5 -0.2 0.3 -0.2 -0.9 -0.7 0.2 -0.1 -0.4 -1.1 -0.1 -0.9 0.5 0.5 1.1 0.9 0.0 
         

PR_5 0.788 -1.3 -0.9 -1.7 0.7 -1.5 -1.5 -1.4 -1.5 0.7 0.0 0.6 -0.6 0.3 -0.3 0.5 -0.8 -0.1 0.6 0.0 0.0 
        

PR_4 0.764 0.3 -0.1 0.2 0.8 -1.5 0.3 -0.1 -0.3 1.2 0.9 1.7 0.7 1.1 -0.1 1.3 0.1 -0.1 -0.8 0.0 0.2 0.0 
       

PR_2 0.619 1.3 1.3 0.4 0.8 -0.5 0.8 1.0 0.7 1.0 0.2 0.7 0.5 0.8 1.0 0.8 0.7 0.0 0.4 -0.3 -0.2 -0.9 0.0 
      

IN_1 0.756 0.4 -0.1 -1.1 1.3 -0.9 0.2 -0.3 -0.7 1.8 0.3 0.8 0.9 -0.2 -0.5 -1.4 -0.7 -1.0 -1.3 -1.5 -0.6 0.6 1.1 0.0 
     

IN_3 0.742 1.5 1.5 -0.2 0.8 0.6 0.9 1.0 0.4 2.2 1.0 1.2 0.0 0.1 0.7 -0.4 0.3 0.5 -0.4 -0.7 -0.3 -0.6 2.0 0.6 0.0 
    

IN_4 0.875 1.0 0.5 -0.6 1.3 -0.5 0.8 0.6 0.9 1.2 0.5 0.2 -0.1 0.3 -0.2 -0.2 -0.7 -0.1 -0.9 -0.4 -0.2 1.1 0.2 0.5 0.0 0.0 
   

IN_6 0.826 0.1 0.1 -0.6 0.7 1.2 -0.1 0.0 0.5 0.5 -1.1 -0.8 -1.4 0.2 -0.5 0.7 -0.6 0.0 -0.2 -0.2 -0.6 0.1 0.0 0.2 -0.6 -0.2 0.0 
  

IN_7 0.836 -0.8 -0.5 -1.9 0.7 -1.0 0.5 0.3 0.3 0.7 -0.2 0.1 -1.1 0.6 0.0 0.8 0.1 0.5 0.3 0.1 -0.3 0.4 0.6 -0.5 -0.2 -0.2 0.4 0.0 
 

IN_8 0.663 1.0 1.1 0.2 -0.8 -0.7 0.8 1.3 0.3 -0.2 0.1 -0.2 0.1 0.0 -0.2 0.2 -0.9 -0.8 -0.9 -1.2 -0.9 0.7 0.3 -0.5 0.2 0.1 0.3 0.0 0.0 
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Table 6.8 Psychometric Properties of the Measurement Model for 

Entrepreneurial orientation (Uni-dimensional) and Archival Business Performance 

 

Parameter Index Construct Dimension 
Std. 

Factor 

Loading

s 

AVE CR 

Chi-square 489.76 
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n
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n
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Innovativeness .916 

.59 .87 

Degree of Freedom 
340 

Normed Chi-square 

(Chi-square/ df) 

1.44 Proactiveness .872 

GFI .883 Risk Taking .541 

AGFI .860 Competitive 

Aggressiveness 

.889 

NFI .90 Autonomy .520 

CFI .965 

A
rc

h
iv

a
l 

B
u
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n
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s 
 

P
er
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 Growth .811 

.54 .70 RMR .074 
Profitability .645 

REMSA 
.041 

 

The causal relationship between exogenous construct of entrepreneurial orientation and 

endogenous construct of archival business performance has been studied by employing 

structural equation modeling with path analysis (Figure 6.6). In the path diagram the 

structural relationship between the exogenous construct of entrepreneurial orientation and 

endogenous construct of archival business performance has been reflected through a 

single headed arrow (i.e. Entrepreneurial Orientation Archival Business Performance). 

Structural relationship has been examined for model fit, the extent of the explained 

variance and the significance of the predictor in the observed relationship.  

The result of structural model reveals a good fit. All the fit indices were not only 

significant but also in line with the measurement model (Table 6.9). The critical ratio of 

3.21 for the path Entrepreneurial Orientation Archival Business Performance was 

significant at α = 0.01 and support the positive impact of entrepreneurial orientation on 

the performance of a firm (Table 6.9). The strength of the dependency relationship 

between Entrepreneurial Orientation Archival Business Performances (R square of 

.163) has been observed as significant but low. 
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Figure 6.6 Structural Model for Entrepreneurial Orientation (Uni-dimensional) and Archival Business Performance 
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Table 6.9 Model Fit Indices and Path Coefficients of   

Entrepreneurial Orientation (Uni-dimensional) and Archival Business Performance 
Parameter Measurement Model Structural Model 

Chi-square 489.76 489.76 

Degree of Freedom 340 340 

Normed Chi-square (Chi-square/ df) 1.44 1.44 

GFI .883 .883 

AGFI .860 .860 

NFI .90 .90 

CFI .965 .965 

RMR .074 .075 

REMSA .041 .041 

Critical Ratio of Path (Entrepreneurial Orientation Archival Business 

Performance) 
3.21** 

Structural Parameter Estimates or Path Coefficients 0.404** 

R- Square 0.163 

** Significant at .01 level 

6.2.4: Entrepreneurial Orientation (Multi-dimensional) and Subjective Business 

Performance Relative to Competitors 

To assess the measurement adequacy and inter relatedness of the latent construct of 

entrepreneurial orientation (multi-dimensional) and subjective business performance 

relative to competitors, a measurement model (Figure 6.7) has been assessed.  

The measurement model reveals a Normed Chi-square index of 1.69, GFI = 

0.903, AGFI = 0.884, CFI = 0.973, NFI = 0.937, RMR = 0.059, RMSEA = 0.039 and 

standardized residuals of less than 2.5 (Table 6.10). All these indices were significant and 

specify a good model fit.  Standardized factor loadings for all the scale items exceed the 

50 percent rule of thumb (Table 6.10) and remain significant at 1% level. The high 

indices of standardized factor loadings prove the appropriateness and representativeness 

of the manifest variables in measuring the underlying constructs. High score of AVE and 

CR (Table 6.11) proves the convergent validity of these constructs and affirms the 

positive correlation among the scale items of respective constructs. 
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Figure 6.7 Measurement Model for Entrepreneurial Orientation (Multi-dimensional) and Subjective Business Performance Relative to Competitors 
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Table 6.10 Standardized Factor Loadings and Residuals of Measurement Model for Entrepreneurial Orientation (Multi-dimensional) and 

Subjective Business Performance Relative to Competitors 

Item 

Code 
SFL 

   Standardized Residual Covariances 
PRC_10PRC_9 PRC_8 PRC_7 PRC_6 PRC_5 PRC_4 PRC_3 PRC_2 PRC_1 AU_2 AU_3 AU_5 RT_1 RT_2 RT_3 RT_4 CA_1 CA_3 CA_4 CA_5 CA_6 PR_8 PR_7 PR_5 PR_4 PR_2 IN_1 IN_3 IN_4 IN_ 6 IN_7 IN_8 

PRC_10 0.86

5 

0.0 
                              

 
 

PRC_9 0.87 0.0 0.0 
                             

 
 

PRC_8 0.87

4 

0.2 0.0 0.0 
                            

 
 

PRC_7 0.68 -1.0 0.3 0.1 0.0 
                           

 
 

PRC_6 0.70

6 

-1.1 0.0 -0.2 0.0 0.0 
                          

 
 

PRC_5 0.85

2 

0.6 -0.2 -0.4 -0.1 0.5 0.0 
                         

 
 

PRC_4 0.80

2 

0.6 -0.3 -0.3 -0.2 0.1 0.0 0.0 
                        

 
 

PRC_3 0.86

6 

0.0 0.1 0.1 1.0 1.2 0.4 1.1 0.0 
                       

 
 

PRC_2 0.89

8 

-1.1 -0.5 -0.5 0.8 1.2 -0.3 0.4 0.1 0.0 
                      

 
 

PRC_1 0.91

2 

-0.5 0.1 -0.1 0.8 1.7 0.1 0.7 -0.1 0.1 0.0 
                     

 
 

AU_2 0.84

4 

-0.3 0.3 0.9 0.3 0.4 0.3 1.4 0.8 0.4 0.7 0.0 
                    

 
 

AU_3 0.89

1 

-0.5 0.0 0.4 0.9 0.6 -0.8 -0.1 0.0 0.2 0.5 -0.1 0.0 
                   

 
 

AU_5 0.83

2 

-0.7 -0.3 0.0 0.0 -0.3 -1.4 -0.5 -0.3 -0.9 -0.3 0.1 0.0 0.0 
                  

 
 

RT_1 0.82

8 

0.2 0.5 1.1 1.4 0.9 -0.4 0.6 0.4 0.9 0.6 0.1 0.5 -0.5 0.0 
                 

 
 

RT_2 0.89

7 

-0.5 -0.5 -0.3 -0.8 -0.5 -1.2 -0.5 0.2 0.3 0.6 -0.7 0.3 -0.4 0.0 0.0 
                

 
 

RT_3 0.87 0.7 0.7 1.2 1.1 1.1 0.5 1.1 0.1 0.2 0.5 1.1 0.2 -0.4 0.3 -0.3 0.0 
               

 
 

RT_4 0.84

5 

-1.7 -1.9 -1.0 -0.8 -1.0 -1.9 -1.2 -0.6 0.5 0.6 -0.1 -0.1 -0.4 -0.5 0.4 0.0 0.0 
              

 
 

CA_1 0.87

9 

-0.1 0.8 0.8 1.3 1.2 -0.3 -0.7 1.1 0.6 1.7 0.6 0.5 -0.7 0.9 0.4 0.7 -0.2 0.0 
             

 
 

CA_3 0.86

2 

0.0 0.1 0.5 0.5 0.4 -1.4 -1.1 1.1 0.5 0.9 0.2 0.4 -0.2 0.7 -0.6 -0.2 -1.3 0.0 0.0 
            

 
 

CA_4 0.78

8 

-1.4 -0.9 -1.0 0.3 0.2 -2.0 -2.0 0.7 0.3 0.1 -1.0 0.2 -1.2 -0.5 -0.9 -0.3 -1.5 -0.2 -0.2 0.0 
           

 
 

CA_5 0.79

9 

-1.2 -0.9 -0.4 -0.5 -0.6 -1.5 -1.4 0.5 0.0 0.6 0.2 0.2 -0.5 1.1 1.0 0.8 -0.1 -0.1 0.3 0.5 0.0 
          

 
 

CA_6 0.79

8 

-0.5 -0.8 -0.9 0.7 0.0 -1.8 -1.7 0.8 0.2 0.3 -0.4 0.1 -0.5 0.9 0.3 0.0 -1.0 -0.3 0.0 0.7 0.0 0.0 
         

 
 

PR_8 0.74

2 

-1.4 0.6 -0.1 1.1 1.1 -0.5 -0.8 -1.0 -1.8 -1.0 0.2 0.7 0.3 0.5 -0.5 0.5 -1.5 0.4 -0.2 0.0 -0.7 -0.7 0.0 
        

 
 

PR_7 0.69

4 

-1.9 -0.5 -1.4 0.6 0.9 -1.0 -1.7 -1.3 -1.1 -0.9 -0.4 0.0 -1.1 0.5 0.0 0.2 -1.1 0.3 -0.8 0.5 0.2 0.7 1.0 0.0 
       

 
 

PR_5 0.80

1 

0.2 1.3 0.4 1.3 1.2 0.9 0.4 -1.0 -1.4 -0.7 -1.1 -0.8 -1.9 -0.1 -0.5 0.5 -1.3 0.1 -0.5 0.1 -1.1 -0.4 0.4 0.4 0.0 
      

 
 

PR_4 0.80

7 

0.3 1.5 1.2 2.1 2.6 0.7 0.0 0.0 -0.2 0.3 0.5 0.3 -0.2 0.9 0.4 1.2 -0.3 0.7 -0.4 0.2 0.0 -0.2 -0.4 -0.1 0.0 0.0 
     

 
 

PR_2 0.64

9 

-0.2 1.1 0.6 1.5 0.9 0.4 0.4 1.1 0.6 1.0 2.1 2.0 1.1 0.7 -0.2 0.4 -0.7 0.7 0.5 0.0 0.2 0.3 0.3 -0.4 -0.3 -0.8 0.0 
    

 
 

IN_1 0.75

3 

0.1 -0.1 1.2 0.2 0.7 -0.8 -0.1 0.4 0.5 0.4 0.0 0.0 -0.7 2.2 1.2 1.8 1.4 -0.2 -0.4 -1.6 -0.7 -0.9 -1.4 -1.2 -0.7 0.0 1.4 0.0 
   

 
 

IN_3 0.76

9 

-1.1 -0.9 0.9 0.6 0.0 -1.8 -1.4 0.4 0.3 0.2 -0.2 0.4 -0.3 1.8 0.5 1.1 -0.8 0.2 0.9 -0.5 0.2 0.8 0.0 0.3 -0.4 -0.4 1.5 0.3 0.0 
  

 
 

IN_4 0.88

1 

-0.5 -0.2 0.6 0.7 0.5 -1.1 -1.0 0.6 0.0 0.5 -0.3 -0.3 -0.9 0.5 -0.5 0.3 -1.2 0.3 0.2 -0.4 -0.8 -0.1 -0.5 0.0 -0.5 0.7 0.6 0.1 0.5 0.0 
 

 
 

IN_6 0.81

7 

0.1 0.3 0.8 1.0 0.7 -0.6 -0.4 0.6 -0.5 -0.4 0.0 -0.1 0.3 0.4 -1.1 -0.4 -1.7 0.0 -0.3 0.3 -1.0 0.1 0.3 -0.1 -0.5 0.0 0.5 0.4 -0.9 0.0 0.0  
 

IN_7 0.81

8 

-0.8 0.1 -0.1 1.1 1.7 -0.9 -0.9 1.6 0.8 1.1 0.7 0.4 -0.2 0.8 -0.5 0.6 -1.7 0.7 0.2 0.4 0.0 1.1 0.5 0.2 -0.5 0.5 1.2 -0.5 -0.2 -0.2 0.3 0.0 
 

IN_8 0.62 -1.0 0.2 1.2 0.8 1.0 -1.7 -1.1 -1.0 -0.7 -0.6 1.4 1.8 1.1 -0.3 0.2 0.0 0.0 0.1 0.4 -0.3 -0.5 -0.6 0.1 -1.0 -0.2 0.5 0.4 0.0 -0.2 -0.3 0.7 -0.1 0.0 
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Table 6.11 Psychometric Properties of the Measurement Model for Entrepreneurial 

