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ABSTRACT 

The aim of this study is to empirically investigate how entrepreneurial 

orientation (EO) and incremental innovation capabilities impact the performance of 

Taiwanese small and medium-sized enterprises (SMEs) operating in China, which is 

the largest emerging economy. Incremental innovation is vital for SMEs’ survival and 

competitive advantage. Despite an abundance of studies noting that incremental 

innovation contributes to SMEs’ performance, little is known about how the 

antecedents influence SMEs’ incremental innovation capability when they operate 

overseas. Though previous studies have acknowledged that context complexity plays 

a significant role in EO-performance relationships, there is very limited empirical 

attention paid to these relationships in the context of foreign SMEs’ operating in 

emerging economies. Similarly, few studies have expressly examined which salient 

dimensions of social capital influence resource acquisition with regard to SME 

international expansion in emerging economies, or the extent of this influence. This 

study addresses each of these issues and proposes a framework that empirically 

examines the path-dependent effects of entrepreneurial proactiveness, social 

adaptability, structural capital, relational capital, human capital, tacit knowledge, and 

incremental innovation capability on performance in the context of foreign SMEs 

operating in emerging economies. 

This study uses a quantitative empirical approach supplemented with a focus 

group interview as a qualitative method to ensure the validity the measurement. The 

survey, and archival data, on 218 Taiwanese SMEs operating in China are analysed 

using structural equation modelling with software AMOS. All fit indices for the 

structural model in the survey achieved the recommended threshold values, and all 

hypotheses proposed in this study were supported by the findings.  

This study provides a road map indicating the antecedents of incremental 
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innovation capability in the context of foreign SMEs operating in emerging 

economies. The framework was confirmed and supported by empirical results. The 

study contributes to the entrepreneurship literature, social capital theory, the 

resource-based view, and incremental innovation, by revealing that entrepreneurial 

proactiveness and social adaptability are positively associated with structural and 

relational capital building. Structural capital is positively related to human capital 

acquisition, and there is a positive relationship between relational capital and tacit 

knowledge acquisition. Human capital and tacit knowledge, in turn, provide the 

effective means for achieving superior incremental innovation capability to strengthen 

performance. The findings further provide a guide for foreign SME entrepreneurs on 

what entrepreneurial behaviours or traits might drive social capital building to gain 

competitive advantage in emerging economies. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Introduction 

This chapter presents the introduction to the thesis. It briefly describes the 

research background, research problems, and research questions. It also presents the 

research methodology, and the contributions made to the field by this study. The entire 

chapter serves as a road map for this thesis. 

 

1.2 Research Background and Research Problem 

Incremental innovation capability is vital for SMEs’ survival and competitive 

advantage. Despite an abundance of studies noting that incremental innovation 

contributes to SMEs’ performance, it remains unclear about the antecedents and 

consequences of incremental innovation capability for foreign SMEs operating in 

emerging economies. 

This study attempts to explore the entrepreneurial orientation (EO) performance 

relationship in the context of Taiwanese SMEs operating in China. A proposed 

conceptual framework in which entrepreneurial proactiveness, social adaptability, 

structural capital, relational capital, human capital, tacit knowledge and incremental 

innovation capability, have path-dependent effects on this relationship will be 

empirically examined. 

Prior research has long recognised entrepreneurial SMEs as a primary driver for 

economic growth (Eggers et al. 2013; Carton and Hofer 2006; Avlonitis and Salavou 

2007; Henderson and Weiler 2010). Presenting a key significance for an economy and 

its policies is the understanding of the factors behind economic growth. This is 

especially relevant because growth-oriented enterprises are a noteworthy resource for 

revenue generation and jobs in market economies. Conversely, the elements 
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contributing to growth in SMEs are some of the unresolved mysteries in business and 

management investigation (Davidsson et al. 2005; Clarysse et al. 2011; Eggers et al. 

2013). Seeking to rise above the existing negative attributes associated with being 

“small or new” (Aldrich and Auster 1986), and to participate productively in the 

market, SMEs need to develop themselves, at least to some extent (Garnsey 1998). 

For that reason, SME development has assumed the role as a primary metric for 

business accomplishment within the research studies in entrepreneurship. 

Entrepreneurial orientation (EO) encompasses the behaviour and objectives for 

the main planners of strategy development, which is a generative progression 

(Lumpkin and Dess 2001). In their firms, SMEs entrepreneurs serve as the crucial and 

often primary decision makers. Consequently, the behaviours of SMEs are “scarcely 

more than the extension of the will of the dominant coalition of individuals” (Hannan 

and Freeman 1984, p.158). Serving as the newly established and small venture’s 

primary resource, the individual entrepreneur and his characteristics is predictor to the 

SMEs’ entrepreneurial behaviour (Manev and Gyoshev 2005).  

Despite a significant focus of research on the resource-based view (RBV), little is 

known about the origin of competitive advantage in SMEs (Degravel 2012). The RBV, 

studied mostly in large firms, and not fully exploited regarding SMEs, could provide a 

powerful framework for SMEs for building competitive advantage and “strategizing 

based on their resources and potential” (Runyan et al. 2007, p.390-391). From the 

RBV framework, the strategies for SMEs would be based on those resources that are 

able to provide the basis for sustainable competitive advantage. Despite this potential, 

little has been done to reveal the specific or critical resources which foreign SMEs 

operating in emerging economies possess, or utilise, to gain competitive advantage. 

In addition, this thesis seeks to broaden the scope of previous research by 

investigating the probable impact of entrepreneurs’ social adaptability on new venture 
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performance in a culture. In the context of China, entrepreneurship has lately been 

strongly promoted and is an increasingly important factor in China’s economic 

growth. Prior study suggests that entrepreneurs’ social adaptability is important in 

Chinese culture (Tang 2010; Zhao et al. 2010). Entrepreneurs with higher social 

adaptability can assume an essential role in productively creating, maintaining, and 

growing these social networks. For this reason, social adaptability is arguably 

particularly vital for entrepreneurs in China. And thus, the nation of China offers a 

suitable context for the current research. 

Social capital is obtaining popularity in management literature as a primary factor 

of a firm’s success (Inkpen and Tsang 2005). Although its meaning and effects are 

still not widely understood, social capital is perceived to be the latest instrument in 

their competitive advantage toolbox that SMEs use to develop and improve their 

position. This will also allow them to achieve superior rates of return. From the 

context of China and other emerging economies, evidence suggests that social capital 

is central to SMEs as it provides access to the means to acquire resources that are vital 

to the firms’ survival and competitive advantage (Peng and Zhou 2005). Yet few 

studies have empirically examined which salient dimensions of social capital 

influence resource acquisition, in the context of foreign SMEs operating in emerging 

economies such as China, nor the extent of this influence. 

 As many SMEs depend on their ability to be innovative to achieve and sustain 

competitive advantage (Parida et al. 2012), it is important to identify the most 

efficient methods for innovation. Prior studies indicate that for innovation to be 

effective, it should engage all aspects of an SME, which can potentially affect every 

discipline and procedure (McAdam 2000; Verhees and Meulenberg 2004; Humphreys 

et al. 2005). Innovation may become radical, incremental, or transformational. This 

largely depends on the nature and the effect of the change. As recommended by 
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Afuah (1998), the innovations are not required to always be paradigm shifting, but 

companies should strive for larger innovations (Kim and Mauborgne 1999). Although 

there are numerous research reports on SME continuous improvement (Gunasekaran 

et al. 1996; Bessant and Caffyn 1997; Bessant and Francis 1999), there are few 

in-depth studies of innovation implementation for SMEs (Palmer and Griswold 2011). 

The study should not assume that philosophies of innovation implementation in large 

companies are directly transferable to SMEs, where the SMEs are regarded as a 

reduced version of a large firm. Therefore, more research should be done on how 

innovation is implemented for SMEs while also addressing the constraints and 

characteristics which they must face. 

 

1.3 Research Questions 

In addressing the aforementioned research gaps, this study attempts to answer the 

following questions: 

(1) The extent to which entrepreneurial proactiveness and social adaptability affect 

structural capital and relational capital building for Taiwanese SMEs operating in 

China. 

(2) The extent to which structural capital and relational capital facilitate human 

capital and tacit knowledge acquisition for Taiwanese SMEs operating in China. 

(3) The extent to which human capital and tacit knowledge affect incremental 

innovation capability for Taiwanese SMEs operating in China. 

In order to answer these questions, this study empirically tests the roles of 

entrepreneurial proactiveness, social adaptability, structural capital, relational capital, 

human capital, tacit knowledge and incremental innovation, in influencing the 

EO-performance relationship, with a focus on Taiwanese SMEs operating in China. 
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1.4 Research Methodology 

Quantitative research is the primary focus for hypothesis testing in this study, and 

a focus group (qualitative research) was applied to ensure face validity of item 

selection in the tested model. The sample in this study consisted of top-ranking 

management or owners of Taiwanese SMEs operating in China. The development of 

instruments and measures involved the following four steps namely literature analysis, 

focus group interview, translating the preliminary questionnaire from English to 

Chinese, and pilot study. 

A mail-out survey questionnaire was used for the large-scale survey. The issue of 

low response rates was discussed, and the methods for solving this issue implemented. 

During the comprehensive survey, each respondent was supplied with a questionnaire 

set that included the questionnaire, a cover letter and a reply-paid envelope. To 

investigate the presence of common method variance (CMV) in this study, Harman’s 

one factor test on the self-reported data to examine the severity of CMV was 

performed. The results of the questionnaire survey were then extracted for further 

statistical analysis. 

 

1.5 Contributions of the Study 

This study contributes to the literature on EO-performance in the context of 

foreign SMEs operating in emerging economics. It determined the results of the 

EO-performance relationship are contradictory due to its context-specific nature. The 

findings of this study provide empirical evidence that EO has a positive impact on 

foreign SMEs performance in China. Above all, foreign SMEs operating in China 

with elevated levels of EO find new ways to fortify their competitive positions by 

continuously scanning and scrutinising their environments of operation. 

This study contributes to the literature on the antecedents of incremental 
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innovation, in the context of foreign SMEs operating in China, by examining the 

mechanisms that influence incremental innovation and performance. Specifically, this 

study develops a model of entrepreneurial orientation and incremental innovation to 

test the path-dependent effects of entrepreneurial proactiveness, social adaptability, 

structural capital, relational capital, human capital, tacit knowledge and incremental 

innovation, on performance in the context of foreign SMEs operating in China. As 

such, this study provides a comprehensive picture of how incremental innovation 

capability is driven, and realised, in foreign SMEs operating in emerging economies. 

This study extends the RBV literature in the context of foreign SMEs operating 

in emerging economies. The RBV of the firm focuses on a firm’s specific and unique 

resources—and the identification of these are essential for SMEs’ survival. This study 

is the first to reveal that human capital and tacit knowledge contribute to incremental 

innovation capability in the context of foreign SMEs operating in China. In addition, 

this study makes a clear distinction between human capital and tacit knowledge, and 

examined the role of both factors in influencing incremental innovation in the context 

of foreign SMEs operating in China. 

 

1.6 Organisation of the Thesis 

This thesis consists of five chapters and is organised as follows: Chapter One: 

INTRODUCTION; Chapter Two: LITERATURE REVIEW AND DEVELOPMENT 

OF HYPOTHESES; Chapter Three: RESEARCH METHODOLOGY; Chapter Four: 

DATA ANALYSIS AND RESULTS; Chapter Five: DISCUSSION AND 

CONCLUSION. 
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CHAPTER TWO 

LITERATURE REVIEW AND DEVELOPMENT OF HYPOTHESES 

This chapter reviews the literature on the various constructs related to the tested 

model. Based on this review, hypotheses on the relationships between these constructs 

are then developed. The chapter has the following structure. Section 2.1 presents the 

introduction of the chapter. Section 2.2 elaborates the overview of SMEs and their 

importance to Taiwanese SMEs operating in China. Section 2.3 presents the 

foundation theories applied in the study. Sections 2.4 to section 2.10 review the 

literature on the various constructs related to the tested research model. Based on 

literature review, hypotheses on the relationships between these constructs are then 

developed. Finally, Section 2.11 presents the chapter’s concluding remarks. 

 

2.1 Introduction 

Incremental innovation capability is vital for SMEs’ survival and competitive 

advantage. Despite an abundance of studies noting that incremental innovation 

contributes to SMEs’ performance, it remains unclear about the antecedents and 

consequences of incremental innovation capability for foreign SMEs operating in 

emerging economies. 

This study attempts to explore the entrepreneurial orientation (EO)-performance 

relationship in the context of Taiwanese SMEs operating in China. Within the 

proposed framework, this study empirically examines entrepreneurial proactiveness 

and social adaptability as the primary factors contributing to SME performance. A 

proposed conceptual framework in which structural capital, relational capital, human 

capital, tacit knowledge and incremental innovation capability have path-dependent 

effects on the performance relationship will be tested. 

Entrepreneurial orientation (EO) has been developed in the last twenty years in the 
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field of entrepreneurship research. It has become a highly recognised tool for 

explaining firm performance differences (Keh et al. 2007; Su et al. 2011; Eggers et al. 

2013). Prior research suggests EO has a positive impact on firm performance (Tang 

and Hull 2012; Tang et al. 2013). Moreover, in different studies, the relationship 

between performance and EO has been challenged, and some reported a weak or lack 

of association. Other studies reported a negative connection. Several studies have 

challenged the relationship of the EO-performance and some found minor or a lack of 

association, and others reported a negative association (Morgan and Strong 2003). 

These contradictory findings present the critical issue of why the research into the 

EO-performance relationship tends to be inconsistent. One potential reason for the 

contrasting empirical results may be linked to EO being specific for different 

situations and contexts (Lumpkin and Dess 1996; Wiklund and Shepherd 2005; Tang 

and Tang 2012). Though previous research has acknowledged that context complexity 

plays a mediating or moderating role in EO-performance relationships (Dess et al. 

2011; Tang et al. 2013), there was minimal empirical consideration applied to 

EO-performance relationships in the entrepreneurship studies in the context of foreign 

SMEs operating in emerging economies. 

Further, most research on the EO-performance relationship has been conducted in 

the Western countries where institutional development is well established. As the 

parameters for economic activities are defined by institutions (North 1990; Dess et al. 

2011), EO-performance will be highly dependent on the institutional context (i.e. 

emerging economies). As economies move from planned to market driven models, 

many institutional changes result in entrepreneurial opportunities, which also raise 

associated risks to consider for foreign SMEs operating in emerging economies. 

China is such an example, and this study reveals the potential direction of EO 

research in a non-Western context. 
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Prior research suggests that entrepreneurship is seen as a driver of social capital 

acquisition in the SME context (Eggers et al. 2013; Kreiser et al. 2010), yet little is 

known regarding how unique entrepreneurs’ capabilities may positively influence 

obtaining social capital. This study specifically investigates the extent to which 

entrepreneurial proactiveness and social capability are positively associated to 

structural capital and relational capital acquisition. 

A timely factor in the options which SMEs can develop to raise their rates of 

return above the industry average (which is considered as a competitive advantage) is 

through social capital (Tocher et al. 2012). However, few studies have expressly 

examined which salient dimensions of social capital influence human capital and tacit 

knowledge acquisition with regard to SME international expansion, nor the extent of 

this influence. This has also not been addressed in the highly unpredictable local 

institutional environment such as China. This study attempts to address this research 

gap by determining the positive contribution of both structural capital and relational 

capital to the human capital and tacit knowledge acquisition of SMEs in the context of 

foreign SMEs operating in China. 

Despite an abundance of research noting that incremental innovation capability 

contributes to SMEs’ performance (Gronum et al. 2012; Prajogo and McDermott 

2013), it remains unclear about the extent to which social capital and resource 

acquisition affect incremental innovation capability for foreign SMEs operating in 

emerging economies. The significance of tacit knowledge and human capital in the 

SME context has been widely discussed (Abeson and Taku 2009; Georgiadis and 

Pitelis 2012; Jarvis and Rigby 2012). Nonaka and Takeuchi (1995) argue that tacit 

knowledge creates competitive advantage for the firms, and that knowledge in SMEs 

is almost always tacit in nature. Current studies contend that the key criteria for the 

success and survival of SMEs might be due to the skill sets, experience and 
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educational backgrounds of their employees (Georgiadis and Pitelis 2012). This study 

proposes both human capital and tacit knowledge as critical resources for innovation 

activities, and investigates the extent to which human capital and tacit knowledge 

enhance greater incremental innovation breadth and SME performance. 

Consistent with this conceptualisation, this study attempts to answer the following 

research questions: 

(1) The extent to which entrepreneurial proactiveness and social adaptability affect 

structural capital and relational capital building for Taiwanese SMEs operating in 

China. 

(2) The extent to which structural capital and relational capital facilitate human 

capital and tacit knowledge acquisition for Taiwanese SMEs operating in China. 

(3) The extent to which human capital and tacit knowledge affect incremental 

innovation capability for Taiwanese SMEs operating in China. 

By answering these questions, this study tests the roles of entrepreneurial 

proactiveness, social adaptability, structural capital, relational capital, human capital, 

tacit knowledge and incremental innovation capability in influencing the 

EO-performance relationship, with an example of Taiwanese SMEs operating in 

China. The model of entrepreneurship and incremental innovation of Taiwanese 

SMEs operating in China developed in the thesis is illustrated in Figure 2.1. The 

figure also displays the expected relationships that form the basis of the hypotheses 

and reviews the extant literature on the constructs in relation to the tested research 

model. 
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Figure 2.1: The Model of Entrepreneurship and Incremental Innovation of Taiwanese 

SMEs Operating in China 

 

2.2 Overview of Small and Medium-Sized Enterprises (SMEs) 

SME’s are major contributors to a nation’s socioeconomic development, increased 

competitiveness and long term expansion (Eggers et al. 2013; Terziovski 2010; Xie et 

al. 2010; Lin and Yeh 2004). Nevertheless, due to numerous issues and obstacles, 

SMEs may encounter challenges in influencing their growth. This section will discuss 

general definitions, functions and issues relating to SMEs. 

 

2.2.1 The Definition of SMEs 

Contrary to generalisations, SMEs are actually businesses which are 

heterogeneous in nature and operate in many markets and environments. Typical 

examples include laundromats, restaurants and grocery stores. Also categorised as 

SMEs are manufacturing companies which encompass a workforce representing a 

wide range of experience and skill levels. Some SMEs such as family owned 

businesses are focused on being small firms while other larger SMEs are more 

innovative and growth oriented (Hallberg 2000; Terziovski 2010), preferring to focus 

on traditional-descent business activities. Prior research notes that SMEs are 

characterised by less organisational complexity than large firms and also with the 
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SME leader’s overriding role (Klass et al. 2010). The management structure at 

numerous SMEs may be flat and informal/non-bureaucratic. The base of control is 

often driven by the owner/CEO’s personal supervision and this may provide an 

organic, looser management style with fewer formal company policies which fosters 

innovation (Daft 2007; Durst and Edvardsson 2012). This active orientation of SME 

owners or CEOs is likely to serves as a key factor when considering the improvement 

and augmentation of their companies (Zhao et al. 2010).  

As each nation may have its own unique for SME size classification, there is no 

universal definition. However, as a rule of thumb, SME size is usually based on 

consideration of sales turnover/volume, full time employee size and fixed physical 

assets (Cunningham 2011). Theoretically, to be categorised as a micro-enterprise or 

SME, a firm should fulfil the criteria of being independently owned (with less than 

25% ownership by another company), having a minimum number of employees, and 

one of two financial criteria (Hooi 2006). From research observations, many nations 

define SME size only based on the criterion of number of employees. The definitions 

of SMEs in most Asian and other countries are listed in Table 2.1. Employment size is 

considered by scholars to be an essential instrument in the categorisation of SMEs. 

This is true even though the size is different according to the country’s requirements. 

Some countries also use more than one definition, such as assets or capital to 

differentiate SMEs from large firms. 
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Table 2.1 Definitions of SMEs in Most Asian and Other Countries 

Country Category of industry Criteria/country’s official definition  
Australia Small 

Medium 
<20 employees 
≤200 employees 

Canada Manufacturing Independent firms having <200 employees 
China Industrial 

Construction 
Transport and posts 
Wholesale and retail 
Hotel and restaurant 

<300-2,000 employees 
<600-3,000 employees 
<400-3,000 employees 
<100-500 employees 
<400-800 employees 

European Union SME <500 employees 
Indonesia SME <100 employees 
Japan Manufacturing, mining and 

transportation construction 
industries 

<300 employees or invested capital <£0.42 
million 

Korea Manufacturing 
 
Mining and transportation 

<300 employees, £10.89–43.57 million of 
capital (assets) 
<300 employees construction; <200 
employees commerce; 
<20 employees other service business  

Malaysia Small and medium industries ≤150 full time workers or with a shareholder 
fund of <£3.64 million 

Philippines SME <200 employees, asset size <£0.63 million 
Singapore Manufacturing Fixed assets <S$ 15 million 
 Service <200 employees and fix assets <£4.98 million 
Taiwan Manufacturing, mining and 

construction industries 
<£0.93 million and <200 employees 

 Services industries and others <£1.24 million of sale volume and <50 
employees 

Thailand SME ≤200 employees or fixed assets <£1.49 million 
United Kingdom SME The company law thresholds for SMEs have 

recently been increased to the maximum 
possible under EU regulations (i.e. <500 
employees) 

United States Very small enterprises 
Small enterprises 
Medium enterprises 

<20 employees 
20–99 employees 
100–499 employees 

Vietnam SME No fixed definition, generally <500 employees 

Source: Cunningham (2011, p. 41–42) 

 

As important leaders in employment creation, social stability and financial 

growth, SMEs have been recognised as the backbone of the national economy (Siu 

and Liu 2005). Taiwanese SMEs have been crucial to the economic development of 

Taiwan's economy and their contribution has been a major driver for over 40 years of 

economic growth. The research shows that in 2011 there were a total of 1,310,791 

business enterprises in Taiwan. Of these, 1,279,784 were SMEs, accounting for 

97.63% of the total number of business enterprises in Taiwan (MOEA 2012). When 
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Taiwan’s SMEs intend to operate abroad, China is selected as the preferred host 

country (MOEA 2012). Due to recent reforms in China’s economic policies, China 

has become the largest recipient of Taiwan’s foreign investment. However, there are 

still numerous Taiwanese enterprises who decide to invest in other countries other 

than China (Lin and Yeh 2004; Siu and Liu 2005). To encourage foreign direct 

investment, China established an open-door policy in 1979 which provided relatively 

inexpensive resources, incentives for foreign investment and a large potential market 

not available to local Chinese enterprises (Child and Tse 2001). Therefore it is the 

attraction of China’s location advantages balanced with the push of Taiwan’s 

worsening location advantages and increases in international competition which drive 

SMEs to set up operations in China (Shih and Wickramasekera 2011). The Taiwan 

SMEs who are competitive as compared to local Chinese SMEs tend to hold 

ownership and/or asset or transaction advantages (Tai and Hung 2006). 

 

2.2.2 Role and Issues of SMEs 

Previous research studies document that SMEs are an essential player in the 

tangible improvement of numerous nations (Siu and Liu 2005; Cunningham 2010; 

Xie et al. 2010). Similarly, SMEs have a strong influence in the economic 

improvement of numerous nations (OECD 2005; Mbizi et al. 2013). Nevertheless, the 

impact of SMEs differs upon the kind of economy, level of economic advancement 

and industry sector (Siu and Liu 2005). These points imply that nations apply diverse 

techniques to guarantee the positive accomplishments of their SMEs according to the 

business ecosystem. Earlier studies on the vitality of SMEs, particularly in rising 

economies, report the following conclusions. First, SMEs empower proprietorship and 

entrepreneurial aptitude. Second, they are important players in the market economy. 

Third, they are adaptable and can acclimate rapidly to changing market demand and 
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supply circumstances making an aggressive SME area a precursor for sustainable 

improvement and the capability to react effectively to globalisation. Fourth, they 

create large long-term employment opportunities. Fifth, they help enhance 

movements in the economy and make critical contributions to trade and exports. And 

finally, they significantly affect local improvement (OECD 2005; Roxas 2008). 

Including Taiwan, the advancement of SMEs in diverse nations will typically be 

undermined by institutional, infrastructure and issues related to the economy (Lin and 

Yeh 2004). Other relevant issues encompass marketing and labour-gainfulness 

(Tambunan 2007). Tambunan (2007) suggested that the size of enterprises is inversely 

proportional to the complexity of the problems they encounter. On the positive side, 

prior research suggested that SMEs possess greater adaptability than larger companies 

in indeterminate business atmospheres, and may have lawful transactions protection 

(Kauffmann 2005). While SME size is critical in helping the nation's economic 

development, the size factor is not precisely set with the national income development 

rate (Beck et al. 2003). 

SMEs need to initiate precautions to defeat the issues that slow down their 

development, keeping tabs on rationalisation and reorganisation (MITI 2006), with a 

specific end goal to be more efficient and competitive in the worldwide commercial 

marketplace ensuring that they will proceed as the drivers of their nations' monetary 

prosperity. 

 

2.2.3 The Significance of the Chinese Market and its Attraction to Taiwan’s 

SMEs 

In general, Taiwanese enterprises operating in China are relatively small in size 

and labour intensive (MOEA 2012). When they are contrasted with numerous nearby 

Chinese ventures, they are more propelled in capital assets and handling proficiencies, 
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as well as in marketing, finance and human resource management capabilities, 

business associations, and a reputation both in provincial and export markets. In both 

the Taiwan and international markets, the ownership advances of Taiwanese SMEs 

have been produced in the course of the recent thirty years (Lin and Yeh 2004; 

Johnson Jr. et al. 2013). In order to contend, the local Chinese SMEs need time to 

build up their business proficiency. 

With the movement towards economic liberalisation, the rapid development of 

international trends, as well as information and communication technology, and 

knowledge-based economic development, it is necessary to not only change existing 

traditional management and business models, but to further drive enterprises towards 

global division of labour and integration (Lin and Yeh 2004; Armstrong 2013). In 

addition, in the face of the financial tsunami, the rapid development of the regional 

economies, and the rise of cheap consumption, the Economic Cooperation Framework 

Agreement (ECFA) between Taiwan and China and the Free Trade Agreement (FTA) 

between Taiwan and other economies, have accelerated the interest of Taiwan’s 

enterprises in exploring China and other emerging markets (MOEA 2012; Armstrong 

2013). In such markets, however, they will face the threat of competition from China 

and other emerging economies in product and market competition. These internal and 

external business environment changes have a tremendous impact on the survival and 

development of Taiwan’s domestic SMEs. Therefore, the issue of how to strengthen 

interdisciplinary capabilities to respond to this rapidly changing environment is a 

critical one for Taiwanese SMEs.  

The special relationship between China and Taiwan is of significance and is the 

basis for the investigation of this study. From a historical relationship standpoint 

between the two locales, Taiwan's government has urged Taiwanese companies to put 

resources into Southeast Asian nations for political explanation. Moreover, numerous 
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Taiwanese companies commonly select China over Southeast Asian nations due to 

similarities in dialect and culture (Yeh and Lin 1999; 2004; Ho and Leng 2004; Dent 

2009). Table 2.2 shows China has become the first-ranked trade partner of Taiwan. 

 

Table 2.2 Taiwan’s Top Five Trade Partners (Time Period: 01/2000–04/2013) 

Country Ranking 
Total Trade 

Amount (US$m) 
Share (%) 

China 1 936,596 17.267 
Japan 2 764,558 14.095 

United States 3 703,398 12.968 
Hong Kong 4 481,614 8.879 

Korea, Republic of 5 262,734 4.844 

Source: Bureau of Foreign Trade, Taiwan (http://cus93.trade.gov.tw/english/fsc3040f.aspx) 

 

From the perspective of Taiwanese SMEs, they consider China to be a large 

country which has extensive resources, government mandated incentives, and national 

infrastructure (Armstrong 2013; Xu and Yu 2009). The geographical concentration of 

Taiwanese SME investments in China are in the southern and eastern regions (which 

is similar to investments from Hong Kong and other countries in China) (MOEA 

2012). In these regions, the SME’s can take advantage of favourable investment 

incentives promoted by the Chinese government as well as direct access to seaports 

connecting to international markets (Lin and Yeh 2004; MOEA 2012). 

 

2.3 Foundational Theories Applied in the Study 

This section reviews literature regarding three foundational theories that represent 

the current study’s constructs: social capital, the resource-based view (RBV), and 

innovation theories in relation to SMEs. Social capital theory suggests that "networks 

of relationships constitute a valuable resource for the conduct of social and economic 
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affairs, providing their members with the collectively-owned capital" (Nahapiet and 

Ghoshal 1998, p.243). 

Previous research studies prescribe that social capital is particularly solid in SMEs 

as a result of the unification of ownership and administration (Salvato and Melin 2008; 

Kontinen and Ojala 2011). The existing research has confirmed the positive function 

of social capital in gaining entrance to assets and capacities, and in establishing and 

maintaining business relationships, in the context of SMEs (Partanen et al. 2008; 

Roxas 2008; Kontinen and Ojala 2011; Xerri and Brunetto 2011). 

The most prominent basis for comprehending strategic management is the RBV of 

the firm (Barney et al. 2001; Runyan et al. 2007; Terziovski 2010) and it is utilised to 

portray and operationalise plans of competitive advantage. The key action for the 

firms is to have the ability to leverage the benefits gained from unrivalled assets. Prior 

research recommends that with regard to the SMEs' overall execution and 

competitiveness, RBV presents a hypothetical foundation for the significance of 

various resource types (Terziovski 2010; Roxas and Chadee 2011). On a theoretical 

basis, the RBV’s most recent research exhibits an increasing concentration for 

developing competitive advantages (Roxas and Chadee 2011). It is generally 

recognised in the management literature that innovation assumes a paramount role in 

firm competiveness (Klaas et al. 2010). The reports confirm that innovation is a 

successful key movement that frequently prompts the improvement of competitive 

advantages, which is typically connected with above normal returns (Craighead et al 

2009; Thornhill 2006). 

SMEs may distinguish themselves from rivals through the offering of inventive 

products, services, methodologies, or business models, custom-made for attractive 

niche markets (Rosenbusch et al. 2011). SMEs can avoid price competition and create 

new demand by encouraging firm development through the offering of creative 



19 
 

services and products. 

 

2.3.1 The Social Capital Perspective  

Even though the perception of social capital has garnered pervasive 

acknowledgement, there remains broad ambiguity about its importance and impact 

(Inkpen and Tsang 2005; Roxas 2008). The concept of social capital originated from 

sociology theory, which generally seeks to explain the phenomena of community and 

family relationships (Tsai 2000). Early sociologists perceived that individuals within a 

society can be viewed as social participants. Although their actions are limited to 

self-interested behaviour, the actions they undertake are interdependent (Coleman 

1990). The international interactions of individuals and others build up a complicated 

social context. Individuals become involved with, and are led, formed and constrained 

by the social context in which they live, and this eventually generates a social network 

and social organisations. Within this social network, cooperation is achieved by the 

sharing of similar norms, values and empathies. Incremental gains in relationships 

represent a type of wealth enjoyed by individuals. This type of wealth is accumulated 

via dynamic, continuous, formal and informal social interactions and these together 

are called social capital (Lesser 2000). Politicians and economists have also 

investigated regional social benefits based on the social capital concept. Since the 

1980s, many studies of organisational theory and strategic management have built on 

this concept in explaining competitive advantage amongst organisations (Nahapiet 

and Ghoshal 1998; Uzzi 1996; Uzzi and Gillespie 2002). 

Although the phrase ‘social capital’ was first coined by sociologists in 1916 (Lin 

2001), it did not come into mainstream use amongst scholars until the 1980s. The first 

contemporary assessment of social capital was presented by Bourdieu (1986). It 

characterised the concept as the sum of probable or legitimate institutionalised 
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relationships for joint acquaintances. There is increasing evidence that social capital 

represents the ability of individuals to secure profits via their social network 

participation or in other social frameworks (Portes 1998). Baker (2000) portrays 

social capital as the assets accessible through individual and business connections. 

Coleman (1990) notes that any portion of a social structure which creates value is 

considered to be social capital. This gives confidence to the people within the social 

structure to perform certain activities.  

    Social capital is to some degree an open term that has a diversity of distinctive 

meanings and definitions (Roxas 2008; Xerri and Brunetto 2011; Stam and Elfring 

2008). From a business viewpoint, social capital encompasses many assets. This is 

illustrated by business intelligence and opportunities, financial funding and power. 

Additionally, other examples of social capital include trust, emotional support, 

friendliness and participation through business as well as personal networks (Baker 

2000). Cohen and Prusak (2001) state that social capital is comprised of the stock of 

dynamic associations around individuals. This includes trust, common comprehension, 

imparted values and behavioural viewpoints that intertwine human networks which 

make cooperative action conceivable. Seen comprehensively, social capital envelops 

numerous parts of a social setting. For example, the social ties, trusting relations and 

support groups that encourage the activities of people spotted inside that connection. 

Coleman (1988) conducted a complete survey of past research devoted to social 

capital. He summarised that social capital is comprised of two common aspects. One 

is that social capital offers some component of a social structure. The second is that 

inside that structure, social capital encourages certain actions for individual as well as 

corporate actors.  

While these definitions of social capital have many similarities, a well-regarded 

consensus describes social capital as relational, structural and cognitive assets, and the 
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company is the central concentration of analysis (Nahapiet and Ghoshal 1998; Tsai 

2000; Roxas 2008). Structural capital or social interaction ties are defined as network 

connections that offer access to useful data and resources (Inkpen and Tsang 2005; 

Roxas 2008; Xerri and Brunetto 2013). Relational capital describes trustworthiness 

and trust relations among network actors (Tsai 2000; Liao and Welsch, 2005; Roxas 

2008; De Carolis and Saparito 2006). Finally, cognitive capital encompasses shared 

depictions, interpretations, and frameworks among parties within a social network (De 

Carolis and Saparito 2006; Roxas 2008). The helpful resources accessible to partners 

in a relationship network are known as social capital (Adler and Kwon 2002) and the 

social ties amongst these network partners can be utilised for many purposes which 

yield benefits for individuals within the social network (Kontinen and Ojala 2011). 

Burt (1992) contends that the most critical factor resulting in competitive success for 

firms is actually social capital. Nahapiet and Ghoshal (1998, p. 243) define social 

capital as “the sum of the actual and potential resources embedded within, available 

through, and derived from the network of relationships possessed by an individual or 

social unit”. A more popular accepted definition explains that social capital refers to 

“the features of social organisation such as networks, shared norms, and trust that 

facilitate coordination and cooperation for mutual benefit” (Putnam 2000, p. 36).  

