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Risk-taking propensity, network tiesand firm performance in an emer ging economy

1. Introduction

Entrepreneurs’ risk-taking propensity is consistently viewed by scholars as a higfibential
variable in entrepreneurship (Zhao et al.,, 2010). Some scholars are ofiethethat
entrepreneurship provides a unique background to study risk-taking due to themuaght of
subjectivity in entrepreneurs’ decision-making (Cooper et. al., 1988; Barney & Busenitz, 1997).
Accordingly, delineating entrepreneurs’ risk-taking propensity is intimately linked to the goal of
understanding and predicting economic behaviour. Many entrepreneurs haveoreéheref
recognised that risk and uncertainty play an important role in entreprepeltstmmers,
Willebrandsand and Hartog, 2010). Recent theoretical development in ecormmiBMES
performance takes into account risk-taking propensity of the entreprenerésgy, 2006). In
the psychology literature, risk-taking has often been includedei@tbamination of firm success

as one of the personality characteristics of the entrepreneur (e.g. Rauch and Frese, 2000).

Indeed, the literature suggests that entrepreneurs’ risk-taking propensity is important in firm
performance in advanced countries (Rauch and Frese, 2000, Rauch and Frese, 20QGIZhao e
2010).Yet too fewer studies (with the exception of Pattillo and Soderbom, 2000s Kataal.,

2005) have examined risk-taking propensity of the entrepreneur in drivmgo@rformance in
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the context of developing countries and for the moderating role of network ties on tlomsaiati
between entrepreneurs’ risk-taking propensity and firm performance, there is further paucity of
research. This study attempts to fill this knowledge gap. Thusttidy asks the question: what
are the performance implications of network ties on the relationship between entrepreneurs’ risk-
taking and firm performance of SMEs operating in a less develomeleteconomy? By
answering this significant question and by demonstrating the importanbewofSMEs can
exploit its relational environment, this study make one major cotitibuo the existing
literature. Whiles risk-taking has been studied as part of entrepi@nerientation literature
(firm level) in developing country contexts (e.g. Boso et al., 2013) this ssuthe first study
from the perspective of Sufrharan Africa to examine entrepreneurs’ risk-taking propensity as
one of the personality characteristics of the entrepreneur. Additiotiadlystudy examines the
moderating role of network ties on entrepreneurs’ risk-taking propensity-performance
relationship. By so doing the study adds further evidence to the growingtulieera

entrepreneurship in developing economies.

In the sections that follow emt, entrepreneurs’ risk-taking is examined; the theoretical
background and research hypotheses, as displayed in Fig.1 are presented. This is tleehbipllow
the study’s analytical approach relating to measures and an assessment of the hypotheses. The
study then presents the results and discussion of the study’s contribution. The study concludes

with remarks relating to future research direction.

2. Entrepreneurs’ risks-taking propensity
There have been some scholar attempts in defining risk-takitigeientrepreneurship literature
(March and Shapira, 1987; Stewart Jr. and Roth, 2001; Forlani & Mullins, 2000). Hotever,
biggest challenges in understanding risk-taking rests on definirtgriherisk (Janney and Dess,
2006). According to Brockhaus (1980, p.513) tigking propensity is ‘the perceived probability
of receiving the rewards associated with success of a proposetsitudtich is required by an
individual before he will subject himself to the consequences assdcwith failure, the
alternative situation providing less reward as well as lesseseomsequences than the proposed
situation’’. Indeed, Palmer (1971, p.38) indicated that the psychological testing of en¢napre
“‘be directed most toward the measurement of an individual’s perception and handling of risk’’.
In the literature, risk is often seen as an offshoot of the variatitimeinistribution of possible
outcomes, the related outcome likelihoods, and their subjectivesvéMarch and Shapira, 1987,
Stewart Jr. and Roth, 2001). Other scholars in classical decision theory enplagexe noted that

risk-taking or risky decisions are not based entirely on realgslculations but are also



influenced by individual proclivity toward risk (Bromiley and Curvey, 1992). Thusast
scholarly research suggests that risk-taking is predispogitiatieer than situational (Plax and
Rosenfeld, 1976; Stewart, Jr and Roth, 200; Zhao,,e2@10.