Orientation (Multi-dimensional) and Subjective Business Performance Relative to 

Competitors 
 

Parameter Index Construct Dimension AVE CR 

Chi-square 800.66 
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Innovativeness .61 .90 

Degree of Freedom 473 

Normed Chi-square 

(Chi-square/ df) 
1.69 Proactiveness .55 .86 

GFI .903 Risk Taking .74 .92 

AGFI .884 
Competitive 

Aggressiveness 
.68 .91 

NFI .937 Autonomy .73 .89 

CFI .973 
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 Subjective Financial 

Performance 

.71 .83 
RMR .059 

Subjective Non-financial 

Performance 
REMSA .039 

 

Divergent validity of different dimensions of entrepreneurial orientation i.e. 

innovativeness, proactiveness, risk taking, autonomy and competitive aggressiveness has 

been assessed by comparing the shared variance (squared correlation) between each pair 

of constructs against the minimum of the AVEs for the respective constructs (Fornell and 

Larker, 1981; Hair et al., 2008). The inter-construct correlation has been computed by 

considering the summated score of the validated constructs of innovativeness, 

proactiveness, risk taking, autonomy and competitive aggressiveness. Table 6.12 reveals 

that AVE for all the constructs was higher than their squared correlation, which affirms 

the uniqueness of the each dimension of entrepreneurial orientation. 
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Table 6.12 Assessment of Divergent Validity  

 Autonomy 
Competitive 

Aggressiveness 
Innovativeness Proactiveness Risk Taking 

AVE .73 .68 .61 .55 .74 

Squared Correlation 

Autonomy 1.00 0.16 0.21 0.15 0.21 

Competitive 

Aggressiveness 
0.16 1.00 0.54 0.50 0.15 

Innovativeness 0.21 0.54 1.00 0.51 0.20 

Proactiveness 0.15 0.50 0.51 1.00 0.17 

Risk Taking 0.21 0.15 0.20 0.17 1.00 

 

Though Figure 6.7 reveals a high degree of inter-relatedness among the different 

constructs of interest but the significance of the inter-relatedness of these constructs has 

been assessed through the critical ratios (of the coefficient of correlation). Table 6.13 

reveals that all the statistics of the critical ratios for correlation coefficients were much 

beyond the cut-off of 2.58, at 1% level of significance. These high indices of critical 

ratios affirm the significance of the inter construct correlation. 

Table 6.13 Critical ratios for the Coefficients of Correlation 

Constructs Autonomy Competitive 

Aggressiveness 
Innovativeness Proactiveness 

Risk 

Taking 

Subjective 

Business 

Performance 

Autonomy 1 7.62** 7.60** 6.84** 8.50** 7.05** 

Competitive 

Aggressiveness 
7.62** 1 9.69** 9.64** 7.29** 10.05** 

Innovativeness 7.60** 9.69** 1 8.75** 7.52** 9.39** 

Proactiveness 6.84** 9.64** 8.75** 1 7.29** 9.40** 

Risk Taking 8.50** 7.29** 7.52** 7.29** 1 7.52** 

Subjective 

Business 

Performance 

7.05** 10.05** 9.39** 9.40** 7.52** 1 

** Significant at 1% level 

To measure the importance and impact of multi-dimensional view of entrepreneurial 

orientation on subjective business performance, structure equation modeling has been 

employed. The dimensions of innovativeness, proactiveness, risk taking, autonomy and 

competitive aggressiveness have been assumed as exogenous variables and their impact 
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on the endogenous variable i.e. subjective business performance relative to competitors 

has been examined by drawing single headed arrows from exogenous variables to 

endogenous variable (Figure 6.8). Structural model has been examined for model fit, 

statistical significance of path coefficients and the amount of explained variance.  

The structural model reveals a Normed Chi-square of 1.68; GFI = 0.903; AGFI = 

0.885; NFI = 0.937; CFI = 0.973; RMR = 0.059; and RMSEA = 0.039. Table 6.14 

reveals that all the model fit indices for structural model were not only significant but 

remain same as in the measurement model. High index of R square (i.e. 0.79) justifies the 

underlying theoretical model and affirms the claim that the performance of a business is 

significantly impacted by the kind of strategic posture adopted by a firm. Path 

coefficients are significant for innovativeness (critical ratio of 4.68) and proactiveness 

(critical ratio of 5.32).  The contribution of the other dimensions of entrepreneurial 

orientation, as drivers of business performance, is not significant (Table 6.22).  

 

Table 6.14 Model Fit Indices and Path Coefficients of Entrepreneurial Orientation 

(Multi-dimensional) and Subjective Business Performance Relative to Competitors 
 

Parameter 
Measurement 

Model 

Structural 

Model 

Chi-square 800.66 796.19 

Degree of Freedom 473 473 

Normed Chi-square (Chi-square/ df) 1.69 1.68 

GFI .903 .903 

AGFI .884 .885 

NFI .937 .937 

CFI .973 .973 

RMR .059 .059 

REMSA .039 .039 

Path Analysis 

R- Square 0.79 

Path Details Critical 

Ratio 

Path 

Coefficients 

Innovativeness Subjective Business Performance Relative to Competitors 4.68** .43** 

Proactiveness  Subjective Business Performance Relative to Competitors 5.32** .49** 

Risk Taking  Subjective Business Performance Relative to Competitors .97 .04 

Competitive Aggressiveness  Subjective Business Performance Relative to 

Competitors 
-.10 -.01 

Autonomy  Subjective Business Performance Relative to Competitors -.22 -.01 

** Significant at .01 level 
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Figure 6.8 Structural Model for Entrepreneurial Orientation (Multi-dimensional) and Subjective Business Performance Relative to Competitors 
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6.2.5: Entrepreneurial Orientation (Multi-dimensional) and Subjective Business 

Performance Relative to Industry 

To assess the impact of innovativeness, proactiveness, risk taking, competitive 

aggressiveness and autonomy on the subjective business performance relative to industry, 

structural equation modeling has been employed and a measurement model of these 

constructs has been assessed. Figure 6.9 reveals that reflective indicators has been used 

for the measurement of latent constructs and non-causal relationship has been studied 

among different constructs, by drawing double headed arrows.  

The measurement model reveals a Normed Chi-square of 1.75; GFI = 0.903; 

AGFI = 0.884; NFI = 0.935; CFI = 0.971; RMR = 0.057; and RMSEA = 0.031, which 

were all significant. Standardized residuals were much below the threshold of 2.5 (Table 

6.23) and affirms the claim that the pattern of relationships stated in the specified model 

was similar to the pattern of relationships expressed by the data. The convergent validity 

of the various constructs has been assessed through standardized factor loadings, AVE 

and CR. The standardized factor loadings for all the scale items were not only significant 

at 1% level (Table 6.15) but these high indices of standardized factor loadings also 

confirm the convergence of the scale items toward the underlying theoretical constructs. 

AVE scores for all the constructs range from 55 percent to 74 percent, which indicate that 

the measures were not contaminated with error variance. CR for all the constructs has 

been observed high and meets the cut-off of 70 percent (Table 6.16).  
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Figure 6.9 Measurement Model for Entrepreneurial Orientation (Multi-dimensional) and Subjective Business Performance Relative to Industry 
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Table 6.15 Standardized Factor Loadings and Residuals of Measurement Model for Entrepreneurial Orientation (Multi-dimensional) and  

Subjective Business Performance Relative to Industry 

Item 

Code 
SFL 

   Standardized Residual Covariances 
PRI_ 8 PRI_7 PRI_ 9 PRI_ 6 PRI_ 5 PRI_ 4 PRI_ 3 PRI_ 2 PRI_ 1 AU_2 AU_3 AU_5 RT_1 RT_2 RT_3 RT_4 CA_1 CA_3 CA_4 CA_5 CA_6 PR_8 PR_7 PR_5 PR_4 PR_2 IN_1 IN_3 IN_4 IN_6 IN_ 7 IN_ 8 

PRI_8 0.84 0.0  

PRI_7 0.84 0.0 0.0  

PRI_9 0.87 0.2 -0.5 0.0  

PRI_6 0.76 0.1 -0.1 0.0 0.0  

PRI_5 0.83 -0.5 -0.6 0.8 0.1 0.0  

PRI_4 0.82 -0.4 0.1 0.4 -0.5 0.0 0.0  

PRI_3 0.93 -0.3 1.4 -0.6 0.0 -0.5 0.5 0.0  

PRI_2 0.88 -0.5 0.8 -0.9 -0.2 -0.2 0.6 0.0 0.0  

PRI_1 0.91 0.2 1.0 -0.3 0.0 0.0 0.8 -0.1 0.1 0.0  

AU_2 0.84 0.3 0.4 0.1 -0.3 1.1 1.0 0.3 0.4 0.4 0.0  

AU_3 0.89 0.8 0.6 -0.4 0.1 0.4 0.3 0.5 0.2 0.5 -0.1 0.0  

AU_5 0.83 0.0 -0.4 -0.8 -0.2 -0.5 -0.7 -1.2 -1.1 -1.5 0.1 0.0 0.0  

RT_1 0.83 0.4 1.1 0.9 -0.2 0.5 0.7 1.1 0.0 0.3 0.1 0.5 -0.5 0.0  

RT_2 0.90 -0.5 0.2 -0.2 -0.6 -0.1 0.7 0.5 0.1 0.2 -0.7 0.3 -0.5 0.0 0.0  

RT_3 0.87 -0.1 0.9 0.3 -0.4 0.9 1.2 0.0 0.0 0.0 1.1 0.2 -0.4 0.3 -0.3 0.0  

RT_4 0.85 -1.9 -0.6 -1.9 -2.0 -1.1 -0.2 0.0 -0.4 -0.3 -0.1 -0.1 -0.4 -0.5 0.4 0.0 0.0  

CA_1 0.88 0.2 1.2 -0.3 0.4 0.1 0.5 1.2 0.6 0.7 0.5 0.5 -0.7 0.9 0.4 0.7 -0.2 0.0  

CA_3 0.86 0.3 1.1 -0.8 0.1 -1.5 -0.9 0.9 0.2 -0.2 0.2 0.4 -0.2 0.7 -0.6 -0.2 -1.3 0.0 0.0  

CA_4 0.79 -0.7 0.1 -1.9 -0.4 -1.7 -1.4 0.1 -0.1 0.1 -1.0 0.2 -1.2 -0.5 -0.9 -0.3 -1.4 -0.2 -0.1 0.0  

CA_5 0.80 -0.9 0.5 -1.3 -0.3 -1.2 -0.8 0.6 0.7 0.5 0.2 0.2 -0.5 1.1 1.0 0.8 -0.1 -0.1 0.3 0.5 0.0  

CA_6 0.80 -0.8 0.3 -1.1 -0.2 -1.0 -0.8 0.6 0.1 0.2 -0.4 0.1 -0.5 0.9 0.3 0.1 -1.0 -0.3 0.0 0.8 0.0 0.0  

PR_8 0.75 1.5 1.2 -1.2 0.8 -0.1 -0.3 -1.2 -1.6 -1.6 0.2 0.7 0.3 0.4 -0.5 0.5 -1.5 0.4 -0.3 0.0 -0.7 -0.8 0.0  

PR_7 0.70 0.5 0.0 -1.4 0.9 -0.8 -0.3 -1.1 -0.8 -0.3 -0.5 -0.1 -1.2 0.4 -0.1 0.1 -1.1 0.2 -0.9 0.4 0.1 0.6 0.8 0.0  

PR_5 0.80 0.8 1.0 -0.4 0.1 0.6 0.7 -1.4 -1.5 -0.7 -1.0 -0.8 -1.9 0.0 -0.5 0.6 -1.3 0.1 -0.5 0.2 -1.1 -0.4 0.4 0.3 0.0  

PR_4 0.81 1.8 1.9 -0.1 2.3 0.9 0.7 0.1 -0.6 0.1 0.5 0.3 -0.2 0.9 0.5 1.3 -0.3 0.7 -0.3 0.2 0.1 -0.2 -0.5 -0.2 0.2 0.0  

PR_2 0.65 1.5 1.7 0.2 0.5 0.0 0.3 0.8 -0.2 1.2 2.1 2.0 1.1 0.7 -0.2 0.4 -0.7 0.7 0.5 0.0 0.2 0.3 0.2 -0.5 -0.2 -0.8 0.0  

IN_1 0.75 0.4 1.4 -0.5 0.0 -0.8 -0.1 0.7 -0.4 -0.2 0.1 0.0 -0.6 2.2 1.2 1.8 1.4 -0.2 -0.3 -1.6 -0.7 -0.9 -1.4 -1.3 -0.6 0.1 1.4 0.0  

IN_3 0.77 -0.7 1.7 -1.2 -0.6 -1.4 -1.3 0.7 -0.2 0.1 -0.2 0.4 -0.3 1.8 0.5 1.1 -0.8 0.2 0.9 -0.5 0.2 0.8 0.0 0.2 -0.3 -0.4 1.5 0.4 0.0  

IN_4 0.88 0.4 2.0 -0.8 0.2 -0.8 -0.7 0.9 0.1 -0.1 -0.4 -0.3 -0.9 0.5 -0.6 0.2 -1.2 0.2 0.2 -0.4 -0.9 -0.1 -0.6 -0.1 -0.5 0.7 0.6 0.1 0.5 0.0  

IN_6 0.81 0.6 1.3 -0.5 -0.6 -1.3 -0.3 -0.3 -0.6 -1.0 0.0 -0.1 0.3 0.4 -1.1 -0.3 -1.7 0.0 -0.3 0.3 -0.9 0.2 0.3 -0.1 -0.4 0.1 0.5 0.5 -0.8 0.0 0.0  

IN_7 0.82 0.5 1.0 -0.3 1.1 -0.4 -0.6 1.0 0.6 0.3 0.7 0.4 -0.3 0.7 -0.5 0.6 -1.7 0.6 0.2 0.4 0.0 1.0 0.4 0.1 -0.5 0.5 1.2 -0.5 -0.2 -0.2 0.3 0.0 

IN_8 0.63 0.2 2.0 -2.0 0.9 -1.3 -0.9 -0.1 -0.8 -0.2 1.4 1.8 1.1 -0.3 0.2 0.0 0.0 0.1 0.4 -0.2 -0.5 -0.6 0.0 -1.1 -0.2 0.5 0.4 0.0 -0.2 -0.4 0.8 -0.1 0.0 
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Table 6.16 Psychometric Properties of the Measurement Model for Entrepreneurial 

Orientation (Multi-dimensional) and Subjective Business Performance Relative to 

Industry 
 

Parameter Index Construct Dimension AVE CR 

Chi-square 774.17 

E
n
tr

ep
re

n
eu

ri
al

 O
ri

e
n
ta

ti
o

n
 

(M
u
lt

i-
d

im
en

si
o

n
al

) 

Innovativeness .61 .90 

Degree of Freedom 442 

Normed Chi-square 

(Chi-square/ df) 
1.75 Proactiveness .55 .86 

GFI .903 Risk Taking .74 .92 

AGFI .884 
Competitive 

Aggressiveness 
.68 .91 

NFI .935 Autonomy .73 .89 

CFI .971 
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Subjective 

Financial 

Performance 
.70 .82 

RMR .057 

Subjective Non-

financial 

Performance 
REMSA .041 

 

The divergent validity of the different dimensions of entrepreneurial orientation has been 

assessed by comparing the AVE values with the squared correlation. Squared correlation 

between the different dimensions of entrepreneurial orientation i.e. innovativeness, risk 

taking, proactiveness, autonomy and competitive aggressiveness have been calculated by 

considering the summated score of these constructs. Table 6.17 reveals that AVE scores 

for each construct have a value higher than the squared correlation (for each pair of 

constructs), which affirms the divergent validity of different constructs. 
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Table 6.17 Assessment of Divergent Validity  

 Autonomy 
Competitive 

Aggressiveness 
Innovativeness Proactiveness Risk Taking 

AVE .73 .68 .61 .55 .74 

Squared Correlation 

Autonomy 1.00 0.16 0.21 0.15 0.21 

Competitive 

Aggressiveness 
0.16 1.00 0.54 0.50 0.15 

Innovativeness 0.21 0.54 1.00 0.51 0.20 

Proactiveness 0.15 0.50 0.51 1.00 0.17 

Risk Taking 0.21 0.15 0.20 0.17 1.00 

 

The significance of inter-relatedness of the various constructs has been assessed through 

the critical ratios of the correlation coefficients. Table 6.18 reveals that all the indices of 

the critical ratios of correlation coefficients meet the cut off of 2.58 and were significant 

at 1% level. 
 