These imparted standards, values, comprehension and reciprocities emerging 

from those social networks encourage participation inside or around groups and this 

supports the accomplishment of objectives (Roxas 2008). Based on Nahapiet and 

Ghoshal's (1998) proposal on social capital dimensionality, as well as Granovetter's 

(1985) research on social embeddedness, this thesis examines structural capital and 

relational capital, which are measurements of social capital relevant to China’s 

institutional environment. These two measurements have been generally received in 

different studies and demonstrated to be strongly interrelated instead of being totally 
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unrelated (Li et al. 2007; Liao and Welsch 2005; Tang 2010). Each of these two sizes 

encourages streams of information that empower SME entrepreneurs to uncover 

chances when confronting poor information communications (Tang 2010). In this 

context, this study focuses on the structural and relational dimensions of social capital 

and examines how they influence firms’ resource acquisition capability and 

competitive advantage. 

As illustrated from China’s case as well as studies on other rising economies, 

SMEs need to embrace social capital (Peng and Zhou 2005). Social capital empowers 

these firms, which are debilitated by generally powerless internal resources, to enjoy 

the complementary resources available in the more extensive network (Tsai 2000; 

Inkpen and Tsang 2005; Roxas 2008). Redding (1996) characterises SMEs as frail 

organisations interfaced by strong networks, proposing that network-related elements 

might assume a critical part in their location and execution. The relationship between 

China and Taiwan likewise makes this setting fascinating. Official reports have 

indicated that 98 percent of the Taiwanese populace is of Chinese origin (Zhao and 

Hsu 2007). Lin (2008) notes that several factors have tempted many Taiwanese SMEs 

to rush into China, such as China’s supply of cheap and abundant labour, the good 

market potential of China, the common language and cultural similarities between 

Taiwan and China, and the short geographical distance across the Taiwan Straits. 

Most important of all, since its economic reforms began in 1978, China has enacted a 

series of open door policies to attract foreign investment, the most notable of which is 

the gradual opening of more than 400 special economic zones that benefit from 

measures such as tax exemptions (Lin 2008). In addition, several special privileges 

have been granted exclusively to Taiwanese investors. Rather than being studied by 

mainstream neoclassical economists, management or social science researchers have 

tended to study the importance of entrepreneurship to the economic dynamics of 
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Taiwan. Numazaki (1997) depicts six essential aspects of entrepreneurs/owners in 

Taiwan and examines the structural characteristics of the Chinese family and 

Taiwanese social order that encourages entrepreneur business endeavours. From 

Numazaki's viewpoint, most of the Taiwanese entrepreneurs are independent 

owner-managers of small- and medium-sized firms. These entrepreneurs adroitly 

utilise their personal networks to further their business diversions. Numazaki (1997) 

contends that it was the Chinese family and Taiwanese societal norms that conceived 

and developed entrepreneurship in Taiwan. The society in Taiwan unites an intricate 

web of particular systems that furnishes business people with a social connection 

suitable to their association- and guanxi-oriented business dealings.  Taiwanese 

SMEs have heavily relied on social networks for access to the resources, capabilities 

and knowledge that they are unable to mobilise on their own. The ‘guerrilla tactics’ 

adopted in Taiwan’s social and economic environment has been described by Chang 

and Tsai (2002).  

Interpersonal and business networks are firmly created with small businesses 

forming tight networks encompassing individual and business relationships. Accepted 

Chinese social values win in which human relationships are closely joined to families, 

relatives, companions, classmates and previous business associates. Such networking 

identifies with business exercises as well as encourages the securing of data and 

financial assets (Liu 1998). Social capital involves resources obtained by individuals 

and firms through networks of social relationships (Adler and Kwon 2002). It is 

essential to SMEs because it gives them access to data and assets not accessible 

internally (Davidsson and Honig 2003). Furthermore, from a Chinese perspective, the 

diversity, size and complexity of China has often reduced the ability of foreign 

investors to predict the timing for investment to gain growth in China’s markets. The 

Economist Intelligence Unit (2001) notes the significance of relationship building as 
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the first step to comprehend the assorted nature of local markets and how to overcome 

administrative obstacles, before executing any larger-scale capital investments in 

fixed assets and resources. 

Guanxi as a key aspect of Chinese culture that needs to be understood when 

doing business there (Horwitz et al. 2005). Guanxi refers to connections or 

relationships which are an intricate network of relationships that control the behaviour 

(including rights and responsibilities) of individuals within groups (Zhou et al. 2007). 

It is a process where each side determines who the other represents, what connections 

they may have, and whether they can deliver benefits to the counterparty. A firm 

without guanxi may experience resistance from individuals or groups that are 

necessary for its success. This increases the red tape that is part of doing business in 

China (Standifird 2006). Not that networking and relationship building is unique to 

China, but the lack of legal and administrative transparency means that relationships 

with relevant officials of appropriate rank are often key to achieving commercial 

goals. Foreign firms frequently miscalculate the significance of guanxi when 

performing business and the time needed to construct relations (Horwitz et al. 2005). 

Relationships with administrators, civil servants, potential cooperation partners and 

employees are frequently integral to achieving business achievements (Ji 2003). It is 

commonly known that companies in China can avoid bureaucratic hurdles through 

personal connections with government officials (Park and Luo 2001). 

The empirical results are correspondingly unique as well as vague. This is based 

on numerous research studies on guanxi and its impact in the China market on firm 

execution (Zhou et al. 2007). Studies have regarded guanxi as a form of social capital 

(Park and Lou 2001) because it encompasses trades of social commitment and the 

exchange of favours (Chen and Chen 2004). In addition, guanxi can assist companies 

in gathering business intelligence and valuable resources. Managerial personal ties 
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with executives at different companies, for example, suppliers, purchasers and 

competitors, help a company to procure quality materials, exceptional administration 

and convenient conveyance (Peng and Luo 2000). Hence, this makes guanxi essential 

for the operation and survival of firms in China (Yi and Ellis 2000; Wright et al. 

2001). 

In summary, similar to research on social capital, investigations on guanxi are 

prevalent in nearly every facet of Chinese society. This is illustrated in its economy, 

politics and legal system. It is also observed in its social mobility and institutional 

changes (Luo 2000). Research conducted by Pae et al. (2001) also shows that the use 

of guanxi tends to have a positive effect on organisational performance. While some 

studies have proposed that guanxi is a form of social capital (Luo 2000; Wong et al. 

2000), there has been no systematic discussion of the relationship between these two 

concepts to date. Nevertheless, the above discussion suggests that the concept of 

guanxi does encompass the structural, relational dimensions of social capital proposed 

by Nahapiet and Ghoshal (1998). As guanxi is a more dynamic and complex 

phenomenon in Chinese society than is social capital, this study will focus on the 

structural and relational dimensions of social capital. 

 

2.3.2 Resource-Based View 

    The idea of the resourced based view (RBV) could be ascribed to Penrose (1959) 

who initially inferred that supported development is dependent upon internal firm 

attributes. After Wernerfelt (1984) proposed the notion of a resource position barrier, 

the concept of sustainable competitive advantage as deriving from differentiated firm 

resources started to come to fruition. The notion was collaborated through numerous 

scholars: Barney (1991), Mahoney and Pandian (1992), and Peteraf (1993). The RBV 

has turned into a key tool in the boardroom for the shaping of firm strategies. Prahalad 
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and Hamel's core competence view (1990), Sanchez and Heene's competence-based 

competitive strategy (1997), and the dynamic capability proposed by Teece et al. 

(1997) may be seen as compatible with the RBV point of view (Huang and Wang 

2013). 

    The RBV of the firm has turned into a standout tool amongst the most commonly 

utilised hypothetical structures within the management literature (Runyan et al. 2007). 

The RBV places that a company’s comparative advantage comes from its capacity to 

harness the strategic resources under its control (Seung 2013). This diverges from the 

customary structure–conduct–performance model of the industrial organisation theory, 

which concentrates on the external environment to explain its actions. As an approach 

to bolster competitive advantage, the RBV concentrates on competitive heterogeneity: 

which is how close competitors contrast in their assets and proficiencies (Barney 1991; 

Srivastava et al. 2001; Barney et al. 2011). This approach proposes that the firms' 

competencies and assets are derived from their business performance and advantages 

in competition (Barney 2001). The RBV sees the firm as an accumulation of exclusive 

resources and capabilities that furnish the support of its business strategy (Runyan et 

al. 2007). Barney (1991) utilises two characteristics to analyse the firms’ sources of 

competitive advantage: (1) firms inside an industry may be heterogeneous to the vital 

assets and (2) the RBV may not be perfectly mobile across firms. Consequently, the 

heterogeneity could be continuing (Barney 2001). These suppositions recommend that 

the RBV could be dissected according to three aspects: resources, competitive 

advantage and ability (Peteraf 1993; Ray et al. 2004). Researchers have demonstrated 

that resources which incorporate all assets, competencies, organisational methods, 

characteristics, data and information are inputs into a company's preparation courses 

of action. Competitive advantage is produced through the consolidation and 

reconciliation of sets of assets, instead of from a solitary asset. In contrast, 
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proficiencies identify with the methods for achieving different exercises, and hinge 

upon the accessible assets (Westhead et al. 2001; Zahra et al. 2004). Abilities are 

characterised as the limit for a set of assets to perform an activity. Analysts have 

called attention that it is intrinsic to a company's internal environment to achieve an 

ideal strategic interaction with its external environment (Barney 1991). 

   Furthermore, earlier research on the RBV has recommended concentrating on the 

utilisation of the association's skills and abilities as an adequate technique for 

enhancing its execution (Runyan et al. 2007). These studies exhibit that firms need to 

manage their key assets to gain a competitive advantage, especially in an antagonistic 

market. The RBV likewise assumes a role in growing a firm’s capabilities. Numerous 

researchers, utilise the concept of ‘competencies’ and ‘capabilities’ interchangeably, 

and the meaning of these words change with connection to diverse methodologies 

(Ulrich and Smallwood 2004; Gruber et al. 2010). Numerous studies view both 

thoughts as concerning the body of resources. For instance, in mechanical aptitude 

and organisational assets, and indicate a company's capability to oversee and 

adventure assets inside the market (Rangone 1999). They additionally call attention to 

those assets and capacities that develop and change after some time dependent upon 

an association's necessities (Arend 2008). Barney (1991) recommends the reliable 

utilisation of competencies to allow them to be improved which create a challenge for 

contenders to mimic them. This enables companies to uphold their competitive 

advantage. 

   The RBV recognises firm-specific assets and looks at their effect on the setup of a 

company's competitive advantage. The qualification could be produced through the 

amassing and arrangement of both assets and abilities according to market 

opportunities. The point is to make it troublesome for competitors to mimic the firm’s 

products, and to enhance separation between the products of other firms (Foss and 
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Foss 2004).  

    SMEs are not the same as larger organisations and the distinctions fundamentally 

identify with such characterising SME aspects as having: a reactive, fire-battling 

attitude, limitation of resources, informal strategies, and flexible structures 

(Terziovski 2010; Xie et al. 2010). As a result, they have a tendency to have a higher 

failure rate than that of large organisations. SMEs are likewise threatened with 

expanded rivalry from cheaper manufactured products from nations such as China and 

India (Terziovski 2010), and they subsequently fight to develop appropriate strategies 

for contending with them. As noted earlier, the RBV competitive advantages are 

generated by the firm from its exclusive asset sets (Runyan et al. 2007; Degravel 

2012). Since the RBV of the firm concentrates on its exclusive set of assets, 

recognising the aforementioned assets is key to the firm's survival. The SMEs' lack 

assets in numerous aspects, for example, in knowledge and human resources, 

increases the difficulty of running operational activities. It also raises issues in 

simultaneously forecasting and planning (Kelliher and Reinl 2009; Terziovski 2010). 

Owners/managers try to continuously adjust a limited amount of resources to the 

needs of the markets (Beaver and Jennings 2005; Degravel 2012). Because SMEs 

dominate the market, and that lack of resources, SMEs must rely on their internal 

assets to develop competitive advantage such as human capital and unique tacit 

knowledge (Alvarez and Busenitz 2001). In other words, SMEs’ success comes from 

the inside, and this frames the development and deployment of their capabilities and 

assets as central to all SME business approaches (Duhan 2007) rendering the RBV 

central to an understanding of strategy and performance. The RBV conditions SMEs’ 

long-term survival and their uniqueness through their capability-based offerings to the 

market (Kelliher and Reinl 2009), and allows them to capture and understand these 

assets (Runyan et al. 2007; Xie et al. 2010). 
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RBV is a framework for SME owners to strategise their objectives based on their 

available resources (Terziovski 2010; Xie et al. 2010; Degravel 2012; Johnson Jr. et al. 

2013). However, despite a significant amount of research into the RBV, little is 

known about what specific resource SMEs should embrace to gain their competitive 

advantage (Yu 2001; Degravel 2012). Although the RBV emphasises firms’ resources 

as sources of competitive advantage, SMEs’ human capital and tacit knowledge are 

crucial for enhancing their competitive capabilities in emerging economies such as 

China (Terziovski 2010; Georgiadis and Pitelis 2012). Human capital refers to a set of 

characteristics that provides individuals with more skills, namely, education, 

experience and knowledge, and which makes them more productive, have a higher 

potential for efficiency, and enhances the development of activities (Klaas et al. 2010; 

Felício et al. 2012).  

Tacit knowledge can be described as knowledge that is instinctive and unspoken 

(Polanyi 1967; Borges 2013) and it is often viewed as an important component of 

competitive advantage from a RBV of the company (Grant 1996). Previous studies 

recommended that SMEs consider tacit knowledge to be one of the most important 

factors for a firm’s competitiveness (Abeson and Taku 2009; Zonooz et al. 2011). 

Since tacit knowledge is being comprehended without being spoken (Smith 2001), it 

can be described as knowledge that is habitual, experience based, highly subjective 

and personal (Borges 2013). It is often a unique selling proposition for the SME as the 

ability to use tacit knowledge is a source of competitive advantage for them (Abeson 

and Taku 2009).  

 

2.3.3 The Innovation Perspective  

McAdam and Armstrong (2001) described innovation for individuals/employees 

as how they harness their creative abilities as a response to change through the taking 
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of distinct actions to improve their procedures, processes, and products. This 

definition combines aspects from other research reports on innovation. For other 

authors, ‘innovation’ is different from ‘upgrading’. Kaplinsky and Morris (2003) 

defined innovation as how a company ensures that their product and processes 

undergo continuous improvement. They also describe upgrading as innovation when it 

is positioned in a relative context. Alternatively, Giuliani et al. (2003) described 

upgrading as innovating to increase value which is achieved by entering new sectors, 

by entering higher unit-value market niches, or by undertaking new product or service 

functions. 

 Tidd et al. (1997) present a practical agenda for determining innovation type 

assumed by firms. They advise that the determination of innovation is based on the 

perceived extent of change as well as what has changed in the service, product, and 

finally processes. An alternative option would be the classification scheme utilised by 

Kaplinsky and Morris (2003) and by Humphrey and Schmitz (2004), which 

recognised four directions that firms can adopt in upgrading: process upgrading, 

product upgrading, functional upgrading, and chain upgrading. According to 

Humphrey and Schmitz (2004), these categories have gained rapid recognition in the 

international debate and imply that companies can follow a hierarchy of upgrading as 

proposed by Gereffi (1999). For Habaradas (2008), technologically innovative 

activities encompass many steps. This includes the scientific, technological, and 

commercial steps. It also encompasses the organisational and financial steps that 

accurately lead to innovative or enhanced processes and products. The main activities 

involved are the acquisition of machinery and equipment, the acquisition of 

knowledge, , and various other arrangements for production delivery, including R&D, 

tooling up, staff training, marketing and sales. Gudmundson et al. (2003) reported that 

“the innovation process is intricate”, an observation echoed by numerous innovation 
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experts such as Tidd et al. (1997 p. 127), who stated that “technological opportunities 

and threats are often difficult to identify, innovation strategies difficult to define, and 

outcomes difficult to predict”. This is due to the numerous contingents in relation to 

innovation in studies such as those undertaken by Humphrey et al. (2005) and Paradi 

et al. (2012).  

 Moreover, innovation can be generally described as a creative implementation of 

actions (Lyons et al. 2007). Therefore, innovation may be defined as the generation of 

original concepts and also by the methodologies used to place creative ideas into 

action. It has been established that there is a direct correlation between high 

innovation and profitability (Roberts 1999). The early and fast introduction of 

innovation by enterprises can bring the highest returns through being the first to 

introduce new goods or services to the market (Hitt et al. 2001). With the introduction 

of innovation, SMEs can earn the short term ‘monopoly profit’ until a competitor 

imitates the new products or creates new goods or services. With innovation, firms 

can gain the competitive advantage. Therefore, innovation is one of the most 

significant aspects of a firm’s strategy (Hamel 2000). 

In addition, innovations can be classified on a number of dimensions. The most 

common typology distinguishes between product and service innovations. Product 

innovation results in changes in an organisation's product base. Service innovation 

incorporates aspects of product and process innovation and includes the changes 

involved in providing a service. Prior research suggests product and service 

innovation are important factors that can improve a company’s competitive 

advantages over its competition (Hoonsopon and Ruenrom 2012). Product and service 

innovations enable companies to distinguish themselves from the competition by 

providing exclusive and superior benefits to their customers (Zhou et al. 2005). 

Product and service innovations also help firms to enhance their cost advantage over 
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competitors via the offering of similar products or services at a lower cost 

(Hoonsopon and Ruenrom 2012). External factors affecting companies include 

competition, demand uncertainty, and technological turbulence. Due to these 

changing external factors, companies must constantly react to build competitive 

advantages and sustain their business for the future. 

Although SMEs are likely to perform fewer innovation efforts than large firms, 

this does not mean that they do not innovate (Gronum et al. 2012). Indeed, their 

competitiveness and long-term survival continue to depend on innovation. Firms must 

innovate to maintain their competitive advantages and ensure long-term solvency 

(Chang and Hughes 2012; Mbizi et al. 2013; Bigliardi 2013. Schumpeter (1942) 

proposed that innovation is a main source of competition among companies. For 

Schumpeter (1942), innovation is observed in large companies that leverage 

significant economies of scale in their R&D, production processes, distribution 

channels, as well as management. Steadily, there has been a reduction in the 

economies of scale and the innovation and economic development role of SMEs has 

grown. This resulted from an increase in higher discretionary incomes, individual 

tastes, and demands for variety. Those SMEs that continued to present obsolete 

products and processes become uncompetitive. This may be because they did not 

embrace the concept of innovation within their core business strategy. 

 Due to the effects of innovation, it has created numerous original products and 

services, unique marketing approaches, and adjustments in business organisation. It is 

not just science and technology. In this framework, an important role is played by 

SMEs. The level to which SMEs embrace innovation affects their success or failure. 

The SMEs that embrace innovation raise their productivity and survival odds. 

Conventionally, innovations have often been classified as incremental or radical, 

depending on their degree of novelty (Neito et al. 2013). Prior studies on innovation 
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management argue that companies which succeed are efficient in balancing their 

existing expertise to create improved incremental innovations, while simultaneously 

developing new technologies to yield major breakthroughs (Chang et al. 2011). To 

accomplish this, a company must balance the internal dilemmas between innovation 

pathways and the challenges related to contradictory demands on the company by its 

external environmental pressures (Jansen et al. 2006). Thus, as previous studies argue, 

a company may learn the art of balancing radical and incremental innovation actions 

to achieve superior sustainable performance (Chang et al. 2011). A company which is 

unable to attain this balance may become mediocre and uncompetitive (Chang et al. 

2011). 

Radical innovations have been designed to meet the emerging customers or 

market needs (Benner and Tushman 2003). This has offered original designs, creation 

of new markets, and the development of new channels of distribution (Abernathy and 

Clark 1985). Conversely, incremental innovations are derived from exploiting current 

capabilities and seeking continuous improvements that generate positive and 

consistent returns (Neito et al. 2013). They expand on the skills and knowledge which 

currently exist. They also enhance the recognised designs and expand on the existing 

products and associated services, which increase the efficiency of existing distribution 

channels (Chang and Hughes 2012). Hence, incremental innovations build on top of 

existing knowledge frameworks and reinforce existing skills, processes, and structures 

(Jansen et al. 2006). 

In addition, product and service innovations are normally categorised by a 

closeness to one, or a mixture of the following circumstances: novel or existing 

technologies; innovative or existing functions and product features; or new or current 

customers, market segments and routes to market (Fauchart and Keilbach 2009; 

Chang and Hughes 2012). Therein, incremental product and service innovations 
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encounter original and emerging customer needs in creative or rising markets with 

novel technologies, features and functions that are significantly different from 

existing products. Alternatively, incremental product and service innovations meet the 

current market needs of customers with improvements in modern technologies. It also 

meets the customer needs through their feature sets and functions which incrementally 

differentiate them from the competitors’ products (Chang and Hughes 2012).  

As noted earlier, radical innovations rely on inventive approaches considered 

through prototyping, tests and discovery. Alternatively, incremental innovations 

enhance the current facts through augmentation and iterative approaches (Li et al. 

2008). Firms that introduce radical innovations need to substantially change the ways 

of operating by entering unknown markets or introducing new products or services 

based on technologies that are new and critical to the firm (Neito et al. 2013). This 

type of innovation can be competence destroying for firms. Radical innovation, then, 

represents a high-risk strategy.  

In the context of SMEs, prior research suggests that SMEs differ from larger 

companies regarding their leadership styles, environment reaction, existing assets, 

organisational structures, and internal operations (Mbizi et al. 2013). SMEs often 

emphasise the radical innovation phase on order to achieve greater variance in their 

growth rates over a given period of time. This results, however, in a high failure rate 

because this phase is very uncertain and chaotic (Fauchart and Keilbach 2009). The 

literature also suggests that SMEs are most likely to become obsolete if the company 

excessively focuses on radical innovation over incremental innovation (Cao et al. 

2009). A preference for radical innovation yields excessive costs of failed 

experiments and insufficient benefits from successful ones. Radical innovations have 

high potential for termination due to perceived lack of fit with current strategies, and 

acknowledgement of their high risk (Neito et al. 2013). The CEOs, or top 
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management, of SMEs are likely to be unwilling to launch the firm into unknown 

markets or radically change their client relationships (Neito et al. 2013). In support of 

this contention, Oke et al. (2007) found that SMEs not only develop more incremental 

innovations over radical ones, but they are also more engaged with product and 

service innovation. Prior studies suggest that incremental innovations are aimed at the 

creation and commercialisation of improved or refined products and services to meet 

the needs of current customers or markets (Mueller et al. 2013). Such innovation 

outcomes are more recognisable to the innovating firm, as well as its customers, and 

therefore lower risk is involved. Organisational learning travels along a trajectory: 

organisational players build upon existing experience, competencies, market linkages 

and knowledge (Mueller et al. 2013). Economies of scale and economies of scope 

increase the company’s profit margins and directly affect profitability and operational 

efficiency. This is due to the well-designed synergies with the existing portfolio of 

products and services (Auh and Menguc 2005). As SMEs apply their prior experience 

and develop product line extensions from existing product lines, they may also benefit 

from learning curve effects. In addition, incremental innovations are likely to extend 

the SMEs offerings life cycle as they do not require as many resources and gains in 

profits can be observed in the short run (Mueller et al. 2013; Morgan and Berthon 

2008). Looking at all the evidence, SMEs should embrace incremental innovation to 

sustain their competitive advantage and ensure their survival due to their limited 

resources and organisational capabilities. In this sense, this study will focus on 

incremental product and service innovation capability in the SME context. 

 

2.4 Entrepreneurial Proactiveness 

The topic of entrepreneurship has been widely discussed (Zhao et al. 2011). 

Moreover, because entrepreneurship has a changing focus, there is currently not one 
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common description for it (Dess et al. 2011). In early research studies, 

entrepreneurship was associated with great individuals with an innate ability to bring 

‘new’ combinations to the market (Schumpter 1934). Later research concentrated on 

what drives entrepreneurs, which includes an examination of their internal focus and 

control (Begley and Boyd 1987). Nevertheless, after incomplete achievements in 

studying the entrepreneurs’ key characteristics, the focus shifted to studying 

entrepreneurial behaviour and organisational processes. As Gartner (1988) has argued, 

rather than focusing on what the entrepreneurs are, the focus should be on what the 

entrepreneurs achieve in their organisation.  

Furthermore, the field of entrepreneurship has gathered noteworthy research 

interest, and the volume of entrepreneurship research continues to develop (Chandler 

and Lyon 2001; Phipps 2012). One of the factors for this continued attention in 

entrepreneurship is the realisation that entrepreneurial activity plays a role in 

economic development. According to Zacharakis et al. (2000), entrepreneurship is 

robustly associated with economic growth, and entrepreneurial firms, such as SMEs, 

account for between one-third and one-half of the variance in the gross domestic 

product (GDP) between countries. 

Moreover, entrepreneurship is a social process where individuals as well as teams 

can create wealth by combining unique packages of resources and take advantage of 

opportunities in the marketplace (Ireland et al. 2003). Entrepreneurship is 

context-dependent and is principally focused on recognizing opportunities and 

establishing resource sets to exploit prospects. By using process, product and market 

innovations, entrepreneurship is a mechanism that promotes the search for 

competitive advantage. Various organisation types (including small and large firms) 

can perform attitudinal and behavioural aspects of entrepreneurship. Therefore, 

entrepreneurial attitudes and behaviours provide a foundation for long-term 
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competitive success of firms. This is important for companies which compete in 

various environments across different markets.  

The expectation is as follows: as the entrepreneurship paradigm expands, 

organisations may behave with an entrepreneurial approach (Jennings and Lumpkin 

1989), and entrepreneurial orientation (EO) reflects this in relation to strategy-making 

and decision-making processes (Hughes and Morgan 2007). EO describes an 

organisational trend that reflects a managerial capacity where companies institute 

proactive and aggressive initiatives to change the competitive scene to their advantage 

(Tang et al. 2013). Miller (1983) argued that entrepreneurial firms possessed three 

main dimensions: proactiveness, innovativeness and risk-taking. Based on Miller, a 

company with an ‘entrepreneurial’ orientation would display all three dimensions. 

Building upon Miller’s work, Covin and Slevin (1988) defined EO as the degree to 

which the top executives are disposed to take business-related risks (risk-taking 

dimension), to favour adjustments and innovation to obtain a competitive advantage 

for their firm (innovation dimension) and to compete aggressively with other firms 

(the proactiveness dimension). Covin and Slevin (1991) further clarified the three 

dimensions of entrepreneurial orientation as being composed of risk-taking in 

uncertain situations, extensive and frequent product and service innovations, and a 

propensity to proactively compete with rivals. Furthermore, prior research shows that 

entrepreneurs with proactive behaviours strive to improve their environmental 

opportunity level. They achieve this through the proactive creation of novel 

opportunities that were not in existence or through the proactive recognition of future 

market opportunities (Tang et al. 2010; Dess et al. 2011). As a direct consequence of 

their practical behaviour, companies will more successfully embrace current 

opportunities. To leverage these opportunities, the organisations will adopt a process 

of strategic renewal through innovative behaviours (Kreiser et al. 2010; Hahn et al. 
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2011; Zhang et al. 2012). As result, it can be assumed that a propensity to proactive 

behaviour embraces risk-taking and innovative behaviours. This study therefore 

adopts entrepreneurial proactiveness as a driver of firms’ sustainable competitive 

advantage. 

A first-mover advantage against competitors is gained through entrepreneurial 

proactiveness. It details the practice of anticipating and acting upon future desires and 

marketplace requirements (Tang et al. 0213). Proactive behaviour basically details an 

opportunity-seeking, forward-looking perspective on the launch of innovative services 

and products ahead of competitors. It also entails being well prepared for upcoming 

requirements by creating change and shaping the market (Kreiser et al. 2010). With 

such a forward-looking perspective, proactive entrepreneurs are able to take full 

advantage of emerging opportunities (Keh et al. 2007). Entrepreneurial proactiveness 

involves taking initiative, anticipating and enacting new opportunities, and is present 

in the creation and operation of emerging economies such as China (Eggers et al. 

2013). Further, entrepreneurial proactiveness entails a wide assortment of activities 

including seeking out opportunities and market trends, assessing the strengths and 

weaknesses of opportunities, and forming taskforces capable of exploiting them (Tang 

et al. 2013). This involves acting in an opportunistic manner and represents a 

readiness to partake in emerging markets. Although entrepreneurs are inclined to the 

forming of business ventures to track down specific objectives, they should plan for 

essential resources to facilitate the new entry and be hands-on in the quest for 

attractive niches (Lumpkin and Dess 2001).  

 

2.4.1 Entrepreneurial Proactiveness and Structural Capital 

Entrepreneurial firms greatly value the hands-on discovery of outside business 

opportunities, but an accurate process explanation that firms utilise to discover these 
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external opportunities remains elusive (Tang et al. 2010). From the SMEs’ 

perspective, due to their inadequacy in capabilities (including limited administrative 

procedures) and assets, they frequently encounter exceptional challenges in terms of 

competition (Terziovski 2010). Entrepreneurial proactiveness, in the context of SMEs, 

is likely to devote to structural capital acquisition as a way of exploring resource 

opportunity (Tang et al. 2010). Structural capital refers to the overall pattern of 

connections between individuals, the so-called social network (Tang 2010; Lim and 

Cu 2012). Hence, entrepreneurial proactiveness is likely to strengthen social networks 

in building an enhanced competence in leveraging external resources, and therefore 

more freedom in employing strategies that encourage organisational effectiveness 

(Lim and Cu 2012). Social networks are a significant component of a firm’s 

competitive advantage (Marshall 2011; Schoonjans et al. 2013). The probable 

noteworthy effects of networking on firm accomplishments (Xie and Amine 2009; 

Xerri and Brunetto 2011; Lim and Cu 2012) and has acknowledged the existence of 

networking benefits (Park et al. 2010). Typically, social networks are regarded to be 

valuable tools that assist in the attainment of resources and business intelligence 

fundamental for a company’s survival and expansion. 

In the context of the entrepreneurship literature, Gilmore and Carson (1999, p.31) 

define social networks as “a collection of individuals who may or may not to be 

known to each other and who, in some way contribute something to the entrepreneur, 

either passively, reactively or proactively whether specifically elicited or not”. The 

role of social networks in the process associated with the global commercialisation of 

innovation is supported by social network theory, which is based on the hypothesis 

that it is impossible to exhaustively study economic exchange without studying the 

social context in which it is entrenched (Lim and Cu 2012). Indeed, Roxas (2008) 

argues that because organisational behaviour is built around the activities of 
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individuals who act on behalf of the organisation, social relationships predictably 

become involved in business practices.  

Social networks are predominantly critical in developing and emerging 

economies such as China (Wright et al. 2007). The business environment in these 

countries may be weighed down by lack of human and material resources, poor 

management, corruption, and inefficient judicial systems (Djankov et al. 2006). While 

the economic activity of entrepreneurship was a key growth driver in China’s 

economy, entrepreneurship research for this region is in its nascent stages (Phan et al. 

2010). As China is the largest emerging economy in the world (Phan et al. 2010), this 

means that nearly every aspect of entrepreneurship—the discovery of nascent 

technologies, the challenges of overseeing triple-digit growth firms, the mass exit of 

firms from dying industries to emerging industries—can be examined as a natural 

experiment in China (Phan et al. 2010). Additionally, institutional forums such as 

industry and trade associations and technological expansion agencies present 

appropriate milieus for building social networks (Roxas 2008; Zhou et al. 2007). In 

these circumstances, entrepreneurs must join multilevel social networks. 

The role of the proactive entrepreneur is often critical in building external 

relations. As noted elsewhere, an entrepreneur’s social network is an important source 

for obtaining resources for the firm (Xie and Amine 2009). Entrepreneurship scholars 

have researched expansively at the role of social networks in the founding and growth 

of new ventures. Social networks can enhance the capability of entrepreneurs to more 

complete and detailed opportunities (Ardichvili 2003), acquire assets (Batjargal 2003), 

and achieve legitimacy (Zhao et al. 2010). An entrepreneur’s social network has the 

possibility to dramatically influence the internationalisation of the firm. Networks 

may be utilised to gain valuable data about foreign business operations or prospective 

business partners. This primarily occurs in the early stages of a firm’s global 
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commercialisation (Zhao et al. 2010). In the investigation of how entrepreneurial 

proactiveness affects social network building, the case of China is particularly 

significant. China’s production and trade have grown rapidly over the past three 

decades (Talavera et al. 2012).  

China has a traditionally network-oriented economy, in which social networks 

play a more important than they do in Western economies (Ip 2011). Chinese have a 

collectivist culture rather than an individualist culture (Chen et al. 2011). According 

to Confucianism, in China, individuality is less important than in Western societies 

and individuals are fundamentally social or relational beings (Wong et al. 2007). In 

China, firms rely upon social networking to build dependable interpersonal 

relationships (Koch and Koch 2007). Furthermore, business behaviour revolves 

around interdependent personal relations (guanxi). Guanxi joins two people through 

the exchange of favours, rather than through emotions. Thus, guanxi does not 

necessarily involve friendship, because it is fundamentally utilitarian rather than 

emotional (Shou et al. 2011). 

As noted earlier, in China, guanxi is essential for the securing of limited 

resources and for navigating the bureaucratic structure (Yang 2002). Social networks 

may offer access to goods and services that are otherwise complicated or unattainable. 

The ability to obtain and retain factor inputs such as financial capital, suppliers of raw 

materials or manufactured goods, and labour and managerial staff, is one of the major 

challenges for enterprises in China (Zhao et al. 2010). Private entrepreneurs, unlike 

state-owned enterprises, do not enjoy government assistance in accessing resources 

and therefore they have to rely on guanxi to gain access to inputs (Yang 2002). 

Within the past three decades, China’s economy has made major improvements 

to make it more market-oriented. The distribution systems for the labour market and 

the capital market (which are known as production inputs) are much more flexible as 
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compared to earlier decades. The research reports imply that social networking is still 

common among the Chinese in the business environment, especially in the private 

sector, and that this has constructive effects on outcome variables (Batjargal 2003). 

Furthermore, in China, political ideology and the role of the dominant political 

party affect social networking patterns. Recent studies have reported that firms can 

gain favours in the market with the help of political connections (Tang et al. 2013). 

This is observed such as in access to banks loans and advantageous regulatory 

conditions, which advance firm performance, and augment firm value (Tang 2010). 