The trait approach suggests that entrepreneurs are charactettisethenvability to take risk.
Studies generally support the notion that risk-taking is predispaditiand not simply a
situational variable (Jackson, Hourany and Vidmar, 1972), and there is stidegoe for a
propensity for risk-taking (Jackson et al, 1972). Differently put, an entreprenstitake risk to
establish a business venture. Types of risk, an entrepreneur fadesacial risk, management
risk and personal risk (Gartner, 1990). It is, therefore, reasonableut® thia entrepreneurs put
their whole career on the line in their pursuit of a new and indeptmaeerprise (Gartner,
1990). Entrepreneurs who start new ventures risk financial well-beargerc opportunities,
family relations and psychic well-being (Liles, 1974). The financ@anmitments made by
entrepreneurs to a failing venture can result in major losses and could endanger the entrepreneur’s
future standard of living (Brockhaus, Sr, 1980). Failure of the entrepreneur otioreatly affect
the individual because the individual is likely to devote himsethé venture. According to Liles
(1974), as the financial and emotional consequences of failure could be injurious, potential
entrepreneurs should analyse the risks associated with specific vehiigecision to undertake

a venture therefore rests on the potential entrepreneurs (Zhao et al., 2010)

3. Theory and Hypotheses

To test the hypotheses of this study, prospect theory (Kahneman and T1&&&yTversky and
Kahneman, 1992) and social capital theory (Granovetter, 2005) provide tisetuktical

underpinnings for understanding the interrelationship between entrepreneurs’ risk-taking,

network ties and firm performance. With regards to prospect theory, the theggests that
entrepreneurs are rational in making their risky investmentidasibut exhibit different levels
of risk aversion over time, depending on their positions relative toem garget outcome. The
main tenet of prospect theory is the use of value function. The fragiosal of prospect theory
is that decision makers such as entrepreneurs use reference points inngvasikgtichoices. The
theory suggests that entrepreneurs or decision makers are not ngcaskaaverse but rather
they implement a risk-seeking behaviour when their performances are ®dajiven target level

and risk-averse when their performances are above the target level.

Regarding social capital theory, management scholars have contémadetiet social capital

embodied in the development of managerial social networks andvitiesexternal entities, a



micro-level construct, affects a firm’s competitive advantage and performance, a macro-level
construct (e.g., Burt, 1997; Peng and Luo, 2000, Acquaah, 2007). Scholarly evidencenetveal t
most empirical studies examining the miamacro link have focused on the impact of social
capital developed from the networking relationships with only top mamagfeother firms
(suppliers, buyers, and competitors) on organizational activities (Acquaah, 2d@it)onally,
although it has been suggested that the value of social capitahtingent on the risk-taking (as
part of entrepreneurial orientation literature)-performance reldipriBoso et al., 2013), there is

no comprehensive investigation into how social capital is contingent on individuals’ risk-taking
propensity-firm performance linkage. Social networking and ties are inmpartadeveloping
country settings because of the presence of strong collectigsliares (Acquaah, 2007;
Acquaah and Eshun, 2010). Yet, there have been few scholarly studies testing the effeiells of soc
capital developed from entrepreneurial networking and social tidseovatue of social network
ties on the association between individual’s risk-taking propensity and firm performance in less
developed market settings.

Thus, drawing on prospect theory and social capital theory this study snpighanderstanding

of the beneficial effects of entrepreneurs’ risk-taking propensity, contending that network ties are
important informal governance mechanisms that minimize the impact dakisig behaviours of
entrepreneurs, such that network ties become increasingly releviamg when risk-taking are
less effective in driving firm performance (Granovetter, 2005). As gheh,study posits that
because formal business-supporting institutions in emerging markets are-dewnd®ped
(London and Hart, 2004), network ties (defined here as entrepreneurs' social thes wi
governmental authorities, with managers in other firms and with coitynleaders) may be a
major facilitator of the effectiveness of entrepreneurs’ risk-taking propensity (Bruton et al., 2008;

Li and Zhou, 2010).