Table 6.18 Critical ratios for the Coefficients of Correlation 

Constructs Autonomy 
Competitive 

Aggressiveness 
Innovativeness Proactiveness 

Risk 

Taking 

Subjective 

Business 

Performance 

Autonomy 1 7.62** 7.60** 6.85** 8.50** 7.56** 

Competitive 

Aggressiveness 
7.62** 1 9.68** 9.63** 7.29** 10.45** 

Innovativeness 7.60** 9.68** 1 8.74** 7.52** 9.52** 

Proactiveness 6.85** 9.63** 8.74** 1 7.28** 9.41** 

Risk Taking 8.50** 7.29** 7.52** 7.28** 1 8.43** 

Subjective 

Business 

Performance 

7.56** 10.45** 9.52** 9.41** 8.43** 1 

** Significant at 1% level  

After the assessment of the different facets of measurement model, structural model has 

been assessed for the dependency relationship. Figure 6.10 shows that in the structural 

model, the construct of innovativeness, risk taking, proactiveness, competitive 

aggressiveness and autonomy have been taken as exogenous variables, whereas 
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subjective business performance relative to industry has been considered as endogenous 

variable. The causal relationship between the exogenous and endogenous variables has 

been reflected through one headed arrows in path diagram.  

The structural model reveals a good model fit (Table 6.19). All model fit indices 

were significant and remain very close to the model fit indices of measurement model. 

The path coefficients of the dimensions of innovativeness, proactiveness, risk taking and 

competitive aggressiveness turn significant (Table 6.19). The causal relationship between 

Autonomy Subjective Business Performances Relative to Industry is insignificant. The 

explained variance of 87 percent in endogenous variables by the all exogenous variables 

affirms the goodness of model and confirms the significant effect of entrepreneurial 

orientation on business performance. 

 

Table 6.19 Model Fit Indices and Path Coefficients of Entrepreneurial Orientation 

(Multi-dimensional) and Subjective Business Performance Relative to Industry 

Parameter Measurement Model Structural Model 

Chi-square 774.17 770.13 

Degree of Freedom 442 442 

Normed Chi-square (Chi-square/ df) 1.75 1.74 

GFI .903 .903 

AGFI .884 .884 

NFI .935 .936 

CFI .971 .971 

RMR .057 .057 

REMSA .041 .040 

Path Analysis 

R- Square 0.87 

Path Details Critical 

Ratio 

Path 

Coefficients 

Innovativeness Subjective Business Performance Relative to Industry 4.73** .40** 

Proactiveness  Subjective Business Performance Relative to Industry 4.26** .35** 

Risk Taking  Subjective Business Performance Relative to Industry 3.29** .14** 

Competitive Aggressiveness  Subjective Business Performance Relative 

to Industry 

2.15* .17* 

Autonomy  Subjective Business Performance Relative to Industry -.34 -.01 

** Significant at .01 level, * Significant at .05 level 
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Figure 6.10 Structural Model for Entrepreneurial Orientation (Multi-dimensional) and Subjective Business Performance Relative to Industry 



190 

 

6.2.6: Entrepreneurial Orientation (Multi-dimensional) and Archival Business 

Performance 

To assess the measurement adequacy and inter construct correlation between the 

entrepreneurial orientation (multi-dimensional) and archival business performance, a 

measurement model has been assessed. In measurement model, the constructs of 

innovativeness, risk taking, proactiveness, competitive aggressiveness, autonomy, and 

archival business performance have been assumed as exogenous variables.  The inter 

relatedness of these constructs have been assessed through bidirectional arrows. The 

measurement model has been examined for its fit, psychometric properties and 

significance of the inter construct correlations. 

The measurement model reveals a Normed Chi-square index of 1.45; GFI = 

0.885; AGFI = 0.859; CFI = 0.965; NFI = 0.90; RMSEA = 0.042; RMR = 0.07. The 

index of Normed Chi-square meets the guidelines of 3.0. CFI and NFI meet the threshold 

of .90. The indices for GFI and AGFI were quite close to the conservative cut off of .90 

(Joreskog and Sorbom, 1993; Hair et al., 2008; Hooper et al., 2008) but much beyond the 

progressive cut off of .80 (Brett and Drasgow, 2002; Kanste et al., 2007; Horzum and 

Cakir, 2009; Herzog, 2011). Moving to the badness of fit indices, RMR and RMSEA falls 

much below the cut-off of .08. Standardized residuals do not exceed the cut off of 2.5 

(Table 6.20). All these indices were significant and reveal a good fit. Standardized factor 

loadings for all reflective indicators has been found significant (Table 6.20 and 6.21) and 

reasonably high. AVE score ranges from 50 percent to 73 percent (Table 6.21), which 

was satisfactory and acknowledges the adequacy and appropriateness of the empirical 

indicators in capturing the true meaning of the underlying constructs. CR for all the 

constructs exceeds the threshold of .70 (Table 6.21) and affirms the inter consistency. 

High indices of standardized factor loading, AVE and CR provide sufficient evidence in 

the support of the convergent validity of the different constructs. 
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Figure 6.11 Measurement Model for Entrepreneurial Orientation (Multi-dimensional) and Archival Business Performance 
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Table 6.20: Standardized Factor Loadings and Residuals of Measurement Model for Entrepreneurial Orientation (Multi-dimensional) and 

Archival Business Performance 
  

 Item Code 

  

 SFL 
Standardized Residual Covariances 

ZROA ZRONW ZROS ZSG ZAG AU_2 AU_3 AU_5 RT_1 RT_2 RT_3 RT_4 CA_1 CA_3 CA_4 CA_5 CA_6 PR_8 PR_7 PR_5 PR_4 PR_2 IN_1 IN_3 IN_4 IN_6 IN_7 IN_8 

ZROA 0.86 0.0 

                           ZRONW 0.83 0.0 0.0 

                          ZROS 0.42 -0.2 0.3 0.0 

ZSG 0.50 -0.6 -0.3 0.8 0.0 

ZAG 0.68 0.6 -0.1 -1.0 0.0 0.0 

AU_2 0.80 -0.1 -0.2 1.1 0.5 -0.3 0.0 

AU_3 0.89 0.5 0.5 1.2 0.4 -1.3 -0.1 0.0 

AU_5 0.86 -0.1 0.0 1.8 0.8 -0.6 0.1 0.0 0.0 

                    RT_1 0.81 1.6 0.8 0.2 0.6 -0.8 0.3 1.6 0.3 0.0 

                   RT_2 0.91 0.5 0.1 0.1 -0.1 -0.8 -0.2 0.1 -1.0 -0.1 0.0 

                  RT_3 0.84 0.7 -0.3 0.4 -0.4 -1.0 0.7 0.1 0.6 0.3 -0.2 0.0 

RT_4 0.85 0.4 0.0 -0.1 -0.1 -1.1 -0.7 -0.1 -0.8 -0.4 0.3 0.0 0.0 

CA_1 0.87 0.1 -0.1 -1.2 1.9 -0.7 0.2 0.0 -0.6 1.2 0.5 0.0 0.1 0.0 

CA_3 0.85 -0.3 -0.4 -2.0 2.5 0.6 0.4 0.5 0.4 0.9 -0.9 -0.7 -1.1 0.0 0.0 

CA_4 0.76 -0.3 -0.6 -0.5 1.2 0.7 -1.1 -0.4 -0.4 0.1 -0.7 -0.5 -0.9 -0.3 -0.1 0.0 

CA_5 0.79 -0.2 -0.3 -2.0 1.2 -0.6 0.9 0.0 0.1 1.0 0.7 0.2 0.0 -0.1 0.5 0.1 0.0 

            CA_6 0.80 -0.9 -0.3 -1.9 1.4 -0.6 -0.2 0.1 0.0 1.2 0.4 -0.2 -0.2 -0.1 0.0 0.3 0.0 0.0 

           PR_8 0.69 -0.1 -1.3 -2.1 0.4 -0.1 -0.1 0.3 0.5 -0.1 -1.1 -0.3 -1.8 -0.2 -0.5 0.3 -0.8 -0.4 0.0 

          PR_7 0.65 0.4 1.0 -0.3 0.3 0.8 0.2 -0.5 -0.3 0.0 -0.2 -0.5 -1.2 -0.2 -1.0 0.3 0.3 0.9 1.0 0.0 

PR_5 0.79 -1.1 -0.7 -1.6 1.2 -0.9 -1.0 -0.9 -1.1 0.4 -0.2 0.3 -0.8 0.0 -0.5 0.3 -1.0 -0.4 0.6 -0.1 0.0 

PR_4 0.77 0.6 0.1 0.4 1.3 -1.0 0.8 0.4 0.2 1.1 0.6 1.5 0.5 0.8 -0.4 1.1 0.0 -0.3 -0.8 0.0 0.2 0.0 

PR_2 0.61 1.5 1.5 0.5 1.2 0.0 1.2 1.5 1.1 0.9 0.1 0.6 0.4 0.7 0.9 0.6 0.6 -0.1 0.5 -0.2 -0.2 -0.9 0.0 

IN_1 0.76 -0.1 -0.5 -1.4 1.4 -0.9 -0.1 -0.7 -1.1 1.7 0.2 0.7 0.8 -0.2 -0.4 -1.3 -0.6 -0.9 -1.2 -1.3 -0.5 0.7 1.3 0.0 

IN_3 0.75 1.0 1.1 -0.4 0.9 0.6 0.5 0.6 -0.1 2.0 0.8 1.0 -0.1 0.1 0.7 -0.4 0.3 0.5 -0.4 -0.6 -0.2 -0.5 2.1 0.5 0.0 

    IN_4 0.89 0.4 -0.1 -0.8 1.3 -0.6 0.2 0.0 0.4 1.0 0.2 0.0 -0.3 0.2 -0.3 -0.3 -0.7 -0.2 -0.8 -0.4 -0.3 1.1 0.2 0.3 0.2 0.0 

   IN_6 0.83 -0.4 -0.3 -0.9 0.8 1.2 -0.5 -0.5 0.0 0.4 -1.2 -1.0 -1.5 0.2 -0.4 0.7 -0.5 0.0 -0.1 -0.1 -0.5 0.2 0.1 0.2 -0.8 0.0 0.0 

  IN_7 0.83 -1.2 -1.0 -2.1 0.8 -1.0 0.2 0.0 0.0 0.7 -0.2 0.1 -1.1 0.8 0.2 0.9 0.3 0.7 0.6 0.3 -0.1 0.7 0.8 -0.4 -0.2 -0.3 0.5 0.0 

 IN_8 0.66 0.6 0.7 0.0 -0.7 -0.7 0.5 0.9 0.0 -0.2 0.0 -0.3 0.0 0.1 -0.1 0.2 -0.8 -0.7 -0.7 -1.1 -0.7 0.9 0.5 -0.5 0.1 -0.1 0.3 0.1 0.0 



193 

 

Table 6.21 Psychometric Properties of the Measurement Model for Entrepreneurial 

Orientation (Multi-dimensional) and Archival Business Performance 
 

Parameter Index Construct Dimension AVE CR 

Chi-square 479.95 
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Innovativeness .62 .91 

Degree of freedom 331 

Normed Chi-square 

(Chi-square/ df) 
1.45 Proactiveness .50 .83 

GFI .885 Risk Taking .73 .91 

AGFI .859 
Competitive 

Aggressiveness 
.66 .91 

NFI .90 Autonomy .72 .89 

CFI .965 
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.52 .68 REMSA .042 

Profitability 

RMR .070 

 

The divergent validity of various dimensions of entrepreneurial orientation has been 

examined by comparing the shared variance (i.e. squared correlation) of the two 

constructs with the AVE score of the respective constructs. The squared correlation 

among the different dimension of entrepreneurial orientation was calculated through the 

summated score of the validated constructs of innovativeness, proactiveness, risk taking, 

competitive aggressiveness and autonomy. The purpose was to acknowledge the 

uniqueness of the various dimensions of entrepreneurial orientation. Table 6.22 reveals 

that observed squared correlations (for each pair of constructs) were lower than the AVEs 

of respective constructs.  