Political connections are especially important for private enterprises in emerging 

economies, which are likely to have market and state failures. In particular, 

membership of the Communist Party represents an affiliation with Chinese ruling 

party and it signifies political status (Li et al. 2008). Party members interact with 

government officials, bank managers, and managers of state-owned companies and 

thus build connections with key political and economic heads. Entrepreneurial 

proactiveness is likely to be especially effective in: identifying and exploiting the 

loopholes in government policies (Tang et al. 2013), development of personal 

relationships and trustworthiness with key government officials, and helping local 

governments to reach their economic goals, such as in growth and employment 

(Ahlstrom and Bruton 2002). By taking such initiatives, these proactive entrepreneurs 

can enjoy more lenient treatment or a longer buffer period to adapt to a new situation, 

hence improving their firm’s power. 

Research associates the scale of development of the entrepreneur’s structural 

capital to the process of opportunity detection and exploitation. Structural capital 

facilitates access to information, and when individuals have access prior data, they are 

more confident in seeking entrepreneurial opportunities (Shane and Venkataraman 

2000). Network ties to resource providers assist in the acquirement of business 
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resources and advance the probability of exploitation opportunities (Davidsson and 

Honig 2003). Manev et al. (2005) indicated that the link between structural capital 

and entrepreneurial proactiveness is especially critical in emerging economies such as 

China. Especially in the case of unusually high ambiguity, having access to informal 

and formal social networks is a significant benefit that leads to privileged access to 

data (Kuznetsov et al. 2000). Hence, stronger social ties provide access to key data 

which assist in the discovery of entrepreneurial opportunities. Social networks done 

well engender increased trust and collaboration which deliver more plentiful and 

precise information. The social networks also assist in entrepreneurial proactiveness 

to help in the identification of opportunities and the acquisition of resources (Puffer 

and McCarthy 2001; Manev et al. 2005; Tang et al. 2008). In the context of SMEs, 

proactiveness represents a forward-looking perspective where firms forecast and 

follow new opportunities to expand and initiate new or improved products, trigger 

adjustments in existing strategies and tactics, and detect future trends in the market 

(Hugh and Morgan 2007; Zhang et al. 2012). Its goals include long term missions to 

shape the market course and the short term goals which lock in first-mover advantage. 

Two of the main advantages offered by proactiveness are the raising of the firm's 

receptiveness to market signals and the responsiveness to customers' needs. Due to 

their sensitivity to market signals, studies have reported proactive firms as having 

high returns (Wiklund and Shepherd 2005; Cruz and Nordqvist 2012). To meet the 

expressed and latent market needs ahead of their competitors, proactive firms must be 

sensitive to marketplace changes and trends. This can be achieved by leveraging 

proprietary learning and experience collected over time which yields opportunities 

(Hamel and Prahalad 1991). Through the early mobilisation of resources over their 

rivals and by actively forecasting and preparing for change, proactive firms are in an 

improved situation to seize market share. By following this practice, proactive firms 
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can maintain their early advantage over their less reactive competitors. 

Entrepreneurial proactiveness is likely to develop social networking ability, 

which helps trust relationship building and the construction of beneficial coalitions, 

especially with people who are influential. Entrepreneurial proactiveness has a greater 

ability to access resources when this attribute is combined with a social network 

(Stam and Elfring 2008). In other words, entrepreneurial proactiveness will seek 

opportunities to build social networks by joining social organisations or participating 

in community activities. When entrepreneurs build their social networks, most social 

networks that offer closure will give the entrepreneur abundant resources in relation to 

business strategies. Moreover, entrepreneurial proactiveness is predisposed in 

enacting environments. The entrepreneurs’ social network is a highly relevant aspect 

of the business environment. As entrepreneurial proactiveness is likely to seek ways 

to construct a social environment conducive to the firms’ competitive advantages, the 

apparent way to do this is through social network building. Entrepreneurial 

proactiveness can be described as assertively striving to make connections with 

individuals who are in positions of power and it encompasses the seeking of allies and 

advocates supporting personal initiatives. It is therefore posited that entrepreneurial 

proactiveness contributes to structural and relational capital building. Consistent with 

this logic, it is hypothesised that:  

 

 

H1: Entrepreneurial proactiveness is positively related to the structural capital of 

Taiwanese SMEs operating in China. Specifically: the higher entrepreneurial 

proactiveness, the more structural capital building of Taiwanese SMEs operating in 

China. 

 

Entrepreneurial Proactiveness Structural Capital 
H1 + 
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2.4.2 Entrepreneurial Proactiveness and Relational Capital 

The relational capital emphasises the quality of the relationships, and this quality 

is often described in terms of the norms, values and expectancies that are shared by 

members in social networks. The relational dimension centres on the level of the 

connection between individuals. This is best characterised through trust of others, and 

their collaboration, and the identification an individual has within a network (Roxas 

2008). Prior studies define trust as a driver of the worth of a relationship as well in its 

management (Schoonjans et al. 2013). Trust encompasses faith in the capability and 

reliability to deliver on expectations (Batjargal 2006). Trust influences and negotiates 

future exchange (Smith and Lohrke 2008). Achieving a foundation of trust in 

relational exchange enables firms to focus on the extended benefits of the relationship 

(Blatt 2009). Examples of benefits engendered by trust include collaboration, 

interdependence, predictability, mutual faithfulness and thriving partnerships (Roxas 

2008). Trust is a critical factor in the relational dimension of social capital, and is a 

recurrently referenced factor from a network context (Tsai 2000). Recognising and 

advancing a new concept is uncertain and involves significant investment in terms of 

finances, time and other resources. Running a new venture also includes reliance on 

others for a variety of resources ranging from social and emotional support to tangible 

assets. Trust is an expectational asset that creates self-assured prospects about the 

future (Batjargal 2006). Furthermore, trust within networks can cause an entity to 

concentrate on a tight group of existing relationships (Coleman 1988). When parties 

have built a trust in each other, they are more disposed to take part in cooperative 

activity through which additional trust is built (Fukuyama 1995). Since there are 

literally dozens of definitions of trust, the notion of trust is an implicit belief set that 

the other partner will abstain from opportunistic behaviour and won’t take advantage 

of the situation for their own benefit (Blatt 2009). Trust is thus “the willingness of a 
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party to be vulnerable to the actions of another party based on the expectation that the 

other will perform a particular action important to the trustor, irrespective of the 

ability to monitor or control that other party” (Mayer et al. 1995, p.712). This 

description applies predominantly to entrepreneurial network development because it 

recognises the risk characteristics inherent in a new venture for entrepreneurs and 

resource providers. This study therefore suggests that trust built in network 

relationships may lead to representativeness and/or overconfidence amongst 

entrepreneurs. 

Taking risk is likely to make oneself vulnerable. However, trusting another is not 

taking a risk but, rather, indicating a willingness to take a risk (Mayer et al. 1995). 

Many definitions of trust reflect similar viewpoints on its link with the willingness to 

take risk. For example, Boon and Holmes (1991) define trust as “a state which 

involves confident positive expectations about another’s motives with respect to 

oneself in a situation entailing risk” (p.194). Specifically, the beginning stages in a 

venture’s development, entrepreneurs often encounter considerable risks resulting 

from the inadequate protection for the ideas they are working on. Resource providers 

also face risks related to adverse selection and asymmetry in information. These are a 

result of the entrepreneur’s unwillingness for full disclosure about their new company 

(Terziovski 2010). Moreover, when trust exists the individuals are more prepared to 

release valuable or exclusive information (Tsai and Ghoshal 1998). As Aldrich and 

Fiol (1994) note, “trust is a critical first-level determinant of the success of founding 

entrepreneurs because, by definition, there is an absence of information and evidence 

regarding their new activity” (p.650). Although trust can be influential in mitigating 

risk, it would be avoidable if exchange partners could take actions based on totally 

rational predictions that completely remove risk (Das and Teng 1998). Because it is 

impracticable to monitor every detail in most exchanges, entrepreneurs must possess a 
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minimum level of trust in their partners, which evolves as their dealings with their 

partners increases (Das and Teng 1998). Once established, these trust-dependent 

interactions reduce the time required on controlling and bargaining over agreements 

(Dyer and Singh 1998). Therefore, of the lack of some degree of trust in such 

situations, economic exchanges would be unsuccessful. When asked what protects 

young firms from exchange-partner opportunism in the absence of contracts; 

entrepreneurs frequently mention ‘trust’ as the key reason (Larson 1992). 

As is indicated in section 2.4.1, proactive behaviour enables entrepreneurs 

foresee future needs by seeking original opportunities and introducing innovative 

products ahead of their competition and as such, entrepreneurial proactiveness is 

expected to act in anticipation of future opportunities, problems, or needs. The 

primary feature of proactive entrepreneurs is that they constantly attempt to enhance 

their interactions with the external environment such as business related institution 

and social network via their opportunity-seeking and forward-looking capabilities 

(Tang et al. 2013). In China, there is a high tendency to get social resources with the 

help of trust relationship. Therefore, based on this relationship, if any business partner 

sees that the other partner or a potential supplier has both clout and power, then this 

business partner would try to show affect and develop a friendship (Huang et al. 

2013b). This is because of the belief in trust where people have the notion that help, 

support and protection is much more likely to come from those people with whom 

they have trust relationship (Shou et al. 2011). 

Entrepreneurial proactiveness is likely to establish trust relationship with 

member in social network and discover the mechanisms that facilitate resources 

acquisition and opportunities in their external environment (Eggers et al. 2013). 

Additionally, during the environmental screening development, entrepreneurial 

proactiveness is motivated to thoroughly scan the environment to recognise and 
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identify opportunities. An entrepreneur with proactive behaviour facilitates 

information exchange, communication, interaction, coordination, and trust building 

among members in the social networks (Goerdel 2005). These activities generate 

structural and relational capitals that can be translated into potential performance 

gains for the firm. Similarly, proactive entrepreneurs who interact with the members 

in the social network are able to devote to creating trust relationship where they can 

strategically drive network interactions in the direction of pursuing meaningful 

cooperation. Consistent with this logic, it is hypothesised that: 

 

 

H2: Entrepreneurial proactiveness is positively related to the relational capital of 

Taiwanese SMEs operating in China. Specifically: the higher entrepreneurial 

proactiveness, the more relational capital building of Taiwanese SMEs operating in 

China. 

 

2.5 Social Adaptability 

Social adaptability describes the ability to adapt to a broad scope of social 

situations and an ease of interaction with people from many different backgrounds 

(Tocher et al. 2012). More specifically, social adaptability is the skill in adapting to, 

or feeling at ease in, many social events (Baron and Markman 2000, 2003). It is also 

described as the talent to adapt to, or be relaxed with a wide array of individuals 

(Tocher et al. 2012).  

Individuals with high social adaptability can converse with virtually any person 

about nearly any topic, have the ability to introduce themselves to unfamiliar people, 

and can gladly adapt to novel social settings (Ferris et al. 2005; Smith et al. 2012). In 

short, such individuals are described as social chameleons, proficient at adapting their 

Entrepreneurial Proactiveness Relational Capital 
H2 + 
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behaviour to blend comfortably into almost any social context. Many research 

findings suggest that persons high in social adaptability attain greater success in social 

network and trust building, and more rapid promotions, in many different contexts 

than those low in such adaptability (Harris et al. 2007; Baron and Tang 2009; Phipps 

2012 ).  

To reach their personal and organisational goals, entrepreneurs high in social 

adaptability use their skill to understand contexts (Treadway et al. 2013). Likewise, to 

grasp the contextually-specific expectations in behaviour, these entrepreneurs can 

precisely gauge what actions to take to achieve the wanted constituent responses. As 

dissimilar components mirror shifting expectations and demands, they can also make 

adaptations in behaviour and modifications across situations (Treadway et al. 2013).  

In addition, socially adaptable entrepreneurs can develop their ideas with 

assistance from business and social contacts outside their normal social network 

(Ferris et al. 2005, Tocher et al. 2012). Through effective discussions with these 

social contacts, the entrepreneurs may better recognise possible pitfalls and evaluate 

new data more accurately at the opportunity-discovery stage. More importantly, 

effective communication allows the entrepreneurs to gain insights into feasible 

opportunities. This information transfer can occur even for industries in which the 

entrepreneurs are not as familiar with, such as ones which they have no prior labour 

experience (Tang 2009). Prior research suggests that social adaptability plays an 

important role in opportunity discovery, for example, social encounters are frequently 

a source of venture ideas (Phipps et al. 2012; Baron and Tang 2009). How one 

handles these encounters is not consistent for all individuals. Entrepreneurs who 

connect with the similar individuals in the common social network extract differing 

quantities of data due to their varying abilities to effectively interact with others in the 

network. 
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Social adaptability is relevant to activities performed by entrepreneurs that are 

crucial to the success of their new ventures (Benzing et al. 2009). For instance, 

especially early on, entrepreneurs must make many cold calls to strangers. These 

persons may be totally unfamiliar with the entrepreneur and his or her firm, yet 

entrepreneurs must approach them and attempt to form business relationships. A high 

level of social adaptability can be very beneficial to entrepreneurs in this context 

(Baron and Markman 2000; Tang 2010). 

 

2.5.1 Social Adaptability and Structural Capital 

According to Tsai and Ghoshal (1998), a participant’s place in a social network 

catches the structural dimension of social capital. This dimension refers to the density 

and strength of an actor’s social ties with the resource environment. These ties are 

connections that a firm shares with external partners and can be interpreted as 

channels for resource flow (Tsai 2000; Zhou et al. 2007; Kemper et al. 2013; Kreiser 

et al. 2013). Nahapiet and Goshal (1998) characterise structural embeddedness as the 

generic arrangement of linkages between individuals or units. Therefore, structural 

embeddedness refers to the structure of ties, or connections, between firms that 

enables firms to interact with one another. Actors who are better embedded in their 

resource environment should have a competitive advantage over poorly embedded 

competitors (Roxas 2008). This advantage is explained by the possibility of 

structurally embedded firms utilising their social ties to attain resources from external 

partners. Actors who possess these social ties could, therefore, expect better resource 

accessibility than actors who do not possess such social ties. Prior research suggests 

the structural embeddedness of firms in their resource environment can be regarded as 

a distribution network for resources through which firms can attain resources from 
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their external environment (Kreiser et al. 2013; Xerri and Brunetto 2011; Inkpen and 

Tsang 2005). 

In the context of China, prior research suggests that entrepreneurs’ social 

adaptability is important in Chinese culture (Baron and Tang 2009). These studies 

(Park and Lou 2001; Peng and Zhou 2005) have acknowledged the significant role for 

firm survival and success in China in the practice of social networking. Still 

considered as an emerging economy, China underwent noteworthy structural 

instability. The new firms in China commonly encounter difficulties and uncertainties 

which they find it challenging to handle alone (Dess et al. 2011). It is therefore 

necessary for them to aggressively build up their social networks and try to interact 

with bigger and more influential businesses and government authorities to establish 

legitimacy, and to effectively deal with emerging issues (Talavera et al. 2012). Prior 

research has further shown that new firms in China must develop two sets of social 

networks (Peng 2003). The first is described as professional networks with suppliers, 

business associations, buyers, major clients, or clients. These networks help create 

more stable and reliable outsourcing interaction, strengthen customer loyalty, and 

reduce buyer migration (Luo 2003). The second, and the more important given the 

deep involvement of the government in the Chinese economy (Peng and Luo 2000), is 

the necessity for new firms to create networks with governmental officials and 

regulators who can help in mitigating challenges in the market which are related to 

structural uncertainty. In this disorganised and intricate context, social networks are an 

efficient mechanism to encourage economic exchanges and to circumvent 

administrative interventions by the Chinese government (Baron and Tang 2009). The 

creation and nurturing of social networks is a primary concern of entrepreneurs in 

China who, to promote the success of their new businesses, must build trust and 

exchange favours within such networks (Park and Luo 2001).  
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Social adaptability helps entrepreneurs build interpersonal relationship (Baron 

and Markman 2000). Entrepreneurs with strong social adaptability are adept at 

developing and utilising diverse networks of people. The individuals in these 

networks tend to hold assets seen as valuable and necessary for successful personal 

and organisational functioning. Through their typically attractive style, entrepreneurs 

with social adaptability easily develop friendships and build strong, beneficial 

alliances and coalitions (Baron and Markman 2000). Additionally, because social 

networks are purposely designed structures, individuals who have good networking 

ability guarantee that they are well positioned to generate and embrace new 

opportunities. Research on social competence argues that, since networking is a 

dynamic process, entrepreneurs’ social adaptability to both interact with and manage 

their social networks is likely to be just as influential on firm performance as the 

networks themselves (Batjargal 2006; Jack et al. 2008). Entrepreneur’s social 

adaptability is related to effectively interact with others, and it provides significant 

benefits in various contexts such as mutual trust relationship with others (Baron and 

Tang 2009). Similarly, studies also find that successful entrepreneurs are able to 

modify their social interactions with various network members as their firms develop, 

focusing more attention on such groups as friends and family during start-up, but then 

shifting their social focus to groups such as other business persons and government 

officials once their ventures are operational (Jack et al. 2008; Khaire 2010). 

Importantly, social adaptability specifically assesses an individual’s ability to 

influence others’ actions within the business environment and should thus help 

entrepreneurs to effectively leverage network ties. Entrepreneurs with a high level of 

social adaptability are able to gather more useful resources from network members 

(Tocher et al. 2012). 
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Social adaptability provides an entrepreneur with the ability to understand others 

and use that knowledge to effectively build social network and further gain the 

interpersonal trust among members in that network. Entrepreneurs high in social 

adaptability typically establish social networks that are broader and higher in quality 

than individuals low in such adaptability (Harris et al. 2007; Baron and Tang 2009). 

Similarly, other reports imply that entrepreneurs who with social adaptability operate 

in wider social networks are more adept in identifying outstanding business 

opportunities than those who have narrower social networks (Baron and Tang 2009). 

Social adaptability will be functional when getting acquainted to people and help to 

enlarge social networks. Consistent with this logic, it is hypothesised that: 

 

 

H3: Social adaptability is positively related to the structural capital of Taiwanese 

SMEs operating in China. Specifically: the higher social adaptability, the more 

structural capital building of Taiwanese SMEs operating in China. 

 

2.5.2 Social Adaptability and Relational Capital 

Entrepreneur’s social adaptability is related to effectively interact with others, 

and it provides significant benefits in various contexts such as mutual trust 

relationship with others (Baron and Tang 2009). Similarly, studies also find that 

successful entrepreneurs are able to modify their social interactions with various 

network members as their firms develop, focusing more attention on such groups as 

friends and family during start-up, but then shifting their social focus to groups such 

as other business persons and government officials once their ventures are operational 

(Jack et al. 2008; Khaire 2010). Importantly, social adaptability specifically assesses 

an individual’s ability to influence others’ actions within the business environment 

Social Adaptability Structural Capital 
H3 + 
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and should thus help entrepreneurs to effectively develop trust relationship with 

members in network ties. Entrepreneurs with a high level of social adaptability are 

able to gather more useful resources from network members due to mutual trust 

(Tocher et al. 2012). Trust is an important aspect of social capital (Tsai 2000; 

Partanen et al. 2008). Nahapiet and Ghoshal (1998) consider relationships to be 

interpersonal relationships developed through mutual interactions with others, such as 

respect for others and friendships. They consider that trust is the most important factor 

supporting the development of social capital. The build-up of trust within 

organisations helps in achieving better performance (Tsai 2000). Trust means that one 

can rely on or expect others to behave in a certain way and have faith in their 

goodwill (Blatt 2009). From the viewpoint of organisational mutual interactions, the 

trust relationships within organisations are likely to lead to more open and honest 

information sharing processes and hence reduce information asymmetry when 

transactions take place (Smith and Lohrke 2008). From the transaction-cost theory 

perspective, trust does not only reduce transaction costs, but can also promote 

transaction value (Dyer 1997). Gulati (1998) distinguishes between two types of trust: 

knowledge-based trust, where people interact and learn within organisations and 

gradually develop obvious recognitions; and an emotional-base trust formed from 

eventually allowing trust to develop. The priority in building social capital is thus the 

establishment of trusting relationships. 

It was also discovered that success in obtaining useful information mediates the 

effects of social adaptability that are observed in face-to-face contacts (Baron and 

Tang 2009; Ferris et al. 2005). This reveals that social adaptability contributes to the 

setting up of high levels of trust and partiality for the individuals who demonstrate 

their social adaptability in the social network. High levels of trust and partiality on the 

part of others in the social network may provide entrepreneurs with access to a wider 
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range of potentially useful information (Ferris et al. 2005). This is in contrast to 

individuals with less developed social adaptability skills. In other words, 

entrepreneurs high in social adaptability tend to have wider social contacts and attain 

better results in communication and negotiations. Ferries et al. (2005) suggested that 

social adaptability enables individuals presenting apparent sincerity, social sensitivity 

and social networking ability. With social adaptability, entrepreneurs are able to 

adjust their behaviour to be sincere, inspire support and trust, and effectively 

influences and controls the responses of others when facing different social situational 

contexts (Phipps 2012). Social networks are partially the result of entrepreneurs’ 

social adaptability: one critical key to entrepreneurial success is fixed in the ability to 

grow and sustain a personal network. Similarly, social adaptability is critical in 

seeking social support effectively (Mortenson 2009). Social adaptability provides 

entrepreneurs with the ability to cope with the uncertainty and difficulty when facing 

social situation as they are more likely to pursue a fine-grained social exchange. 

Entrepreneurs with higher social adaptability can make a good impression and 

persuade others for favours that are useful to the entrepreneur. In addition, both 

interpersonal trust and social adaptability are developed simultaneously within secure 

interpersonal relationships with members in the social network.  

Social adaptability helps entrepreneurs properly calibrate and perform their 

situation-appropriate behaviour in effective and influential ways (Ferris et al. 2007). 

Social adaptability is also critical to foster social consensus while preserving mutual 

understanding and trust (Nga and Shamuganathan 2010). Social adaptability in 

interpersonal relationships encompasses the ability to be a patient listener, empathise, 

and promote harmony in social interactions (Caliendo and Kritikos 2008). Trusting 

and cooperative environments help establish superior rapport in alliances, facilitating 

the exchange of knowledge (Ciavarella et al. 2004; Nga and Shamuganathan 2010). In 
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founding new ventures, entrepreneurs must operate efficiently in many different 

social conditions or contexts. They may also interact with individuals from various 

backgrounds (Ferris et al. 2005; Jack et al. 2008; Tocher et al. 2012). Social 

adaptability becomes an important benefit and as a consequence, it leads to the new 

venture’s achievement. 

Entrepreneurs with high levels of social adaptability tend to effectively gain the 

trust of people which they commonly interact with, and these people are motivated to 

more willingly share information with the entrepreneurs (Baron and Markman 2003; 

Treadway et al. 2007; Tang 2010). Once they receive the information, entrepreneurs 

who are socially competent will convey this to their close partners. As a result, 

entrepreneurs high in social adaptability can effectively receive the trust via their 

social contact and, in turn, use this trust to obtain greater access to valuable 

information. Consistent with this logic, it is hypothesised that: 

 

 

H4: Social adaptability is positively related to the relational capital of Taiwanese 

SMEs operating in China. Specifically: the higher social adaptability, the more 

relational capital building of Taiwanese SMEs operating in China. 

 

2.6 Structural Capital and Human Capital 

Inspired by a long period of investigating the interaction between social networks 

and human capital by sociologists, a few entrepreneurship scholars have investigated 

human and social networks in an entrepreneurial context (Ottosson and Klyver 2010). 

Most of the research studies on entrepreneurship have mainly analysed the individual 

effects of human capital and social networks on entrepreneurial performance. This 

analyses has been done in the start-up success (Elfring and Hulsink 2003), the growth 

Social Adaptability Relational Capital 
H4 + 
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stage (Lerner et al. 1997) or the survival stage (Bruderl and Preisendorfer 1998). The 

interacting mechanisms between human and social networks have largely been 

ignored in the entrepreneurship research (Ottosson and Klyver 2010).  

Various definitions of human capital have been proposed in the literature 

(Crawford 1991; Davenport 1999). The simplest definition might be the possession of 

“skilled, educated people” used by Crawford (1991, p.5). Becker (1993) proposed that 

human capital comprises skills, experience, knowledge, personality, appearance, 

reputation and credentials. Edvinsson and Malone (1997) noted that human capital 

includes “all individual capabilities, knowledge, skill and experience of the 

company’s employees and managers”, the ability and willingness to learn and 

demonstrate new skills, and the “creativity and innovativeness of the organisation” (p. 

34-35). Prior research suggests that the valuable workforce is crucial to firms’ 

performance (Georgiadisa and Pitelis 2012). Having a collection of well-motivated 

and capable employees is a competitive advantage because they correspond to 

firm-specific resources that are central, uncommon and not easy to copy. Firms with 

knowledgeable and highly skilled employees have elevated levels of human capital 

which means they are more expected to make smart decisions, generate knowledge, 

and develop superior organisational results (Sullivan and Marvel 2011). In this study, 

human capital is defined as the aggregate of employees’ knowledge, education, skills, 

capabilities, experience, attitudes, wisdom, creativity and commitment embedded in 

the firm. 

It has long been argued that human capital is a critical resource for differentiating 

innovation capabilities and financial performance amongst firms (Sullivan and Marvel 

2011). It consists of knowledge stocks (hiring educated individuals) as well as 

knowledge flows (building high levels of codified and tacit knowledge about a 

particular business and its exacting market conditions) (Cavusgil et al. 2003). Prior 



58 
 

research suggests that human capital is particularly critical for firms in emerging 

economies since they are engaged in hostile and turbulentt environments (Phan et al. 

2010), however, during environmental or industry changes, human capital may 

become inactive as employees’ skills become antiquated. In this sense, a high level of 

human capital in one stage may be ineffective in another stage if the environment 

swiftly adjusts and human capital does not keep at the same rate. To address this, 

rather than relying on education to cultivate the needed skills (internal human capital 

development), firms may find it easier and faster to increase human capital by 

adapting to the alterations by hiring new people (external human capital acquisition) 

who already possess the required skills for the new setting (Han and Han 2009; Fel

cio et al. 2012). Therefore, human capital is flexible and companies can increase the 

elasticity of their human capital to prepare for change either through their hiring 

practices or via their training and development practices. In the context of SMEs, 

prior research has reported the importance of a highly motivated, skilled workforce as 

being a key aspect to accomplishment (Cunningham 2010). It is also reported that 

SMEs recognise the potential benefits of human resource management to add tangible 

value to the firm (Hornsby and Kuratko 2003). Studying SMEs shows that 

high-performance work frameworks are utilised at these companies, and that there are 

direct linkages between human resource management and organisational outcomes 

(Sels et al. 2006; Cunningham 2010).  

SMEs are less likely than larger company counterparts to employ required labour 

force (Harris et al. 2008). SMEs may struggle on how to manage rising employment 

regulation (Blackburn et al. 2006) and are overly represented at employment tribunals 

(Saridakis et al. 2008). In addition, they must address an array of related HR 

challenges including resourcing manpower (Jarvis and Rigby 2012), health and safety 

for the company’s staff (Walters 2001), and skills training and improvement (Marlow 
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et al. 2010). 

Han and Han (2009) suggested recruiting skilled employees is one of the major 

challenges which SMEs must overcome, who normally rely on social networks to 

attract workers, principally at the start-up stage. In the Chinese context, social 

networks are critical for achieving entrepreneurship success (Zhao et al. 2010) and 

this is expressed, as previously indicated, by the concept of guanxi (which is an 

exceptional relationship between people in China) (Peng and Luo 2000). One 

common Chinese saying claims that who you know is more essential than what you 

know (Zhao et al. 2010). A number of studies have concluded that the cultural factor 

is a key aspect that affects the adoption of human resource management in China 

(Zhou et al. 2007; Han and Han 2009; Cunningham 2010). Shenkar and Ronen (1987) 

suggested that Chinese culture places more importance on relationships than on 

regulations. Local cultural values are pooled to generate a robust, entrepreneurial 

spirit and an intense resolve to succeed. It is therefore expected that entrepreneurs in 

China will seek their social connections for assistance rather than consulting the 

government provided advisory services. Another characteristic of Chinese culture is 

uncertainty avoidance (Hofstede 2001), which propose that entrepreneurs in China 

will manage their insecurity by seeking the opinions of knowledgeable business 

connections and dependable personnel for information and advice (Xie and Amine 

2009).  

Effective recruitment practices are vital for firms in China to draw and hire 

skilful labour force (Kopnina 2005). As one of the fastest emerging economies 

globally, enterprises in China have realised the importance of talent recruiting (Han 

and Han 2009). The unskilled labour supply is still sufficient to meet market demands 

in China. With the maturing of the economy, enterprises in China are witnessing a 

talent war for highly skilled workers (Hughes 2009). In addition, recent government 
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policies and modernised legal arrangements for employment contracts have 

empowered Chinese workers with greater options and bargaining power. This has led 

to some companies needing to pay more and offer superior conditions to recruit and 

retain workers (Hughes 2009). Therefore, enterprises in China are in search of 

solutions to improve their recruitment development and practices (Han and Han 2009). 

In the Chinese labour market, based on historical contexts, there is a positive 

relationship between the social network power and a job applicant’s attraction to a 

firm. Prior research notes that one of the challenges for foreign SMEs in China was 

that the nature of work in the emerging economy was linked so greatly to the 

entrepreneurs’ social network (Han and Han 2009; Tang 2010). Consequently, there is 

rising recognition that social networks occupy a critical strategic role for SMEs (Zhou 

et al. 2007; Fel cio et al. 2012).  

Concurrently, China has undergone a major initiative towards cultivating a 

mixed economy. The number of SMEs in China has dramatically increased since its 

open-door policy (Lin 2008; Gunningham 2010). SMEs have become significant as a 

source of employment and contributed to the economy growth in China (Gunningham 

2010). This is a fundamental change from their previous complete reliance on 

collective and state-owned enterprises. In this new case, private enterprise is also a 

strong player. It was not until 1988 when China officially recognised private 

enterprises. At this year, the private sector had developed to about 33 percent of the 

gross domestic product and was second only to the state-owned enterprise sector in 

terms of economic importance (Talavera et al. 2012). In China, recruiting skilled 

workers is one of the biggest challenges facing SMEs (Gunningham 2010). This is 

particularly true for start-up SMEs due to their resource-constraints and reliance upon 

external support via the entrepreneur’s social network. 
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Social networks have been portrayed as a set of information flow and resources 

obtained through relationships (Tsai and Ghoshal 1998). By seeking and transferring 

knowledge within network relations, social networks can offer key ties for 

organisations (Hansen 1999). Through exchange or transferral, Nahapiet and Ghoshal 

(1998) define social networks as tools to access data and skills knowledge or 

technology. Entrepreneurs have differing degrees of fluency and competence to run 

their businesses. They also have ideas which they wish to investigate and they need 

complementary assets in the production and delivery of their wares or services (Teece 

et al. 1997). They obtain assistance, data, and entrance to key sales channels through 

their social networks. In their competitive environment, the entrepreneurs’ social 

networks are not the sole means to acquire resources, but also the particular routes by 

which they carry out the organisation’s mission. Dubini and Aldrich’s (1991) report 

indicates that to assist in the success of new ventures, requires efficient networks 

between entrepreneurs.   

Social network studies mainly focus on network ties, although there is a 

structuralist versus connectionist distinction in the existing literature. The structuralist 

stream proposed by Coleman (1990) and Burt (1992) covers network ties and 

interconnection patterns. Moreover, the connectionist stream posed by Lin (2001) 

treats network ties as channels for the transfer of assets and data. From either view, 

entrepreneurs’ social networks in emerging economies are important in providing 

firms with the right to use resources, data and knowledge, markets and technologies. 

Network membership value is defined as the summation of probable and real assets 

implanted in, made accessible through, and is originated from, a relationship network 

attributable to social capital developed through network affiliation (Nahapiet and 

Ghoshal 1998). To support these benefits, there are also patronage social networks 

between the government and the firms. These tend to focus on emerging economies 
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and offer companies exclusive advantages in transaction costs and risk mitigation as 

well as protection from the government and access to unique political resources 

(Child and Tse 2001). 

As noted earlier, SMEs often lack adequate assets and knowledge to address the 

rapidly shifting settings in which they operate. Through social networks SMEs can 

acquire the information and skills needed to maintain competitiveness. Social 

networks are treated as key tools for the exchange and transfer of business data in the 

SME context (Partanen et al. 2008). They include person-to-person negotiations that 

offer opportunities to reveal events and sense the trends of the emergent fields (Möller 

et al. 2005). Entrepreneurs’ social relationships offer practical data on pertinent 

networks and prospective channels that could be utilised in business development, 

such as in the acquisition of financial support and requested labour force. Research on 

social network analysis has focused on the relationships between entrepreneurs and 

others that provide the critical assets in establishing a business (Larson 1991). 

Entrepreneurs need complementary resources to implement their innovative ideas and 

produce and deliver their goods or services (Chen et al. 2007; Yiu and Lau 2008). 

They can obtain materials, data and access to distribution channels through social 

networks. Social networks have numerous practical value for entrepreneurs. First, 

entrepreneurs who enlarge their networks can obtain key data and other resources 

from other knowledgeable parties. Furthermore, entrepreneurs join a social network to 

shorten the path to knowledgeable others and to acquire what they need (Burt 1992). 

Additionally, social contacts may be connected to the entrepreneur or to each other 

through varied relations or exchanges. In emerging economies such as China, an 

entrepreneur’s social network is largely based on the informal connections formed in 

response to imperfections in the official labour, capital, and product markets (Khanna 

and Palepu 1997). Tang (2010) suggested that entrepreneurs regularly judge the value 
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of new information as a result of associations based on alliances or advice. Social 

networks provide access to resources and information. Similarly, the intrinsic value of 

social networks in China is the facilitation of the exchange of intangible favours (e.g., 

emotional support and information sharing) or tangible favours (e.g., financial 

support). Individuals can acquire valued supplies, services, and data, not readily 

obtainable in the marketplace, through social networks. Empirical evidence shows 

that SME owners/CEOs frequently make use of social networks to seek out data, 

social support, and advice from others. They also utilise social networks to access 

human capital and secure legitimacy through endorsements from prominent media 

personalities. Genuine advantages implanted in social networks involve 

comprehending who would benefit from specific information, and screening 

information for correctness, significance, and implications. Social networks could 

facilitate data flows, provide quality resources, and instil positive attitudes towards 

potential recruiting companies from information posters to job applicants. Therefore, 

recruiting companies connected by social networks, rather than weak ties, are more 

likely to be attractive to applicants. Consist with this logic, it is hypothesised that: 

 

 

H5: Structural capital is positively related to the human capital of Taiwanese SMEs 

operating in China. Specifically: structural capital facilitates the human capital 

acquisition of Taiwanese SMEs operating in China. 