3.1 Risk-taking propensity and Performance

SMEs in Africa are awash with a highly risky environment pauidylrelating to uncertainty

about demand, price and exchange rate volatility, difficultiecantract enforcement and
unreliable infrastructure, notably electricity (Pattillo and Soderbom, 20@0)e¥ample, one

detrimental effect of difficulty faced by SMEs in enforcing caats is that, input quality and
timeliness of delivery are subject to uncertainty. Economic theaggests that risk-averse
entrepreneurs might be willing to accept a lower return in exchandes®rexposure to risk,
while entrepreneurs highly inclined to take risk might receive emsgtion through higher

expected profits. In the Ghanaian setting, entrepreneurs’ level risk-taking may play a role in



several ways. For example, entrepreneurs’ level of risk-taking becomes crucial in deciding the

sector to operate when starting a new venture.

INSERT FIGURE 1 HERE

Indeed, entrepreneurship and risk are two concepts that are viewesepsrable in the
entrepreneurship literature. For example, entrepreneurship is often assediatedaring of or
exposure to risk, separating entrepreneurs from employees and managers @adgigyyd,
1987). For this reason, the way entrepreneurs deal with risk by the indivedliakly to
influence firm performance. The theoretical economic literature stgygiat risk-taking
behaviour of entrepreneurs has a positive effect on performancédRetti Soderbom, 2000).
The standard model suggests that, in a market where all riskgrieeel and investors are
generally risk averse, a portfolio with a higher risk level vaifld to a higher expected return by
earning a risk premium (Pratt, 1964). As such, the level of risk takinghéentrepreneur is

expected to have a positive impact on performance (Cressy, 2006).

Indeed, research suggests that firms undertake risk in the hope, and undssuthptian to
achieving competitive advantages against their rivals imttels competition (Cornwall and
Perlman, 1990; Covin and Slevin, 1991). However, the literature inditetesittle empirical
evidence supports a robust relationship between risk taking and firm bysamgssnance and
research results are often mixed (Wang and Poutziouris, 2010; Zhao e1@).,T2tus, empirical
studies indicate that individuals’ risk-taking propensity positively relates to firm performance.
The argument that returns are not determined by level of risk &g but by the right
combination of different kinds of risk, creating the right portfolio has beess&td by Cressy
(2006). This suggests that more cautious entrepreneurs may earn higher preéts.oBathe
above evidence, it is argued that individual’s risk-taking propensity positively influence firm

performance. Accordingly, it is proposed that:

H1: The higher the level of entrepreneur’s risk-taking propensity, the higher the performance of

their firms.

3.2 Entrepreneurs’ risk-taking propensity, businessties and perfor mance



Scholarly developments have shown that when managers develop netwetiiranships with
top managers of other firms, they are able to acquire resources, vaiofabteation, and
knowledge, which are used to lessen uncertainties and thus enhance pedoffoarexample,
the literature has underlined the significance of business netwsrkntifacilitating the creation,
acquisition, and exploitation of knowledge (Yli-Renko et al., 2001). Indeed, Patkuan@001)
contended that networking relationships with customers may create badmeusand brand
loyalties, and increase sales. Further, entrepreneurs who develop tiesipptiers are likely to
get access to quality raw materials, superior service, and fastkatiale deliveries (Peng and
Luo, 2000; Acquaah, 2007). In addition, entrepreneurs who develop with competiyoliesaich#o
the sharing of information about how to reduce operations cost (von Hippel, 1988). Such
entrepreneurs are able to collaborate with competitors to share resant@splicitly collude
to deal with competitive uncertainties in their environment (Park and20@d,; Acquaah, 2007).
This may help entrepreneurs to reduce risk in the business environment. BEeuepreith
higher levels of risk-taking propensity are likely to take reactctions and tend to shift their
attention from low risk activities towards responding to risky actiohsough their interaction
with business ties, managers are exposed to information concerning oti@rpflicies and
practices, which they often emulate in their own organisations t@alez and Hambrick,
1997). Thus, connecting business ties might help a firm to better access new informatiway but
not change management mental set if the major focus is am@etitor's strategic moves. Thus,
managerial networking relationships and ties with top managers of ditines enable
organisations to secure access to information, resources, and knowlddge tnsed to improve

performance. Thus, it is argued that:

H2: The positive association between entrepreneurial risk takindiramgherformance will be

more positive when business network ties are higher.