Though the figure  6.11 disclose a high degree of the inter-relatedness of the 

various constructs under investigation, but the significance of the inter-relatedness of the 

various constructs have been assessed through the critical ratios of the correlation 

coefficients. Table 6.23 reveals that all the critical ratios were not only significant at 1% 

level but were quite high against the cut-off of 2.58. These high indices of critical ratios 

affirm the significance of inter constructs correlations. 
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Table 6.22 Assessment of Divergent Validity  

 Autonomy 
Competitive 

Aggressiveness 
Innovativeness Proactiveness Risk Taking 

AVE .72 .66 .62 .50 .73 

Squared Correlation 

Autonomy 1.00 0.15 0.22 0.13 0.20 

Competitive 

Aggressiveness 0.15 1.00 0.52 0.47 0.17 

Innovativeness 0.22 0.52 1.00 0.46 0.22 

Proactiveness 0.13 0.47 0.46 1.00 0.18 

Risk Taking 0.20 0.17 0.22 0.18 1.00 
 

 

Table 6.23 Critical ratios for the Coefficients of Correlation 

Constructs Autonomy 
Competitive 

Aggressiveness
InnovativenessProactiveness

Risk 

Taking 

Archival 

Business 

Performance

Autonomy 1 5.60** 5.97** 4.75** 6.14** 2..66** 

Competitive 

Aggressiveness 
5.60** 1 7.41** 6.90** 5.70** 3.29** 

Innovativeness 5.97** 7.41** 1 6.42** 5.89** 3.70** 

Proactiveness 4.75** 6.90** 6.42** 1 5.45** 2.72** 

Risk Taking 6.14** 5.70** 5.89** 5.45** 1 2.59** 

Archival 

Business 

Performance 

2.66** 3.29** 3.70** 2.72** 2.59** 1 

** Significant at 1% level 
 

The causal relationship between exogenous constructs of innovativeness, proactiveness, 

risk taking, autonomy and competitive aggressiveness and endogenous construct of 

archival business performance has been studied by employing structural equation 

modeling with path analysis (Figure 6.12). The dependence relationship between the 

exogenous and endogenous variables has been reflected through single headed arrows in 

path diagram. The structural model has been examined for its fit, amount of explained 

variance and the strength and significance of the structural parameter estimates.  

The structural model reveals a Normed Chi-square of 1.645 (480.2/331); GFI = 

0.885; AGFI = 0.860; NFI = 0.898; CFI = 0.965; RMR = 0.070; and RMSEA = 0.042. 



195 

 

All these indices were not only significant but also remain almost same as in 

measurement model. R square turns to be significant but has a low weight of .17. The 

significance of path coefficients have not been supported by the data (Table 6.24), 

however path between Innovativeness  Archival Business Performance was significant 

at 10 percent level of significance (p value = 0.08). 

Table 6.24 Model Fit Indices and Path coefficients of 

Entrepreneurial Orientation (Multi-dimensional) and Archival Business 

Performance 

Parameter Measurement 

Model 

Structural 

Model 

Chi-square 479.95 480.2 

Degree of Freedom 331 331 

Normed Chi-square (Chi-square/ df) 1.45 1.45 

GFI .89 .89 

AGFI .86 .86 

NFI .90 .90 

CFI .97 .97 

RMR .07 .07 

REMSA .04 .04 

Path Analysis 

R- Square 0.17 

Path Details 
Critical Ratio 

Path 

Coefficients 

Innovativeness  Archival Business Performance 1.73* .36* 

Proactiveness  Archival Business Performance -.46 -.09 

Risk Taking  Archival Business Performance .70 .09 

Competitive Aggressiveness  Archival Business Performance .12 .03 

Autonomy  Archival Business Performance .72 .08 

* Significant at .10 level,  
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Figure 6.12 Structural Model for Entrepreneurial Orientation (Multi-dimensional) and Archival Business Performance  
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The results of various models of entrepreneurial orientation - business performance 

relationship reject hypothesis H6 i.e. There is no significant impact of the entrepreneurial 

orientation on the business performance. The result of the study suggests that firm-level 

entrepreneurial behaviour - a propensity to engage in relatively high levels of 

innovativeness, risk taking, proactiveness, competitive aggressiveness and autonomy - is 

positively associated with the performance of an organization. Firms which show higher 

inclination towards entrepreneurial behaviour perform better than the firms with low 

entrepreneurial orientation. Innovativeness and proactiveness equip entrepreneurial firms 

with the capabilities of introducing new products, processes, technologies and services 

ahead of their competition and acting in anticipation of future demand to create, change 

and shape the environment of a firm in its favour. Risk taking gives the necessary 

courage to break away from the tried-and-tested and venture into the projects where the 

outcomes are unknown. Ability to directly and intensely challenge its competitors, i.e. 

competitive aggressiveness, help these firms in protecting their current market share. 

Autonomy boosts the organizational members to go for opportunities which seem beyond 

the current capabilities of an organization. All these actions help an entrepreneurial firm 

in achieving long term sustainable performance rather than temporary high performance. 

6.3: Model Comparison 

The generalization of any statistical inferences are normally affected by the accuracy or 

credibility of the statistical model i.e. the extent to which a model (i) fits well, (ii) 

approximates reality in as parsimonious fashion as possible, and (iii) can be used as a 

basis for prediction (Preacher and Merkle, 2012). With advancement of technology and 

research methodology, researchers are more interested in assessing a specific relationship 

from different perspective and then selecting a perspective which best describes the 

theoretical relationship. Model comparison is a process of comparing the predictive 

ability of different competing models and selecting of a model, which best explain the 

underlying phenomena. As far as the methodology of model comparison is concerned, 

literature acknowledges the prevalence of several methods of model comparison e.g. Chi-

square difference test; Measures of goodness of fit like CFI, NFI etc.; Measures of error 
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variance like REMSA, SRMR etc.; and Information criteria like AIC (Akaike 

Information Criterion),  BIC (Bayesian Information Criterion), and ECVI (Expected 

cross-validation index) etc. Each criterion has its own way of the selection of a model – 

which fits better compared to others.   

The Chi-square difference test assesses the significance and magnitude of distance 

between the sample and fitted covariance matrices of different competing models as a 

basis of model comparison.  Measures of goodness of fit compare the degree of 

comparative fit indices of various competing models for selecting a model which fits best 

with theory. Model with higher indices values are preferred over others. Measures of 

error variance consider the unexplained variance as a basis of model comparison and the 

model with lower error variances is preferred. Information criteria use information theory 

as a basis of selection among different competing models and often rely upon AIC, BIC, 

and ECVI criteria as a basis of model comparison. AIC, BIC and ECVI are lack of fit 

measure and assess the relative quality of a statistical model for a given set of data by 

estimating relative amount of the information lost in different competing models. Model 

with least indices for AIC, BIC and ECVI fits better over others. AIC, BIC and ECVI are 

more useful for ranking of non nested models (Preacher and Merkle, 2012). 

Each criterion is important in one or other way and has its own relevance for a 

given situation. The use of Chi-square difference test, as a basis of model comparison, is 

more common (Busemeyer and Wang, 2000).  Chi-square difference test examines the 

significance of the difference of two or more competing models under the assumption 

that there is no significant difference between the models under investigation. In Chi-

square difference test, firstly the difference in the Chi-square values as well as in the 

degrees of freedom of the two competing models is to be calculated and then this 

difference is tested for its statistical significance. 

Chi-square difference = Chi-square of S Model - Chi-square of L Model 

Difference in df =  df of S Model – df of L Model 

S denotes the ‘smaller’ model with fewer parameters, whereas L denotes the ‘larger’ 

model with more parameters. A significant Chi-square difference implies a significant 

difference between two or more competing models and suggests that the larger model 
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with more freely estimated parameters fits the data better than the smaller model in which 

the parameters in question are fixed. Fixed parameters refer to the relationships, which 

are not be estimated by the SEM routine. These parameters are assumed to be (set at) 

zero and are not shown on a visual diagram. Free parameters refer to a relationship, 

which are to be estimated by a CFA/ SEM model. An insignificant Chi-square difference 

reveals that both models, statistically, fit equally well. So for the purpose of simplicity 

the parameters in question can be eliminated from the model (fixed to zero) and the 

smaller model can be preferred over larger model. 

In the context of present study, to select the most appropriate model of 

‘entrepreneurial orientation – business performance relationship’ a multi step comparison 

has been made between the various competing models of entrepreneurial orientation- 

business performance relationship. At first instance, comparison between the uni-

dimensional and multi-dimensional view of entrepreneurial orientation has been made by 

employing Chi-square difference test.  

Comparison of Model 1 (Uni-dimensional view of Entrepreneurial Orientation � 

Subjective Business Performance Relative to Competitors) and Model 4 (Multi-

dimensional view of Entrepreneurial Orientation � Subjective Business Performance 

Relative to Competitors) reveals a significant difference between these models (Table 

6.26). So, the model with more free parameters i.e. Model 4 has been preferred. 

Comparison of Model 2 (Uni-dimensional view of Entrepreneurial Orientation � 

Subjective Business Performance Relative to Industry) and Model 5 (Multi-dimensional 

view of Entrepreneurial Orientation � Subjective Business Performance Relative to 

Industry) reveal a significant difference between these models (Table 6.26) and 

acknowledge the superiority of Model 5 over Model 2.  

Comparison of Model 3 (Uni-dimensional view of Entrepreneurial Orientation � 

Archival Business Performance) and Model 6 (Multi-dimensional view of 

Entrepreneurial Orientation � Archival Business Performance) reveals that the 

difference in Chi-square statistic (Table 6.26) was not large enough to reject the null 

hypothesis of ‘no significant model differences’. Though both of the models fit equally 

well, but insight of information criteria method of model comparison support the Model 6 
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over Model 3. AIC, BIC and ECVI (information criteria basis of model comparison) have 

been observed lower for Model 6 viz-a-viz Model 3 (Table 6.25). Hence, all these 

evidence generated by sample data affirm the superiority of multi- dimensional view of 

entrepreneurial orientation over the uni-dimensional view of entrepreneurial orientation. 

As far as the comparison of archival and subjective measures of business 

performance is concerned, the result of Chi-square difference test reveals a significant 

difference (Table 6.26) between Model 4 (Multi-dimensional view of Entrepreneurial 

Orientation � Subjective Business Performance Relative to Competitors) and Model 6 

(Multi-dimensional view of Entrepreneurial Orientation � Archival Business 

Performance).  Hence, Model 4 is preferred over Model 5. 

 The comparison of Model 5 (Multi-dimensional view of Entrepreneurial 

Orientation � Subjective Business Performance Relative to Industry) and Model 6 

(Multi - dimensional view of Entrepreneurial Orientation � Archival Business 

Performance) reveals a significant difference in the Chi-square values (Table 6.26) and 

proves the superiority of Model 5 over the Model 6.  

Similarly, the significant Chi-square difference of Model 1(Uni-dimensional view 

of Entrepreneurial Orientation � Subjective Business Performance Relative to 

Competitors) and Model 3 (Uni-dimensional view of Entrepreneurial Orientation � 

Archival Business Performance) supports Model 1 over Model 3.  

The comparison of Model 2 (Uni-dimensional view of Entrepreneurial 

Orientation � Subjective Business Performance Relative to Industry) and Model 3 (Uni-

dimensional view of Entrepreneurial Orientation � Archival Business Performance) 

reveals a significant difference between these models (Table 6.26) and acknowledge the 

superiority of Model 2. Hence, the given data provide sufficient evidence in the support 

of subjective measures of business performance over the archival measures of business 

performance.  

At last instance, among the subjective measures of performance, comparison has 

been made between the subjective measures relative to competitors and subjective 

measures relative to industry. The comparison of Model 4 (Multi-dimensional view of 

Entrepreneurial Orientation � Subjective Business Performance Relative to 
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Competitors) and Model 5 (Multi-dimensional view of Entrepreneurial Orientation � 

Subjective Business Performance Relative to Industry) reveal an insignificant difference 

between these models (Table 6.26). An insignificant Chi-square difference reveals that 

both models fit equally well, but from the perspective of simplicity smaller model, with 

lesser number of freely estimated parameters  i.e. Model 5 should be selected. To affirm 

the above claim, information criteria matrices (AIC, BIC and ECVI) of Model 4 and 

Model 5 have been assessed (Table 6.25). AIC, BIC and ECVI have been observed lower 

for Model 5. Hence, Model 5 has been preferred over Model 4.  

An insignificant Chi-square difference of Model 1 (Uni-dimensional view of 

Entrepreneurial Orientation � Subjective Business Performance Relative to 

Competitors)  and Model 2 (Uni-dimensional view of Entrepreneurial Orientation � 

Subjective Business Performance Relative to Industry) as well as the lesser indices of 

AIC, BIC and ECVI of Model 2 support the superiority of Model 2 over Model 1.  

Table 6.25: Model Fit Indices and Structural Parameters Estimates of various 

Models of Entrepreneurial Orientation - Business Performance Relationship 

Parameter Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

Chi-square 815.51 786.36 489.76 796.19 770.13 480.2 

Degree of Freedom 481 450 340 473 442 331 

Normed Chi-square (Chi-square/ df) 1.69 1.74 1.44 1.68 1.74 1.45 

GFI .901 .901 .883 .903 .903 .885 

AGFI .884 .884 .860 .885 .884 .860 

NFI .936 .934 .895 .937 .936 .898 

CFI .973 .971 .965 .973 .971 .965 

RMR .061 .061 .075 .059 .057 .070 

REMSA .039 .040 .041 .039 .040 .042 

AIC 975.52 942.36 630.23 972.19 942.13 621.76 

BIC 1305.49 1264.08 896.45 1335.16 1296.85 855.99 

ECVI 2.139 2.067 2.462 2.132 2.066 2.429 

Dimension   Path Coefficients   

Innovativeness --- --- --- .43*** .40*** .36* 

Proactiveness --- --- --- .49*** .35*** -.09 

Risk Taking --- --- --- .04 .14*** .09 

Competitive Aggressiveness --- --- --- -.01 .17** .03 

Autonomy --- --- --- -.01 -.01 .08 

Entrepreneurial Orientation .91*** .96*** .40*** --- --- --- 

R- Square .82 .92 .16 .79 .87 0.17 

*** Significant at .01 level, ** Significant at .05 level, * Significant at .10 level 
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Table 6.26 Chi- Square Difference Test among different Models of  

Entrepreneurial Orientation- Business Performance Relationship 

Parameters Model1 Model2 Model3 Model4 Model5 Model6 

Model 1 

Chi-square - 29.15 325.75 19.32 45.38 335.31 

df - 31 141 8 39 150 

Critical Value - 44.98 169.71 15.50 54.57 179.58 

P-value - 0.56 0.00 0.01 0.22 0.00 

Model 2 

Chi-square -29.15 - 296.6 -9.83 16.23 306.16 

df -31 - 110 -23 8 119 

Critical Value 44.98 - 135.48 35.17 15.50 145.46 

P-value 0.56 - 0.00 0.99 0.04 0.00 

Model 3 

Chi-square -325.75 -296.6 - -306.43 -280.37 9.56 

df -141 -110 - -133 -102 9 

Critical Value 169.71 135.48 - 160.91 126.57 16.91 

P-value 0.00 0.00 - 0.00 0.00 0.39 

Model 4 

Chi-square -19.32 9.83 306.43 - 26.06 315.99 

df -8 23 133 - 31 142 

Critical Value 15.50 35.17 160.91 - 44.98 170.80 

P-value 0.01 0.99 0.00 - 0.72 0.00 

Model 5 

Chi-square -45.38 -16.23 280.37 -26.06 - 289.93 

df -39 -8 102 -31 - 111 

Critical Value 54.57 15.50 126.57 44.98 - 136.59 

P-value 0.22 0.04 0.00 0.72 - 0.00 

Model 6 

Chi-square -335.31 -306.16 -9.56 -315.99 -289.93 - 

df -150 -119 -9 -142 -111 - 

Critical Value 179.58 145.46 16.91 170.80 136.59 - 

P-value 0.00 0.00 0.39 0.00 0.00 - 

N.B. Critical Values are at 5% level of Significance 

The above discussion has important implications. The comparison of uni-dimensional 

view of entrepreneurial orientation (reflected through Models 1, 2 and 3) and multi 

dimensional view of entrepreneurial orientation (reflected through Models 4, 5 and 6) 

prove the superiority of multi dimensional view of entrepreneurial orientation i.e. Model 

4, 5 and 6 better explain the entrepreneurial orientation – business performance 

relationship.  