 

2.7 Relational Capital and Tacit Knowledge 

Knowledge has developed into the most strategic aspect in the firms’ operations 

(Spender 1996; Abeson and Taku 2009), as it is associated with a firm’s ability to 

establish competitive advantage (Teece 2001). Consequently, firms have to find 

Structural Capital Human Capital 
H5 + 
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techniques to sufficiently manage this aspect, which poses an exacting challenge for 

SMEs (Durst and Edvardsson 2012). The subject of knowledge management has been 

studied extensively, although there is a propensity to focus on large businesses and 

neglect SMEs (Ngah and Jusoff 2009). This is viewed as an unsatisfactory situation in 

the light of SMEs’ significance to many countries’ economies. Prior studies indicate 

that in various SMEs, there is a lack of systematic knowledge management (Durst and 

Edvardsson 2012) and, if solutions are implemented, they are likely to be less 

sophisticated than in larger firms. Nevertheless, this does not suggest that appropriate 

approaches to undertake the resolution of issues in knowledge management are less 

important to an SME’s success. On the contrary, appropriate handling of knowledge is 

a key factor for a firm’s survival (Durst and Edvardsson 2012; Durst and Wilhelm 

2012). 

Prior research suggests that knowledge is a critical source of sustained 

organisational competitive advantage (Abeson and Taku 2009; Leonard and Insch 

2005). Drucker (1993) argues that in the knowledge economy, knowledge appears to 

have become not just another resource such as the traditional factors of production 

(land, capital and labour), but the only meaningful resource. Hence, there may be no 

source of sustained competitive advantage other than what an organisation knows, 

how it can exploit what it knows, and how quickly it can learn something new (Prusak 

1996). 

Knowledge may be conceptualised as an individual’s reasonable belief that 

improve an entity’s potential and aptitude for successful action (Nonaka 1994). In this 

sense, an entity may be defined as an individual, a group, an organisation or a society. 

Alavi and Leidner (2001) suggest that knowledge is a state of mind, an entity, a 

procedure, a circumstance of having access to information, or a capability. First, 

based on the perspective that knowledge is a state of mind, knowing and 
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comprehension is built through an individual’s background or familiarity. Second, 

when knowledge is viewed as an entity, it is something that is suitable for acquisition, 

storage, manipulation and transfer. The third view focuses on knowledge as a 

procedure involving knowledge formation, sharing and distribution. Fourth, 

knowledge must be organised to advance the efficiency for further access. The final 

perception focuses on the skills that enable an individual to mobilise information 

accurately and efficiently and potentially use it to enhance future action. 

Research studies in the field of entrepreneurship suggest that access to data is 

often a fundamental determinant of the success of a new venture (Baron and Tang 

2009; Zhao et al. 2010; Kacmar et al. 2013). Prior research indicates that access to 

pertinent data is a key factor in new venture performance throughout the total 

entrepreneurial process (Baron 2006). Initially, access to significant data plays a 

critical role in opportunity recognition (Shane and Venkataraman 2000). During later 

phases of the process, data plays a noteworthy role in new venture development 

because input concerning markets, competition, and changing economic and societal 

conditions is needed for the formulation of effective strategies for business (Baron 

and Tang 2009). Although many venues for receiving pertinent data exist, growing 

proof suggests that the entrepreneurs’ social networks are often a key role. The 

assortment and relationship which entrepreneurs form with other persons strongly 

influence their access key data (Sedikides and Gregg 2003). 

Nonaka (1994) highlights that it is important to distinguish between two different 

types of knowledge within organisations: explicit knowledge and tacit knowledge. 

Explicit knowledge is knowledge that can be formally and systematically archived, 

expressed and circulated in certain codified forms such as manuals or computer files 

(Becerra et al. 2008). Information technology is usually leveraged to manipulate 

explicit knowledge (Saunders and Miranda 1998). Alternatively, tacit knowledge is 
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deeply ingrained in experience levels, thought processes, actions and involvement 

within a particular context (Alavi and Leidner 2001) and is difficult to convert into an 

explicit form that will allow such knowledge to be easily transferred and shared 

(Berman et al. 2002). Prior study suggests that a large proportion of the most useful 

knowledge may be tacit in nature (Holste and Field 2010). Although critical to 

organisational decisions, tacit knowledge is not easy to measure and has received little 

empirical attention or support in the knowledge management literature (Holste and 

Field 2010). While technology helps in explicit knowledge storing, tacit knowledge 

resides in the peoples’ minds. Therefore, tacit knowledge’s availability and use 

depend upon individual relationships (Holste and Field 2010). In other words, tacit 

knowledge is much stickier amongst individuals as compared to explicit knowledge. 

Polanyi (1967, p. 4) expresses the nature of tacit knowledge through the phrase “we 

know more than we can tell”. Leonard and Sensiper (1998, p. 114) add that “we often 

know more than we realize”. Moreover, tacit knowledge is so intensely entrenched in 

the mind that the knowers are not completely aware of the knowledge they have 

(Huang et al. 2013a). Nevertheless, tacit knowledge actually does influence the 

behaviour of the knower. Common references of tacit knowledge include one’s ability 

to ride a bicycle, the intrinsic knowledge of an expert baseball player, the know-how 

of a machine operator on machine maintenance and computer program debugging 

skills (Ngah and Jusoff 2009). 

Furthermore, prior research suggests that tacit knowledge is the most significant 

asset for organisations (Ngah and Jusoff 2009; Berman et al. 2002). The establishment 

of tacit knowledge constitutes a key ingredient in the development and expansion of 

companies because knowledge acquisition opens up new productive opportunities. It 

also enhances a company’s abilities to make leverage these productive opportunities 

(Penrose 1959). Nevertheless, not being easily transferred from the sources to 
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recipients, tacit knowledge faces barriers for transfer and is quite immobile (Attewell 

1992). Tacit knowledge may encompass the concepts of skill expertise and practical 

know-how (Berman et al. 2002). Bock et al. (2005) argue that when the knowledge is 

regarded as valuable and exclusive, an individual will not share his/her knowledge. 

Furthermore, the potential risks of losing advantage, and the lack of a proper 

incentives system, are the major reasons why individuals are usually reluctant to share 

their tacit knowledge with others (Osterloh and Frey 2000). As a result, tacit 

knowledge sharing is predominantly made through forms of intrinsic inspiration, such 

as cooperation and familiarity. Choi and Lee (2003) prescribe that an individual can 

gain personal experience and tacit knowledge only by utilising a tacit-oriented 

approach that emphasises social interaction. Nonaka (1994) also reports that tacit 

knowledge has a personal worth which can be expressed through the contribution of 

metaphors or experiences during social interactions. Therefore, social exchange may 

be the most important factor facilitating tacit knowledge-sharing amongst social 

actors. 

In the context of SMEs, knowledge tends to be superficial (no functional 

specialists) and tacit. Superficial knowledge can be supplemented from external 

sources, while narrow knowledge leads to tacit knowledge such as how to run a 

business (Ngah and Jusoff 2009). Tacit knowledge helps an SME differentiate from 

its competitors, particularly regarding its resources, which according to the RBV, 

should be valuable, exceptional, limited and non-imitable. The more tacit knowledge 

is shared, the more difficult it is to imitate (Leonard and Sensiper 1998). When tacit 

knowledge is expressed and united to yield collective tacit knowledge, it would lead 

to originality and originality (Leonard and Sensiper 1998). The perception of tacit 

knowledge is significant in the context of originality and its transmission since it can 

be partially captured by the term ‘know-how’. Ngah and Jusoff (2009) refer to tacit 
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knowledge in SMEs as ‘know-how’ composed partly of technical skills and partly of 

informal skills, such as craftsmanship (Nonaka 1998). Prior research suggests that 

tacit knowledge-sharing is indispensable in SMEs with scarce resources (Egbu et al 

2005) since its ability to be used is a source of competitive advantage for SMEs. 

Through a trusting relationship, an individual can build up goodwill that 

facilitates the acquisition of valuable knowledge from others in a social network 

(Adler and Kwon 2002). In such a relationship, as the trustor starts to trust the trustees, 

and he/she will become relatively convinced that the trustees will not sacrifice his/her 

interests, and will therefore be more likely to help them (Mayer et al. 1995). 

McAllister (1995) suggests that individuals who guarantee a high level of trust in their 

partners tend to convey caring behaviour, such as assisting others in meeting their 

personal objectives. A trustworthy individual can naturally gain support from others 

to advance his/her personal growth. As reported by Osterloh and Frey (2000), 

sociability and friendship are the most vital factors influencing an individual’s 

understood knowledge-sharing. Thus, individuals are willing to share their tacit 

knowledge with trustworthy others through positive interpersonal social interaction. 

Additionally, Miranda and Saunders (2003) reason that data sharing is a process 

connecting the social construction of meaning, which implies that significance 

emerges from interactive and collective interpretation amongst social players. Tacit 

knowledge, due to its personalised characteristics, must be articulated in an 

interpretable mode so that others can understand and utilise it (Alavi and Leidner 

2001). Becerra-Fernandez and Sabherwal (2001) suggest that tacit knowledge can 

also be more directly shared through mutual understanding between partners. Thus, 

individuals who possess similar values governing what and how action items should 

be done collectively can exchange tacit knowledge without misunderstanding. 

Because the development of shared values enables individuals to be more committed 
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to interpersonal relationships, they are more likely to distribute their tacit knowledge 

with others. These arguments suggest that individual social capital, manifested as trust, 

and shared values may help individuals to obtain tacit knowledge from other social 

actors, and thus have a constructive effect on company performance. 

Prior research notes that relational capital refers to assets that are ingrained in the 

entrepreneur’s relationships, such as trust (Szulanski 2006). The relational view 

addresses data and resources received from personal relationships the entrepreneur 

has developed through historical exchanges, and this view encompasses many facets 

of the social context, such as social interactions and the trust level within relationships 

(Smith and Lohrke 2008). Prior study suggests that social interaction is often the main 

method for sharing tacit knowledge (Teece 2001). The degrees of risk and ambiguity 

that are associated with tacit knowledge-transfer are mitigated by trusting 

relationships (Holste and Fields 2010). 

Moreover, firms regarded with a high level of trust benefit in a range of areas, 

including the acquisition of information, resources and business opportunities 

(Nahapiet and Ghoshal 1998). Trust relationships are also influential in organisational 

learning. For example, Schildt et al. (2005) propose that different control modes 

(implying different levels of trust) adopted in pursuing external corporate ventures are 

likely to diverge in terms of the degree of support they offer for explorative and 

exploitative learning. Empirical research also suggests that through strategic 

partnerships and company networks, Asian firms can augment their global 

competitiveness (Killen et al. 2002). While trust generates positive expectations, it 

also allows both parties to be more at ease about joining into exposed positions. By 

relying on previous interactions both indirectly through associations and directly with 

others, entrepreneurs may more readily take on risks in a business exchange. By 

trusting that other individuals will behave in a certain manner, or deliver as usual, can 



70 
 

motivate individuals to search for opportunities and take action. Entrepreneurs who 

wish to start a new venture have their belief bolstered by the anticipation that they can 

depend on the emotional and concrete resources from a network of others.  

Furthermore, information obtained from a trusted partner is more likely to be 

perceived as accurate and relevant (Levin and Cross 2004). This has two possible 

conclusions. First, when data is given from a trusted party, an entrepreneur will be 

less likely to consider verifying the date accuracy (McEvily et al. 2003) and may be 

overconfident in the probability of correctness. Second, by not checking the accuracy 

of the data, the entrepreneur is relying on a smaller set of data sources. Social 

networks have an essential function of directing information flows (De Carolis and 

Saparito 2006). Trust within social networks can allow an entrepreneur to centre on a 

fixed set of recognised associations (Coleman 1988). Prior research has reported that 

trust between the partners in a relationship has a positive influence on their motivation 

to interact with each other (Nahapiet and Ghoshal 1998). The same researchers also 

suggest that trust provides an entrepreneur with access to individuals and loftier 

expectations for the outcome of a relation (Nahapiet and Ghoshal 1998). 

Trust has been recognised as a moderator of social behaviour by preventing 

opportunistic behaviour and creating joint norms of reciprocity among members of a 

group or organisation (Jorgensen and Ulhoi 2010). Trust is not limited to the 

interpersonal level and may be more crucial for network-based co-operation among 

SMEs (Neergaard and Ulhoi 2006). This is especially noteworthy because it mitigates 

the newness liability arising from limited resources and market uncertainty. High 

degrees of trust have been shown to improve collaboration, which subsequently 

allows for greater candidness in the exchange of knowledge (Dirks and Ferrin 2001). 

Furthermore, de Clercq et al. (2010) established that trust allowed for more focus on 

the development of entrepreneurial opportunities when partners were mutually 
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confident with each other. This generated less need to monitor for potential defective 

behaviour and more time was devoted to the exchange of knowledge. James (2002) 

indicated that trust amongst network members is essential to companies in uncertain 

and/or novel situations, although it is apt to be an essential element for the 

establishment of education, knowledge-sharing and improvement practices in all 

contexts. As a result, tacit knowledge is likely to be embedded in social relations and 

it has been projected that exchanges between network members may support the 

development of trust relationship in SMEs’ networks. The trust building, in turn, 

facilitates the SME’s tacit knowledge-acquisition. On the basis of the above 

discussion, it is hypothesised that: 

 

 

 

H6: Relational capital is positively related to the tacit knowledge of Taiwanese SMEs 

operating in China. Specifically: relational capital facilitates the tacit knowledge 

acquisition of Taiwanese SMEs operating in China. 

 

2.8 Human Capital and Incremental Innovation Capability 

Prior research notes that innovation contributes to economic growth and is one of 

the most important techniques through which SMEs try to build competitiveness, and 

the significance of SMEs to economic development has been extensively documented 

(Palmer and Griswold 2011). Incremental innovation activities in SMEs have also 

received notice from researchers (Humphrey et al. 2005), but there is substantial 

scope for additional studies in this area (Baregheh et al. 2012). Prior studies suggest 

that innovation is increasingly recognised as imparting an important involvement 

toward achieving organisational success, performance and survival (Baregheh et al. 

Relational Capital Tacit Knowledge 
H6 + 
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2012). Damanpour (2009) suggests that innovation is frequently motivated 

environmental pressure from the outside. This includes topics such as competition, 

deregulation, and isomorphism. It is also related to customer demand and the concept 

of resource scarcity. This is related to adaptive behaviour that transforms the 

organisation to protect or enhance its performance. In addition, innovation is observed 

to be a major driver of competitive advantage (Bigliardi 2013; Madrid-Guijarro et al. 

2013). Innovation can generate increased market share, superior production efficiency, 

elevated productivity growth, and improved revenue (Prajogo and McDermott 2013). 

Incorporating the important role of innovation can empower companies to offer a 

greater variety of differentiated products and services and, correspondingly, improve 

overall financial performance (Zahra et al. 2000).  

In the context of SMEs, the effect of firm size on innovation has drawn strong 

interest, and numerous studies have examined this relationship and questioned 

whether the determinants of innovation performance are different between SMEs and 

large firms (Prajogo and McDermott 2013; Gronum et al. 2012). Hewitt-Dundas 

(2006) summarises several differences between SMEs and large enterprises in relation 

to innovation determinants. Generally, SMEs are essentially disadvantaged, not only 

in terms of their inherited assets, capabilities, and competencies, but also in their 

ability to grow these resources through learning economies of scale (Terziovski 2010). 

Furthermore, these resource limitations are often accompanied by less sophisticated 

management structures, which result in poor acknowledgment of market opportunities, 

weak detection of new technologies, and an overall aversion to risk, which have 

negative impacts on innovation and innovation success. In the light of the RBV theory, 

SMEs face difficulties in innovation due to the problem of creative accumulation, 

whereby cumulative learning generates high entry barriers for other firms, and a 

limitation of the opportunities for new innovators. This commonly results in a few 
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larger firms which dominate the market (Prajogo and McDermott 2013). 

The human capital of a firm refers to “the knowledge, skills, and abilities residing 

with and utilised by individuals” (Subramaniam and Youndt 2005, p.451). Due to the 

knowledge possessed by a firm’s personnel is intimately connected to its products and 

services, it is apparent that a firm’s capability to produce new products and services 

and extend its organisational capabilities is inextricably connected to its human 

capital (Bornay-Barrachina et al. 2012). In this case, embodied knowledge, which is a 

unique and incomparable resource related to firms enables them to effectively 

persuade and transform other organisational resources (Argote and Ingram 2000; Foss 

2007). Also, knowledge-based resources are mainly important in providing a 

sustainable competitive advantage (McEvily and Chakravarthy 2002) because they 

hold an indispensable role in the firm’s aptitude to innovate (Galunic and Rodan 

1998). Consequently, it can be inferred that competitive advantage is derived from 

knowledge, technological skills and experience, which taken together allow new 

products and services to be formed (Bornay-Barrachina et al. 2012). 

Previous studies have examined the relationship between innovation and human 

capital (Bornay-Barrachina et al. 2012). McKelvie and Davidsson (2006) suggested 

that there is a direct effect of human capital on firms’ innovation capability. SMEs that 

concentrate on differentiation tend to find ways to distinguish their company through 

personalised customer service or innovation in their services and products. This 

strategy may apply unique pressures upon the company’s human resources (Klass et al. 

2010). For example, customised service should trigger efficient responses to meet the 

unanticipated needs of the customer as they arise. Where the president or CEO cannot 

personally ensure that those needs are met, a strategy focusing on personalised service 

will empower their employees to be motivated and able to respond with discretion 

with the customer without constantly having to check with his supervisor. Under these 
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business conditions, there is a strong need for employee ability, enthusiasm, and 

loyalty (Klass et al. 2010). Differentiation through gradual innovation in products and 

services may also affect the need for skilled employees who are capable of developing 

such innovations. Where incremental innovation is utilised for products and services, 

there will be a pressing need for the firm to master new processes (Humphrey et al. 

2005). Furthermore, where incremental innovations are applied to products or services, 

there will be less capacity to rely on cautious specification of tasks. 

As noted elsewhere, human capital originates from a fundamental supposition that 

humans possess expertise that can change their behaviour and can be improved. 

Human capital is a significant foundation of competitive advantage to individuals, 

organisations, and societies. Prior study suggests that SMEs are chiefly reliant upon 

the functioning and performance of their employees, and they have less tolerance for 

inefficiency (Georgiadis and Pitelis 2012). Research by Mohnen and Röller (2005) 

indicates that skilled human capital is significant for innovative activities in an 

industry, and in the wider national economy. Mohnen and Röller (2005) show that the 

innovation process is retarded if it is not accompanied by sufficient skilled human 

capital. Also stressing the importance of human capital, Leiponen (2005) examined 

how employees’ capabilities and innovative activities are related to each other. 

Looking at innovation activities in firms, and employees’ capabilities, he noted that 

skills influenced innovation processes in firms, and that innovation success could 

bring profits to the firm. He added that skilled human capital is not only needed for 

research and development, but it is important in all sectors including marketing, 

manufacturing, research, and design and development. 

Previous research reports that innovation is the application of new knowledge, or 

it takes a level of current knowledge to develop into new knowledge (Durst and 

Edvardsson 2012). It is expected that SMEs with a higher degree of employees’ 
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human capital are more likely to be innovative than those with a lower degree of 

human capital. In this sense, the quality of the employees’ human capital is in itself a 

source of innovation. For SMEs, this makes finding qualified employees one of the 

most considerable challenges to innovation. Recruiting new employees provides new 

collections of knowledge and skills, which often correspond to supplies of innovation 

(Al-Laham et al. 2011). Such recruitment creates opportunities for new employees to 

apply new competencies, skills, resources and perspectives, to existing innovative 

activities (Klass et al. 2010; Al-Laham et al. 2011). New hires also provide firms with 

access to novel knowledge and alternative thinking processes, thus avoiding the issue 

of relying solely on the retention of existing practices (Al-Laham et al. 2011). 

According to Madsen et al. (2003), greater inter-firm personnel inflow decreases the 

perseverance of existing practices. As discovered by Tzabbar (2007), external 

recruitment increases the probability that the companies will seek solutions beyond 

their existing technological areas. 

Furthermore, product and service innovations are fundamentally the successful 

utilisation of new ideas and imply two conditions: novelty and utility 

(Bornay-Barrachina et al. 2012). These conditions can only be produced by priceless 

human capital, which is positively correlated with product and service innovations 

because it identifies new market opportunities. Skilful employees tend to experiment 

and apply innovative knowledge in their work (Taggar 2002). Previous research on 

innovative activity supports this by identifying the importance of individual expertise 

and knowledge in permitting employees to produce novel ideas and create innovations 

(Anand et al. 2007). However, while priceless knowledge is one of the prerequisites 

for innovation, knowledge itself is not sufficient to develop new products. R&D 

departments not only utilise the valuable knowledge of employees but also require 

creativity and unique knowledge to develop product and service innovations. Unique 
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knowledge is knowledge integrated with the concept of content specificity which 

makes it non-transferable to other organisations (Durst and Edvardsson 2012). 

Innovation based on generic knowledge is difficult to achieve (Nonaka and Takeuchi 

1995), so individuals with unique knowledge, skills and abilities are considered 

rainmakers’ because their specialised expertise contributes to the development of 

new ideas, products or services (Bornay-Barrachina et al. 2012). Amar (2002) has 

proposed that these employees hold rare knowledge, skills and abilities that are not 

normally distributed in the labour market. Therefore, a valuable resource for firm 

innovation comes from knowledge possessed by rainmakers (something which is also 

new to competitor firms). 

Prior research suggests that, although the returns from incremental innovation are 

relatively more predictable, incremental innovations are usually related with normal 

profits only in the SME context. Their competitive advantage can have a longer 

period of dominance only if significant resources in the form of human capitals are 

invested during the innovation process so they are not readily copied. In particular, 

prior research indicates that SMEs focusing on product and service improvement 

through incremental processes will enhance their competitive advantage. Since 

incremental innovations require in-depth knowledge and skills, valuable human 

capital could be crucial to success for such innovations. On the basis of the above 

discussion, it is hypothesised that: 

 

 

H7: Human capital is positively related to the incremental innovation capability of 

Taiwanese SMEs operating in China. Specifically: the more human capital, the more 

incremental innovation capability of Taiwanese SMEs operating in China. 

 

Human Capital Incremental Innovation 
Capability 

H7 + 
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2.9 Tacit Knowledge and Incremental Innovation Capability 

Innovation is dependent on the application of existing knowledge in a novel 

method (Mbizi et al. 2013). Therefore, its basis is on learning, which is primarily a 

social process, especially where transmission and the amassing of tacit knowledge is 

the goal (Polanyi 1967). As noted previously, innovation is the base for organisational 

survival (Cavusgil et al. 2003). Drucker (1954) was one of the first scholars to 

concentrate on the importance of innovation capability for organisations. He 

explained that in order to survive in a volatile market, companies must be innovative. 

Innovation capabilities are vital in the realisation of better performance in innovation. 

This is due to markets which are characterised by short product life cycles and a high 

rate of new product and service introduction. Therefore in this type of market, a 

company will garner high innovation performance if they have a foundation with 

leading innovation capabilities. 

In the context of SMEs, incremental innovation is often a key source of 

competitive advantage and directly contributes to the long-term success and viability 

of operations (Mbizi et al. 2013). SMEs are frequently incubators of incremental 

innovation and, relative to larger firms, tend to be less formalised, more flexible, and 

may be more suited to promote incremental innovation (Palmer and Griswold 2011). 

SMEs are more effective than large firms in introducing products and services 

(Spithoven et al. 2013). One of the commonly recognised characteristics of SMEs is 

the congruence of ownership and management. Moreover, SMEs are associated with 

faster decision-making, due to less bureaucracy and fewer hierarchy levels. SMEs are 

seen as most effective in this respect because of their superior responsiveness to 

market needs, their organisational flexibility (Sivadas and Dwyer 2000), and their 

minimal bureaucracy (Cassiman 2006).  

Prior investigations posit that SMEs contributed to the major innovations of the 
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twentieth century (Scozzi et al. 2005). In contrast to large firms, SMEs may be more 

adaptable and have close relationships with their clients. This allows them to have 

swift responses to shifts in the market as well as changes in technological 

requirements. Due to their smaller size, SMEs commonly have efficient internal 

communications and many possess energetic styles of management (Rothwell 1994). 

Similarly, some reports imply that on average, the technical competence is higher in 

SMEs, and therefore iterative improvements in these companies are less expensive to 

implement. SMEs typically take advantage of new technical areas and product and 

service innovations based on their tacit knowledge acquisition (Cavusgil et al. 2003; 

Johannessen and Olsen 2011). Therefore, incremental innovation in SMEs can be 

efficient and effective.  

This is not always the case, however, and numerous SMEs are not innovative at 

all. Prior research stresses the differences among a restricted number of very 

innovative SMEs and a large number of non-innovative SMEs (Scozzi et al. 2005). 

The literature also describes the many obstacles to innovation in SMEs. The lack of 

financial capital, inadequacy of management and marketing, deficiency of skilled 

workers, limitations in obtaining external information and linkages, and a challenge in 

addressing government regulations are factors that limit many SMEs’ competitiveness 

(Freel 2000). SMEs may be incapable of introducing new products and services due to 

their limited organisational and marketing capabilities. Previous studies cover the 

cultural barriers to innovation. These include the tendency to ignore procedure, 

reluctance for change, and a focus on short-term requirements. Other barriers to 

innovation include a lack of strategic vision and the existence of a blame culture 

(Filson and Lewis 2000). Some contend that the main problem which SMEs must face 

is a lack of attention dedicated to organisational and managerial issues, particularly in 

the innovation field (Cobbenhagen 1999). 
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 Further, prior research suggests that the hostility of the business environment, in 

emerging economies such as China, influences innovativeness (Tang and Hull 2012). 

Environmental hostility is defined by intense price competition, low profit margins, 

severe regulatory restrictions, shortages of labour and raw materials, unfavourable 

demographic trends and the effects of an environment of rising business costs; Taken 

together, these all imply that there are fewer opportunities to exploit. In response, 

SMEs need to devote a greater analytical effort to understanding and mastering threats. 

Environmental hostility is acknowledged as the extent of the unpredictability in the 

firm’s environment (Yu and Ramanathan 2011). This adjustment may come from 

various sources, such as the change rate and innovation in the firm’s primary business 

and in the development and launch of novel services and products. It is also observed 

in the unpredictability of competitors’ strategies as well as the frequently changing 

preferences of customers. Firms operating in a hostile environment have to deal with 

rapid adjustments in technology, customer needs and preferences, as well as 

competitive action (Yu and Ramanathan 2011). Firms operating in highly hostile 

markets are expected to be more successful innovators by increasing the number of 

new product and service introductions through incremental innovation. This in turn 

helps to meet the customer’s needs. Prior research suggests that the embedded 

resources of SMEs, such as rich tacit knowledge in highly competitive markets, would 

be better focused on incremental innovations rather than radical ones because of the 

cut-throat nature of the environment (Tang and Hull 2012).  

Nonaka and Takeuchi (1995) argue that tacit knowledge is the main element in 

creating new knowledge and innovation. Prior research on tacit knowledge, and the 

findings in the empirical literature, suggest that the more experienced a manager, the 

more likely they are to react strategically to monitoring when making decisions to use 

discretionary accruals to manage earnings (Rosman et al. 2012). This inference is also 
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supported by research that shows that experience affects risk assessments, and that 

SMEs’ decision and policy makers are likely to become proficient at risk taking as 

their cognitive skills and tacit knowledge improve their firm’s competitive advantage 

(Ngah and Jusoff 2009).  

Innovation capability is growing to become the most important aspect in the 

development and sustainability of competitive advantage, and it is not adequate to do 

things better; it is now more about doing new and better things (Humphrey et al. 

2005). Prior research suggests that tacit knowledge plays a key role in the incremental 

innovation process, and tacit knowledge is the driver of incremental innovation and 

competitive advantage (Rosman et al. 2012). The density, idiosyncrasy, and vagueness 

of tacit-knowledge generation make it difficult for outsiders to mimic (Szulanski and 

Jensen, 2006). As supplemented by the RBV of the company (Wernerfelt 1984) and 

the knowledge-based theory of the company (Mu et al. 2008), tacit knowledge is a 

resource for cultivating competitive advantages and incremental innovation. 

Becker and Gerhart (1996) and Hatch and Dyer (2004) propose that tacit 

knowledge offers competitive advantage because it is predominantly inimitable, 

non-substitutable, path-dependent, and cannot be bought in the marketplace by 

competitors. Similarly, Johannessen and Olsen (2011) compare tacit knowledge to an 

“organisational immune system” because it blocks imitation from other social systems. 

Caroli (2003) proposes that an important precursor to innovation is tacit knowledge. 

Senker (1995) posits that tacit knowledge and innovation are intertwined, while 

Rudiger and Vanini (1998) note that an increased awareness of ideas is raised by tacit 

knowledge and this stimulates creativity. Seidler-de Alwis and Hartmann (2008) also 

emphasise that an enormous range of opportunities and potential that constitute 

discovery and creativity can be started from the foundation of tacit knowledge. 

Therefore, tacit knowledge is a powerful lever for achieving innovation success, and 
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both innovation and financial outcomes are improved by a high degree of tacit 

knowledge. On the basis of the above discussion, it is hypothesised that: 

 

 

 

H8: Tacit knowledge is positively related to the incremental innovation capability of 

Taiwanese SMEs operating in China. Specifically: the more tacit knowledge, the more 

incremental innovation capability of Taiwanese SMEs operating in China. 

 

2.10 Incremental Innovation Capability and Firm Performance 

Innovation is essential to advancing living standards and the creation of wealth. 

Although innovation occurs in many guises, firms play a leadership role in creating 

innovation and transforming it into valuable market applications (Humphrey et al. 

2005). Firm innovation occurs when knowledge is commercialised, in the form of 

new business frameworks, services, methodologies and products (Baldwin and 

Gellatly 2003). Since Schumpeter (1950) proposed that large firms are more expected 

to innovate than smaller companies, researchers have investigated the relationship 

between innovation, performance, and firm size. Innovation research in SMEs is a 

recent trend. Even though there appears to be a significant correlation between SMEs 

performance and innovation, the relationship between the two remain uncertain 

(Gronum et al. 2012). 

As discussed earlier, innovation is regarded as both an output and a process. As an 

output, it is the product of the innovation process, the innovation types produced by a 

company, or the real implementation of the new product, service, business process, or 

methodology (Humphrey et al. 2005). Innovation depicts the development and 

commercial deployment of a novel concept or design. That is: “the process of 

Tacit Knowledge Incremental Innovation 
Capability 
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innovation refers to the temporal sequence of events that occur as people interact with 

others to develop and implement their innovation ideas within an institutional 

context” (van de Ven and Poole 1989, p.32). Both the innovation process and the 

follow-up innovation outputs can directly influence the firm performance of SMEs 

(Gronum et al. 2012). Over the past few decades, the relationship between innovation 

and firm performance has been well acknowledged in many research studies. This 

depicts that innovation activities and output are critical correlates measuring the 

performance of a firm (Madrid-Guijarro et al. 2013). Evidence about the causality of 

this association is also rising, showing that innovators are continually more profitable 

than non-innovators (Gronum et al. 2012).  

Due to the vital role which SMEs play in economic and technological 

development, SME innovation has been covered extensively in the research literature. 

Although SMEs generally have significant resource constraints, they are frequently 

successful at innovation. By being smaller in size, with structures which can react 

quicker and an entrepreneurial philosophy promoted by the founders and managers 

can all facilitate innovation activity in SMEs (Prajogo and McDermott 2013). 

Incremental innovation entails that existing knowledge combines with or slightly 

adjusts to a local context, and most firms, especially SMEs, innovate incrementally. 

Even if a firm copies an existing technology, the technology has to be adjusted to the 

context-specific routines of the firm which spurs new innovation processes. In 

increasingly demand-driven markets, incremental innovations enable firms to enter 

market niches at relatively low cost. Offering a pink mobile phone in addition to a 

black mobile phone, for instance, opens up a new market niche. A lesser novel 

innovation would be ‘soap with a new perfume’, for example. Nevertheless, 

incremental innovation is a catalyst for economic development for all firms in all 

countries (Gronum et al. 2012). Innovations which are developed by the integration of 
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a larger number of diverse disciplines such as technical, scientific, and functional are 

viewed to be more intricate in the context of SMEs. 

Furthermore, the following advantages may come for SMEs pursuing an 

incremental innovation strategy. Previous research studies indicate that incremental 

innovation activity is the primary source for a company’s long-term success, and is a 

chance for SMEs to gain rents through the building of a temporary monopoly 

(Terziovski 2010; Chang and Hughes 2012). Incremental innovations that apply 

known technology are frequently found in SMEs that design and customise products 

based on client requests, and in mass-producing firms with product development 

processes geared customers’ interests (Greve 2007). SMEs can move more rapidly 

and benefit from monopoly rents for a longer period of time since they are more 

nimble than larger companies (Bigliardi 2013). The development and launch of 

innovative services, products, processes, or business models tailored to attractive 

niches is an added opportunity for SMEs to differentiate themselves from the 

competition (Porter 1980). In doing so, SMEs can profit from the high brand loyalty 

of buyers, with a lowered demand price sensitivity, as a result of customers embracing 

the value of the innovation (Rosenbusch et al. 2011). Due to their smaller size and 

greater nimbleness compared to large firms, serving attractive niches with inventive 

products and services is chiefly beneficial for SMEs. All of the factors are combined 

for incremental innovation which assists SMEs to compete well with incumbents that 

are more seasoned and can dominate on a larger resource base. SMEs can avoid price 

competition through the offering of inventive products and services. Moreover, new 

demand may be created by these inventive products and services which foster growth 

in firms. Persistent above-average returns can be achieved if the innovating SMEs set 

high enough barriers stopping competitors from joining the market, which also 

strengthens the firm’s position (Porter 1980). Moreover, path-dependent, idiosyncratic 
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dynamic capabilities are the result of the product and service development processes 

(Prajogo and McDermott 2013), which results in competitive advantage through the 

creation, augmentation, or recombination of resources and their deployment in 

value-creating strategies (Branzei and Vertinsky 2006). A notable advantage which 

SMEs enjoy over larger corporations is the capability to reconfigure their resource 

base due to greater flexibility. SMEs can greatly benefit from incremental innovation, 

from a dynamic capabilities viewpoint. Based on the previous items, it is proposed 

that the SME’s performance has a positive aggregate impact and this study postulates 

the following:  

 

 

H9: Incremental innovation capability is positively related to the performance of 

Taiwanese SMEs operating in China. Specifically: the more incremental innovation 

capability, the higher the performance of Taiwanese SMEs operating in China. 