3.3 Entrepreneurs’ risk-taking, political tiesand Performance

The current study investigates the notion of risk taking propensity-firforpgance relationship
by addressing the question of whether the risk taking and firm performalat®rnship is
conditioned by differential levels of political ties within a leleveloped market setting. Political
ties, often portrays personal links with government agencies andlsff{éicquaah, 2007) and
are seen as an important social resources for firms operating indéestoped market
environment where formal institutional constraints remain reBtiweak and business people
often rely on connections with those in power to achieve their businestivdge(Luo, 2003;

Acquaah and Eshun, 2010). Entrepreneurs in less developed market economiés foemef



preferential access to valuable market information controlled by goeetspfewer bureaucratic
delays, both monetary and non-monetary incentives such as gettirgltaxions and obtaining
land, and licenses when they associate themselves with padititedrities and agencies (Child
and Tse, 2001; Park and Luo, 2001).

Further, political ties enable firms to better understand the ruléseofame and are able to
achieve an advantageous position in terms of market share (&vi@nghung, 2013). Indeed,
Acquaah and Eshun (2010) contended that it is not what entrepreneurs knovhalaféett a
firm’s performance, but also who entrepreneurs know play a critical role in firm performance.
This indicates that the political ties relationships develop@ti government officials and
agencies impact on a firm’s performance. In a less developed market economy such as Ghana,
government officials and agencies play a significant roleegulating business activities and
providing resources and opportunities for firms. Firms therefore depend heaglyvernments
for valuable resources and favourable regulations (Acquaah and Eshun, 2010).nk, Gha
politicians and government officials still have considerable powecantiol over the allocation
of resources and politicians have control over most financial itistitiand the awarding of
major contracts, while bureaucratic officials control the regulatoryiasasing procedures. This
point has been observed by Adjibolosoo (1995) and Li et al., (2008) stating liliataps and
bureaucrats can give access to organisations relating to resourceppamtlinities that may
affect a firm’s activities. Therefore, firms whose owner-managers are able to get access to
politicians and bureaucratic officials will be more able to setheeresources necessary for the
strategic organisation of their activities and be successfuluiding their firms to higher
performance. Accordingly, this study argues that entrepreneurs who dexétmgive personal
and social networking relationships with politicians and bureaucratmadffiare likely to reduce
the negative relationship between risk taking and firm performancetfsatchigher political ties
will positively moderate such relationship. Thus, a summary of th@érenargument is provided

as follows:

Hs: The level of political ties within a less developed market ecgnuaderates the association
between entrepreneurs’ risk taking propensity and firm performance in such a way that such a

relationship is more positive and significant.

3.4 Entrepreneurs’ risk-taking propensity and community leader ship ties

Culture plays a significant role in many African economies. For exartt@ecultures in sub-

Saharan Africa are highly collectivistic, with the extendadhily and broader community



performing a substantial role in the lives and activities ofviddals and businesses (Acquaah,
2007). Indeed, in many African societies, there are strong network of personabeat
relationships developed over time that provides the basis for cedleatiion in communities
(Jacobs, 1965). In Africa, community leaders such as local chiefs arsdakidgeligious possess
influential powers in sharing resources (e.g. land) and providing accessiableainformation
and knowledge to businesses (Acquaah, 2007; Acquaah and Eshun, 2010). In Ghana, there are
two parallel political systems and authorities: (1) the formalipalisystem of the modern nation
state (democracy), and (2) traditional political systems that pesitiat modern nation state
(traditional ruling) (Acquaah (2007). The role of these traditional politicdklsais to establish
ownership, control, and distribution of property among families in communities. They alsg creat
maintain, and enforce the social norms and values of their commumtés]ing traditional
religious rituals, thus developing a strong interpersonal bond among indivioualseir
communities. Thus, individuals (including government officials) whargplto a particular
ethnic group or community demonstrate strong allegiance and loyditeitotraditional social
and political system and its leadership (Acquaah, 2007). Indeed, entrepremeudevelop
network ties with community leaders are able to get accessstarces and information as the
community leaders endorse the firm and its activities and refethieir communities. This may
enable the firm to obtain financial resources, enter new margeiesgs or gain access to new
customers, and/or acquire technological know-how. The literature from sabaBaAfrica
suggests that the social networks and ties developed by entrepreriuommunity and
religious colleagues provide entrepreneurs with information about busippestunities, links
with sources of financial resources, and markets for their products (Kuandi@uanm, 2000).
Accordingly, this study argues that entrepreneurs who develop extenssangleand social
networking relationships with community leaders such chiefs, kings, opiaamtets, church
leaders and elders are likely to reduce the negative relatobstiveen risk taking and firm
performance such that higher community ties will positively matgesuch relationship. Thus, an
organization whose top managers cultivate stronger social networkiagomships with
community leaders will be able to utilise the benefitsv@etrifrom such relationships to reduce