Among the archival and subjective measures of performance, the evidence 

generated by study supports the superiority of subjective assessment of business 
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performance i.e. Model 4 and 5 (Subjective assessment of Business Performance) has 

been preferred over Model 6 (Archival Business Performance).  

The insignificant Chi-square difference of Model 4  (Multi-dimensional view of 

Entrepreneurial Orientation � Subjective Business Performance Relative to 

Competitors) and Model 5 (Multi-dimensional view of Entrepreneurial Orientation 

�Subjective Business Performance Relative to Industry) suggest that both models fit 

equally well, any of these measures could be taken for the purpose of investigation, but 

from the perspective of simplicity, a smaller model - with lesser number of freely 

estimated parameters  i.e. Model 5 (Multi-dimensional view of Entrepreneurial 

Orientation � Subjective Business Performance Relative to Industry) should be 

preferred. The insight of information lost criteria reflected through AIC, BIC and ECVI 

produce sufficient evidence in the favour of  subjective business performance relative to 

industry and finally  Model 5 (Multi-dimensional view of Entrepreneurial Orientation � 

Subjective Business Performance Relative to Industry) has been selected as best model 

for assessing entrepreneurial orientation- business performance relationship. 
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CHAPTER VII 

MODERATION ANALYSIS 

The purpose of this chapter is to explore the role played by environmental uncertainty 

and organizational structure in entrepreneurial orientation - business performance 

relationship. Section 7.2 describes moderation analysis. Section 7.2 reveals the 

moderating effect of environmental uncertainty on entrepreneurial orientation - business 

performance relationship. Section 7.3 presents the results of moderation analysis for 

effect of organizational structure on entrepreneurial orientation - business performance 

relationship.  

7.1: Moderation Analysis 

The behavioural science literature is replete with studies demonstrating the effect of 

independent variable on dependent variable.  Undoubtedly, testing and understanding of 

the causal relationship between dependent and independent variable produce sufficient 

evidence about the descriptive nature of the relationship among variables under 

investigation. But such a descriptive knowledge cannot be considered sufficient to refine 

once understanding about functional relationship between variables under investigation. 

Testing of causal hypotheses only verifies researchers’ substantive theories but such a 

descriptive knowledge actually does not explains the process of causality i.e. what 

bridges the causal relationship and what alters the magnitude or direction of the causal 

relationship (Frazier et al., 2004; Rose et al., 2004).  For generating deeper insight, 

researchers have to go beyond the simple bivariate cause and effect relationship that 

merely describe a causal relationship, rather they have to test the advanced hypotheses 

related with why, how, and when. These advanced hypotheses actually explain the 

functional process of causality by incorporating a third variable into cause - effect 

relationship.  

Moderation analysis is a kind of analysis which provides information about the 

circumstance under which the effect of independent variable on dependent variable holds 

good (Frazier et al., 2004). It actually examines the contextual nature of a causal 
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relationship and specifies how the relation between independent and dependent variable 

changes as a function of a third variable (Aiken et al., 1991; Baron and Kenny, 1986). It 

measures the effect of a third variable on the relationship between independent and 

dependent variable by looking at the strength and nature of the relationship between 

independent and dependent variable at different levels of third variable (Holmbeck, 1997; 

Rose et al., 2004). Moderation occurs when the direction and/or strength of the 

relationship between independent and dependent variable varies at different levels of a 

third variable (James and Brett, 1984; Kraemer et al., 2002).  

The moderation analysis assess the equality of the measurement and structural 

parameter estimates across various groups of interest i.e. the extent to which the same 

pattern (or configuration) of fixed and freely estimated parameters hold across sub-

populations (Joreskog, 1971). Measurement equivalence examines the extent to which 

parameters comprising the measurement portion of a CFA model remain invariant across 

groups. Structural equivalence involves the testing of equality of structural regression 

paths among the postulated latent constructs. It evaluates when an independent variable 

most strongly (or weakly) causes a dependent variable.  

7.2: Moderating effect of Environment Uncertainty on Entrepreneurial 

Orientation - Business Performance Relationship 

To assess the nature and magnitude of the relationship between entrepreneurial 

orientation and business performance in different kind of environmental settings, multi-

group moderation analysis (within the frame work of SEM) has been applied.  

 

Figure 7.1 Conceptualized Model of Moderating Effect of Environmental Uncertainty on 

Entrepreneurial Orientation – Business Performance Relationship 

The degree of environmental uncertainty (continues variable) has been assessed by 

classifying the summated score of environmental uncertainty into two unique categories 

(James and Brett, 1984). A high score of environment uncertainty reflect unpredictability 

     Entrepreneurial Orientation        Business Performance 

      Degree of Environmental Uncertainty 
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of the actions of competitors and customers, high pace of change in technological 

advancements and a stressful environment. This category has been named as ‘Dynamic 

environment’. Low score of environment uncertainty reveals the slow pace of change in 

technological advancements, stability in the tastes and preferences of the customers, 

predictability of the actions of competitors and a relatively safer environment. This 

category has been classified as ‘Stable Environment’ (Table 7.1). 
 

Table 7.1 Classification of sample based upon the score of Environment Uncertainty 
Parameter Classification Score Theoretical Possible 

Score 

Environment 

Uncertainty 

Stable Environment Up to 32 
8 to 56 

Dynamic Environment More than 32 

 

Chi-square difference test is a fundamental test for measuring the differences between the 

two competing models, under the assumption that there is no significance difference 

between the models under investigation (Schumacker and Lomax, 2004; Kline, 2005; 

Hooper et al., 2008; Byrne et al., 2013). In the context of multi group moderation 

analysis, Chi-square difference test examines the hypotheses of group invariance i.e. 

measurement and structural parameter estimates are operating in exactly the same manner 

across competing models. A non significant index of Chi-square difference proves the 

invariant pattern of the factor loadings, whereas a Chi-square difference value which 

significantly differs from zero, rejects the hypothesis of group invariance i.e. the equality 

constraints do not hold good across sub populations.  

Two runs i.e. constrained and unconstrained models of entrepreneurial orientation 

– business performance relationship have been applied to assess the moderation impact of 

environmental uncertainty. In constrained model, the pattern of factor loadings for each 

observed parameter as well as coefficients of structural parameter for latent constructs 

was constrained to be equal in different sub group settings. Whereas, in unconstrained 

model no equality constraints were imposed across sub population. The moderator effect 

was then statistically tested by taking the difference in the Chi-square values of these 

models. This difference was itself a Chi-square value with degrees of freedom equal to 

the difference in degrees of freedom of two models. 
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Figure 7.2 Unconstrained Model for Entrepreneurial Orientation - Business Performance 

Relationship for different Configurations of Environmental Uncertainty 

 
 

Figure 7.3 Constrained Model for Entrepreneurial Orientation - Business Performance Relationship 

for different Configurations of Environmental Uncertainty 
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The unconstrained model (Figure 7.2) reveals a Chi-square value of 1377.10, with 884 df. 

These statistics provides the baseline value for subsequent comparison for testing of 

group invariance. Comparative fit index (CFI) and root mean squared error of 

approximation (RMSEA) of unconstrained model have been observed as .953 and .035, 

which were significant and reflect good fit. The constrained model (Figure 7.3) produced 

an index of 1429.49 for Chi-square along with 915 df.  The Comparative fit index (CFI) 

and root mean squared error of approximation (RMSEA) values of constrained model is 

at .951 and .035. Comparison of Chi-square value of 1429.49 (915 df) of constrained 

model with a Chi-square value of 1377.10 (884 df) of unconstrained model yields a Chi-

square difference value of 52.39 (31 df) with a p-value of 0.01.  At 0.05 significance with 

31 degrees of freedom the region of rejection of null hypothesis is all Chi-square values 

of 44.98 or more. Since 52.39 > 44.98, the value of Chi-square difference falls in the 

region of rejection and produces strong evidence to reject the null hypothesis of group 

invariance. Evidence produced by the study indicates that some equality constraints do 

not hold across the different environmental settings. Thus, hypothesis H7 i.e. the 

entrepreneurial orientation – business performance relationship is not moderated by 

environmental uncertainty has not been accepted.  

Table 7.2 Moderation effect of Environmental Uncertainty on  

Entrepreneurial Orientation - Business Performance Relationship 
Model Fit 

Characteristics 

Unconstrained   Model 

(Entrepreneurial Orientation – 

Business Performance 

relationship) 

Constrained   Model 

(Entrepreneurial 

Orientation – Business 

Performance relationship) 

Model 

Differences (χ2) 

χ2    1377.10  1429.49 52.39* 

Degrees of 
Freedom 

   884 915         31 

CFI 0.953 0.951 0.002 

RMSEA 0.035 0.035     – 

*Significant at .05 level 

Though Chi-square difference test supports the moderation effect of environmental 

uncertainty in entrepreneurial orientation – business performance relationship but in order 

to see how the nature of the relationship between entrepreneurial orientation – business 

performance changes as a function of the moderating variable i.e. environmental 

uncertainty, a scatter plot has been plotted by regressing the business performance on the 
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different dimensions of entrepreneurial orientation (i.e. innovativeness, risk taking, 

proactiveness, competitive aggressiveness and autonomy) at varying levels of moderating 

variable. Plotting of the predicted relationship between independent and dependent 

variable, at varying levels of moderator, increase the interpretability of the moderation 

effect and better portray the nature of moderation (Aiken et al., 1991).  

7.2.1: Moderating effect of Environmental Uncertainty on Innovativeness – Business 

Performance Relationship 

To see how environmental uncertainty impact innovativeness – business performance 

relationship, a scatter plot was plotted by regressing business performance upon the 

innovativeness in different environmental context (Figure 7.4). Scatter plot reveals that 

the slop of regression fit lines predicting business performance from innovativeness 

differs in different environmental context. The regression fit lines indicate that in stable 

environmental context, innovativeness influences the business performance (R
2
 Linear = 

0.330) but not very strongly. There was a high degree of correlation between innovation 

and business performance for dynamic environment (R
2
 Linear = 0.632). It implies that in 

an environment, where new technologies emerge on regular basis, actions of competitor’s 

are unpredictable, and tastes and preferences of customers change frequently, firms 

which introduce newness and novelty in existing systems, techniques, processes, products 

and services are in a better position to capture higher market share and ensure sustainable 

growth. 
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Figure 7.4 Moderating effect of Environmental Uncertainty on Innovativeness- Business 

Performance Relationship 

7.2.2: Moderating effect of Environmental Uncertainty on Proactiveness – Business 

Performance Relationship 

To study the relationship between proactiveness and business performance at low and 

high scores of environmental uncertainty a scatter plot has been plotted and examined. 

The scatter plot diagram (predicting business performance from proactiveness at low and 

high scores of environmental uncertainty) affirms the claim that the strength of the 

relationship between proactiveness and business performance differ in different 

environmental settings.  A high degree of correlation between proactiveness and business 

performance (R2 Linear = 0.595) has been found in dynamic environmental settings viz-

a-viz stable environment (R
2
 Linear = 0.266).  In dynamic business environment, an 

opportunity seeking and forward looking perspective involving introducing new products 

or services ahead of the competition, not only shapes the environment of a firm in its 

favour but also helps a firm in becoming market leader.  



211 

 

 
Figure 7.5 Moderating effect of Environmental Uncertainty on Proactiveness- Business Performance 

Relationship 

7.2.3: Moderating effect of Environmental Uncertainty on Risk Taking – Business 

Performance Relationship 

To see how the relationship between criterion variable (business performance) and the 

predictor (risk taking) differ at varying levels of environmental uncertainty, a scatter plot 

has been plotted by regressing the  business performance on risk taking at different 

degrees of moderator i.e. environmental uncertainty (Figure 7.6). The regression fit lines 

indicate that in dynamic business environment firm’s disposition to support projects, 

whose payoffs are uncertain, often leads to better business performance (R
2
 Linear = 

0.295). However, in stable business environment, a positive relationship between risk 

taking propensity and business performance has been reconfirmed but the strength of this 

relationship was relatively lower (R2 Linear = 0.175). It implies that in dynamic business 

environment, where opportunities are numerous and emerge continuously – due to 
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changing market conditions, firms which venture into the unknown, take business-related 

chances, go beyond tried and tested and devote significant amount of resources in the 

face of uncertainties, are more likely to gain viz-a-viz risk-averse firms.  

 
Figure 7.6 Moderating effect of Environmental Uncertainty on Risk Taking - Business Performance 

Relationship 

7.2.4: Moderating effect of Environmental Uncertainty on Competitive 

Aggressiveness – Business Performance Relationship 

To see how the nature of the relationship between the competitive aggressiveness and 

business performance changes as the score of environmental uncertainty change, a scatter 

plot was plotted (Figure 7.7). The slop of regression fit lines (predicting business 

performance from competitive aggressiveness in different environmental context) 

supports the moderating role of perceived environmental uncertainty on competitive 

aggressiveness �business performance relationship. The slop of regression fit lines 

reveals a strong relationship between competitive aggressiveness and business 

performance (R
2
 Linear = 0.586) in dynamic business environment viz-a-viz stable 
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environmental context (R
2
 Linear = 0.279). In an environment, where market conditions 

are stressful and actions of competitors are hard to predict, firms which rely upon 

competitive intelligence and adopt unconventional methods of competing often 

outperform the marketplace. 