 

Again, figure 2.2 illustrates the expected relationships that form the basis of the 

hypotheses and reviews the extant literature on the constructs in relation to the tested 

research model. 

Figure 2.2: The Model of Entrepreneurship and Incremental Innovation of Taiwanese 

SMEs Operating in China. 

Incremental Innovation 
Capability 

Performance 
H9 + 
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2.11 Chapter Summary 

This chapter has developed a theoretical framework for understanding the way 

proactive entrepreneurship and social adaptability initiatives affect Taiwanese SMEs’ 

operations in China, which is the largest emerging economy. This chapter first 

identified research gaps in existing SME entrepreneurship research. The definition of 

SMEs and their significance in the Chinese context was addressed. Three dominant 

theories—social capital, the resource-based view, and innovation in relation to 

entrepreneurship and SMEs—were reviewed. Hypotheses on the relationship between 

constructs related to the tested research model were developed based on the literature 

review. This study aims to evaluate the roles of social capital, resource acquisition and 

innovation in accounting for the influence of entrepreneurial proactiveness and social 

adaptability on SME performance, with a focus on Taiwanese SMEs operating in 

China. As a result, the following hypotheses are a summary of the hypotheses to 

emerge from a review of the literature. 

H1: Entrepreneurial proactiveness is positively related to the structural capital of 

Taiwannese SMEs operating in China. Specifically: the higher entrepreneurial 

proactiveness, the more structural capital building of Taiwanese SMEs operating in 

China. 

H2: Entrepreneurial proactiveness is positively related to the relational capital of 

Taiwanese SMEs operating in China. Specifically: the higher entrepreneurial 

proactiveness, the more relational capital building of Taiwanese SMEs operating in 

China. 

H3: Social adaptability is positively related to the structural capital of Taiwanese 

SMEs operating in China. Specifically, the higher social adaptability, the more 

structural capital building of Taiwanese SMEs operating in China. 

H4: Social adaptability is positively related to the relational capital of Taiwanese 
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SMEs operating in China. Specifically: the higher social adaptability, the more 

relational capital building of Taiwanese SMEs operating in China. 

H5: Structural capital is positively related to the human capital of Taiwanese SMEs 

operating in China. Specifically: structural capital facilitates the human capital 

acquisition of Taiwanese SMEs operating in China. 

H6: Relational capital is positively related to the tacit knowledge of Taiwanese SMEs 

operating in China. Specifically: relational capital facilitates the tacit knowledge 

acquisition of Taiwanese SMEs operating in China. 

H7: Human capital is positively related to the incremental innovation capability of 

Taiwanese SMEs operating in China. Specifically: the more human capital, the more 

incremental innovation capability of Taiwanese SMEs operating in China. 

H8: Tacit knowledge is positively related to the incremental innovation capability of 

Taiwanese SMEs operating in China. Specifically: the more tacit knowledge, the more 

incremental innovation capability of Taiwanese SMEs operating in China. 

H9: Incremental innovation capability is positively related to the performance of 

Taiwanese SMEs operating in China. Specifically: the more incremental innovation 

capability, the higher performance of Taiwanese SMEs operating in China. 

 

The next chapter will elaborate the steps undertaken to empirically explore the model 

developed from a review of the literature. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter explains the research design and research method used in order to 

answer the following research questions addressed in Chapter Two: 

(1) The extent to which entrepreneurial proactiveness and social adaptability affect 

structural capital and relational capital building for Taiwanese SMEs operating in 

China. 

(2) The extent to which structural capital and relational capital facilitate human 

capital and tacit knowledge acquisition for Taiwanese SMEs operating in China. 

(3) The extent to which human capital and tacit knowledge affect incremental 

innovation capability for Taiwanese SMEs operating in China. 

The chapter is organised as follows: introduction, justification for the paradigm, 

research methods, research design and data collection, sampling, procedure, and 

measurements. Ethical issues associated with this particular approach to data 

collection will be discussed. The chapter concludes with a summary. 

 

3.2 Justification for the Paradigm 

Kuhn (1970) defines a paradigm as a set of values and techniques which is 

shared by members of a scientific community, which acts as a guide or map, dictating 

the kinds of problems scientists should address and the types of explanations that are 

acceptable to them (p.175). In a more elementary description, a paradigm can be 

described as a collection of propositions that detail how the world is experienced. It 

includes a world view as well as a method of simplifying the complexity of the real 

world. It also allows researchers and social scientists to prioritize what is crucial, 

valid and sensible (Ikart 2005). Paradigms empower research scientists to ascertain 
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the connection between variables and to define suitable methodologies for carrying 

out specific research (Guba and Lincoln 1994). 

A paradigm refers to the agreed set of theoretical constructs and research methods 

contained within a particular science (Kuhn 1970). It involves the assumptions, 

practices and agreements amongst a scholarly community (Lewis and Grimes 1999) 

and enriches the understanding and theorising of organisational phenomena such as 

complexity, ambiguity and paradox (Lewis and Grimes 1999). However, the social 

science of organisation studies has many areas with varying levels of paradigm 

development (Pfeffer 1993) even though it is accepted that paradigm development is 

important for the advancement of science. For example, it is argued that in order for a 

field to advance, and thus compete for scarce resources, its diversity must be resolved 

by reaching some level of consensus and so consensus is a critical precondition for 

paradigm development (Pfeffer 1993, p.600). 

Multi-paradigmatic approaches for developing theory and conducting research 

have been developed (Lewis and Grimes 1999). However, the resolution of paradigms 

is a contentious unresolved issue, with disagreement centred on the commensurability 

and value of multiple-paradigm approaches (Schultz and Hatch 1996, p.552; Lewis 

and Grimes 1999, p.672). 

Prior research outlines a typology developed to provide for the classification and 

better understanding of the existing sociology of science theories (Burrell and Morgan 

1979). This typology consists of four paradigms structured into a matrix as shown in 

Figure 3.1. In this typology, paradigms represent tightly coupled ideological, 

ontological, epistemological and methodological assumptions that guide 

organisational analysis (Burrell and Morgan 1979). Each paradigm is positioned 

based on the dimensions of objective–subjective and regulation–radical. These 

dimensions reflect the major assumptions about the nature of social science and 
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assumptions about the nature of society, referred to as the order–conflict debate. 

Objectivity involves an external reality of deterministic and predictable relationships; 

subjectivity involves contextually-bound and fluid social constructions; regulation 

involves harmonious and orderly social relations, and radical change involves conflict 

and power asymmetries (Lewis and Grimes 1999, p.673–674). The positivism 

paradigm is characterised by an objective view of organisational phenomena with an 

orientation towards maintaining current structures (Duncan 2006). The interpretivism 

paradigm is characterised by a subjective view of organisational phenomena also with 

an orientation towards maintaining current structures. The radical structuralist 

paradigm is characterised by an objective view of organisational phenomena with an 

orientation towards changing current structures. The radical humanist paradigm is 

characterised by a subjective view of organisational phenomena also with an 

orientation towards changing current structures.  

Figure 3.1: Typology of Four Paradigms 

Regulation 

Objective 

Positivism Interpretivism 

Subjective 
Radical Structuralist Radical Humanist 

Radical Change 

Source: Burrell and Morgan 1979 

The dominant paradigm in organisation studies has been positivism (Gioia and 

Pitre 1990, p.586; Johnson and Duberley 2000). The positivism paradigm consists of 

several core features which constitute its epistemological and ontological foundations. 

Many of these assumptions and features have been brought in to the social sciences 

from the influence of the natural sciences (Johnson and Duberley 2000). This 

paradigm is based on the assumption that organisational phenomena are objective and 
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rational, can be discovered and explained through impartial enquiry, and is deeply 

rooted in sociological positivism (Burrell and Morgan 1979). The goal of research is 

the identification of fundamental constructs, causal relationships and frameworks that 

explain particular phenomena such as management and organisations (Kidder and 

Judd 1991). Constructs and relationships are perceived to be fixed and can be 

identified and measured, usually through a deductive approach to theory building, 

hypothesis-driven data and statistical analysis (Gioia and Pitre 1990, p.586). The 

researcher is viewed as, and encouraged to remain, an independent and objective 

observer of the phenomenon of interest (Johnson and Duberley 2000). Considerable 

importance is placed on the operationalisation of constructs and validity and 

reliability issues surrounding the study. The differences between positivism and social 

constructionism are summarised in Table 3.1 
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Table 3.1: Summarises the Main Differences Between Positivism and Social 
Constructionism. 

 Positivism Social Constructionism 
The observer Must be independent Is part of what is being 

observed 
Human interests  Should be irrelevant Are the main drivers of science 
Explanations  Must demonstrate causality Aim to increase general 

understanding of the situation 
Research processes  Hypotheses and deductions Gathering rich data from which 

ideas are induced 
Concepts  Need to be operationalised 

so that they can be 
measured 

Should incorporate stakeholder 
perspectives 

Unit of analysis Should be reduced to 
simplest terms  

May include the complexity of 
‘whole’ situations 

Generalisation  Statistical probability Theoretical abstraction 
Sampling requires Large numbers selected Small numbers of cases chosen 

for specific reasons 

Source: Easterby-Smith et al. 2002, p.30 

The research questions in this study were framed by a literature dominated by a 

positivist perspective. While the constructs and relationships have been identified they 

have not been examined in a cohesive framework. This particular problem is well 

suited to the deductive, hypothesis-testing statistical paradigm of positivism. A basis 

of natural science can be seen in the positivism paradigm which is a rational system 

and has been influential in management science. This paradigm posits that a single 

reality is developed by universal laws and truths. The positivism studies try to test 

theories and to raise the predictive comprehension of a phenomenon. (Myers 2004).  

Researchers who utilise this approach define themselves as being non-biased and 

autonomous. The process of solving of an issue in this approach starts with 

development of hypotheses that undergo empirical examination through quantitative 

methods. (Buttery and Buttery 1991). The quantitative method provides objective 

value-free and unambiguous interpretation of reality (Guba and Lincoln 1994). In line 
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with this, prior research notes that social science research may be labelled as positivist 

if there are defined propositions, quantitative measurements of variables, testing of 

hypotheses, and the declaration of conclusions about an event from a sample group 

(Wynn, Jr. and Williams 2012). From the above discussion, this study is best 

classified as a positivism paradigm. 

 

3.3 Research Methods 

Research methods are basically categorised as either quantitative or qualitative 

(Venkatesh et al. 2013). These two methods are known as the scientific empirical 

tradition and the naturalistic phenomenological approach, respectively (Burns 1997). 

The appropriateness of using quantitative or qualitative methods depends on a 

particular research paradigm (Sale et al. 2002; Yauch and Steudel 2003), or set of 

assumptions. In the following sections, quantitative and qualitative methods will be 

discussed in greater detail. 

 

3.3.1 The Differences in Quantitative and Qualitative Research Methods 

The quantitative approach is based on a scientific method for data collection and 

analysis in numerical form, a perspective based on positivism or objectivism. The 

quantitative approach is used typically to discover ‘what’, ‘how much’ and ‘how 

many’ (Pinsonneault and Kraemer 1993), and determines the frequency and 

percentage, or proportion, of responses. In other words, a quantitative approach 

entails the gathering of objective statistics that are put into graphs, charts, tables and 

evaluated using statistical approaches. When taking a quantitative approach, samples 

should be large enough to be representative of an entire population, so that the results 

can be generalised and may be replicated or repeated elsewhere (Black 1999). 

By definition, the quantitative approach is concerned with the quantity of entities. 
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It is appropriate where a researcher seeks to quantify relationships between variables 

of interest, in order to formulate and test hypotheses derived from theories that may 

therefore be either accepted or rejected on the basis of comparative and statistical 

analyses. In this way, a quantitative approach is inclined to be deductive. Deductive 

work begins with a general theory and ends with specific observations. 

This is in contrast to inductive reasoning, in which a researcher is not influenced 

by prior theories but aims to generate new ones based on available evidence. In other 

words, in deductive methodologies, a researcher determines in advance what theories 

could explain the data. The traditional quantitative technique is the questionnaire 

survey, administered by mail, face-to-face, or more recently by the Internet to a 

stratified or random sample of the population. The other common techniques are 

mathematical modelling (e.g. numerical methods), lab tests, and econometrics (e.g., 

formal methods) (Myers 1997). 

The quantitative approach can provide a starting point to develop the design of 

fieldwork by identifying suitable organisations or individuals for subsequent 

qualitative case study analysis. It can also be a helpful aid in creating probing 

questions, as Sieber (1973) suggested. Jick (1979 p.604) argues that a quantitative 

approach “may also contribute to greater confidence in the generalizability of the 

research”. In other words, a quantitative approach enables a researcher to draw 

inferences about the quantity of attributes of an entire population from a sample. In 

doing so, a researcher uses tools drawn from descriptive and inferential statistics. 

Descriptive statistics provide summaries of results using “simple statistics” and 

“graphic displays” (Tashakkori and Teddlie 1998). This is often times carried out 

based on 1) central tendency measurements, and 2) dispersion measurements. 

Central tendency measurements are more commonly known as averages and this 

includes the median, mean and mode that conceptualize a distribution centre. The 
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dispersion measurements, on the other hand, is more commonly referred to as 

variability and it encompasses the standard deviation, variance, and range of a 

distribution. These describe how dispersed a set of data is, or how data differs from 

the distribution’s mean and median. 

Inferential statistics, on the other hand, are used to determine whether the results 

based on samples are representative of the entire population, and to examine the 

statistical significance of the differences primarily between two or more sets of data. 

As a result, inferential statistics help a researcher to make a decision about which null 

hypothesis or alternative hypothesis is more reasonable to accept. There are two 

classes of inferential statistics: parametric and nonparametric. Nonparametric tests are 

distinguished from parametric tests primarily by the form of the data distribution. For 

example, the t-test, one of parametric techniques, assumes that the data are from a 

normal distribution. Nonparametric tests make no assumptions about the underlying 

population. Moreover, nonparametric tests are well suited to deal with ordinal and 

nominal variables. 

In contrast to quantitative research methods, a qualitative research method is “a 

nonmathematical process of interpretation, carried out for the purpose of discovering 

concepts and relationships in raw data and then organising these into a theoretical 

explanatory scheme” (Strauss and Corbin 1990, p.11). Not considered a new strategy 

or framework in the field of social research, qualitative research (Vidich and Lyman 

1994) has built considerable growth in its use and popularity since the early 1960s and 

this gives the appearance of it being more recently developed than it actually is 

(Bryman 2007). Bryman (2007) summarise the key aspects of qualitative research and 

propose, as an approach for social research, that it encompasses a predilection for the 

following: the understanding of social phenomena from the perspective of the study 

subjects, the use of natural rather than simulated settings for data collection; and 
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producing rather than testing out theories. 

Further, as discussed earlier, qualitative research focuses on the depiction and 

evaluation of social phenomena. It helps people understand and view the nature of 

events through understanding why people behave as they do and how people are 

influenced by events. Through describing a social phenomenon by the way it occurs 

naturally, a more holistic understanding of an occurrence is gained. As such, the 

qualitative approach emphasises the significance of evaluating variables in their 

natural environments in which they exist.   

As qualitative data are collected directly from individuals through interviews, 

observations, or documentations, the person carrying out the interview is a crucial 

member of the study. The time-consuming and focused nature for the collection of 

statistics requires a focal point on studying small groups of participants (Jacob 1987). 

Qualitative research does not adhere as strictly to the objective, numerical approach of 

quantitative research. The latter’s methods of data collection are questionnaires, tests, 

surveys, or providing information on relationships, comparisons and predictions 

(Smith 1983). By contrast, qualitative researchers take readers into the time and scene 

of their observations, as though the readers were there themselves (Patton 2002). To 

conduct a phenomenological study, the investigator needs to explore the life 

experiences of individuals and to describe how the individuals feel about the 

experiences. In such case studies, the researcher essentially tries to expand the 

in-depth understanding and meaning of the subjects as they are immersed in the 

situation; the focus is on the process rather the result.  

Qualitative research is a terminology which means different things depending on 

which field you are discussing. In the case of social science, this term is widely used. 

Generally, qualitative research is a term which explains how groups and individuals 

see, comprehend and collect meaning from their experiences. It utilises content 
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analysis methodologies on various communication content levels and is primarily 

narrative-oriented. Dissimilar to quantitative approaches, qualitative research does not 

emphasise on seeking statistical support for theories or composing statistically valid 

samples. Moreover, the goal of qualitative research is more akin to understanding the 

research phenomena and the meanings behind it. It is based on three main data 

collection approaches: interviewing the participants, observing the participants and 

recording the analysis (Wolcott 1995). Although these three techniques share different 

qualitative research methods, one core idea or caveat, is to not invent the viewpoint of 

the person who is being interviewed. Only through a true interpretation of the ideas 

about the world that the respondent actually holds, can we truly understand their 

motives, reasons, and actions. Due to the intrinsic nature of qualitative methods as 

being focused on detailed information and the evaluation of ideas, visual depictions, 

and concepts, they are oftentimes used to develop insights, thoughts, and opinion that 

exist about programs, products or services. 

As noted earlier, research methods may be classified as two main categories. One 

covers quantitative research and the other focuses on qualitative research. 

Hammersley (1996) detailed areas of difference between the two types and provided 

two common aspects: 

1. The propensity for theory to occur before collection of data in quantitative 

research (which is basically the hypothetical-deduction method), and for theory 

to be a developing characteristic of qualitative research (which is basically the 

analytical-induction method) 

2. The propensity for quantitative researchers to seek out generalisable results 

(scientific laws) and for qualitative researchers to focus on contextual 

understanding. 

The relative merits of the two methods are summarised by Stainback and Stainback 



97 
 

(1988) who conclude that: “differences in qualitative and quantitative researches do 

not necessarily imply the superiority of one methodology compared to the other as a 

research strategy” (p.8).  

Table 3.2 illustrates the quantitative and qualitative methods across a number of 

dimensions. 

Table 3.2 Dimensions of Quantitative and Qualitative Methods 

Dimensions Quantitative method Qualitative method 
Purpose Prediction and control Understanding 
Reliability Stable – reality is made up of 

facts that do not change 
Dynamic – reality changes 
with changes in people’s 
perceptions 

Viewpoint Outsider – reality is what 
quantifiable data indicate it to 
be 

Insider – reality is what 
people receive it to be 

Values Value free – values can be 
controlled 

Value bound – values will 
impact on understanding the 
phenomena 

Focus Particularistic – defined by 
variables studied 

Holistic 

Orientation Verification Discovery 
Data Objective Subjective 
Instrumentation Non-human Human 
Conditions Controlled Naturalistic 
Results Reliable Valid – the focus is on design 

and procedures to gain real, 
rich and deep data 

Source: Stainback and Stainback 1988, p.8 

 

3.3.2 Justification for the Research Method 

The social science studies have used a variety of research methods that can be 

defined as quantitative and qualitative (Lee and Hubona 2009; Myers and Avison 

2002; Venkatesh et al. 2013). Social and behavioural sciences research has a frequent 
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issue which is the value of dissimilar research methods and methodologies (e.g., 

qualitative versus quantitative). Venkatesh et al. (2013) suggested that mixed methods 

research as one approach that combines quantitative and qualitative research methods 

in the same research inquiry. They argue that this approach may assist in producing 

insightful knowledge which cannot only be defined by quantitative or qualitative 

methodologies. 

The third methodological movement (paradigm) can be defined as a mixed 

methods research. This paradigm uses both quantitative and qualitative methods to 

represent the first and second paradigms respectively (Ridenour and Newman 2008). 

A mixed methods approach maybe appropriate in certain cases (over a single method 

approach) but there were heated discussions on whether it is suitable to combine 

multiple approaches (Denzin 1994; Guba 1987). Although there are challenges 

connected with methodological pluralism which is based on the incompatibility thesis, 

many researchers support the possibility of doing studies that span over various 

paradigms and methodologies (Mingers 2001; Teddlie and Tashakkori 2003, 2009). 

As research specialists have examined previous requests for combining 

methodologies, they proclaim that utilising more than one methodology is possible 

(Ridenour and Newman 2008). Other researchers propose to use more than a single 

research approach, especially triangulation of qualitative and quantitative data, to 

better understand the situation (Mingers 2001). 

Advocates for multiple methods research embrace quantitative and qualitative 

approaches. As an illustration, a research scientist might combine an interview 

approach (qualitative data) and a survey approach (quantitative data) to gather 

information for a unique social science research application. Other research scientists 

may use a field experiment (a quantitative method) and an ethnography (a qualitative 

method) to comprehend the equivalent incident. Creswell and Clark (2007) propose 
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four main mixed method types: (1) triangulation (i.e., combining qualitative and 

quantitative data to decipher a research problem); (2) explanatory (i.e., analysing 

qualitative data to elucidate or detail quantitative outcomes); (3) embedded (i.e., 

leveraging qualitative or quantitative data to respond to a research question within a 

primarily quantitative or qualitative study); and (4) exploratory (i.e., tabulating 

quantitative data to describe the qualitative data relationship). Other research 

scientists promote various typologies of various methods research and how it is 

related to data tabulation and examination (a temporal sequence) (Morse 2003; 

Teddlie and Tashakkori 2009). Notwithstanding the research design used, the primary 

feature of a mixed methods research is the concurrent or sequential combining of 

quantitative and qualitative approaches (e.g., data collection, analysis and presentation) 

within a singular research question. 

Substantiation for mixed methods research focuses on assessing the findings and 

inference quality from both quantitative and qualitative statistics in the research study 

(Teddlie and Tashakkori 2003, 2009; Venkatesh et al. 2013). In other words, the 

quality of the inference is to be based on the mixed methods research total results. The 

primary research method in this study is quantitative research. However, a qualitative 

method (focus group interview) was adopted to ensure the content and face validities 

of measurement items. The focus group interview was applied as a qualitative 

research method. The focus group carries out a group dialogue which identifies the 

views, opinions and judgements of a designated gathering of individuals for an 

investigation topic (Choe et al. 2006). The discussion is held in a friendly and safe 

zone, where the participants are free to give their honest viewpoints, even if they 

differ from other people. The focus groups result in precious findings, which are 

particularly relevant when the interviewees embody specific interest groups which 

might be unaccounted for in the quantitative research studies. The purpose of a focus 
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group interview in the study is to confirm/modify the measurements to ensure the 

content and face validities of the tested model. 

 

3.4 Research Design and Data Collection 

Kerlinger (1986) defines research design as “a plan and structure of investigation 

so conceived as to obtain answers to research questions” (p.280). According to 

Kerlinger, a plan is the overall framework or scheme of the study. Even though 

research designs aim to empower the research scientist to respond to his research 

query as logically, impartially, precisely and efficiently as possible, research plans are 

purposely designed to yield empirical evidence for a research issue (Kerlinger 1986). 

The design lays out the framework or blueprint for executing the studies and gives 

suitable steps for responding to the research questions and driving the tabulation and 

examination of the information (Churchill 1992). The choice of research design 

reflects the type of research question and the researcher’s scientific philosophy 

(Neuman 2000). Scientific realism contains the assumptions of positivism, but 

diverges in seeking the approximate truth, acknowledging that a pure truth may not 

exist (Weston 1992). Hence, the research design for this study was customised for the 

research questions, and for the specific context and model proposed.  

Another issue for the study is the important role time plays in the planning and 

carrying out of research, in addition to its effect on the generalisability of the results 

(Babbie 2004). A key point for generalisability is if the results yielded from a specific 

research project can truly characterise a future case or only the current conditions. 

Two main tools may be utilised to confirm the right approach: cross sectional studies 

and longitudinal studies. A cross-sectional study encompasses “observations of a 

sample, or cross section of a population or phenomenon that are made at one point in 

time” (Babbie 2004, p.101), and is frequently connected to exploratory and 
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descriptive studies. Conversely, a longitudinal study is planned to allow for 

“observations of the same phenomenon over an extended period” (Babbie 2004, p.102) 

and is commonly utilised in research reports that monitor changes over time. Many 

research studies which rely on direct perception are logically longitudinal. 

Longitudinal studies are frequently time and resource intensive. Unforeseen 

adjustments in the unit of analysis and research situation can impact the 

generalisability of the study’s findings (Sekaran and Bougie 2010). This study aims to 

empirically evaluate the path-dependent effects of entrepreneurial proactiveness, 

social adaptability, structural capital, relational capital, human capital, tacit 

knowledge and incremental innovation capability, and their influence on the 

EO-performance relationship, not to observe or predict their co-relationships. It is 

proposed that a cross-sectional analysis is the most suitable and viable method for this 

study. 

In selection of a precise evaluation approach, it can be gathered from either a 

causal or a correlational perspective. This study employed causal study to investigate 

the cause–effect relationships in the tested model. An investigation carried out to 

recognise and define a connection between variables is called a causal study (Hair et 

al. 2010; Sekaran and Bougie 2010). This investigation is typically targeted at setting 

up the cause and effect behaviour of the variables, which assist in determining the 

primary reason for an occurrence. The dimensions of the research design for this 

study are summarised in Table 3.3. The development of these dimensions follows the 

guidelines provided by Sekaran and Bougie (2010). 
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Table 3.3: Dimensions of the Research Design of this Study 

Dimension Details  
Purpose of the study Quantitative research: path-dependent hypothesis 

testing  
Types of investigation Causal relationship 
Study setting Non-contrived; field study 
Unit of analysis Organisational level 
Sampling design Taiwanese SMEs operating in China 
Time horizon Cross-sectional study 
Data-collection method Mixed methods (qualitative and quantitative) 
Measurement of variables Element definition, interval scale (seven-point 

Likert scale), nominal, ratio and dichotomous 
scale 

 

According to Sekaran and Bougie (2010), a data gathering approach is a key 

factor to the research design. The primary data-collection method for this study was 

quantitative: mail survey questionnaires. Previous reports show that mail surveys have 

the following advantages: they can be distributed to a larger geographical region, they 

are easy for the respondents to complete, the information can be gathered in a brief 

time span, they are economical and can fit a situation with limited resources (Bryman 

and Bell 2007; Sekaran and Bougie 2010). A mail survey was also appropriate, for 

some information relevant to the items researched could not be derived from company 

reports or financial data. Moreover, the relevant information to the study of business 

performance needed to gather the respondents’ personal opinions. 

However, there are many disadvantages associated with mail surveys. One is that 

the response rate is normally low. In the case of using a mail survey questionnaire 

with top-ranking executives or owners, the response rate is likely to be even poorer 

given the demands of their corporate responsibilities. Also, a mail survey hinders the 

researcher’s ability to collect the detailed information required for in-depth analysis. 
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Further qualifiers are: the researchers’ lack of control over the administration of the 

mail survey questionnaire (Kerlinger 1986; Babie 2004), the forgoing of the 

opportunity to interact with respondents, the possibility the intended respondent is the 

actual respondent, and respondents finding the process too impersonal (Babie 2004). 

Generally, it is agreed (Babbie 2004) that the gains in mail surveys outweigh the 

shortcomings. According to Babbie (2004), executives prefer mail survey to other 

methods of data collection as they can decide when to complete the surveys within 

their busy schedules. Further, mail surveys minimise the costs of research in terms of 

financial resources and time resources (Ditsa 2003), and a small number of 

researchers can be administer them, for the population sample studied. Another 

advantage is the ability to provide respondents with anonymity for open responses. A 

mail survey can also help the researchers to increase the number of sample 

respondents through follow-up mail-outs, and to collect data on particular 

characteristics that are of interest (Ivancevich and Mattheson 1990). Finally, the mail 

survey questionnaires are uniform, consistent and stable; these characteristics make it 

possible for the respondents to complete the questionnaire at their own convenience 

(Babbie 2004). Mail survey is likely to have less researcher bias than interviews. 

Consistent with this logic, the advantages of using a mail survey in this study are 

summarised as follows: 

1. The mail survey is a tool that is frequently utilised in large scale business analyses 

as in this study (Zulkiffi 2011). 

2. Mail surveys empower the research scientist to survey a larger geographical 

region (Sekaran and Bougie 2010). As this study was done in China, a more 

efficient approach was to carry it out through a mail-out approach rather than 

through face-to-face interviews. 
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3. As this study entailed the participation of high-ranking management or owners, 

causing continuous inconvenience to them was undesired. A mail-out survey 

could minimise the impositions on the respondents’ time. 

4. One of the primary advantages of using mail-out surveys was to prevent any 

predispositions that might be present in other methodologies. 

5. When the relevant data was not available in the firms’ reports or financial 

information (Sekaran and Bougie, 2010); the subjective evaluations needed may 

be obtained through the study. 

6. The researcher had to use their own funds to complete the data collection due to 

research budget limitations. 

 

3.5 Sampling 

Sampling can be defined as “a physical representative of all the elements in the 

population from which the sample is drawn” (Sekaran and Bougie 2010, p.267). The 

sample in this study consisted of top-ranking management or owners of Taiwanese 

SMEs operating in China. The population of firms was obtained from the Taiwanese 

Investment Association in Fujian province, China. The reasons for the population 

chosen are: First, the sample was not likely to cover all Taiwanese SMEs operating in 

China, due to time and financial constraints. Second, from a geographic perspective, 

large-scale Chinese migration to Taiwan from Fujian province has occurred since the 

17th century. The residents in these regions have implied great similarities in 

language, and religious and cultural background. Third, the study used the same list of 

Taiwan’s SMEs operating in Fujian province as that of a research project conducted 

in 2009 by the National Science Council of Taiwan, a leading research institution and 

government organisation. In contrast to other sources from non-governmental 

organisations, the list could be verified as representative as it detailed firms’ names, 
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addresses the representative’s or director’s position, and contact telephone and 

facsimile numbers. A population of 812 Taiwanese SMEs operating in China was 

selected as the sample of this study. 

To accomplish the process of data collection, the survey development was 

conducted between September and December 2010. As noted earlier, this study used a 

quantitative method through a mail-out survey questionnaire as the means of data 

collection. As well as the advantages of a mail-out survey questionnaire already 

identified—they tend to be comparatively economical, geographically flexible, 

capable of concurrently serving a widely distributed sample, avoidance of interviewer 

access issues and potential time lag distortions (Sekaran and Bougie 2010; Babbie 

2004)—there are a few drawbacks. The most crucial concern is connected to the 

likelihood of getting a questionnaire response from respondents. In numerous 

situations the response rate can be minimal, and this can affect the degree to which the 

research sample size is legitimately representative (Sekaran and Bougie 2010). To 

mitigate this possibility, this research study followed procedures proposed by 

numerous research experts (Tracey et al. 2005; Bryman and Bell 2007; Sekaran and 

Bougie 2010) to maximise response rates: 

1. A cover letter on the letterhead of the School of Management, University of 

Technology, Sydney was affixed to the survey form to identify and build up the 

qualifications of the research scientist, and to clarify the survey goals and declare 

the confidentiality for each responder; 

2. The survey form and cover letter were printed on A4 coloured paper instead of 

using typical white paper to draw the notice of the respondents; 

3. Uniquely printed postage-paid reply envelopes were included in each 

questionnaire to make them easier to return—the envelope design adhered to the 

China Post’s standard design; and  
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4. A follow-up mailing was administered after three weeks and three days had 

passed to non-respondents in each set of surveys initially sent out. 

After the mail-out survey and follow-up reminders, a total of 226 out of 812 

questionnaires were returned. This resulted in an overall response rate of 27.83 

percent. Of the 226 returned questionnaires, eight respondents did not complete the 

questionnaire. The resulting 218 usable questionnaires were then considered for 

further empirical analysis. The overall response rate of the large-scale mail-out survey 

in this study is 26.85 percent. Further, an objective data collection was conducted to 

investigate partnerships for incremental innovations capability in products and 

services. After completion of the large-scale mail-out survey, 218 customer firms in 

Fujian province were selected to participate in this study. The survey was developed 

between February and March, 2011. The customer organisations were approached, 

and then those individual’s involved in, or responsible for, the firms’ partnerships 

with supplier organisations were asked to complete the questionnaires. The overall 

response rate was 100 percent, and the results of the survey were merged into 

mail-out surveys for further empirical analysis. Both English and Chinese 

questionnaires of incremental innovation capability are listed in Appendix 1. 

The variance in the 218 Taiwanese SMEs operating in China represented in the 

sample is summarised in Table 3.4. Of the 218 respondents, 88.1% (192) were male 

and 11.9% (26) were female. The respondents’ age groups were: 21–30 years 0.5% 

(1), 31–40 group 23.9% (52), 41–50 54.5% (119), and 51–60 21.1% (46), respectively. 

In terms of job position, the results show that 27.1% (59) of the respondents held 

top-level management positions, such as CEO, while 72.9% (159) were owners. In 

relation to working years in the firm, those with 1–5 years were 0.5% (1), 6–10 years 

47.7% (104), 11–15 years 34.9% (76), 16–20 years 12.8% (28), and 21–25 years 4.1% 

(9). Industry type comprised: 161 firms in manufacturing (73.9%), 26 in high-tech 
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(11.9%), 21 in the service sector (9.6), and 10 in the retail industry (4.6). In terms of 

firm age, 1–5 years comprised 0.9% (2), 6–10 years 11.5% (25), 11–15 years 42.2% 

(92), 16–20 years 41.7% (91), and 21–25 years 3.7% (8). The firm size refers to the 

number of employees of the firm. Those with 100–500 employees comprised 61.5% 

(134), 501–1000 made up 33.5% (73), and those with 1001–1500 represented 5% 

(11). 

Table 3.4 Descriptive Statistics of Samples Surveyed 
Firm 

characteristics 
Frequency Cumulative 

frequency 
Percentage (%) Cumulative 

percentage (%) 
Gender:     

Male 
Female 

192 
26 

192 
218 

88.1 
11.9 

88.1 
100.0 

Age:     
21–30 
31–40 
41–50 
51–60 

1 
52 

119 
46 

1 
53 

172 
218 

0.5 
23.9 
54.5 
21.1 

0.5 
24.4 
78.9 

100.0 
Position:     

CEO 
Owner 

59 
159 

59 
218 

27.1 
72.9 

27.1 
100.0 

Years in the firm:     
1–5 

6–10 
11–15 
16–20 
21–25 

1 
104 
76 
28 
9 

1 
105 
181 
209 
218 

0.5 
47.7 
34.9 
12.8 
4.1 

0.5 
48.2 
83.1 
95.9 
100 

Industry type:     
Manufacturing 

High-tech 
Service 

Retailing 

161 
26 
21 
10 

161 
187 
208 
218 

73.9 
11.9 
9.6 
4.6 

73.9 
85.8 
95.4 
100 

Firm age:     
1–5 

6–10 
11–15 
16–20 
21–25 

2 
25 
92 
91 
8 

2 
27 

119 
210 
218 

0.9 
11.5 
42.2 
41.7 
3.7 

0.9 
12.4 
54.6 
96.3 
100 

Firm size:     
100–500 

501–1000 
1001–1500 

134 
73 
11 

134 
207 
218 

61.5 
33.5 
5.0 

61.5 
95 

100 
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3.6 Procedure 

Survey questionnaires are a key investigation tool in many areas such as the 

domains of business, medicine and politics (Belhadjali et al. 2012). Sekaran (1992) 

defines a questionnaire as “a prepared set of written questions for respondents to tally 

their response typically under similarly designed other options. A questionnaire 

survey is an effective information gathering tool when the research scientist 

understands specifically what is needed as well as the ideal approach for measuring 

the interest variables” (p.200). Survey questions are either open-ended or close-ended 

(Babbie 2004). Open-ended questions let the participants respond to the inquiries in 

any way they wish. As an illustration, one typical open-ended question may be for the 

interviewee to name five challenging or noteworthy attributes about their occupation 

(Sekaran 1992). Alternatively, the responder may be asked, “what do you feel is the 

most important issue facing the United States today” (Babbie 2004, p.245). Answers 

to open-ended inquiries must be reviewed and categorised for further data investigation. 

Furthermore, open-ended questions should be coded and processed prior to further 

computer analysis. There is a possibility of researcher bias because the coding process 

entails that the researcher deduce the implications of the feedback. Additionally, there 

is a risk that some respondents’ answers may be extraneous to the research scientist’s 

intention (Babbie 2004). 

In comparison, for closed-ended questions the participant will make a decision 

from a set of alternative choices or a list of responses written by the research scientist. 

As an illustration, in lieu of the research scientist requesting the participants to list 

five interesting and challenging items in their occupation, the question may provide a 

list of ten to fifteen interesting/challenging traits for occupations and request the 

participants to rank the top five from the list (Sekaran 1992).  
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The study adopted closed-ended questionnaire development since closed-ended 

questions help the respondents to make quick decisions to make a selection from the 

options which are given. Closed-ended questions help the research scientist to more 

readily code the information for further study (Sekaran and Bougie 2010). The greater 

uniformity of responses also makes processing easier. An additional benefit is that 

closed-ended question answers may be directly entered in a computer compatible 

format (Babbie 2004). 

A broader ranging survey, carried out with mail-out questionnaires, was designed 

by incorporating the ideas proposed by Sekaran and Bougie (2010). In this study, four 

major steps of survey questionnaire development were conducted: literature analysis, 

focus group interview, translation of the preliminary questionnaire and a pilot study. 

 

3.6.1 Literature Analysis 

The literature analysis prompted the derivation of scale measurements for 

empirical tests. In planning the present study’s questionnaire, the systems and 

methods proposed by Babbie (2004) and Kerlinger (1986) were vigilantly taken into 

account. In addition to those discussions, all questions were adapted from past studies 

(Davis 1989; Ditsa 2003; Ikart 2005). Every question in the survey corresponded to an 

element in the research model. The questions were crafted on their hypothetical 

significance and their possible importance in practice. 

A wide-ranging study of the related literature preceded the questionnaire 

development. The majority of the scales utilized in the survey originated from 

previous studies which were carried out from a Western perspective. This specifically 

applied to the SME related studies. Considerable time was spent on analysing, 

modifying and revising the tools collected from previous reports to customise them to 

meet the needs of Taiwan SME’s businesses in China. Much time was consumed to 
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analyse the literature and choose a precise statistical technique to identify the most 

appropriate scales. Consequently, the seven-point Likert scale was selected for this 

study. 

 

3.6.2 Focus Group Interview 

The focus group interview is conducted to provide accurate information to ensure 

the relevance and validity of selected measurements in the tested model. A focus 

group interview may be described as a meticulously thought out dialogue with the 

purpose of gathering opinions from a specific topic in an open and friendly 

atmosphere (Choe et al. 2006). A focus group suggests a group dialogue whose goal is 

to recognize awareness, opinions and judgements of a selected set of individuals with 

respect to particular investigation subjects (Kairuz et al. 2007). The discussion should 

be recognised by the individuals being surveyed as safe; they are free to communicate 

any kind of position, even if the position is not shared by the other survey subjects. 

Focus groups produce priceless data, specifically when the individuals correspond to 

focused interest groups, which may not be covered by the quantitative research, or in 

the exploration scope (Zaharia et al. 2008, p1279). Prior research suggests that the 

focus group interview embraces the following advantages, in contrast with other 

techniques (Choe et al. 2006, p334): 

1. Focus groups capture people’s opinions more naturally because they are in 

real-life situations which is in contrast to the defined experimental scenarios 

carried out in quantitative studies; 

2. Focus groups are carried out in energetic interactive styles which reveal data not 

typically captured in interviews; 

3. This investigation style lets the moderator inquire more deeply, which is not easily 

done within the controlled question framework which characterise mail-out 
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surveys; 

4. Focus groups conclusions have high face authority, meaning that the answers 

seem reasonable to those utilising the data; 

5. Focus groups are more economical to carry out; 

6. Focus groups can give timely feedback; 

7. Focus groups allow the research scientist to raise the sample size without a 

significant rise in the interview time period (Zaharia et al. 2008). 

Two focus group interviews were conducted to ensure the accuracy and face 

validity of item selection in the tested model. The focus groups were carried out in a 

casual environment to ensure that the participants would not feel the pressures of 

being accountable and identified, and to build a comfortable and safe atmosphere. 

This session was designed to let the participants disclose deeper impressions, goals 

and trepidations. This is opposed to the case if this study was carried out in a formal 

situation where reporting lines, rank, procedures, and routines were the norm (Zaharia 

et al. 2008). Each focus group comprised five owners of Taiwan’s SMEs operating in 

China. The languages used were both Mandarin and Taiwanese. The location selected 

was a restaurant with a comfortable, free and relaxed atmosphere. Prior to beginning 

the group discussion, the moderator presented the purpose of the research, the focus 

group game rules and purpose, and the anonymous nature of the dialogue. Each focus 

group session lasted about 120 minutes. The information was captured via whiteboard 

notes and the audio of the discussions was recorded. The audio recording allowed the 

research scientists to go over the dialogues periodically as necessary, and to ensure 

the validity of the information (Chan et al. 2008). Concurrently, the moderator 

captured any points mentioned by the individuals on the whiteboard. The purpose of 

this was two-fold. First, it allowed the moderator to reassess the concepts. Secondly, it 

also enabled the participants to cross-confirm the moderator’s grasp of the feedback. 
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These actions reduced the potential for data biases and misconceptions. In the focus 

groups, the questions asked/discussed were as follows: 

 The industry type 

 Firm’s location 

 Headquarters location 

 Years of firm operation 

 The challenges when entering China initially 

 The critical issues when running businesses in China such as personal 

interaction (structural capital) and trust building (relational capital). 

 The difficulties and challenges faced in relation to business operations such 

as cost, human capital, managerial issues and institutions in China. 

 Performance 

The questions asked and discussed in the focus group are listed in Appendix 2. 

The two focus group interviews confirmed the relevance of the scales in the tested 

model including: entrepreneurial proactiveness, social adaptability, structural capital, 

relational capital, human capital, tacit knowledge, incremental innovation capability, 

and performance. Likewise, the information obtained from the two focus group 

interviews ensured that the face validity and item modification in questionnaire item 

development met the appropriate consistency level between the real world and the 

tested model. 

 

3.6.3 Translation of the Preliminary Questionnaire 

As a result of the literature analysis and focus group interviews, the scales of 

measurement were formed and data analysed from focus group interviews became 

available. In addition, the scales for measuring the variables were formed and the 

preliminary questionnaire was developed. In the process of translating the preliminary 
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questionnaire into Chinese, this study adapted the translation technique proposed by 

Behling and Law (2002). Behling and Law (2002) suggest that for exploration tools 

such as surveys and scales, the translated adaptation must maintain two requirements. 

First, it should meet the specific principles for metrics such as consistency and 

soundness. Secondly, it should satisfy the condition for conceptual, semantic, and 

normative equivalence as compared to the source language version. The various 

translation approaches encompassing back-translation, simple direct translation, 

modified direct translation, and parallel blind technique have been created to achieve 

these regulations. Because the translation/back-translation method is ranked high in 

practically, informativeness, source language transparency and security (Behling and 

Law 2002), it is adapted in this study. The steps of back-translation technique are as 

follows:  

1. A bilingual individual translates the source language (English) instruments 

into the target language (Chinese); 

2. A second bilingual specialist with no prior knowledge of the phrasing of the 

original source language survey translates this draft target language, 

changing it back into the source language; 

3. The before translation version and the back-translated source language 

versions are analysed; 

4. If significant gaps exist between the two source language versions, then 

another target language draft is arranged encompassing edits intended to 

eradicate the discrepancy. 

 

3.6.4 Pilot Study 

According to a number of researchers (Hunt et al. 1982; Sekaran and Bougie 

2010), a pilot study was done to examine the wording, design, and layout and to be 
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used in the questionnaire survey. A pilot study can be described as “any small-scale 

exploratory research technique that uses sampling but does not apply rigorous 

standards” (Zikmund 2003, p.63). The aim of a pilot study is generally to ensure the 

content and face validities of the questionnaire content (Hugh and Morgan 2007). 

Pilot studies are frequently held in small, informal sample groups as interview 

sessions (Zikmund 2003). Prior to the formal study, a wide-ranging pilot study 

through face-to-face interviews was done, which took place in April and May 2010. 

Twenty-five respondents (top-ranking management or owners of Taiwanese SMEs 

operating in China) were invited to participate in filling in the questionnaire. The 

average length of the interview sessions was 15 to 20 minutes. As soon as the 

individual had finished the survey questionnaire, the interview was then conducted. 

This was a ‘dry’ run, with everything being the same quality as that planned for the 

final survey questionnaire. The pilot study’s purpose was: to collect pertinent 

feedback about the questionnaire set; to authenticate the content of the questionnaire; 

to warrant that the participants would comprehend the concluding survey instruments, 

and to guarantee that the questions were suitably phrased for business professionals as 

opposed to academics (Sahakijpicharn 2007). It also identified the total time needed 

to finish the survey. The pilot-study participants helped to assess the questionnaire 

survey on several facets such as partiality, precision, transparency and vague 

questions. The respondents were additionally urged to give feedback and their 

thoughts on the time required to finish the survey, the question order and how the 

instructions were phrased (Hunt et al. 1982). 

Based on the results of the literature analysis, focus group interviews, translation 

of the preliminary questionnaire, and the pilot study, the items of the questionnaire to 

investigate the entrepreneurial proactiveness, social adaptability, structural capital, 

relational capital, human capital, tacit knowledge, incremental innovation capability 
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and performance were confirmed, and the questionnaire then was finalised. Both 

English and Chinese questionnaires are listed in Appendix 3. 

 

3.7 Measures 

The items for the constructs in the model used non-comparative (metric) scales. 

Ordinal (ranking) scales were used to indicate the relative extent to which objects 

possessed the characteristics of interest. In particular, the survey used an itemised 

numeric balanced (bipolar) Likert scale with seven response categories ranging from: 

(1) strongly disagree to (7) strongly agree, or (1) much worse to (7) much better. 

Respondents indicated their degree of agreement or disagreement by marking a box of 

their choice for each of a series of statements or measurement items concerning the 

constructs of interest (Malhotra and Galletta 1999). The Likert scale has the 

advantage of being easy to construct and administer; moreover, respondents readily 

understand how to use the scale, making it suitable for a mail survey (Malhotra and 

Galletta 1999).  

The measurement items used in the instrument were obtained directly from the 

extant literature where possible, or adapted from the literature with modifications 

made in line with the purpose of the study. Where no existing scale existed, new items 

were developed based on the definitions provided in the literature. 

To avoid response bias, where some measurement items in the survey 

questionnaire were worded negatively, these were reversed word them positively.  

Independent Variables 

Entrepreneurial Proactiveness 

Entrepreneurial proactiveness was adopted from a nine-item scale developed by 

Covin and Slevin (1986, 1988) and Lumpkin and Dess (2001) based on the work of 

Miller and Friesen (1984). In this study, this variable reflects top-ranking 
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managements’ or owners’ behaviour in taking strategic decisions and operating 

management philosophies. The nine items used to measure entrepreneurial 

proactiveness are: 

1. In general, the top managers of my firm favour a strong emphasis on the 

marketing of tried and true products or services instead of on R&D, technological 

leadership, and innovations; 

2. My firm has marketed no new lines of products or services in the past three years; 

3. Changes in product or service lines in my firm have been mostly a minor nature 

in the past three years; 

4. In dealing with its competitors, my firm typically responds to actions which 

competitors initiate; 

5. In dealing with its competitors, my firm is very seldom the first business to 

introduce new products or services, administrative techniques, operating 

technologies, etc.; 

6. In dealing with its competitors, my firm typically seeks to avoid competitive 

clashes, preferring a ‘live-and-let-live’ posture; 

7. In general, the top managers of my firm have a strong proclivity for low risk 

projects (with normal and certain rates of return); 

8. In general, the top managers of my firm believe that owing to the nature of the 

environment, it is best to explore it gradually via cautious, incremental behaviour; 

and 

9. In general, my firm emphasizes both exploration and experimentation for 

opportunities. 

Higher overall scores on the scale indicate a higher level of entrepreneurs’ 

proactive behaviour. 
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Social Adaptability 

Social adaptability is the ability to adapt to, or feel comfortable in, a wide range 

of social situations. Five items were adopted from Baron and Markman (2003) to 

examine entrepreneurs’ ability to adapt to a wide range of social situations and behave 

adaptively in these situations. The five items used to measure social adaptability are 

as follows: 

1. I can easily adjust to being in just about any social situation; 

2. I can be comfortable with all types of people—young or old, and people from the 

same or different backgrounds as myself; 

3. I can talk to anybody about almost anything; 

4. People tell me that I am sensitive and understanding; 

5. I have no problems in introducing myself to strangers.  

Higher overall scores on the scale indicate a higher level of entrepreneurs’ social 

adaptability.  

 

Structural Capital 

Structural capital refers to the overall pattern of connections between individuals 

and how they reach them (Nahapiet and Goshal 1998). The authors proclaim that the 

major aspects of structural capital are the appearance or nonappearance of networks. 

Structural capital benefits are described as having contact to another party’s resources 

and obtaining a swift right to use those resources (Burt 1997). A pattern of ties, along 

with an individual’s location in the pattern, can control the flexibility and simplicity 

for access to those resources (Wasserman and Faust 1994). The structure affects 

outputs in performance and access to information (Reagans and McEvily 2003). Six 

items were adopted from Park and Luo (2001), which mainly measure patterns in the 

relationships between the firm and its key stakeholders. Six items used to measure 
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structural capital are as follows: 

1. My firm has a group of close business partners in the network; 

2. My firm has a close relationship with many financial institutions in the network; 

3. My firm has established good working relationships with relevant government 

authorities in the network; 

4. Members in the network often exchange information on informal occasions; 

5. My firm is characterised by close personal friendships among members in the 

network. 

 

Relational Capital 

Relational capital controls how resources and perks are divided amongst partners 

(Clark and Mills 1979; Fiske 1992). Prior research suggests that thinking about other 

members in the social network means caring about his or her needs: they tend to pay 

attention to others’ needs (Clark et al. 1989), help others address those needs (Clark et 

al. 1989), and feel fulfilled when supporting others (Williamson and Clark 1989). 

These forms of social support cause others to perceive these individuals as 

trustworthy in the social network (Whitener et al. 1998). Relational capital was 

measured as the extent to which a firm has built trustworthy relationship with 

members in social networks. Six items were adopted from Yli-Renko et al. (2001) to 

measure relational capital: 

1. My firm feels other members in the network are trustworthy to work with; 

2. My firm would trust members in the network to combine and share each other’s 

resources; 

3. My firm would trust members in the network to not take advantage of my firm’s 

business; 

4. My firm feels it is trustworthy to share information with members in the network; 
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5. My firm can count on each member in the network to meet its obligations; 

6. My firm feels it is trustworthy to take the opinions of members in the network 

seriously when decisions are made about my firm’s operations, even those that 

are risky. 

 

Human Capital 

Human capital was conceptualised as the extent to which employees possess such 

attributes as knowledge, education, creativity and experience. These attributes are 

generally regarded as the most important human capital assets (Hatch and Dyer 2004). 

Six items were adopted from Bozbura (2004):  

1. The employees’ knowledge and competence are better than those of the major 

competitors;  

2. The average educational level of the workforce is better than that of the major 

competitors; 

3. Instead of doing without thinking, our employees can work brightly and 

independently; 

4. My firm supports employees by constantly upgrading their skills and education 

whenever each of them feels it is necessary; 

5. Employees are willing to share experiences and knowledge with their colleagues;  

6. Employees are willing to share their creativity with their colleagues.  

 

Tacit Knowledge 

Acquisition of tacit knowledge was measured as the extent to which a firm has 

acquired business experience in finance, marketing, operations and the labour market. 

Four items were adapted from Leonard and Insch (2005): 
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1. My firm has acquired a lot of business experience in finance (e.g., cost control, 

bank loans and taxation, etc.); 

2. My firm has acquired a lot of business experience in marketing (e.g., consumer 

behavior, advertisement tactics, etc.); 

3. My firm has acquired a lot of business experience in operations (e.g., 

management, developing new products and services, and government legislation, 

etc.); 

4. My firm has acquired a lot of business experience in the labour market (e.g. 

market demand, recruitment channels, etc.). 

 

Incremental Innovation Capability 

The review of literature suggests incremental product and service innovation 

capability is critical to SMEs’ competitive advantages (Wolf and Pett 2006). Likewise, 

it may contribute directly to the SME’s long-term success and viability of its 

operations (Mbizi et al. 2013). Five items used to measure incremental innovation 

capability were adopted from Wong et al. (2007): 

1. The supplier learns new ways to apply its skills to develop new products that can 

help attract and serve new markets; 

2. The supplier identifies and develops skills that can improve their ability to serve 

existing business needs; 

3. The supplier identifies and develops skills that can help attract and serve new 

business needs; 

4. The supplier seeks out information about new markets, products and 

technologies; 

5. The supplier seeks out and acquires information and new ways that may be useful 

in developing solutions to multiple problems. 
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Dependent Variable 

Performance 

The measure of firm performance was adopted from Wiklund and Sheperd (2005) 

by prompting the respondents to compare their firms’ relative performance with that 

of their competitors on six different dimensions for the past three years (sales growth, 

employment growth, market share, gross profit, innovation in products and services, 

and cost control) using a scale ranging from 1 (much worse than competitors) to 7 

(much better than competitors). The use of subjective performance measures is 

warranted because firstly: previous studies imply that scholars had genuine concerns 

regarding objective performance data, especially in SME studies since the information 

could have biases based on accounting practices used to benefit the company in terms 

of tax implications (Sapienza et al. 1988). Secondly, for studies in strategic 

management, subjective performance measures are frequently applied (Gruber et al. 

2010). 

 

Control Variables 

Together with the dependent and independent variables, this study considered 

seven types of control variables including respondents’ gender, respondents’ age, 

respondents’ position, respondents’ working years in the firm, industry type, firm year, 

and firm size. Extant research notes that entrepreneurs’ gender is likely to influence a 

firm’s ability to attain critical resources to strengthen competitive advantage such as 

innovation and financing (Tocher et al. 2012). Likewise, since older entrepreneurs 

have presumably had more time and experience in order to develop critical assets for 

performance such, as social networks (Hite 2005), the entrepreneurs’ age may account 

for some variance in venture performance, and was thus controlled (Tocher et al. 

2012). Since younger firms are oftentimes more innovative (even if they have 
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less-developed resources or skills), the metric of firm age was captured and based on 

the years since it was founded (Parida et al. 2012). Firm size is defined as the sum of 

the employees who were employed full time. It is an important metric because large 

companies may have greater resources which allow them to innovate at a faster rate 

than smaller firms (Parida et al. 2012). Four broad industry types (manufacturing, 

high-tech, service and retailing) acted as a control variable. This is because the metric 

of industry type is a control variable and are related. Many company’s performance as 

well as their adaptability to react to different resource availability was observed 

(Lubatkin et al. 2006; Chang 2011). 

 

3.8 Ethical Consideration 

Ethical issues are important considerations in social research studies. Fontana and 

Frey (1998) emphasised that the object of inquiry in social research is the human 

being and extreme care should be taken to avoid any harm to people. Further, 

according to VanManen (1990), psychological harms such as stress, emotional 

distress and self-doubt are possible negative outcomes of research methods on 

participants. Because it is a requirement in Australia, the research proposal was 

submitted for approval to the Human Research Ethics Committee (HREC) of the 

University of Technology, Sydney. Following the approval of the study by the HREC 

the survey cover letter included a statement explaining the ethics approval process and 

advising the respondent to refer any queries or complaints they may have about the 

way the study was conducted to the complaints-handling officer of HREC at UTS 

where the study was conducted. A telephone number was provided on the cover letter 

to that effect. The UTS HREC approval number of this study is 2010-286A. 

 

 



123 
 

3.9 Chapter Summary 

This chapter focuses on the research methodology applied, and it offers 

commentary about every technique which was implemented. The dialogue 

encompasses various points such as ethical considerations, the respondent selection 

process, the design of the research and the means by which the data was collected.   

The methodology reasoning was explained and based on the studies by Teddlie 

and Tashakkori (2003, 2009). As explained, quantitative research is the primary focus 

in this study for hypothesis testing, and a focus group (qualitative research) was 

applied to ensure face validity of item selection in the tested model. This section 

additionally covered the meaning of the study populace, the choice of subjects for the 

overall study and the sample size. 

The major part of this chapter described the process of the development of 

instrument and measures, which involved four steps: literature analysis, focus group 

interviews, translating the preliminary questionnaire from English to Chinese and the 

pilot study. A mail-out survey questionnaire was used for the large-scale survey. The 

issue of low response rates, and the methods for solving this issue was discussed. The 

goal of this large scale survey was to encourage a high response rate. For reaching this 

goal, each respondent was provided with a questionnaire kit which included a 

questionnaire, a letter explaining the purpose of the survey and a pre-stamped return 

envelope. This chapter also discussed the ethical considerations for this study, which 

was approved by the Human Research Ethics Committee, UTS. 

A total of 226 valid surveys were returned (this higher response rate was achieved 

by using various techniques), and 218 useable questionnaires were collected, 

representing a response rate of 26.85%. Since the respondents provided confidential 

information about their companies, this response is considered to be quite satisfactory.  

The next chapter will discuss the data analysis and results, and focus on the analytical 
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procedures and the techniques used in the study. 
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CHAPTER FOUR 

DATA ANALYSIS AND RESULTS 

4.1 Introduction 

This chapter reports on the analysis and results of the survey conducted for this 

study. Participants’ responses to the questionnaire items were coded using the SPSS 

version 19 for statistical analysis. Factor analysis and reliability analysis were used to 

examine scale validity and reliability in terms of the statistical properties of the 

various multi-item scales used in the survey. The hypotheses were tested by 

performing structural equation modelling (SEM) analyses using AMOS to examine 

the relationships between the various scales. The statistical significance of the 

regression coefficients was used to determine whether each of the hypotheses was 

supported by the findings.  

The conducting of factor analysis (EFA and CFA) is necessary to assess the 

measurement scales. The goals of factor analysis explain the changeability of viewed, 

related variables for factors which are known as subordinate quantities of 

non-documented variables. Factor analysis assesses the possibility of any sensible 

data reduction and provides a summary result (Hair et al. 2010). EFA aims to identify 

factor structures for measuring factors based on data, and to maximise the amount of 

variance explained (Suhr 2006). In conducting EFA, it is not necessary to have any 

specific hypotheses in relation to the number of factors that may materialize, as well 

as what components the factors should encompass. If the theories are manifested, they 

are not included in, and don’t influence the statistical analyses outcomes. Alternatively, 

CFA is applied for factor structure validation. CFA appraises a priori hypotheses and 

may be primarily theory motivated. During CFA analyses, the research scientists 

oftentimes need to hypothesise in advance on the factor numbers. They must also 

determine if there is a correlation between the factors, and which items are related and 
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represent which factors (Thompson 2004). Moreover, SEM gives a method of testing 

hypotheses for relationships between latent and observed variables by concurrently 

approximating separate multiple regression equations (Hair et al. 1998), that is, SEM 

draws together elements of path analysis and is a more powerful tool than other 

multivariate techniques that are capable of examining only single relationships at one 

time (Hair et al. 1998; Rahman 2012). 

Data analysis of total samples was carried out respectively through EFA, CFA and 

SEM, comprising three steps. First, the EFA was analysed via SPSS version 19 to 

investigate the measuring items’ underlying factors. For each factor, the EFA was 

applied to classify the latent dimensions originating from the data found in the 

research. The measures’ convergent and discriminant validity were assessed initially 

via a series of EFAs, and the extraction with maximum likelihood and direct oblimin 

was calculated to recognise factors which had eigenvalues over 1, and to contain 

factors which had 0.4 or lower loading values. Second, CFA was conducted to 

confirm factor structure using SPSS version 19. The extraction with principle 

component and varimax rotation was conduct to extract factors with eigenvalues over 

1 and to suppress the factors loading less than 0.4. The explanatory data (including 

their correlations) and the reliability test outcomes for the underlying variables were 

explained. Finally, SEM using AMOS version 18 was conducted to test the proposed 

model. The organisation of the interdependencies among various variables (expressed 

as observed and latent variables) was analysed (Hair et al. 2010). The AMOS and 

consequent conclusions raised in this chapter provide a means for examining the study 

hypotheses. The results of the final structural model testing and all the preceding steps 

are reported and discussed. 

 

 



127 
 

4.2 Exploratory Factor Analysis (EFA) on the Data 

The purpose of EFA is to categorize the factor structure or framework for a 

variable group. This entails examining and quantifying the existing factors, and 

analysing the factor loading patterns (Stevens 1996). EFA gives an idea of 

dimensionality, and it is illustrated as the systematic generalization of interconnected 

metrics. Historically, EFA has been applied to investigate the probable primary factor 

arrangement of a group of practical variables not including a predetermined 

arrangement on the result (Child 1990). EFA is an approach to ascertain the smallest 

quantity of essential hypothetical factors that correspond to a greater quantity of 

variables. For EFA, we apply this approach by depicting the inter-correlations 

amongst the variables without former measurement of what the factors may be (Kim 

and Mueller 1978). By applying the EFA method, the fundamental factor structure is 

recognised. It is crucial that each approximate construct is characterised by a 

minimum of two indicators (Gerbing and Anderson 1988). Nevertheless, some 

research scientists have recommended that at least 3 to 5 measured variables which 

represent each common factor should be incorporated into this research (Hair et al. 

1998; MacCallum et al. 1999). Further, to investigate the presence of common method 

variance (CMV) in this study, Harman’s one factor test on the self-reported data to 

examine the severity of CMV was performed (Podsakoff et al. 2003). Results 

indicated that the first factor only explained 17.25% of the total variance of 66.73%, 

which revealed that no single factor accounted for the majority of covariance. 

The data collected from the returned questionnaires was entered into SPSS 

version 19. EFA was applied via maximum likelihood with oblique rotation and an 

eigenvalue greater than 1 as the criterion for factor extraction. Oblique rotation was 

chosen due to its more effective results and fewer constraints, compared to orthogonal 

rotation, during the early stages of scale development (Hair et al. 2006). Moreover, 
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oblique rotation was most suitable, as we expect that team learning processes should 

correlate with each other. The following procedures were used to carry out the 

exploratory factor analysis and to determine factors. From the SPSS menu the 

following procedure was used: Analyze > Data Reduction > Factor. The data of 

interest were selected and highlighted and then transferred into the variable section. 

Then the criteria selected in dialogue boxes under Factor Analysis are summarised in 

Table 4.1. 

After removal of 7 items that didn’t appreciably load on any factor or loaded 

highly (above 0.4) on more than one factor, an eight-factor solution was derived with 

40 items loading which was considerably beyond the conservative cut-off level of 0.4. 

The Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy (MSA) metric of the 

measuring scales was 0.860, which was well over the satisfactory limit of 0.8 (Hsiao 

2006). The Bartlett’s test of sphericity was applied and it reported an approximate 

Chi-square value of 4093.758 with 780 degrees of freedom (p = 0.000). This explains 

that the statistics were appropriate for factor analysis. Table 4.2 indicates the factor 

loadings of measuring scales with eight factors extracted from EFA as expected. 

Discriminant validity explains how the measured factors are discrete and uncorrelated. 

In other words, variables should be more robustly related to their own factors than to 

other factors. A variable classified with a high loading (greater than 0.4) on more than 

one simultaneous factor should not be considered (Hair et al. 1998; Fabrigar et al. 

1999; Hsiao 2006). Table 4.2 indicates that variables load significantly only on one 

factor, which provides strong evidence of discriminant validity. Convergent validity 

refers to where variables within a single factor are highly correlated. This is made 

apparent with the factor loadings. The dataset sample size is affected by the 

noteworthy factor loadings. With reference to the studies by Hair et al. (1998), the 

rules for recognizing key factor loadings were based on a sample size of 200, with a 
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disconnect point at 0.4. The results of factor loadings in EFA confirm convergent 

validity as the sample size in the survey is 218, and the factor loadings were in the 

range of 0.402 to 0.990. 

The eight factors extracted were named: entrepreneurial proactiveness, social 

adaptability, structural capital, relational capital, human capital, tacit knowledge, 

incremental innovation capability, and performance. The eight factors explained a 

total of 65.614 percent of the variance. 

 

Table 4.1 EFA Criteria Selected in Dialogue Boxes under Factor Analysis  

Dialogue Box Selected Items 
Descriptives  
Statistics Initial solution 
Correlation matrix Coefficients 

Reproduced 
KMO and Bartlett’s test of sphericity 

Extraction  
Method Maximum likelihood 
Display Unrotated factor solution 
Extract Based on eigenvalues greater than 1 
Maximum iterations for convergence 25 
Rotation  
Method Direct oblimin (Delta: 0) 
Display Rotated solution 

Loading plot(s) 
Maximum iterations for convergence 25 
Scores  
Save as variables Regression 
 Display factor score coefficient matrix 
Options  
Missing values Exclude cases listwise 
Coefficient display format Sorted by size 
 Suppress small coefficients 

Absolute value below 0.25 
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Table 4.2 Results of Exploratory Factor Analysis for Taiwanese SMEs Operating in China 

Questionnaire items 
Factor(F) Loadings 

F1 F2 
Entrepreneurial proactiveness 
My firm has marketed no new lines of products or services in the past three years. .562  
Changes in product or service lines in my firm have been mostly a minor nature in the past three years. .487  
In dealing with its competitors, my firm is very seldom the first business to introduce new products or services, 

administrative techniques, operating technologies, etc. 
.686  

In dealing with its competitors, my firm typically seeks to avoid competitive clashes, preferring a “live-and-let-live” 
posture. 

.615  

In general, the top managers of my firm have a strong proclivity for low risk projects (with normal and certain rates of 
return 

.501  

In general, the top managers of my firm believe that, owing to the nature of the environment, it is best to explore it 
gradually via cautious, incremental behaviour. 

.679  

In general, my firm emphasizes both exploration and experimentation for opportunities. .402  
Social adaptability   
I can easily adjust to being in just about any social situation.  .661 
I can be comfortable with all types of people—young or old, people from the same or different backgrounds as myself.  .814 
I can talk to anybody about almost anything.  .736 
People tell me that I am sensitive and understanding.  .536 
I have no problems in introducing myself to strangers.  .539 
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Table 4.2 Results of Exploratory Factor Analysis for Taiwanese SMEs Operating in China (Cont.) 

Questionnaire items 
Factor(F) Loadings 

F3 F4 F5 
Structural capital 
My firm has established good working relationships with relevant government authorities in the network. .446   
Members in the network often exchange information in informal occasions. .404   
My firm is characterised by close personal friendships among members in the network. .990   
My firm has developed long-term relationships with members in the network.  .630   
Relational capital    
My firm feels other members in the network are trustworthy to work with.  .735  
My firm would trust members in the network to combine and share each other’s resources.  .663  
My firm would trust members in the network for not taking advantage of my firm’s business.  .661  
My firm feels it is trustworthy to share information with members in the network.  .767  
My firm can count on each member in the network to meet its obligations.  .680  
Human capital    
The employees’ knowledge and competence are better than those of the major competitors.    .523 
The average educational level of workforce is better than that of the major competitors.   .538 
Instead of doing without thinking, our employees can work brightly and independently.   .565 
Employees are willing to share experiences and knowledge with their colleagues.   .894 
Employees are willing to share their creativity with their colleagues.   .826 
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Table 4.2 Results of Exploratory Factor Analysis for Taiwanese SMEs Operating in China (Cont.) 

Questionnaire items 
Factor(F) Loadings 

F6 F7 
Tacit knowledge 
My firm has acquired a lot of business experience in Finance (e.g. cost control, bank loans, and taxation, etc.) .758  
My firm has acquired a lot of business experience in Marketing (e.g. consumer behavior, advertisement tactics, etc.) .596  
My firm has acquired a lot of business experience in Operation (e.g. management, developing new products and 

services, and government legislation, etc.) 
.479  

Incremental Innovation Capability   
The supplier learns new ways to apply its skills to develop new products that can help attract and serve new markets.  .499 
The supplier identifies and develops skills that can improve their ability to serve existing business needs.  .980 
The supplier identifies and develops skills that can help attract and serve new business needs.  .560 
The supplier seeks out information about new markets, products, and technologies.  .580 
The supplier seeks out and acquires information and new ways that may be useful in developing solutions to multiple 

problems. 
 .499 
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Table 4.2 Results of Exploratory Factor Analysis for Taiwanese SMEs Operating in China (Cont.) 

Questionnaire items 
Factor(F) Loadings 

F8 
Performance 
Sales growth in the past three years. 0.578 
Employment growth in the past three years. 0.580 
Market share in the past three years. 0.511 
Gross profit in the past three years. 0.418 
Innovation in products and services in the past three years. 0.471 
Cost control in the past three years. 0.497 

Note: a. Extraction method: Maximum Likelihood. 
 b. Rotation method: Oblimin with Kaiser Normalization. 
 c. Rotation converged in 15 iterations. 
 d. 40 items loading as expected and well above the conservative cut-off level of 0.4. 
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4.3 Confirmatory Factor Analysis (CFA) on the Data  

CFA is commonly defined on a solid theoretical or empirical base that targets to 

forecast and identify an exact factor model (Stevens 1996). This model normally 

defines which factors are related as well as which variables will load on which factors. 