 

Figure 7.7 Moderating effect of Environmental Uncertainty on Competitive Aggressiveness - 

Business Performance Relationship 

7.2.5: Moderating effect of Environmental Uncertainty on Autonomy – Business 

Performance Relationship 

To see the nature and strength of the relation between autonomy and business 

performance in different environmental context, a scatter plot (predicting business 

performance from autonomy at low and high score of environmental uncertainty) has 

been plotted and examined (Figure 7.8). The slop of regression fit lines affirms the claim 

that the strength of relationship between autonomy and business performance depends 

upon the score of environmental uncertainty. The regression fit lines indicate that in 

stable environmental context, autonomy abysmally influences the business performance 
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(R
2
 Linear = 0.054). But there was a relatively high degree of correlation between 

autonomy and business performance, for dynamic environmental conditions (R
2
 Linear = 

0.290).  

 

Figure 7.8 Moderating effect of Environmental Uncertainty on Autonomy - Business Performance 

Relationship 

The above analysis has important implications. It implies that the perception of the 

manager/ entrepreneurs regarding various elements of firm’s external environment has a 

significant impact upon the functioning of a business. Uncertainty and unpredictability of 

variables like: actions of competitors, tastes and preferences of customer, pace of 

technological developments, and the macro-economic conditions of an economy often 

erode the ability of managers to predict future events as well as their impact on the 

organization. Adoption of entrepreneurial posture is a conscious strategic response to 

environmental challenges. Entrepreneurial orientation equips firms with capabilities to 

monitor and scan firm’s environment and to adjust the degree of innovativeness, 

proactiveness, risk taking, competitive aggressiveness and autonomy according to the 

needs of dynamism and complexities of the environment. Monitoring, evaluating and 
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disseminating information from the internal and external environment of a firm helps 

entrepreneurial organization in the adoption of the kind of strategic posture, which not 

only ensures the survival of a firm and but also produces higher market share and robust 

business performance.  

Organizations operating in dynamic environment are more likely to be benefited 

from entrepreneurial behaviour than firms operating in stable environment. In dynamic 

environment, where conditions change rapidly and opportunities emerge on continuous 

basis, organizations which actively seek new opportunities, employ out of box thinking, 

use R&D strategies, encourage the development of radically new products and 

technologies, take business related chance, provide autonomy to their employees and 

adopt an aggressive posture, are more likely to gain over their rivals. Entrepreneurial 

behaviour benefits a firm by leveraging its core competencies for unique competitive 

advantage. 

7.3: Moderating effect of Organizational Structure in Entrepreneurial 

Orientation - Business Performance relationship 

To examine the role played by organizational structure in entrepreneurial orientation - 

business performance relationship, multi-group moderation analysis has been applied. 

Organizational structure has been considered as a moderating variable and its impact on 

the nature and strength of entrepreneurial orientation - business performance relationship 

has been studied through Chi-square difference test - within the framework of structural 

equation modeling. 

 

Figure 7.9 Conceptualized Model of Moderating Effect of Organizational Structure on 

Entrepreneurial Orientation – Business Performance Relationship 

 

      Entrepreneurial Orientation         Business Performance 

        Organizational Structure 
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The summated score of organizational structure has been classified into two unique 

categories (Table 7.3). Low score reflects the inclination of a firm towards mechanistic 

form of organization - restricted channels of communication, centralized decision-

making, a formalized planning system, tight systems of control, and a constrained level of 

flexibility. This category has been named as ‘Mechanistic firms’. ‘Organic firms’ on the 

contrary, portrays firm’s with open channels of communication, free flow of information 

across different layers of management, participative style of decision making, a culture of 

openness and trust, and less formalization.  

Table 7.3 Classification of sample based upon the score of Organizational Structure 

Parameter Classification Score Theoretical Possible 

Range 

Organizational Structure 
Mechanistic firms Up to 24 

6 to42 
Organic firms More than 24 

Two runs i.e. constrained and unconstrained model of entrepreneurial orientation – 

business performance relationship has been under taken to explore the moderating effect 

of organizational structure on the relationship between entrepreneurial orientation and 

business performance. The purpose was to see how the pattern of measurement and 

structural parameter estimates vary across organic and mechanistic firms. In constrained 

model, the measurement and structural parameter estimates were constrained to be equal 

across groups (Figure 7.11), whereas in unconstrained model no equality constraints were 

imposed on all freely estimated parameters (Figure 7.10). The result of unconstrained 

model reveals a Chi-square value of 1424.687, with 884 df. CFI = .943 and RMSEA = 

.037 were significant and represents a good fit. In constrained model, Chi-square index is 

1460.674 with 915 df.  The CFI and RMSEA indices of constrained model have been 

observed as .943 and .036, which were significant. 
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Figure 7.10 Unconstrained Model of Entrepreneurial Orientation - Business Performance 

Relationship for different Organizational Configurations 

 

 
Figure 7.11 Constrained Model of Entrepreneurial Orientation- Business Performance Relationship 

for different Organizational Configurations 
 



218 

 

Given the model fit indices of both constrained model and unconstrained model, the 

difference between these two models has been assessed through Chi-square difference 

test. Comparison of Chi-square value of 1460.674 (with 915 df) of constrained model 

with a Chi-square value of 1424.687 (with 884 df) of unconstrained model, where no 

equality constraints were imposed, yields a Chi-square difference value of 35.987 with 31 

df. Inspection of Chi-square critical value table - at 5 percent level of significance with 31 

degrees of freedom, reveals a cut off of 44.98 for the rejection of null hypothesis of group 

invariance. The Chi-square difference of 35.987 does not fall under the critical region of 

rejection i.e. evidence produced by model suggest that the difference in the pattern of 

measurement and structural parameter estimates across constrained and unconstrained 

model were not large enough to reject the null hypothesis of group invariance. A non 

significant Chi-square difference reveals that entrepreneurial orientation - business 

performance relationship remain group invariant and any inequality of parameters across 

the mechanistic and organic firm can be attributed to the chance factor. Hence, the 

hypothesis H8 i.e. The entrepreneurial orientation – business performance relationship is 

not moderated by organizational structure has been accepted. 

Table 7.4 Moderation Effect of Organizational Structure on 

Entrepreneurial Orientation - Business Performance Relationship 

Model Fit 

Characteristics 

Unconstrained   Model 

(Entrepreneurial Orientation 

– Business Performance 

relationship) 

Constrained   Model 

(Entrepreneurial 

Orientation – Business 

Performance relationship) 

Model Differences 

(χ2) 

χ2 1424.687 1460.674          35.987 

Degrees of Freedom    884 915     31 

CFI 0.943 0.943 -- 

RMSEA 0.037 0.036     0.001 

The above findings have important implications. Though, the literature suggests that 

organic structure has significant impact on entrepreneurial orientation - business 

performance relationship (Naman and Slevin, 1993; Kreiser and Davis 2010), yet the 

above results prove that entrepreneurial orientation - business performance relationship is 

not moderated by organizational structure. It implies that in Indian context, entrepreneurs 

can adopt either mechanistic or organic structure for achieving high business 

performance.  
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Mechanistic structure, reflected through high levels of bureaucracy, restricted 

channels of communication, centralized decision-making, formalized planning system, 

tight control, and a constrained level of flexibility, could be a tool for organizational 

effectiveness.  Mechanistic approaches of organization rely upon the strict adherence of 

well defined rules and regulations and guide various members of an organization about 

ideal ways of handling routine problems. Due to its application and acceptance of 

impersonal rules - mechanistic structure may bring uniformity in individual behaviour 

and may reduce the possibility of unwanted outcomes by enhancing functional clarity. 

But at the same time literature affirms that high degree of formalization makes the 

structure bureaucratic and adversely affects the creativity and novelty of a firm.  

Mechanistic structure is more appropriate for reinforcing past behaviour but such a 

bureaucratic form of organization may not be an ideal alternative for handling situations, 

where a novel and rapid response is required from organization.  However, in an 

environment where business conditions change significantly and rapidly, the tried and 

tested practices of past may become inappropriate.  

Organic structure, characterized by open channels of communication, equal 

distribution of knowledge, participative style of decision making, lower vertical 

differentiation, lesser formalization and higher integration, presents an adaptive form of 

organization. It allows firm’s to exhibit a rapid response to changing environmental 

conditions. It equips organizational members with the flexibility and necessary freedom 

to work outsides the purview of organizational constraints. Organic structure promotes 

novelty and actually exercises autonomy (Quinn, 1985). It increases the morale of the 

employees and encourages them to go for the opportunities which seem beyond the 

current capabilities of the firm.  

Both kinds of structure have their own significance, organic structure is needed to 

generate innovations, whereas mechanistic structure is required to implement them. 

Mechanistic structure, due to the strict adherence of rules and regulations, may produce 

better financial result for short run, but it may gradually lose its usefulness due to the 

higher needs for innovation and creativity especially in changing business environment.  
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CHAPTER VIII 

FINDINGS, IMPLICATIONS, CONCLUSION AND 

SUGGESTIONS 

This chapter concludes the study with key findings, their implications for management 

practitioners, entrepreneurs and future researchers. 

8.1: Findings 

Based upon the analysis and interpretation of data, in the previous chapters, the study 

comes out with following prominent findings: 

1. The results of the present study reveal that entrepreneurial orientation is a multi-

dimensional construct, having innovativeness, proactiveness, risk taking, 

competitive aggressiveness and autonomy as its integral dimensions.  

2. Though all five dimensions of entrepreneurial orientation are unique in nature but 

a high degree of positive correlation has been observed among these dimensions.  

3. Study reveals that there is no significant association between age of a firm and the 

kind of strategic posture (entrepreneurial orientation) adopted by a firm. Firms of 

any age group can adopt any degree of entrepreneurial orientation. It means that 

younger as well as mature firms can be equally entrepreneurial.  

4. There is a significant association between the size of a firm and the extent of 

entrepreneurial orientation demonstrated by a firm. Large firms, both in terms of 

annual turnover and number of employees, differ significantly from smaller firms 

while introducing new products and services, adopting novel practices, 

undertaking risky alternatives, adopting a forward looking perspective and 

demonstrating an aggressive behaviour towards their rivals.  

5. The degree of autonomy provided to employees is not significantly associated 

with the size of firm (based on number of employees). Firms with a larger number 

of employees can be conservative in their approach while granting autonomy to 
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their employees whereas a firm with smaller number of employees can provide 

sufficient autonomy to their employees and vice versa.  

6. There is no significant association between the nature of industry and degree of 

entrepreneurial orientation. The deconstruction of entrepreneurial orientation 

construct also reveals that the nature of firm is not significantly associated with 

three dimensions of entrepreneurial orientation (i.e. innovativeness, proactiveness 

and competitive aggressiveness). However, the degree of autonomy and risk-

taking are significantly associated with nature of firm, though the extent of 

association is not very strong.  

7. There is significant association between type of organization and degree of 

entrepreneurial orientation. The deconstruction of entrepreneurial orientation 

construct also reveals that type of organization is significantly associated with 

three dimensions of entrepreneurial orientation (i.e. innovativeness, proactiveness 

and competitive aggressiveness). However, the autonomy and risk taking are not 

significantly associated with the type of organization. 

8. The study finds significant and positive relationship between entrepreneurial 

orientation and business performance. All of the six proposed models of 

entrepreneurial orientation - business performance relationship have demonstrated 

that higher entrepreneurial orientation results in better business performance. 

9. The comparison of conceptualized models reveals that ‘Entrepreneurial 

Orientation (Multi-dimensional) � Subjective Business Performance Relative to 

Industry’ best describes the relationship between entrepreneurial orientation and 

business performance. Within this model, the study finds that except for 

autonomy, all other dimensions of entrepreneurial orientation i.e. innovativeness, 

proactiveness, risk taking and competitive aggressiveness significantly predict the 

business performance.  

10. Environment uncertainty moderates the entrepreneurial orientation - business 

performance relationship. It has been found that the strength of entrepreneurial 

orientation- business performance relationship differs in different environmental 

contexts. In dynamic environmental settings, firms with higher entrepreneurial 
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orientation are in a better position to achieve robust business performance 

whereas in stable environmental conditions, higher entrepreneurial orientation 

does not help the business to gain much.  

11. Organization structure does not moderate the entrepreneurial orientation - 

business performance relationship. The strength of entrepreneurial orientation - 

business performance relationship remains invariant for both organic and 

mechanistic organizational structures.  

Based upon above finding, redefined model of entrepreneurial orientation - business 

performance relationship is presented below: 

 

Figure 8.1 Redefined Model of Entrepreneurial Orientation - Business Performance Relationship 

8.2: Implications 

The findings of the study have important implications for academicians, management 

practitioners and policy makers. The study reveals that entrepreneurial orientation is a 

multi-dimensional construct and various dimensions of entrepreneurial orientation 

presents unique aspects of the strategic posture of a firm. Therefore, deconstruction of the 

entrepreneurial orientation construct becomes necessary so that organizational decision 

makers may focus specifically on those dimensions which significantly influence 

business performance rather than focusing on all dimensions of entrepreneurial 

orientation. 

  Entrepreneurial Orientation 

1. Innovativeness 

2. Proactiveness 

3. Risk Taking 

4. Competitive Aggressiveness 

Subjective Business 

Performance 

Relative to Industry 

Average 

  Degree of Environmental Uncertainty 
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Study implies that firms of all genres should consider being actively involved in 

entrepreneurial behaviour. The degree of entrepreneurial orientation is either not 

significantly associated or weakly associated with the diverse characteristics of a firm. 

The adoption of entrepreneurial posture is equally feasible for the firms of different age 

groups, different sizes, different types and different nature.   The policy makers of any 

kind of firm should not feel constrained while adopting entrepreneurial posture.  

The positive and significant impact of entrepreneurial orientation on business 

performance calls for adoption of entrepreneurial posture by all firms, to gain sustainable 

competitive advantage. The findings suggest that four dimensions of entrepreneurial 

orientation viz. innovativeness, proactiveness, risk taking and competitive aggressiveness 

significantly drive business performance in the Indian context.  

The finding that innovativeness is positively related to business performance 

supports the extant literature (Lumpkin and Dess, 1996; Kreiser and Davis, 2010). Firms 

can gain competitive superiority by producing even very ordinary and standard products 

by highly innovative processes. Innovativeness equips a firm with the capabilities to 

quickly enter into new markets that might represent a better strategic fit for their 

innovation-based capabilities and are more attuned to current and emerging market needs 

(Morris et al., 2011). Innovativeness revises the firm’s knowledge base; allows it to 

generate new products, services, processes, technologies, techniques and organizational 

systems (Winterton, 1997;  Hitt et al., 2001; Bhuian et al., 2005). Introduction of new 

products and services helps a firm in exploring new markets, realigning its offerings with 

the changing market conditions, and creating unique brand image for the products and 

services of the organization. New technology and techniques provide the advantage of 

low cost, rapid production, and improved quality. The process of innovation transforms a 

firm fundamentally by enhancing its internal capabilities, making it more flexible and 

adaptable to market pressures (Rosenbusch et al., 2010).  