CFA can be defined as a statistical technique applied to confirm the factor structure of 

a group of observed variables. Unlike the conventional and more frequently used EFA, 

CFA encompasses inferential statistics that permit for a more stringent and objective 

understanding of legitimacy (Gerbing and Anderson 1988). CFA can check or verify 

the essential structure for a group of variables (Pallant 2007). CFA gives a more 

stringent   and exact assessment for latent constructs and their unidimensionality 

(Gerbing and Anderson 1988). CFA enables the scientist to check the hypothesis that 

an affiliation amongst the seen variables and their fundamental latent construct(s) is 

real.  

Moreover, CFA was used on the sample data to confirm the factor structure rising 

from the EFA. CFA was conducted using the SPSS version 19 for statistical analysis. 

CFA was performed using principle components with varimax rotation, and 

eigenvalues greater than 1 as the criterion for factor extraction. The following 

procedures were used to carry out the CFA and to determine factors. From the SPSS 

menu the following procedure was used: Analyze > Data Reduction > Factor. The 

data of interest were selected and highlighted and then transferred into the variable 

section. Then the criteria selected in dialogue boxes under Factor Analysis were 

summarised in Table 4.3. 
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Table 4.3 CFA Criteria Selected in Dialogue Boxes under Factor Analysis  

Dialogue Box Selected Items 
Descriptives  
Statistics Initial solution 
Correlation matrix Coefficients 

KMO and Bartlett’s test of sphericity 
Extraction  
Method Principle components 
Analyze Correlation matrix 
Display Unrotated factor solution 
Extract Based on eigenvalues greater than 1 
Maximum iterations for convergence 25 
Rotation  
Method Varimax 
Display Rotated solution 

Loading plot(s) 
Maximum iterations for convergence 25 
Scores  
Save as variables Regression 
 Display factor score coefficient matrix 
Options  
Missing values Exclude cases listwise 
Coefficient display format Sorted by size 
 Suppress small coefficients 

Absolute value below 0.25 

 

After removal of 5 criteria that did not considerably load on any factor or loaded 

highly (above 0.4) on more than one factor, an eight-factor solution was derived with 

31 items loading which exceeded the conservative cut-off level of 0.4. The 

Kaiser-Meyer-Olkin (KMO) measure of the sampling adequacy (MSA) metric of the 

measuring scales was 0.870, which exceeded the satisfactory limit of 0.8 (Kaiser and 

Rice 1974; Kaiser 1970). The data was deemed to be appropriate for factor analysis 

because the Bartlett’s test of sphericity reported an estimated Chi-square value of 
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3663.560 with 595 degrees of freedom (p = 0.000). Table 4.4 shows the factor 

loadings of measuring scales with eight factors extracted from CFA as expected. All 

variables load significantly only on one factor, and factor loadings were in the range 

of 0.477 to 0.826, which provides empirical evidence of discriminant and convergent 

validities. The eight factors extracted were labelled as: entrepreneurial proactiveness, 

social adaptability, structural capital, relational capital, human capital, tacit 

knowledge, incremental innovation capability, and performance. The eight factors 

explained a total of 64.329 percent of the variance. 

The reliability of the resulting factors was assessed using Cronbach’s alpha. The 

reliability of those factors was satisfactory. The reliability of the eight factors was 

completely confirmed because all the Cronbach’s alpha values exceeded 0.7 (Hair et 

al. 2006). Furthermore, we used the composite reliability indicator to validate the 

internal consistency. In each of the scenarios, the results established the sufficiency of 

the constructs because all factors exceeded the minimum criterion of 0.6 for the 

composed reliability coefficient (Bagur-Femenias et al. 2013; Tseng et al. 2006). The 

result provides a reasonable degree of confidence in the dimensionality and reliability 

of the factors. The eight factors identified are: entrepreneurial proactiveness (PROAC), 

social adaptability (SOADP), structural capital (STCAP), relational capital (RECAP), 

human capital (HMCA), tacit knowledge (TACIK), incremental innovation capability 

(INNOV), and performance (FPERF). Table 4.5 presents the final measurement items 

and coefficient alpha for each factor. 

Following the verification of the construct validity of the measures, averages of 

items pertaining to factors extracted are used to form the variables for additional 

statistical analysis. Table 4.6 presents descriptive statistics together with means, 

standard deviations, and correlations for all variables. The results indicate 

entrepreneurial proactiveness and social adaptability were significantly correlated to 



137 
 

structural capital (r = .213, p < 0.01; and r = .409, p < 0.01, respectively). Likewise, 

entrepreneurial proactiveness and social adaptability were significantly correlated to 

relational capital (r = .207, p < 0.01; and r = .275, p < 0.01, respectively). Structural 

capital and human capital were correlated significantly (r = .249, p < 0.01, 

respectively). Relational capital and tacit knowledge were correlated significantly (r 

= .261, p < 0.01, respectively). Human capital and tacit knowledge were significantly 

correlated to incremental innovation capability (r = .585, p < 0.01; and r = .252, p < 

0.01, respectively). Incremental innovation capability and performance were 

significantly correlated (r = .477, p < 0.01, respectively). The results of correlations 

provide support for all hypotheses in the testing model.  
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Table 4.4 Results of Confirmatory Factor Analysis for Taiwanese SMEs Operating in China 

Questionnaire items 
Factor(F) Loadings 
F1 F2 

Entrepreneurial proactiveness 
1. In dealing with its competitors, my firm is very seldom the first business to introduce new products or services, 

administrative techniques, operating technologies, etc. 
.736 

2. In dealing with its competitors, my firm typically seeks to avoid competitive clashes, preferring a “live-and-let-live” 
posture. 

.723  

3. In general, the top managers of my firm have a strong proclivity for low risk projects (with normal and certain rates 
of return). 

.646  

4. In general, the top managers of my firm believe that owing to the nature of the environment, it is best to explore it 
gradually via cautious, incremental behaviour. 

.751  

Social adaptability   
5. I can easily adjust to being in just about any social situation.  .709 
6. I can be comfortable with all types of people—young or old, people from the same or different backgrounds as 

myself. 
 .800 

7. I can talk to anybody about almost anything.  .775 
8. People tell me that I am sensitive and understanding.  .657 
9. I have no problems in introducing myself to strangers.  .658 
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Table 4.4 Results of Confirmatory Factor Analysis for Taiwanese SMEs Operating in China (Cont.) 

Questionnaire items 
Factor(F) Loadings 

F3 F4 F5 
Structural capital 
10. Members in the network often exchange information in informal occasions. .477   
11. My firm is characterised by close personal friendships among members in the network. .769   
12. My firm has developed long-term relationships with members in the network.  .648   
Relational capital    
13. My firm feels other members in the network are trustworthy to work with.  .799  
14. My firm would trust members in the network to combine and share each other’s resources.  .752  
15. My firm would trust members in the network for not taking advantage of my firm’s business.  .761  
16. My firm feels it’s trustworthy to share information with members in the network.  .824  
17. My firm can count on each member in the network to meet its obligations.  .702  
Human capital    
18. The employees’ knowledge and competence are better than those of the major competitors.    .683 
19. The average educational level of workforce is better than that of the major competitors.   .705 
20. Employees are willing to share experiences and knowledge with their colleagues.   .823 
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Table 4.4 Results of Confirmatory Factor Analysis for Taiwanese SMEs Operating in China (Cont.) 

Questionnaire items 
Factor(F) Loadings 
F6 F7 F8 

Tacit knowledge 
21. My firm has acquired a lot of business experience in Finance (e.g. cost control, bank loans, and taxation, etc.) .826   
22. My firm has acquired a lot of business experience in Marketing (e.g. consumer behaviour, advertisement tactics, etc.) .798   
Incremental Innovation Capability    
23. The supplier learns new ways to apply its skills to develop new products that can help attract and serve new markets.  .674  
24. The supplier identifies and develops skills that can improve their ability to serve existing business needs.  .816  
25. The supplier identifies and develops skills that can help attract and serve new business needs.  .769  
Performance    
26. Sales growth in the past three years.   .585 
27. Employment growth in the past three years.   .649 
28. Market share in the past three years. 
29. Gross profit in the past three years. 

  .578 
.527 

30. Innovation in products and services in the past three years.   .578 
31. Cost control in the past three years.   .568 

Note: a. Extraction Method: Principal Component Analysis  b. Rotation Method: Varimax with Kaiser Normalization.  c. Rotation converged in 7 iterations.  
d. 35 items loading as expected and well above the conservative cut-off level of 0.4.  
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Table 4.5 Final Measurement Items and Coefficient Alpha for Each Scale of Taiwanese SMEs Operating in China 

Scale Item Description Cronbach’s α 
PROACa PROAC1* In dealing with its competitors, my firm is very seldom the first business to introduce new 

products or services, administrative techniques, operating technologies, etc. 
0.759  
(for all 4 items) 

 PROAC2* In dealing with its competitors, my firm typically seeks to avoid competitive clashes, 
preferring a “live-and-let-live” posture. 

 

 PROAC3* In general, the top managers of my firm have a strong proclivity for low risk projects (with 
normal and certain rates of return). 

 

 PROAC4* In general, the top managers of my firm believe that owing to the nature of the 
environment, it is best to explore it gradually via cautious, incremental behavior. 

 

SOADPb SOADP1 I can easily adjust to being in just about any social situation. 0.817  
(for all 5 items) 

 SOADP2 I can be comfortable with all types of people—young or old, people from the same or 
different backgrounds as myself. 

 

 SOADP3 I can talk to anybody about almost anything.  
 SOADP4 People tell me that I am sensitive and understanding.  
 SOADP5 I have no problems in introducing myself to strangers.  
STCAPc STCAP1 Members in the network often exchange information in informal occasions. 0.816  

(for all 3 items) 
 STCAP2 My firm is characterised by close personal friendships among members in the network.  
 STCAP3 My firm has developed long-term relationships with members in the network.  
RECAPd RECAP1 My firm feel other members in the network are trustworthy to work with. 0.863 

(for all 5 items) 
 RECAP2 My firm would trust members in the network to combine and share each other’s resources.  
 RECAP3 My firm would trust members in the network for not taking advantage of my firm’s 

business. 
 

 RECAP4 My firm feels it is trustworthy to share information with members in the network.  
 RECAP5 My firm can count on each member in the network to meet its obligations.  
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Table 4.5 Final Measurement Items and Coefficient Alpha for Each Scale of Taiwanese SMEs Operating in China (cont.) 

Scale Variables Description Cronbach’s α 
HMCAe HMCA1 The employees’ knowledge and competence are better than those of the major 

competitors. 
0.888  
(for all 3 items) 

 HMCA2 The average educational level of the workforce is better than that of the major 
competitors. 

 

 HMCA4 Employees are willing to share experiences and knowledge with their colleagues.  
TACIKf TACIK1 My firm has acquired a lot of business experience in Finance (e.g. cost control, bank 

loans, and taxation, etc.) 
0.702 
(for both 2 items) 

 TACIK2 My firm has acquired a lot of business experience in Marketing (e.g. consumer behavior, 
advertisement tactics, etc.) 

 

INNOg INNO1 The supplier learns new ways to apply its skills to develop new products that can help 
attract and serve new markets. 

0.854  
(for all 3 items) 

 INNO2 The supplier identifies and develops skills that can improve their ability to serve existing 
business needs. 

 

 INNO3 The supplier identifies and develops skills that can help attract and serve new business 
needs. 

 

FPERFh FPERF1 Sales growth in the past three years. 0.712  
(for all 6 items) 

 FPERF2 Employment growth in the past three years.  
 FPERF3 Market share in the past three years.  
 FPERF4 Gross profit in the past three years.  
 FPERF5 Innovation in products and services in the past three years.  
 FPERF6 Cost control in the past three years.  
*. Reverse coded item 
a(entrepreneurial proactiveness), b(social adaptability), c(structural capital), d(relational capital), e(human capital), f(tacit knowledge), g(incremental innovation 
capability), h(performance) 
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Table 4.6 Descriptive Statistics and Pearson’s Correlations of Study Variables for Taiwanese SMEs Operating in China (N=218) 
 Variable Mean s.d. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 1

5 
1. Gendera 1.12 0.325 _               
2. Age 44.83 6.385 -.113 _              
3. Position

b 
1.27 0.445 .094 -.375*

* 
_             

4. Work 
yearc 

11.19 3.921 -.062 .728** -.315*

* 
_            

5. Industry
d 

1.45 0.842 .325** -.238*

* 
-.031 -.262*

* 
_           

6. Firm 
yeare 

14.79 3.534 -.110 .518** -.186* .671** -.440*

* 
_          

7. Firm 
sizef 

504.9
2 

279.22
2 

-.187*

* 
.278** -.092 .314** -.272*

* 
.441*

* 
_         

8. PROAC
g 

5.03 0.476 -.048 .095 -.070 .141* -.273*

* 
.133* .057 _        

9. SOADP
h 

5.54 0.585 .031 -.034 .042 -.055 .014 -.048 -.01
3 

.315*

* 
_       

10
. 

STCAPi 5.58 0.503 .000 -.053 -.076 -.102 .071 -.016 .076 .213*

* 
.409*

* 
_      

11. RECAPj 4.96 0.497 .026 -.055 .014 -.071 -.012 -.018 -.00
2 

.207*

* 
.275*

* 
.551*

* 
_     

12
. 

HMCAk 4.92 0.582 .015 -.115 .048 -.135 .015 -.052 -.06
9 

.416*

* 
.328*

* 
.249*

* 
.158*     

13
. 

TACIKl 5.96 0.505 .102 -.102 .063 -.116 .025 -.021 .001 .126 .114 .181*

* 
.261*

* 
.187* _   

14
. 

INNOm 5.01 0.597 -.048 -.155* .033 -.138 -.026 -.070 .099 .297*

* 
.352*

* 
.288*

* 
.190*

* 
.585*

* 
.252*

* 
_  

15
. 

FPERFn 4.79 0.422 -.062 -.031 .052 -.083 -.177*

* 
-.008 .025 .290*

* 
.202*

* 
.195*

* 
.171* .496*

* 
.331*

* 
.477*

* 
_ 

 a (Male = 1, Female = 2), b (Owner = 1, Chief Executive Officer = 2), c (working year in current firm), d (Manufacturing = 1, High-tech = 2, Service = 3, Retailing 
= 4) e (firm year since operating in China), f (number of employees), g(entrepreneurial proactiveness), h(social adaptability), i(structural capital), j(relational 
capital), k(human capital), l(tacit knowledge), m(incremental innovation capability), n(performance) 
*p < 0.05, **p < 0.01 
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4.4 The Model Fit Testing Via Structural Equation Modelling 

Both EFA and CFA were employed in previous sections. To validate the model 

proposed by this study, it necessary to test the variables of the model simultaneously 

by using structural equation modelling (SEM). SEM can be defined as a statistical 

methodology which utilises a confirmatory approach for investigation into a structural 

theory on a phenomenon (Byrne 2010). In this study, SEM is especially suitable for 

multiple association estimations, because it concurrently combines detected and latent 

association constructs, and takes into consideration the biases of random measurement 

errors for latent constructs (Medsker et al. 1994). It utilises many model types to 

illustrate interrelationships amongst observed variables, with the target of offering a 

theoretical model hypothesised quantitative test. According to Schumacker and 

Lomax (2004) the target for SEM analysis is the determination of to what degree the 

theoretical model can be substantiated by data samples. If the example statistics 

sustain the theoretical model then this may hypothesise further complex theoretical 

models. If the example statistics don’t hold up the theoretical model, then 

modifications may be needed for the original model and re-examined or the 

development of other theoretical models are necessary. With SEM, the relationship 

structure can be visually depicted for a clearer conceptualisation of the theory. The 

hypothesised model can then be statistically analysed in a simultaneous approach for 

the variable system to determine data consistency. In this section the AMOS version 

18 was used as a tool of SEM in building a measurement model to confirm the factor 

structure and model fit. This sets up a complex relationship framework which uses the 

observed variables to forecast other numeric variables. Moreover, this is the sole 

framework that allows the graphical analysis of SEM, rather than through intricate 

command functions. 
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4.4.1 Model Fit 

Determining model fit is not an easy exercise because numerous model fit 

metrics are available to interpret structural equation models under diverse 

model-building assumptions. Furthermore, model fit definition in structural equation 

modelling isn’t as uncomplicated as other multivariable calculations such as variance 

and discriminant analyses, as well as in multiple regression. According to 

Schumacker and Lomax (2004), since other models using the sample data have 

yielded the same results as model fit, SEM fit indices do not have a single statistical 

test of significance that is recognized as the only correct model. Numerous model fit 

criteria can be proposed in combination to calculate model fit as measures of global fit 

(Hair et al. 1998). Following Schumacker and Lomax (2004), Kline (2005), and 

Cheung and Rensvold (2002), this chapter uses eight model fit criteria to test the 

overall fit of the model. 

 

1. Chi-square (χ2) 

The Chi-square test statistic (χ2) (sometimes called the likelihood-ratio Chi-square 

statistic), in conjunction with its degrees of freedom (df) and probability (p) of 

significance difference, is the most frequently reported absolute-fit index (Hair et al. 

1998). Also χ2 is the only SEM model-fit measure that has an associated statistical test 

of significance (Jöreskog and Sörbom 1993). However, the χ2 statistic has some 

limitations, such as being sensitive to extremes in sample size (Kelloway 1998). The 

results of simulation work by Anderson and Gerbing (1988) suggest that χ2 is 

inaccurate in samples with (a) fewer than 100 observations (a significant difference 

may not be detected) and, by contrast, (b) with more than 1,000 observations (a 

significant difference may be detected for minor differences). This survey, with a 

sample size of 218, should not be affected by this limitation. The χ2 statistic is also 
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sensitive to departures in multivariate normality of the observations (Jöreskog and 

Sörbom 1996), and model complexity, suggesting care be taken before rejecting a 

model on the basis of a high alone (Holmes-Smith 2001; Kirchmajer 2011). Where 

these areas of possible concern are not an issue (as in the case of this study), a small 

χ2 statistic relative to the degrees of freedom may be interpreted as an indication of 

good fit, and a large χ2 statistic relative to the degrees of freedom, as an indication of 

poor fit (Jöreskog and Sörbom 1996; Holmes-Smith 2001; Kirchmajer 2011). 

 

2. Normed Chi-square (χ2/df) 

As indicated earlier, a problem with χ2 is that more complex models would 

generate a larger χ2, with the likelihood that specified model might be rejected. A way 

around this is to have a χ2 measure per degree of freedom—in other words, a 

normed  Chi-square where the Chi-square is divided by degrees of freedom for 

the model (Hair et al. 1998; Holmes-Smith 2001). The normed Chi-square is 

sometimes seen as an index of model parsimony, as it takes the model complexity into 

account. There is no clear-cut guideline about what value is acceptable. Holmes-Smith 

(2001) suggests that values below 1.00 are not considered acceptable as they probably 

indicate an “overfitted” (Hair et al. 1998) or saturated model. Values greater than 1.00 

and less than 2.00 are considered to indicate a good fit, whilst values from 2.00 to 

3.00 are considered as indicating a reasonable fit (Kline 2005; Holmes-Smith 2001). 

 

3. Goodness-of-fit index (GFI) 

The GFI ranges from 0 to 1 but hypothetically may produce insignificant negative 

values. A large sample size raises the GFI higher. Although it is comparable to 

R-square, GFI can’t be viewed as the model’s percent of error. Instead, it is a percent 

of observed covariances explained by the model’s covariances. Therefore, R-square in 
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multiple regression focuses on error variance and GFI deals with errors in reproducing 

the variance-covariance matrix. As a standard, GFI should be equivalent to or 

exceeding 0.90 to gain acceptance in the model (Bollen 1990). Zikmund (2003) has 

posited that values of GFI less than 0.9 do not automatically indicate a poor model fit, 

but the majority of other research studies imply that the values which approach 0.9 

correspond to a good model fit (Jöreskog and Sörbom 1996; Hair et al. 1998; Huang 

et al. 2013). 

 

4. Adjusted Goodness-of-Fit Index (AGFI) 

The AGFI is a ratio of the degree of freedom used in the model to the total degree 

of freedom available. Like the GFI, the AGFI should have values greater than 0.95 for 

a good model fit (Holmes-Smith 2001; Byrne 2010); however, values greater than 

0.80 indicate a reasonable fit (Hair et al. 1998; Hulland et al. 1996; Zulkiffli 2011; 

Bagur-Femenias et al. 2013). 

 

5. Root mean square residual (RMR) 

The RMR depicts the average residual value which is originated from the fitting 

of the variance-covariance matrix for the hypothesised model to the sample data’s 

variance-covariance matrix. Because these residuals are in relation to the observed 

variance and covariance’s’ scope and scale, they are not easy to ascertain. Therefore 

they can be best interpreted by the correlation matrix metric. The matrix outcome 

stands for the average value across all standardised residuals, and range from zero to 

1.0; values less than 0.05 indicate a good fit (Diamantopoulos and Siguaw 2006; 

Zulkiffli 2011) while values as high as 0.08 are acceptable (Hu and Bentler 1999). 
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6. The comparative fit index (CFI) 

The CFI is known as the Bentler Comparative Fit Index and appraises the current 

model fit with a null model (which assumes that the model’s latent variables are 

unrelated. It assesses the model predicted covariance matrix with the observed 

covariance matrix, and compares the null model with the documented covariance 

matrix, to estimate the percent of lack of fit—this is explained for in the shift from the 

null model to the SEM model. The CFI varies from 0 to 1. A CFI close to 1 signifies a 

very good fit. Values greater than 0.95 indicate a good level of fit, while values 

greater than 0.90 designate a satisfactory fit (Hulland et al. 1996) and values between 

0.80 and 0.90 indicate an acceptable fit (Baumgartner and Homburg 1996; Hair et al. 

1998). 

 

7. The norm fit index (NFI) 

The NFI was developed as a substitute to the CFI as an index that did not 

necessitate making chi-square assumptions. It varies from 0 to 1, with 1 equivalent to 

a perfect fit. NFI reflects the proportion by which the researcher’s model improves fit 

compared to the null model (random variables). For example, NFI = 0.60 means the 

researcher’s model improves fit by 60 percent compared to the null model. There is no 

absolute value indicating an acceptable level of fit; values in the range from 0.80 to 

0.90 are indicative of an acceptable fit (Baumgartner and Homburg 1996), and a value 

of greater than 0.90 is regarded as indicating a good fit (Hair et al. 1998).  

 

8. The incremental fit index (IFI) 

The IFI was developed by Bollen (1990) to deal with the issues of parsimony and 

sample size recognized to be associated with the NFI. As such, its computation is 

basically the same as the NFI, except that degrees of freedom are taken into account. 
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By convention, IFI should be equal to or greater than 0.90 to accept the model. IFI 

can also be greater than 1 under certain circumstances (Fan et al. 1999). 

 

9. Root-Mean-Square Error of Approximation (RMSEA) 

The RMSEA is a measurement of the incongruity per degree of freedom for the 

model; it takes into account the error of approximation in the population (Browne and 

Cudeck 1993). An RMSEA value of less than 0.05 suggests a good level of fit 

(Hulland et al. 1996; Byrne 2010; Schumacker and Lomax 2004), however a value 

between 0.05 and 0.08 indicates a reasonable fit (Rigdon 1996), a value between 0.08 

and 0.10 indicates mediocre fit and a value greater than 0.10 indicates a poor fit 

(Byrne 2010; Holmes-Smith 2001). Table 4.7 summarises model fit criteria and the 

acceptable fit level that will be used in AMOS version 18. 

4.4.2 Assessment of Overall Model Fit for Taiwanese SMEs Operating in China 

The hypotheses of the current report were analysed with the use of SEM utilising 

AMOS with the maximum likelihood evaluation to assess the data-model fit and 

authenticate the hypothesised relationships between theoretical constructs. The 

findings advocate that the hypothesised model was a good fit for the data and 

achieved an overall good fit. The chi-square/degrees of freedom ratio was within the 

recommended level of 1.00 to 2.00 (χ2/df = 1.391), indicating a good fit. Even though 

the chi-square goodness of fit is considered to be noteworthy (χ2 = 446.610, df = 321, 

p = 0.000), all the structural model measures of fit represent sound fit statistics with 

all goodness-of-fit indices in the desirable ranges: goodness-of-fit index (GFI) = 

0.886, adjusted goodness-of-fit index (AGFI) = 0.825, root mean square residual 

(RMR) = 0.026, comparative fit index (CFI) = 0.951, normed fit index (NFI) = 0.854, 

incremental fit index (IFI) = 0.954, and root mean square error of approximation 
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(RMSEA) = 0.042. Overall, the fit statistics suggest the model of this study fits the 

data well. Table 4.8 summarises statistics of model fit for Taiwanese SMEs operating 

in China. 

 

Table 4.7 Model Fit Criteria and Acceptable Fit Level  

 Model fit criterion Description of acceptable level 

1 Normed Chi-square (χ2/df) 1. Values greater than 1.00 and less than 
2.00 are considered to indicate a good fit. 

2. Values from 2.00 to 3.00 are considered 
to indicate a reasonable fit. 

2 Goodness-of-fit index (GFI) Values close to or greater than 0.90 

3 Adjusted goodness-of-fit index 
(AGFI) 

1. Value equal to or greater than 0.95 
indicate a good model fit. 

2. Values greater than 0.80 indicate a 
reasonable fit. 

4 Root mean square residual (RMR) 1. Values up to 0.05 indicate a good fit. 
2. Values up to 0.08 indicate a reasonable 

fit. 
5 Comparative fit index (CFI) 1. Values greater than 0.95 indicate a good 

fit. 
2. Values greater than 0.90 indicate a 

satisfactory fit. 
3. Values between 0.80 and 0.90 indicate an 

acceptable fit. 
6 Norm fit index (NFI) 1. Values greater than 0.90 indicate a good 

fit. 
2. Values in the range from 0.80 to 0.90 

indicate an acceptable level of fit. 
7 Incremental fit index (IFI) Values greater than 0.90 indicate a good fit. 

8 Root -Mean-Square Error of 
Approximation (RMSEA) 

1. Values less than or equal to 0.05 indicate 
a good model fit. 

2. Values in the range from 0.05 to 0.08 
indicate a reasonable fit. 

3. Values in the range from 0.08 to 0.10 
indicate a mediocre fit. 
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Table 4.8 Summary Statistics of Model Fit for Taiwanese SMEs Operating in China 

 Fit Index Acceptable Level Model Fit Result Fit Status 
1 χ2/df ≤3.00 1.391 Fit 
2 GFI →0.90 0.886 Fit 
3 AGFI >0.80 0.825 Fit 
4 RMR ≤0.08 0.026 Fit 
5 CFI ≥0.80 0.951 Fit 
6 NFI ≥0.80 0.854 Fit 
7 IFI ≥0.90 0.954 Fit 
8 RMSEA ≤0.10 0.042 Fit 
Note: χ2/df = Chi-square/degrees of freedom; GFI = Goodness-of-fit index;  

AGFI = Adjusted goodness-of-fit index; RMR = Root mean square residual;  
CFI = Comparative fit index; NFI = Norm fit index; IFI = Incremental fit index 
RMSEA = Root -Mean-Square Error of Approximation 
 

4.5 Hypotheses Testing and Findings 

The results of the tested model are displayed in Figure 4.1 using a path diagram 

with estimated path coefficients. Each proposed hypothesis in Chapter 2 is evaluated 

against the empirical results of the structural model analysis. There are nine 

hypotheses in the tested model, and results are summarised as follows: 

H1: Entrepreneurial proactiveness is positively related to the structural capital of 

Taiwannese SMEs operating in China is supported, as the path is positive, with a 

direct effect of 0.195, and is significant at the p < 0.05 level. A critical ratio (2.008) 

greater than 2.00 also supports acceptance of this hypothesis. 

H2: Entrepreneurial proactiveness is positively related to the relational capital of 

Taiwanese SMEs operating in China is supported, as the path is positive, with a direct 

effect of 0.213, and is significant at the p < 0.05 level. A critical ratio (2.419) greater 

than 2.00 also supports acceptance of this hypothesis. 

H3: Social adaptability is positively related to the structural capital of Taiwanese 

SMEs operating in China is supported, as the path is positive, with a direct effect of 

0.243, and is significant at the p < 0.001 level. A critical ratio (4.910) greater than 
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2.00 also supports acceptance of this hypothesis. 

H4: Social adaptability is positively related to the relational capital of Taiwanese 

SMEs operating in China is supported, as the path is positive, with a direct effect of 

0.209 and is significant at the p < 0.001 level. A critical ratio (3.855) greater than 2.00 

also supports acceptance of this hypothesis. 

H5: Structural capital is positively related to the human capital of Taiwanese SMEs 

operating in China is supported, as the path is positive, with a direct effect of 0.426, 

and is significant at the p < 0.001 level. A critical ratio (4.443) greater than 2.00 also 

supports acceptance of this hypothesis. 

H6: Relational capital is positively related to the tacit knowledge of Taiwanese SMEs 

operating in China is supported, as the path is positive, with a direct effect of 0.289, 

and is significant at the p < 0.001 level. A critical ratio (3.858) greater than 2.00 also 

supports acceptance of this hypothesis.  

H7: Human capital is positively related to the incremental innovation capability of 

Taiwanese SMEs operating in China is supported, as the path is positive, with a direct 

effect of 0.698, and is significant at the p < 0.001 level. A critical ratio (9.680) greater 

than 2.00 also supports acceptance of this hypothesis. 

H8: Tacit knowledge is positively related to the incremental innovation capability of 

Taiwanese SMEs operating in China is supported, as the path is positive, with a direct 

effect of 0.306, and is significant at the p < 0.01 level. A critical ratio (3.010) greater 

than 2.00 also supports acceptance of this hypothesis.  

H9: Incremental innovation capability is positively related to the performance of 

Taiwanese SMEs operating in China is supported, as the path is positive, with a direct 

effect of 0.637, and is significant at the p < 0.001 level. A critical ratio (7.674) greater 

than 2.00 also supports acceptance of this hypothesis. 
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Figure 4.1 presents a path diagram with estimated path coefficients (maximum 

likelihood estimates) of the tested model operating by AMOS version 18. Figure 4.2 

indicates the standardised regression weight and the significance levels in visual form 

so that the important path can be readily identified. Table 4.9 presents parameter 

estimates of the final SEM model for the measurement, along with estimate, standard 

error, critical ratio (t-test), and p-value, and the results of hypotheses tests are reported.
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Figure 4.1 Path Diagram with Estimated Path Coefficients (Maximum Likelihood Estimates) for Taiwanese SMEs Operating in 

China 

 
Note: Entrepreneurial proactiveness = PROAC, Social Adaptability = SOADP, Structural Capital = STCAP, Relational Capital = RECAP, Human Capital = HMCA,  

Tacit Knowledge = TACIK, Incremental Innovation Capability = INNO, Performance = FPERF 
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Figure 4.2 Structural Model with Standardised Regression Weights and Significance Levels for Taiwnaese SMEs Operating in China 

 

 

Note: Entrepreneurial proactiveness = PROAC, Social Adaptability = SOADP, Structural Capital = STCAP, Relational Capital = RECAP, Human Capital = HMCA, 

Tacit Knowledge = TACIK, Incremental Innovation Capability= INNO, Performance = FPERF 

* p < 0.05, ** p < 0.01, *** p < 0.001 
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Table 4.9 Parameter Estimates of the Final SEM Model and  

the Results of Hypotheses Tests 

 Path Estimate S.E. C.R. Sig. Hypotheses 

H1 Entrepreneurial proactiveness → 

Structural capital 

0.213 0.088 2.419 * Supported 

H2 Entrepreneurial proactiveness → 

Relational Capital 

0.195 0.097 2.008 * Supported 

H3 Social Adaptability→ Structural 

Capital 

0.243 0.049 4.910 *** Supported 

H4 Social Adaptability→ Relational 

Capital 

0.209 0.054 3.855 *** Supported 

H5 Structural Capital→ Human 

Capital 

0.426 0.096 4.443 *** Supported 

H6 Relational Capital→ Tacit 

Knowledge 

0.289 0.075 3.858 *** Supported 

H7 Human Capital→ Incremental 

Innovation Capability 

0.698 0.072 9.680 *** Supported 

H8 Tacit Knowledge→ Incremental 

Innovation Capability 

0.306 0.102 3.010 ** Supported 

H9 Incremental Innovation 

Capability→ Performance 

0.637 0.083 7.674 *** Supported 

Note: 1. AMOS gives Standard Errors (S.E.) as well as Critical Ratios (C.R.) to assess the consequence 
of each approximation. The standard normal deviates which are greater than 2.00 are 
equivalent to the critical ratios of the standard normal deviates, and are measured to be 
important. We express the Critical Ratio (CR) = Estimate/SE 

2.* p < 0.05, ** p < 0.01, *** p < 0.001 
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4.6 Chapter Summary 

This chapter presents the results of the data analyses for the present study. In order 

to reduce the total number of variables, all the scales in this study were first subjected 

to EFA (maximum likelihood analysis using direct oblique rotation) with SPSS 

version 19 to determine the number of factors that were necessary to account for the 

variance in the variables. Discriminant and convergent validities were tested in EFA 

and confirmed. To confirm the factor structure that was extracted in the EFA, this 

study then employed confirmatory factor analysis (principle component analysis using 

varimax rotation) using SPSS version 19. Confirmatory factor analysis contains 

inferential statistics that allow for a stricter and more objective interpretation of 

validity (Gerbing and Anderson 1988). The construct reliability was assessed using 

coefficient alpha. Cronbach’s alpha values of all scales were all greater than 0.7 

which demonstrated satisfactory reliability (Hair et al. 2006). Again, discriminant and 

convergent validities were confirmed. 

After the acceptable measurement model was established, the structural equation 

modelling software AMOS version 18 was employed to identify and specify the 

equations for the proposed structural model. The overall fit statistics indicated a good 

fit of the model (χ2/df = 1.391, GFI = 0.866, AGFI = 0.825, RMR = 0.026, CFI = 

0.951, NFI = 0.854, IFI = 0.954, RMSEA = 0.042). All fit indices for structural model 

in the survey achieved the recommended threshold values, and all 9 hypotheses 

proposed in this study were supported by the findings. 

 

The next chapter will discuss the implications, limitations and conclusions of the 

findings of the current study as well as recommendations for future research. 
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CHAPTER FIVE 

DISCUSSION AND CONCLUSION 

5.1 Introduction 

This chapter discusses the implications, limitations and conclusions of the 

findings of the current study as well as recommendations for future research in 

relation to the following research questions proposed in Chapter Two: 

1. The extent to which entrepreneurial proactiveness and social adaptability affect 

structural capital and relational capital building for Taiwanese SMEs operating in 

China. 

2. The extent to which structural capital and relational capital facilitate human 

capital and tacit knowledge acquisition for Taiwanese SMEs operating in China. 

3. The extent to which human capital and tacit knowledge affect incremental 

innovation capability for Taiwanese SMEs operating in China. 

This chapter has the following structure: after this introductory section, section 

5.2 discusses the theoretical and managerial implications of the study, then in section 

5.3 the limitations that restricted the study are identified, and suggestions for future 

research outlined, finally section 5.4 presents the conclusions of this study. 

 

5.2 Discussion 

This study found that incremental innovation capability is crucial to the survival 

and competitive advantage of Taiwanese SMEs in China. In response, the study 

suggests that foreign SMEs operating in China must constantly pursue product and 

service innovation in order to compete effectively in this emerging economy. The 

study contributes to the literature on incremental innovation capability by studying 

how the mechanisms we will propose affect incremental innovation aptitude, in the 

context of foreign SMEs operating in China. In addition, the study further extends the 
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literature to theoretically and empirically test the path-dependent effects on 

incremental innovation capability in this context. The findings show that 

entrepreneurial proactiveness and social adaptability enhance the positive effects of 

structural capital, and relational capital, on the acquisition of human capital and tacit 

knowledge. In turn, human capital and tacit knowledge have a positive influence on 

incremental innovation capability, which promotes performance. These findings 

contribute significantly to the understanding of the antecedents of incremental 

innovation capability in foreign SMEs in China, which is the largest emerging 

economy. The theoretical and managerial implications will be discussed in sections 

5.2.1 and 5.2.2. 

 

5.2.1 Theoretical Implications 

EO-performance relationship in emerging economies 

This study contributes to the literature on the EO-performance relationship, in 

the context of foreign SMEs operating in emerging economies, by showing the results 

of this relationship are contradictory, and EO-performance is highly context-specific. 

Nevertheless, the findings of this study provide empirical evidence that EO has a 

positive impact on foreign SMEs’ performance in China. Moreover, foreign SMEs 

with operations in China having high levels of EO tend to continuously check and 

examine their operating environment to identify innovative opportunities and fortify 

their competitive positions. 

These positive results reflect prior studies that suggest that firms with high EO 

exhibit superior performance. However, other related research reported a negative 

impact of EO on overall performance, or a curvilinear EO-performance connection. A 

reasonable clarification for these contradictory empirical results is that the 

EO-performance is context-specific. Distinct contexts would have particular impacts 
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or influences on the relationship. For example, while studies conducted in the United 

States, found that in general, there was a positive connection between EO and SME 

performance, this raises the question of the generalisability of this across contexts, 

especially in environments where there are radically different constraints such as 

those faced by foreign SMEs operating in emerging economies. To concentrate on 

this issue, there is a regular call to study boundary conditions in the EO-performance 

research (Dess et al. 2011). Different contexts have significant ramifications for the 

boundary conditions and, in this sense; the context plays a significant role in the 

expectations of the EO-performance relationship. 

To enhance an understanding of the generalisability of the EO-performance 

relationship, this study provides an insight into EO outside the typical Western 

environment. The study was executed in emerging economies in Asia, where previous 

research had noted the EO construct was robust. This study extends the 

EO-performance literature and suggests that, in the context of emerging economies 

such as China, foreign SMEs suffer from a variety of constraints such as 

environmental dynamism, high market turbulence, and competition. Importantly, the 

findings of this study suggest that EO has a constructive effect on performance from 

the perspective of foreign SMEs operating in China. China is commonly 

acknowledged as having a competitive and dynamic business environment that has 

attracted a swift inflow of foreign SMEs and generated outstanding market 

opportunities. In emerging economies such as China, the competitive and dynamic 

environment is associated with a high unpredictability regarding consumer demand 

and competitor competition, as well as rapid changes in market trends and industry 

innovation. Despite the contradictory results associated with the EO-performance 

relationship, the findings of this study indicate a positive EO-performance in dynamic 

and competitive business environments where opportunities are abundant. Foreign 
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SMEs operating in China with higher EO have superior performance because of their 

propensity to develop original market opportunities earlier than their rivals. 

From a cultural perspective, this study broadens the extant research by 

examining the EO-performance relationship in the context of a non-Western culture 

by utilising a sample taken from Taiwanese SMEs operating in China. While 

acknowledging the arguments concerning the application of Western management 

theory to other cultures, the Taiwanese data utilised in this study support nine research 

hypotheses. This research study offers two significant benefits to future studies on 

cross-cultural EO-performance. Firstly, it offers an operationalisation of 

EO-performance that can be applied in a non-Western context. Secondly, it provides 

insights into the often unexplored EO-performance relationship of foreign SMEs in 

emerging economies. 

 

Antecedents of incremental innovation capability in foreign SMEs operating in 

China 

This study contributes to the literature on the antecedents of incremental 

innovation capability in the context of foreign SMEs operating in China by examining 

the mechanisms that influence incremental innovation capability and performance. 

Specifically, it develops a model of entrepreneurial orientation and incremental 

innovation capability to test the path-dependent effects of entrepreneurial 

proactivenes, social adaptability, structural capital, relational capital, human capital, 

tacit knowledge, and incremental innovation capability, on performance in the context 

of Taiwanese SMEs operating in China. As such, this study provides a comprehensive 

picture of how incremental innovation capability is driven and realised in foreign 

SMEs operating in emerging economies. Prior research notes that SMEs rely on their 

capacity for innovation to achieve and sustain competitive advantage (Parida et al. 
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2012). However, the typical success rate of innovative endeavours tends to be much 

lower than anticipated, mainly due to the high levels of risk, ambiguity and intricacy 

inherent in the innovation process. Prior studies suggest that while SMEs tend to have 

cultures categorised as being flexible and innovative, they also are typically described 

as having relatively low resistance to change, low risk aversion, and a low tolerance 

of ambiguity (Terziovski 2010). Their flexibility, however, gives SMEs a unique 

advantage in innovation over larger firms because they can be more adaptable and 

agile and can adapt quickly to accept and affect change (Prajogo and McDermott 

2013). This study suggests that, in China, foreign SMEs should focus on incremental 

rather than radical innovation due to the resource constraints such as finance, and 

limited capabilities, such as innovation, in the firms. Utilising radical innovation in 

emerging economies such as China, which have highly unpredictable and dynamic 

environments, and market turbulence, is likely to lead to high failure rates for foreign 

SMEs. For these firms operating in China, pursuing a strategy focused on incremental 

innovation capability is simply a more profitable path, given their lack of resources 

and the risks associated with the dynamic business environment. 

The relationship between incremental innovation capability and performance in 

SMEs has been widely discussed. However, the antecedents that have influenced 

SMEs’ incremental innovation capability remain unclear. While previous innovation 

research have used the innovation experiences of SMEs in developed economies to 

advocate that knowledge is the answer to a firm’s innovation, there is limited 

empirical research on incremental innovation capability by foreign SMEs operating in 

emerging economies. In response, the findings of this study contribute to EO literature 

by testing the impact of entrepreneurial proactiveness on foreign SMEs operating in 

China—an area not previously empirically examined. The findings provide initial 

evidence that proactive entrepreneurs seek opportunities in building structural capital 
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and relational capital, and that such capital, in turn, facilitates the acquisition of the 

information and resources needed by foreign SMEs operating in China to pursue 

sustainable competitive advantage. As the largest emerging economy in the world, 

China offers a persuasive context to examine and fine-tune a comprehension of the 

significance of entrepreneurial proactiveness. Firstly, China is home to roughly 25 

percent of the world’s population and is also one of the world’s fastest growing 

regions. Secondly, China’s business environment is considerably different than the 

business environment of the West. Thirdly, China’s socialist philosophy, combined 

with a strong interpersonal culture, creates a distinctive social and economic 

background. For that reason, Western business practices should not be assumed to be 

directly transferrable to emerging economies such as China. Rather, this study 

provides an insight into the relationship between entrepreneurial proactiveness and 

foreign SME performance by investigating the situation in China which includes its 

idiosyncratic tendencies. 

Since network-based behaviour is deeply embedded in Chinese society, the 

findings indicate that entrepreneurial proactiveness contributes to structural-capital 

and relational-capital building in the context of foreign SMEs operating in China. 

Although opportunity recognition is a critical factor for foreign SMEs to survive and 

succeed in China, elements of environmental dynamism such as weak information and 

communications, discretionary governmental policies, and ineffective regulations, 

hinder the discovery and pursuit of opportunities. China is a major player in the world 

economy, and successful operations in China have become increasingly significant for 

many foreign SMEs. China has a long tradition of using social networks to conduct 

business. Prior studies have recognised the importance of structural capital and 

relational capital in conducting business in China (Zhao et al. 2010; Dong et al. 2013). 

Structural capital can be defined as the overall pattern of interconnections between 
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participants in a network structure. In particular, a network structure can be described 

by the quantity and pattern of indirect ties as well as the existence or absence of direct 

connections between a focal actor and others. One of the key features of structural 

capital is that it is an important mechanism for accessing critical resources, such as 

knowledge. Relational capital refers to the nature of personal relationships individuals 

have developed via a history of interactions. Contrary to structural capital, relational 

capital does not refer to actors but instead it refers to the underlying basis of relations. 

Relational capital is typically associated with the trust that enables an actor to 

dependably acquire and apply the information and resources made accessible through 

his/her contacts. Prior studies note that relational capital facilitates the transfer of 

discrete information and the transmission of tacit knowledge (De Carolis and Saparito 

2006). Entrepreneurial proactiveness is associated with entrepreneurial enthusiasm to 

identify and follow up on opportunities well ahead of the competition via a proactive 

and aggressive approach. This is in contrast to submissively adapting to current 

circumstances, as it focuses on challenging the status quo. With such a 

forward-looking perspective, the findings of this study suggest that proactive 

entrepreneurs capitalise on emerging opportunities in establishing or accumulating 

structural capital and relational capital. Those capitals, in turn, facilitate information 

sharing and resource acquisition. 

This study is the first to empirically test the relationship between social 

adaptability, structural capital and relational capital in entrepreneurship research. In 

particular, this study extends the scope of prior studies by examining the impact of 

entrepreneurs’ social adaptability on establishing structural capital and relational 

capital in the context of foreign SMEs operating in emerging economies. The findings 

provide significant insights into entrepreneurs’ behaviour and social competence in 

strengthening firms’ competitive advantage in emerging economies, where there are 



165 
 

some of the greatest economic opportunities for business today. In the Chinese 

context, the results show strong evidence that entrepreneurs’ social adaptability 

contributes to structural and relational capital building. 

Entrepreneurship has recently been strongly encouraged in China, and is playing 

an increasingly important role in its economic growth, building on the traditional 

importance of entrepreneurs’ social behaviour in Chinese culture. This study 

illustrates that entrepreneurs with higher social adaptability will have the propensity 

to successfully build, maintain, and grow their structural capital and relational capital. 

Social adaptability is especially significant for entrepreneurs in China as those with 

high social adaptability are able to use social cues such as facial expressions or body 

posture to understand people in their social interactions, and to use that understanding 

to adjust or modify their own behaviour to effectively influence others—in essence, 

managing their behaviour to effectively influence their relationship partners. As 

predicted, in the Chinese context, entrepreneurs with social adaptability use this to 

establish or maintain their structural capital and relational capital. As such, 

entrepreneurs with social adaptability will shape their behaviour to a range of vibrant 

situational demands in a genuine, dependable, and honourable manner, which 

effectively persuades and controls the responses of others. Similarly, this study 

suggests that, in the Chinese context, entrepreneurs with social adaptability are 

socially shrewd, have strong social networking ability, are skilled at influencing 

others interpersonally, and demonstrate apparent sincerity in interactions. As 

discussed earlier, structural capital refers to an overall model of network connections 

between individuals in a known social network. For an entrepreneur, positioning 

within social networks is important because it offers differing access to information 

and resources. Relational capital refers to the interpersonal connection that is 

developed between individuals through historical social interaction, which manifest 
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themselves into trust and respect. This study concludes that entrepreneurs with social 

adaptability can gain the trust and confidence of partners whom they interact with and 

further develops their structural and relational capital. With social adaptability, 

entrepreneurs can persuade individuals operating in the social network to supply 

valuable information or resources that others don’t possess or aren’t able to obtain as 

rapidly. Based on the above findings, this study reveals the significance of 

entrepreneurs’ social adaptability in building both structural capital and relational 

capital in the context of foreign SMEs operating in China. 

In addition, this study extends the resource-based view (RBV) literature in the 

context of foreign SMEs operating in emerging economies. The RBV of the company 

concentrates on a company’s particular and exclusive resources, and the identification 

of these resources is necessary for a SME’s solvency. Even though the RBV of the 

company provides a structure for SME entrepreneurs to strategise by relying on 

resources which are the basis for a sustainable competitive advantage, little is known 

about what unique resources foreign SMEs must obtain to sustain or enhance their 

incremental innovation capability when operating in emerging economies. This study 

is the first to reveal that human capital and tacit knowledge contribute to SME 

incremental innovation capability, in the context of foreign firms operating in China. 

The findings of this study add to the research on SME incremental innovation 

capability in several ways. From a RBV of the firm, this study makes a clear 

distinction between human capital and tacit knowledge, and examines the roles of 

both factors in influencing incremental innovation capability in the context of foreign 

SMEs operating in China. The findings suggest that human capital and tacit 

knowledge contribute to foreign SMEs’ incremental innovation capability. 

Human capital has been acknowledged as critical to SMEs’ innovation activities, 

and refers to individuals who possess experiences, skills, education and other forms of 
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knowledge. SMEs can obtain valuable human capital through internal training or 

external recruiting. In the Chinese context, this study suggests that hiring skilled 

employees and further developing high levels of unique and tacit knowledge in 

relation to incremental innovation capability, in order to meet market demand, is 

particularly important for foreign SMEs if they are to sustain a competitive advantage. 

Similarly, skilled employees hired externally will increase the rate of knowledge 

spreading and experience sharing with colleagues, which will raise the frequency of 

incremental innovation capability in products and services. 

Along with the significance of human capital for foreign SMEs operating in 

China, this study found that tacit knowledge contributes to SMEs’ incremental 

innovation capability. In response to the dynamic and volatile current business 

environment for foreign firms in China, foreign SMEs have to strive to obtain 

sufficient tacit knowledge in relation to their incremental innovation activity. The 

findings of this study suggest that tacit knowledge in relation to finance, such as cost 

control, and marketing and consumer behaviour, is crucial to foreign SMEs’ 

incremental innovation capability because it enables them to respond to market needs 

rapidly by introducing innovative products and services. 

Finally, this study contributes to social capital literature by examining the extent 

to which structural capital and relational capital act as a mechanism to facilitate 

knowledge and resources acquisition in the context of foreign SMEs operating in 

emerging economies—an area not previously investigated. Social capital plays a 

significant role in emerging economies, and to deal with the unique economic and 

social contexts of emerging economies, entrepreneurs of foreign SMEs need to 

configure social capital differently than in established economies. Taking China as an 

example, most economic activities are embedded and interpreted within China’s 

unique sociocultural context, and interpersonal connections. The findings of this study 
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reveal that structural capital facilitates human capital acquisition, and relational 

capital acts as a catalyst for tacit knowledge acquisition in the context of foreign 

SMEs operating in China. This finding is a significant contribution to social capital 

literature as it provides a new perspective on how different dimensions offer access to 

resource acquisition for such SMEs operating in emerging economies. In particular, 

although it is acknowledged that social capital is critical to SMEs through offering 

access to information and resources not available internally, this study provides 

evidence that, in the Chinese context, tacit knowledge can only be obtained by 

relational capital because tacit knowledge-sharing and transference depends on a 

relationship of mutual trust. This finding is consistent with prior research that 

indicates individuals are more willing to share tacit knowledge when they have a trust 

relationship. This study implies that relational capital is a key factor in the Chinese 

business environment as tacit knowledge exchange is based on trust relationships. 

 

5.2.2 Managerial Implications 

The findings of this study have several important implications for practice. First, 

the evidence suggests that incremental innovation capability has a positive effect on 

foreign SMEs’ performance in China. In particular, the study sheds new light on the 

mechanism that influences the incremental innovation capability  and performance 

relationship, and provides a framework indicating that entrepreneurial proactiveness, 

social adaptability, structural capital, social capital, resource acquisition, and 

incremental innovation capability have path-dependent effects on this relationship. As 

the business environment is unpredictable and dynamic in China, foreign SMEs are 

required to prepare their business strategies, and to select approaches, that fit the 

context and conditions. This study provides a preliminary guide to the antecedents of 

incremental innovation capability in SMEs, and the findings are intended to help 
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foreign SMEs in China adjust their strategies to better compete in China’s business 

environment.  

Second, this study suggests that foreign SMEs should carefully assess the market 

environment in the host country where they operate. With respect to the Chinese 

environment—a market with a highly unpredictable institutional system, market 

turbulence, and competitive intensity—this study shows that, for foreign SMEs, 

entrepreneurial proactiveness and social adaptability are very strongly associated with 

success in building, maintaining and growing, structural and relational capital. The 

results indicate that entrepreneurs with a proactive orientation will have the 

propensity to seek resources that help a firm’s operation, through spontaneously 

engaging in social activities. Similarly, entrepreneurs with high social adaptability can 

effectively build relationships with others, and win crucial trust. China is a 

network-based society and both structural capital and relational capital play an 

important role in enabling entrepreneurs to access and obtain scarce resources and 

information. Firms require high entrepreneurial proactiveness and social adaptability 

to build structural and relational capital, which, in turn, are the critical drivers for 

acquiring the diverse information and tacit resources needed to strengthen or sustain a 

competitive advantage. 

Third, as discussed in Chapter Two, almost all knowledge in relation to SMEs’ 

operations is tacit in nature. This study provides strong evidence that tacit knowledge 

is the source of innovation and competitive advantage for SMEs. In emerging 

economies such as China, tacit knowledge acquisition is particularly vital for foreign 

SMEs operating there, in the light of unpredictable legal systems and environmental 

dynamism. The findings of this study suggest that foreign SMEs in China should 

acquire tacit knowledge in relation to business experience in finance (e.g., cost control, 

bank loans, and taxation, and so on.) and marketing (e.g., consumer behaviour, 
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advertisement tactics, and so on.). That tacit knowledge, in turn, will enhance their 

incremental innovation capability and further strengthen firms’ competitive advantage 

and profitability.   

 

5.3 Limitations and Future Research 

This study opens up opportunities for future research. First, the present study 

used a cross-sectional research method, where the analysis unit was observed at one 

time period. While it provided a practical ‘snapshot’ of data gathered over a period of 

months regarding the phenomena under investigation, it could not sufficiently 

describe the possible changes in respondents’ attitudes over time. Such a long-term 

view would be of particular relevance for addressing issues related to incremental 

innovation activities of foreign SMEs in emerging economies—cross-sectional studies 

are merely able to record this focus to a limited degree. Longitudinal studies would 

enable researchers to examine whether incremental innovation activities adjust over 

time as SMEs grow older, or address new challenges. Future studies could employ a 

mixed-method approach that consists of a quantitative cross-sectional study and a 

qualitative longitudinal approach in order to obtain richer and more reliable data, and 

this could confirm the relationships determined in the current study. A mixed method 

approach could also obtain more qualitatively accurate information in relation toon 

issues facing foreign SMEs issues and the challenges they face in operating in China 

or other emerging economies. 

Second, the generalisability of the findings of this study may be contested as this 

study only investigated Taiwanese SMEs operating in Fujian province, Eastern China. 

No inferences were made regarding SMEs from rural and/or other regions in China. 

As China enjoys a wide assortment of economic and social climates, cultural 

generality is a decisive factor for entrepreneurship research in China. To minimise the 
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number of extraneous variables, this study was isolated to a single region. Future 

research could be expanded to other regions in China, and the research model in this 

study could be extended with customisations when applied to other settings.  

Third, due to the complexity of collecting data on foreign SMEs in China, this 

study utilised a survey design approach. The appropriate tests were performed to 

compensate for using only a single respondent from each SME. Only one senior 

management executive, such as an owner or chief executive officer from each SME 

was accountable for responding to all questions which exposed the study to 

single-respondent bias as the questions could be answered subjectively, by preference. 

To minimise this single-respondent bias, future research in the same context could 

conduct the questionnaire survey by selecting multiple respondents from each firm, 

such as division managers, to secure an objectivity of answers, reflecting the real 

phenomenon. This approach is admittedly more challenging when applied to SMEs 

compared with large firms because personnel in SMEs tend to hold less specialised 

positions. 

Fourth, this study used a subjective index to measure performance. Previous 

studies focused objective and/or subjective measures of performance, but few have 

examined them concurrently in one research report. Since each has distinct 

advantages as well as shortcomings, the findings of this study suggest that the results 

may be more reliable using a combination of both, rather than those obtained from a 

single measure. Similarly, the lack of precise financial figures such as profits, and 

sales growth rates, limits the use of sales volume as a performance measure. By 

utilising more solid financial performance indices, future research could confirm the 

validity of the results in this study.  

Finally, because the sample of this study, focusing on Taiwanese SMEs 

operating in China, may limit the finding’s generalisability, future studies are 
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encouraged to cross-validate our findings in other contexts. These could be in both 

emerging and developed economies. Future research studies may validate the findings 

in countries characterised by diverse national traits. As an illustration, consider South 

Korea which is regarded as a factor-driven high-growth emerging market or 

Singapore, which is viewed as an institution-driven high-growth emerging market. 

These investigations would further enhance the research in this area, and progress the 

current knowledge for SMEs operating abroad.  

 

5.4 Conclusion 

This chapter presents the significant theoretical and managerial implications 

derived from the findings of the study. With the focus on foreign SMEs operating in 

China, the findings of this study outlined the mechanisms that positively influence 

SMEs’ incremental innovation capability and performance. The outcomes of this 

study illustrate that entrepreneurial proactiveness, social adaptability, structural 

capital, relational capital, human capital, tacit knowledge, and incremental innovation 

capability, have path-dependent effects on performance. The study of 

entrepreneurship and incremental innovation in foreign SMEs operating in emerging 

economies is showing increased significance as evidenced by the rapid and continuing 

development of emerging economies (including China). China’s economy is 

advancing with remarkable speed, and foreign SMEs have been thriving along with 

this economic rise. Foreign SMEs are now a significant force in the Chinese economy. 

Through context-specific research, we can extract insights for foreign SMEs operating 

in China. However, it is uncertain whether this imposes a boundary constraint on the 

conceptual model and findings of this study. In particular, it remains unknown 

whether the logic for the mechanisms that influence foreign SMEs’ innovation and 

performance in this study is specific to the Chinese context. We forecast that the 
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limitations raised can be fully explored in  future research studies, and the findings 

can be re-examined and replicated in other regions of China, or emerging economies 

in general. 
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Appendix 1- Questionnaire (Incremental Innovation Capability) 

           1=Strongly Disagree   7=Strongly Agree 

1. The supplier learns new ways to apply its skills to  

develop new products that can help attract and  

serve new markets         1 2 3 4 5 6 7 

2. The supplier identifies and develops skills that can  

improve their ability to serve existing business needs.  1 2 3 4 5 6 7 

3. The supplier identifies and develops skills that can help 

attract and serve new business needs.     1 2 3 4 5 6 7 

4. The supplier seeks out information about new markets, 

products and technologies       1 2 3 4 5 6 7 

5. The supplier seeks out and acquires information and  

new ways that may be useful in developing solutions  

to multiple problems.       1 2 3 4 5 6 7 

 

 

 

 

 

 

 

  
 

01  1  2  3  4  5  6  7 

02  1  2  3  4  5  6  7 

03  1  2  3  4  5  6  7 

04  1  2  3  4  5  6  7 

05  1  2  3  4  5  6  7 
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Appendix 2- Questions asked and discussed in the focus group 
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Appendix 3- Questionnaire 

 
Kai-Ping Huang 
PhD Candidate 

School of Management 
University of Technology, Sydney 

PO Box 123 Broadway NSW 2007 
UTS HREC reference number: 2010-286A 

 
Date: September  xx  2010 
 
Participant’s name 
Participant’s address 
 
Dear xxx 
 
I am writing to invite you to participate in my doctoral research project at the School of 
Management, University of Technology, Sydney. The research project is to evaluate the roles 
of proactive entrepreneurship, social adaptability, social capital, and resource acquisition in 
accounting for the influence on firm performance.  
 
I would greatly appreciate your time in filling out the survey, which may take 15 minutes to 
complete. Your participation will contribute to the accuracy of this research project.  
 
The questionnaire is anonymous and entirely confidential, no single respondent would be 
re-traced and all answers will be numerically coded and analysed statistically. Archived data 
will be accessible only to the supervisors and me. Results will be analysed as a whole rather 
than on an individual company basis. Thereafter, the paper-based questionnaires will be 
destroyed. 
 
Should you have any questions or concerns regarding this research project, please do not 
hesitate to contact me (+61 , kai.p.huang@student.uts.edu.au). Alternatively, you 
can contact my supervisors, Dr. Karen Wang (Tel: +61 2 9514 3577, 
Karen.yuan.wang@uts.edu.au) and Dr. John Chelliah (Tel: +61 2 95143608, 
John.Chelliah@uts.edu.au). 
  
Thank you very much for your participation. 
 
Yours sincerely,  
 
(My signature) 
Kai-Ping Huang 
 
PhD candidate  
School of Management 
University of Technology, Sydney  
 
Note: This study has been approved by the University of Technology, Sydney Human Research Ethics 
Committee.  If you have any complaints or reservations about any aspect of your participation in this 
research which you cannot resolve with the researcher, you may contact the Ethics Committee through 
the Research Ethics Officer (ph: +61 2 9514 9772, Research.Ethics@uts.edu.au) and quote the UTS 
HREC reference number.  Any complaint you make will be treated in confidence and investigated 
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fully and you will be informed of the outcome. 

Part one: (demographic) 

1. Gender:  1.Male  2.Female 

2. Age:            (please specify) 

3. Position:  1.□Owner  2. □Executive officer 

4. Years of working in the firm:          (please specify) 

5. Industry type:  1. □Manufacturing 2. □High-tech 3.□ Service 4.□Retailing  

5. □Other                (please specify) 

6. Years of firm:            (please specify) 

7. Number of employees in your firm:            (please specify) 

 

Part two: (entrepreneurial proactiveness)    1=Strongly Disagree   7=Strongly Agree 

1. In general, the top managers of my firm favor a  

strong emphasis on the marketing of tried and true  

products or services instead of on R&D,  

technological leadership, and innovations.    1 2 3 4 5 6 7 

2. My firm has marketed no new lines of products or  

services in the past three years.      1 2 3 4 5 6 7 

3. Changes in product or service lines in my firm have  

been mostly a minor nature in the past three years.  1 2 3 4 5 6 7 
4. In dealing with its competitors, my firm typically  

responds to actions which competitors initiate.   1 2 3 4 5 6 7 

5. In dealing with its competitors, my firm is very seldom  

the first business to introduce new products or services,  

administrative techniques, operating technologies, etc.  1 2 3 4 5 6 7 

6. In dealing with its competitors, my firm typically seeks  

to avoid competitive clashes, preferring a  

“live-and-let-live” posture.      1 2 3 4 5 6 7 

7. In general, the top managers of my firm have a strong  

proclivity for low risk projects (with normal and  

certain rates of return).       1 2 3 4 5 6 7 

8. In general, the top managers of my firm believe that 
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owing to the nature of the environment, it is best to 

explore it gradually via cautious, incremental behavior.  1 2 3 4 5 6 7 
9. In general, my firm emphasizes both exploration and  

experimentation for opportunities.     1 2 3 4 5 6 7

       

Part three (social adaptability) 

Social adaptability       1=Strongly Disagree    7=Strongly Agree 

10. I can easily adjust to being in just about any social  

situation.          1 2 3 4 5 6 7 

11. I can be comfortable with all types of people — young  

or old, people from the same or different backgrounds  

as myself.          1 2 3 4 5 6 7 

12. I can talk to anybody about almost anything.    1 2 3 4 5 6 7 

13. People tell me that I am sensitive and understanding.   1 2 3 4 5 6 7 

14. I have no problems in introducing myself to strangers.   1 2 3 4 5 6 7 

 

Part four (social capital) 

Structural capital        1=Strongly Disagree    7=Strongly Agree 

15. My firm has a group of close business partners in the 

network.               1 2 3 4 5 6 7 

16. My firm has close relationship with many financial  

institutions in the network.      1 2 3 4 5 6 7 

17. My firm has established good working relationships  

with relevant government authorities in the network.  1 2 3 4 5 6 7 

18. Members in the network often exchange information 

in informal occasion.       1 2 3 4 5 6 7 

19. My firm is characterised by close personal friendships 

among members in the network.     1 2 3 4 5 6 7 

20. My firm has developed long-term relationships with  

members in the network.       1 2 3 4 5 6 7 

Relational capital        1=Strongly Disagree    7=Strongly Agree 

21. My firm feel other members in the network are 

trustworthy to work with.      1 2 3 4 5 6 7 

22. My firm would trust members in the network to  

combine and share each other’s resources.    1 2 3 4 5 6 7 

23. My firm would trust members in the network for not 

taking advantage of my firm’s business.     1 2 3 4 5 6 7 

24. My firm feels it trustworthy to share information  
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with members in the network.      1 2 3 4 5 6 7 

25. My firm can count on each member in the network 

to meet its obligations.       1 2 3 4 5 6 7 

26. My firm feels it trustworthy to take the opinions from  

members in the network seriously when decisions are  

made about my firm’s operation even those are risky.  1 2 3 4 5 6 7 

 

Part five (resource acquisition) 

Human capital        1=Strongly Disagree    7=Strongly Agree 

27. The employees’ knowledge and competence are better  

than those of the major competitors.     1 2 3 4 5 6 7 

28. The average educational level of workforce is better  

than that of the major competitors.     1 2 3 4 5 6 7 

29. Instead of doing without thinking, our employees can  

work brightly and independently.     1 2 3 4 5 6 7 

30. My firm supports employees by constantly upgrading  

their skills and education whenever each of them feels  1 2 3 4 5 6 7 

it is necessary. 

31. Employees are willing to share experiences and  

knowledge with their colleagues.     1 2 3 4 5 6 7 

32. Employees are willing to share their creativity with their  

colleagues.         1 2 3 4 5 6 7 

Tacit knowledge        1=Strongly Disagree    7=Strongly Agree 

My firm has acquired a lot of business experiences in 

33. Finance (e.g. cost control, bank loan, and taxation, 

etc.)          1 2 3 4 5 6 7 

34. Marketing (e.g. consumer behavior, advertisement  

tactics, etc.)         1 2 3 4 5 6 7 

35. Operation (e.g. management, developing new products 

and services, and government legislation, etc.)   1 2 3 4 5 6 7 

36. Labour market (e.g. market demand, and recruitment  

channels, etc.)             1 2 3 4 5 6 7 

 

Part six (performance) 

This part is concerned with the performance of your firm  

in the past three years. To the best of your knowledge,  

please circle the number best estimating how your firm  

compares to close competitors in your industry on  
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each item.            

 

 1=Much worse    7=Much better 

37. Sales growth         1 2 3 4 5 6 7 

38. Employment growth       1 2 3 4 5 6 7 

39. Market share         1 2 3 4 5 6 7 

40. Gross profit         1 2 3 4 5 6 7 

41. Innovation in products and services     1 2 3 4 5 6 7 

42. Cost control         1 2 3 4 5 6 7 

                                                                                   

Thank you very much for your participation and cooperation. 
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PO Box 123 Broadway NSW 2007, Australia 
: 2010-286A 

2010 9 XX  

 
 
 

 
 xxx 

 

 
 

15

 

(+61 , kai.p.huang@student.uts.edu.au)
Dr. Karen Wang (Tel: +61 2 9514 3577, Karen.yuan.wang@uts.edu.au)

Dr. John Chelliah (Tel: +61 2 95143608, John.Chelliah@uts.edu.au). 
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1. :  1.   2.  

2. :           

3. :  1.   

4. :    

5. : 1.  2.    3.  

4.  5.       ( ) 

6.          

7. :           

                                                                      

1-7
“1” “7”

 

 
 

 

01 
 1  2  3  4  5  6  7 

02 3  1  2  3  4  5  6  7 

03 
 3

 1  2  3  4  5  6  7 

04  1  2  3  4  5  6  7 

05 
 

1  2  3  4  5  6  7 

06  1  2  3  4  5  6  7 

07 
 

1  2  3  4  5  6  7 

08  1  2  3  4  5  6  7 

09  1  2  3  4  5  6  7 
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10  1  2  3  4  5  6  7 

11  1  2  3  4  5  6  7 

12  1  2  3  4  5  6  7 

13  1  2  3  4  5  6  7 

14  1  2  3  4  5  6  7 

15  1  2  3  4  5  6  7 

16  1  2  3  4  5  6  7 

17  1  2  3  4  5  6  7 

18  1  2  3  4  5  6  7 

19  1  2  3  4  5  6  7 

20  1  2  3  4  5  6  7 

21  1  2  3  4  5  6  7 

22  1  2  3  4  5  6  7 

23  1  2  3  4  5  6  7 

24  1  2  3  4  5  6  7 

25  1  2  3  4  5  6  7 

26 
 

1  2  3  4  5  6  7 

27  1  2  3  4  5  6  7 

28  1  2  3  4  5  6  7 

29  1  2  3  4  5  6  7 

30  1  2  3  4  5  6  7 

31  1  2  3  4  5  6  7 



184 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

32  1  2  3  4  5  6  7 

33 
(
)  1  2  3  4  5  6  7 

34 
(

)  1  2  3  4  5  6  7 

35 
(
)  1  2  3  4  5  6  7 

36 ( )  1  2  3  4  5  6  7 

37  1  2  3  4  5  6  7 

38  1  2  3  4  5  6  7 

39  1  2  3  4  5  6  7 

40  1  2  3  4  5  6  7 

41  1  2  3  4  5  6  7 

42  1  2  3  4  5  6  7 
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