Significant positive relation of proactiveness with business performance has 

implications for Indian firms. Proactiveness keeps a firm alert by exposing them to new 

technologies, making them aware of marketplace trends, and helping them in evaluating 

new possibilities. It helps the decision makers in reconfiguring the behaviour of its 
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members, and renewing its resources and capabilities according to industry changes.  

Proactive behaviour makes a firm more responsive toward market signals and provides a 

base for generation of new ideas, products or services (Kaplan 1998; O’Connor and 

Veryzer, 2001; McDermott and O’Connor, 2002; Tang et al., 2008). Proactiveness 

creates a room for innovation by seeking the attention of firm on various future and 

hidden needs of customers. It helps a firm in finding an attractive niche for its future 

growth and development. By introducing new products/ services and entering into those 

segments which competitors have not yet recognized, an entrepreneurial firm can set the 

‘rules of the game’ and can become the pioneer of industry.  

The significant and positive relationship between risk taking propensity and 

business performance highlights the importance of risk taking behaviour for the survival 

and success of a firm. New products and services will not come into existence, unless a 

firm assumes risk. Risk taking propensity equips entrepreneurial firms with the ability to 

act quickly on emerging opportunities. It gives them necessary courage to break away 

from the tried-and-tested and to take business related chance. According to Covin and 

Slevin (1991), firms which do not take business related chance may not be able to 

maintain a strong industry standing relative to more aggressive competitors. By venturing 

into the unknown new projects, an entrepreneurial firm, if successful, can fuel its growth 

and might achieve a dominant position in the market. 

The positive and significant contribution of competitive aggressiveness in 

business performance implies that managers of Indian firms should remain assertive in 

marketplace. Competitive aggressiveness increases causal ambiguity (Reed and 

DeFillippi, 1990) and might protects the firm’s competitive advantage (Hamel and 

Prahalad, 1990; Prahalad and Hamel, 1994). Far and wide tracking of competitors’ 

actions generate valuable foresight for strategy making and might help managers in 

identifying areas where a firm can differentiate itself from its rivals and explore ways to 

make it difficult for the rival to imitate firm’s products and strategic moves.  

However, one dimension of entrepreneurial orientation i.e. autonomy does not 

significantly predict business performance. Though the entrepreneurship literature 
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suggests the unique and significant contribution of autonomy towards business 

performance, yet the current study suggests otherwise.  

The probable reason for this may be the current socio-cultural business 

environment in India, which promotes conservative approach towards autonomy. 

Autonomy involves freeing organizational members, both individuals and teams, from 

existing norms of organization, to develop and implement ideas that are innovative, 

unique and different from existing course of actions. Indian business culture promotes 

more of formal relationship and strict adherence of rules and regulations. However, the 

conservative approach towards autonomy may suit the existing business environment. It 

will not be feasible in the emerging corporate scenario and changing business 

environment in India.  

The findings suggest that the entrepreneurial orientation - business performance 

relationship is moderated by degree of environmental uncertainty. Organizations 

operating in dynamic environment are more likely to be benefited from entrepreneurial 

behaviour than firms operating in stable environment. In dynamic environment, where 

conditions change rapidly and opportunities emerge on continuous basis, organizations 

which actively seek new opportunities, employ out of box thinking, use R&D strategies, 

encourage the development of radically new products and technologies, take business 

related chance, provide autonomy to their employees and adopt an aggressive posture, are 

more likely to gain over their rivals. Entrepreneurial behaviour benefits a firm by 

leveraging its core competencies for unique competitive advantage. Uncertainty and 

unpredictability of environmental elements force an organization to adopt less 

hierarchical and more entrepreneurial posture. Entrepreneurial posture enables 

organizations to monitor and evaluate information from firm’s environment and to adjust 

the degree of innovativeness, proactiveness, risk taking, competitive aggressiveness and 

autonomy to prevailing environmental conditions.   

 Study finds that entrepreneurial orientation - business performance relationship is 

not moderated by organizational structure. It implies that in Indian context, entrepreneurs 

can adopt either mechanistic or organic structure for achieving high business 

performance.  
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Mechanistic structure, reflected through high levels of bureaucracy, restricted 

channels of communication, centralized decision-making, formalized planning system, 

tight control, and a constrained level of flexibility, could be a tool for organizational 

effectiveness.  Mechanistic approaches of organization rely upon the strict adherence of 

well defined rules and regulations and guide various members of an organization about 

ideal ways of handling routine problems (Robbins, 1993; Lam and Lundvall, 2006). Due 

to its application and acceptance of impersonal rules - mechanistic structure may bring 

uniformity in individual behaviour and may reduce the possibility of unwanted outcomes 

by enhancing functional clarity. But at the same time literature affirms that high degree of 

formalization makes the structure bureaucratic and adversely affects the creativity and 

novelty of a firm (Lumpkin and Dess, 1996).  Mechanistic structure is more appropriate 

for reinforcing past behaviour but such a bureaucratic form of organization may not be an 

ideal alternative for handling situations, where a novel and rapid response is required 

from organization.  However, in an environment where business conditions change 

significantly and rapidly, the tried and tested practices of past may become inappropriate.  

Organic structure, characterized by open channels of communication, equal 

distribution of knowledge, participative style of decision making, lower vertical 

differentiation, lesser formalization and higher integration, presents an adaptive form of 

organization. It allows firm’s to exhibit a rapid response to changing environmental 

conditions. It equips organizational members with the flexibility and necessary freedom 

to work outsides the purview of organizational constraints. Organic structure promotes 

novelty and actually exercises autonomy (Quinn, 1985). It increases the morale of the 

employees and encourages them to go for the opportunities which seem beyond the 

current capabilities of the firm.  

Both kinds of structure have their own significance, organic structure is needed to 

generate innovations, whereas mechanistic structure is required to implement them 

(Dumaine, 1991). Mechanistic structure, due to the strict adherence of rules and 

regulations, may produce better financial result for short run, but it may gradually lose its 

usefulness due to the higher needs for innovation and creativity especially in changing 

business environment. 
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8.3: Conclusion and Suggestions 

The study significantly enhances the entrepreneurship literature. Though we do not claim 

the generalization of findings, the study has contributed in more than one ways. The 

study contributes to the literature by providing validated scales for entrepreneurial 

orientation and business performance. The results of the study extend the literature by 

producing empirical evidence in support of entrepreneurial orientation - business 

performance relationship in the Indian context. The study justifies the use of multi-

dimensional view of entrepreneurial orientation.  The comparison of the uni-dimensional 

and multi-dimensional conceptualization of entrepreneurial orientation not only advances 

theory but also highlights the uniqueness of each dimension of entrepreneurial 

orientation. The study justifies the use of subjective measures of business performance in 

measuring the performance of an organization. It contributes to the scholarly 

conversation about contextual nature of entrepreneurial orientation by providing valuable 

insights regarding the moderating role of environmental uncertainty in entrepreneurial 

orientation - business performance relationship.  

 The findings of the study are based on input from Indian firms. Future researchers 

may study the moderation effect of organizational and external environmental factors in 

the context of other emerging economies. The findings of the current study are based 

upon cross-sectional research design and give a static picture of the entrepreneurial 

orientation – business performance relationship. Future studies may assess the effect of 

change in the strategic posture of a firm on the business performance.  

 The homogeneity of the population is one of the significant factors which could 

affect the finding of any study. It is quite possible that relationship between 

entrepreneurial orientation and business performance varies from sector to sector and by 

restricting the scope of the study to a particular sector, industry specific inferences can be 

drawn. Therefore, future researchers may restrict their study to a specific industry to 

generate industry specific insights about entrepreneurial orientation - business 

performance relationship. The comparison of two or more industries could be another 

area of investigation. Similarly, the comparison of large, medium and small scale 

industry might provide additional insight about entrepreneurial orientation- business 
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performance relationship. Future studies may wish to conduct comparative studies on 

entrepreneurial orientation - business performance relationship, to study the cross-cultural 

impact. Future researchers can incorporate mediation analysis using other variables as 

mediators in entrepreneurial orientation - business performance relationship.  
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            Research Scholar 

  Lovely Professional University 

M- 09855267392 

 

Dear Sir/Madam, 

 

Following are a few statements regarding your organization. Please spare some time from your busy schedule and answer the following 

questions.  Your responses will be kept confidential and used for academic purpose only. 

 

 

A. Following are some questions about the relative performance of your organization. Please compare your organization with your industry 

average to rate your organization on following parameters (Please Encircle)  

  

Sr. 

No. 

Compared to the industry average…… 

 

Strongly 

Agree 

Agree Somewhat 

Agree 

Neither 

agree nor 

disagree 

 

Somewhat 

Disagree 

Disagree Strongly 

Disagree 

1. .…we have higher sales growth. 7 6 5 4 3 2 1 

2. .…we are more profitable. 7 6 5 4 3 2 1 

3. .…we are growing more rapidly 7 6 5 4 3 2 1 

4.  ….we have better  service quality. 7 6 5 4 3 2 1 

5. ….we have higher customer satisfaction. 7 6 5 4 3 2 1 

6. ….we have higher employee satisfaction. 7 6 5 4 3 2 1 

7. ….we have better  product innovation. 7 6 5 4 3 2 1 

8. ….we have better  process innovation. 7 6 5 4 3 2 1 

9. ….we have better  product quality. 7 6 5 4 3 2 1 

            

 

 

 

 



ii 

 

Compared to the major competitor in your industry in the last three years, how has your business performed on the following parameters? 

(Please Encircle) 

 

Sr. No. Compared to the major competitor our 

business has performed....... 

Much 

more 

than 

Better 

More 

than 

Better 

Better Almost 

Similar 

Worse More 

than 

Worse 

Much 

more 

than 

Worse 

1. Sales Growth 7 6 5 4 3 2 1 

2. Market Share 7 6 5 4 3 2 1 

3. Return on Investment 7 6 5 4 3 2 1 

4.  Service Quality 7 6 5 4 3 2 1 

5. Customer Satisfaction 7 6 5 4 3 2 1 

6. Employee Satisfaction 7 6 5 4 3 2 1 

7. Employee Turnover 7 6 5 4 3 2 1 

8. Product Innovation 7 6 5 4 3 2 1 

9. Process Innovation 7 6 5 4 3 2 1 

10. Product Quality 7 6 5 4 3 2 1 

 
 

B. Following statements relate to the behaviour of your organization. Please indicate your level of agreement with following statements 

as per the key given below. (Please Encircle) 

 

Key:   

1= Strongly Disagree      

2= Disagree       

3=Somewhat Disagree          

4= Neither Agree nor Disagree 

5=Somewhat Agree 

6=Agree 

7=Strongly Agree 



iii 

 

S. 

No. 

Statement Strongly 

Agree 

Agree Somewhat 

Agree 

Neither 

agree nor 

disagree 

 

Somewhat 

Disagree 

Disagree Strongly 

Disagree 

1. My firm invests heavily in new product development.  7 6 5 4 3 2 1 

2. Top Management spends time discussing customers' future 

needs. 

7 6 5 4 3 2 1 

3. The top managers of my business unit are willing to try new 

ways of doing things and seek unusual, novel solutions.  

7 6 5 4 3 2 1 

4.  My firm regularly benchmarks its activities against the best 

players in the industry. 
7 6 5 4 3 2 1 

5. Capturing the maximum market share is the top priority and we 

often cut prices for it. 
7 6 5 4 3 2 1 

6. My firm actively collects and evaluates information on 

consumer needs & preferences. 
7 6 5 4 3 2 1 

7. Our organization adopts innovative methods to beat the 

competition. 
7 6 5 4 3 2 1 

8. In general, my firm actively collects and evaluates information 

on technological developments. 
7 6 5 4 3 2 1 

9. My firm engages in competitive intelligence to generate 

actionable foresight for strategy making. 
7 6 5 4 3 2 1 

10.  My firm emphasizes on developing new technology. 7 6 5 4 3 2 1 

11. Top managers around here like to implement plans only if they 

are very certain that these will work. 
7 6 5 4 3 2 1 

12.  In general, my firm invests heavily in process improvement. 7 6 5 4 3 2 1 

13. Risk-takers are recognized and rewarded in our organization, 

whether they are successful or not. 
7 6 5 4 3 2 1 

14. My firm usually adopts an aggressive attitude toward our 

competitors. 
7 6 5 4 3 2 1 

15. In general, the top managers of my business unit discourage 

employees to think and behave in original and novel ways. 
7 6 5 4 3 2 1 

16. My firm actively collects & evaluates information on  interest 

rate, exchange rate, industry growth rate, and inflation rate  etc. 
7 6 5 4 3 2 1 
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S. 

No. 

Particular Strongly 

Agree 

Agree Somewhat 

Agree 

Neither 

agree nor 

disagree 

 

Somewhat 

Disagree 

Disagree Strongly 

Disagree 

17. In our organization, we indulge in competitor response 

modelling and war gaming exercises. 
7 6 5 4 3 2 1 

18. Our firm encourages employees to make decisions on their own. 7 6 5 4 3 2 1 

19. In general, there is an ongoing, active search for big 

opportunities in my firm. 
7 6 5 4 3 2 1 

 
C. With reference to your organization, Please encircle the number in each scale below that best depicts the actual conditions in your 

organisation.  

     Instruction: On a scale of 1 to 7 below, 

1   indicates strong inclination toward the statement on the left. 

7   indicates strong inclination toward the statement on the right. 

4   indicates that both are equally valid for your organization.  

 
In general, the top managers of my business unit favor.....  

1. A strong emphasis on the marketing of tried 

and tested products or services. 

1      2      3      4      5      6       7 A strong emphasis on R&D, technology 

leadership and innovations. 
 

2. Making minor changes in existing product 

line/services offering. 

1      2      3      4      5      6       7 Making significant changes in existing product 

line/services offering. 

 In dealing with its competitors, my firm..... 

3. Typically responds to actions which 

competitors initiate. 

1      2      3      4      5      6       7 Typically initiates actions which competitors 

respond to. 
 

4.  Is very seldom the first to introduce new 

products/services, administrative techniques, 

operating technologies, etc. 

1      2      3      4      5      6       7 Is very often the first to introduce new 

products/services, administrative techniques 

operating technologies, etc. 
 

5. Typically seeks to avoid competitive clashes, 

preferring a live & let live posture. 

1      2      3      4      5      6       7 Typically adopts a very competitive, “Kill-the-

competition” posture. 
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How many new lines of products or services has your business unit marketed in the past 5 years? 

6. No new lines of products or services. 1      2      3      4      5      6       7 Very many new lines of products or services. 

In general, the top managers of my business unit have..... 

7. A strong inclination for low risk projects (with 

normal and certain rates of return). 

1      2      3      4      5      6       7 A strong inclination for high risk projects (with 

chances of very high returns). 

In general, the top managers of my business unit believe that..... 

8. Owing to the nature of the environment, it is 

best to explore it gradually via cautious, 

incremental behaviour. 

1      2      3      4      5      6       7 Owing to the nature of the environment, bold, 

wide-ranging acts are necessary to achieve the 

firm's objectives. 

When confronted with decision making situations involving uncertainty, my business unit... 

9. Typically adopts a ‘Wait and See Posture’, in 

order to minimize the probability of making 

costly decisions. 

1      2      3      4      5      6       7 Typically adopts a ‘Bold and Aggressive 

Posture’, in order to maximize the probability of 

exploiting potential opportunities. 

In general, the top managers of my firm believe that …… 

10. Individuals or work groups operating within the 

traditional hierarchy get the best results. 

 

 

1      2      3      4      5      6       7 Individuals or work groups operating 
independently, that is, outside the organizational 

chain of command, get the best results. 

 

11. Individuals and/or teams pursuing business 

opportunities are expected to obtain approval 

from their supervisors before making decisions. 

1      2      3      4      5      6       7 Individuals and/or teams pursuing business 

opportunities can take decisions on their own 

without constantly referring to their 

supervisor(s). 
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In general, the top managers of my firm... 

12. Expect individuals and/or teams pursuing 

business opportunities to justify their actions 

throughout the development process.            

1      2      3      4      5      6       7 Encourage individuals and/or teams pursuing 

business opportunities to proceed without 

having to justify their action at every stage of 

development. 

13. Expect individuals and/or teams to use existing 

strategies and standard operating procedures as a 

basis for decision making. 

 

1      2      3      4      5      6       7 Encourage individuals and/or teams to think 

"Outside the Box" when making decisions. 

14. Encourage the individuals or teams to rely on 

senior managers to guide their work.  

1      2      3      4      5      6       7 Supports the efforts of individuals and/or teams 

that work autonomously.           

 

D. With reference to your organization, Please circle the number in each scale that best approximates the actual conditions in your 
business unit. 

 
In general,  

1. Our business unit needs to rarely change its 

marketing practices to keep up with the market 

and competitors. 

1      2      3      4      5      6       7 Our business unit needs to change its marketing 

practices extremely frequently (e.g., semi-

annually). 

 

2. The rate at which products/ services are getting 

obsolete in the industry is very slow. 

1      2      3      4      5      6       7 The rate of products/ services obsolescence is 

very high. 

 

3. Actions of competitors are quite easy to predict. 1      2      3      4      5      6       7 Actions of competitors are unpredictable. 

 

4. Demand and consumer tastes are fairly easy to 

forecast. 

 

1      2      3      4      5      6       7 Demand and tastes are almost unpredictable. 

5. The production/service technology is not subject 

to very much change and is well established. 

1      2      3      4      5      6       7 The modes of production/service change often 

and in a major way. 
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How would you characterize the external environment within which your business unit functions?  

 

6. Very safe, little threat to the survival and well-

being of my business unit. 

1      2      3      4      5      6       7 Very risky, one false step can mean my 

business unit's undoing. 

 

7. Rich in investment and marketing opportunities. 1      2      3      4      5      6       7 Very stressful, challenging, hostile; very hard to 

keep afloat. 

 

8. An environment that my business unit can 

control and manipulate to its own advantage, 

such as a dominant firm has in an industry with 

little competition and few hindrances. 

1      2      3      4      5      6       7 A dominating environment in which my 

business unit's initiatives count for very little 

against the tremendous political, technological 

or competitive forces. 

 In general, the operating management philosophy in my business unit favours...... 

 

9. Highly structured channels of communication 

and a highly restricted access to important 

financial and operating information. 

1      2      3      4      5      6       7 Open channels of communication with 

important financial and operating information 

flowing quite freely throughout the business 

unit. 

 

10. A strong insistence on a uniform managerial 

style throughout the business unit. 

1      2      3      4      5      6       7 Managers' operating styles allowed to range 

freely from the very formal to the very 

informal. 

 

11. Strong emphases on giving the most say in 

decision making to formal line managers. 

1      2      3      4      5      6       7 A strong tendency to let the expert in a given 

situation have the most say in decision making 

even if this means temporary bypassing of 

formal line authority. 

 

12. A strong emphasis on holding fast to tried and 

true management principles despite any changes 

in business conditions. 

1      2      3      4      5      6       7 A strong emphasis on adapting freely to 

changing circumstances without too much 

concern for past practice. 
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 In general, the operating management philosophy in my business unit favours...... 

 

13. A strong emphasis on always getting personnel 

to follow the formally laid down procedures. 

1      2      3      4      5      6       7 A strong emphasis on getting things done even 

if it means disregarding formal procedures. 

 

14. Tight formal control of most operations by 

means of sophisticated control and information 

systems. 

 

1      2      3      4      5      6       7 Loose, informal control; heavy dependence on 

informal relationships and norms of cooperation 

for getting work done. 

15. A strong emphasis on getting line and staff 

personnel to adhere closely to formal job 

descriptions. 

1      2      3      4      5      6       7 A strong tendency to let the requirements of the 

situation and the individual's personality define 

proper on-job behaviour. 

 

Please provide following details about your organization. 

 

1. Name  of Firm:___________________________________ 

2. Email id:____________________________ Contact No:________________________ 

3. Whether BSE/NSE Listed:    Yes (       )                   No (       ) 

4. Age of your organization:       5.      Size of firm (based on annual turnover): 

A. Less than 5 Years   (       )               A.   Less than Rs. 5 crore    (       ) 

B. 5-10 Years   (       )               B.   Rs. 5-50 crore   (       ) 

C. 11-15 Years  (       )               C.   Rs. 51-500 crore   (       ) 

D. More than 15 Years (       )               D.   More than Rs. 500 crore  (       ) 

6. Number of employees:       7. Nature of  Your Organization: 

A. Less than 10   (       )               A.   Manufacturing     (       ) 

B. 10-50   (       )               B.   Service    (       ) 

C. 51-250   (       )                

D. More than 250  (       )               Thanks for your Valuable Time 
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SUMMARY 

Entrepreneurial orientation has emerged as a major construct in the field of 

entrepreneurship. It has often been conceptualized as the extent to which a firm 

showcases innovativeness, demonstrates proactiveness, prefers risk taking, shows 

competitive aggressiveness and provides autonomy to its employees. It is the reflection of 

the strategic posture of a firm and discloses how a firm operates i.e. how key decision 

makers behave while enacting firm’s vision, mission and purpose. 

Entrepreneurial orientation has often been regarded as a key ingredient for 

organizational survival, success and growth.  Many studies find a significant positive 

relationship between entrepreneurial orientation and business performance. However, 

some studies find an insignificant relationship between entrepreneurial orientation and 

business performance. Some studies suggest that the relationship between entrepreneurial 

orientation and business performance is not that straightforward; rather it is shaped like 

inverted U. A very high or low degree of entrepreneurial orientation is not always 

desirable in certain market and in structural conditions.  

Literature reveals a double opinion regarding the dimensionality of 

entrepreneurial orientation construct. One set of studies have conceptualized 

entrepreneurial orientation as a uni-dimensional construct, under the belief that the focal 

dimensions of entrepreneurial orientation are usually highly correlated with each other. 

Another set of studies argue that various components of entrepreneurship may vary 

independently and have a unique contribution towards firm’s success.  

The institutional environment of India is undergoing a large-scale transition. At 

present, the Indian business environment is very conducive for the entrepreneurial 

activities. Indian government as well as intelligentsia are stressing on the need for 

promoting entrepreneurship as a solution to the Indian problems of unemployment and 

economic growth. There is a need to know the factors responsible for the success of 

entrepreneurial activities. It is pertinent to explore the orientation of firms suited for 

entrepreneurship so that concerted efforts can be made to develop these orientations 

among India firms. However the literature suggests that there are not many studies 

exploring the entrepreneurial orientation in India. Further, there is hardly any study 
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conducted for exploring the relationship between entrepreneurial orientation and business 

performance in Indian context. The present study is an endeavour to fill these gaps. 

Research Questions 

The major purpose of the study is to clarify the nature of entrepreneurial orientation - 

business performance relationship by answering following research questions:  

1. How do organizational demographics effect the entrepreneurial posture of a firm? 

2. Is there a significant relationship between entrepreneurial orientation and business 

performance?  

3. Is the relationship between entrepreneurial orientation - business performance 

contextual in nature? 

Objectives of the Study   

Following objectives have been set for the study: 

1. To study the entrepreneurial orientation of North Indian firms.  

2. To study the association of entrepreneurial orientation with organizational 

demographics. 

3. To study the impact of entrepreneurial orientation on the business performance.  

4. To study the role played by organizational and industrial environment in 

entrepreneurial orientation - business performance relationship. 

5. To suggest a model of entrepreneurial orientation - business performance 

relationship, for Indian context. 

Research Design 

Descriptive, cross sectional research design has been adopted for the conduct of the 

present study. Survey method of data collection has been applied through a self 

developed research instrument. Entrepreneurial orientation has been considered as a firm 

level construct. The key informants (senior level key executives, who have decision 

making power in the organization) have been taken as respondents to represent each firm. 
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Responses of 500 North Indian firms (from Punjab, Haryana, Himachal Pradesh, Jammu 

& Kashmir, Uttaranchal, Uttar Pradesh, Rajasthan, Chandigarh, and Delhi) were 

collected through a personal survey. The responses were examined for their completeness 

and seriousness. After removing the non-serious and/or incomplete responses, 457 

responses (201 listed firms and 256 non listed firms) were finally selected for analysis. 

Confirmatory Factor Analysis with maximum likelihood criteria has been adopted for the 

measurement and validation of various constructs. Chi-square test of independence was 

used to assess the association of entrepreneurial orientation with the organizational 

demographics. Structural Equation Modeling has been used to measure the impact of 

entrepreneurial orientation on business performance, testing six conceptualized models of 

entrepreneurial orientation – business performance relationship. Chi-square difference 

test has been adopted for comparison of various competing models of entrepreneurial 

orientation – business performance relationship. Moderation Analysis measures the 

moderating effect of environmental uncertainty and organizational structure on 

entrepreneurial orientation – business performance relationship.  

Findings 

1. The results of the present study reveal that entrepreneurial orientation is a multi-

dimensional construct, having innovativeness, proactiveness, risk taking, 

competitive aggressiveness and autonomy as its integral dimensions.  

2. Though all five dimensions of entrepreneurial orientation are unique in nature but 

a high degree of positive correlation has been observed among these dimensions.  

3. Study reveals that there is no significant association between age of a firm and the 

kind of strategic posture (entrepreneurial orientation) adopted by a firm. Firms of 

any age group can adopt any degree of entrepreneurial orientation. It means that 

younger as well as mature firms can be equally entrepreneurial.  

4. There is a significant association between the size of a firm and the extent of 

entrepreneurial orientation demonstrated by a firm. Large firms, both in terms of 

annual turnover and number of employees, differ significantly from smaller firms 

while introducing new products and services, adopting novel practices, 
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undertaking risky alternatives, adopting a forward looking perspective and 

demonstrating an aggressive behaviour towards their rivals.  

5. The degree of autonomy provided to employees is not significantly associated 

with the size of firm (based on number of employees). Firms with a larger number 

of employees can be conservative in their approach while granting autonomy to 

their employees whereas a firm with smaller number of employees can provide 

sufficient autonomy to their employees and vice versa.  

6. There is no significant association between the nature of industry and degree of 

entrepreneurial orientation. The deconstruction of entrepreneurial orientation 

construct also reveals that the nature of firm is not significantly associated with 

three dimensions of entrepreneurial orientation (i.e. innovativeness, proactiveness 

and competitive aggressiveness). However, the degree of autonomy and risk-

taking is significantly associated with nature of firm, though the extent of 

association is not very strong.  

7. There is significant association between type of organization and degree of 

entrepreneurial orientation. The deconstruction of entrepreneurial orientation 

construct also reveals that type of organization is significantly associated with 

three dimensions of entrepreneurial orientation (i.e. innovativeness, proactiveness 

and competitive aggressiveness). However, the autonomy and risk taking are not 

significantly associated with the type of organization. 

8. The study finds significant and positive relationship between entrepreneurial 

orientation and business performance. All of the six proposed models of 

entrepreneurial orientation - business performance relationship have demonstrated 

that higher entrepreneurial orientation results in better business performance. 

9. The comparison of conceptualized models reveals that ‘Entrepreneurial 

Orientation (Multi-dimensional) � Subjective Business Performance Relative to 

Industry’ best describes the relationship between entrepreneurial orientation and 

business performance. Within this model, the study finds that except for 

autonomy, all other dimensions of entrepreneurial orientation i.e. innovativeness, 

proactiveness, risk taking and competitive aggressiveness significantly predict the 
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business performance.  

10. Environment uncertainty moderates the entrepreneurial orientation - business 

performance relationship. It has been found that the strength of entrepreneurial 

orientation- business performance relationship differs in different environmental 

contexts. In dynamic environmental settings, firms with higher entrepreneurial 

orientation are in a better position to achieve robust business performance 

whereas in stable environmental conditions, higher entrepreneurial orientation 

does not help the business to gain much.  

11. Organization structure does not moderate the entrepreneurial orientation - 

business performance relationship. The strength of entrepreneurial orientation - 

business performance relationship remains invariant for both organic and 

mechanistic organizational structures.  

Conclusion 

The study significantly enhances the entrepreneurship literature. Though we do not claim 

the generalization of findings, the study has contributed in more than one ways. The 

study contributes to the literature by providing validated scales for entrepreneurial 

orientation and business performance. The results of the study extend the literature by 

producing empirical evidence in support of entrepreneurial orientation - business 

performance relationship in the Indian context. The study justifies the use of multi-

dimensional view of entrepreneurial orientation.  The comparison of the uni-dimensional 

and multi-dimensional conceptualization of entrepreneurial orientation not only advances 

theory but also highlights the uniqueness of each dimension of entrepreneurial 

orientation. The study justifies the use of subjective measures of business performance in 

measuring the performance of an organization. It contributes to the scholarly 

conversation about contextual nature of entrepreneurial orientation by providing valuable 

insights regarding the moderating role of environmental uncertainty in entrepreneurial 

orientation - business performance relationship.  
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