risk in the environment. The ensuing discussion leads us to argue that:

Ha: The positive association between entrepreneurs’ risk taking propensity and firm performance

is more positive when community leadership ties are higher.

4. Method

4.1. Study Setting



In testing this study’s hypotheses, data from SMEs operating in Ghana was used. Ghana is a sub-
Saharan West African country and with a population of about 25 million peopte WerId
Factbook, 2012). As a developing country, Ghana has experienced increasediegoowth

rates with average GDP growth of 16.3% (Standard Chartered Bank, 2011; Boso et al. 2013).
Ghana has been recognised as one of the few Sub-Saharan African ceumé&ikeed poverty

from 34% in 1990 to about 9% in 2010 (World Bank, 2010). Scholars have indicated that
Ghana’s GDP growth and its ability to reduce poverty has been due to the market-based activities

of private micro and small enterprises and favourable enterpriséepdiig successive Ghanaian
governments (Chironga et al., 2011; Boso et al., 2013). Indeed, Ghana has reemeadous
ovation in the popular business press and related publications in relatits goccess in
economic transformation policies (Leechor, 1994; Acquaah, 2007). It isnisedcgas one of only

seven emerging market economies in Sub-Saharan Africa (Hoskisson et al., 2000).

According to OECD (2008) private firms account for about 88.5% of economuityati Ghana
with government services accounting for only 12.0%. Indeed, there has beematicra
transformation of the Ghanaian economy since 1980, when Ghana’s GDP growth rate accounted
for only 3.8% and Government services accounted for 97.2% of economidexctivitle about
51.7% lived below the poverty line (World Bank, 2012). Despite this major sjdGeana still
faces many challenges in promoting more economically, socially, enwrdafty sustainable
forms of entrepreneurial activity and much of its people still contioushire fundamental
characteristic of impoverished societies (UNESCO, 2010). For example20t@ Global
Monitoring Report (GMR) of the United Nations Education, Scientific andu@llOrganization
(UNESCO), showed that about 92% of the population survives on less than $2vtady71%
survives on less than $1 daily (UNESCO, 2010). Poverty in Ghana is emnmseattby hunger and
high unemployment (World Bank, 2010). Indeed, entrepreneurial firms face séhedtahges in
operating in an environment considered as unpredictable (World Bank, 2010). Ghana i
therefore, a useful case exampte show how the entreprencurs’ risk-taking propensity of
operating SMEs has supported economic growth in a developing economytutlyisherefore,
sheds light on how network ties influence the association between entrepreneurs’ risk taking and
firm performance in a Sub-Saharan African developing economy ceasad by high risks and

uncertainty.

4.2. Sample and Data



The purpose of the study is to examine the performance of SMEs irebbmiag country. As
such, a survey-based approach was used to collect data from SMBmgper&hana, a sub-
Saharan African country. This study used a non-probability sample of S#Mé&sted from the
2012 database of the Ghana Business Directory and the membership doktteryssociation

of Ghana Industries (AGI) to test the hypotheses. 736 firms were cehtaatéelephone and
email to elicit information in this study. The sampling créewere based on the following (i)
firms had to be independent entities with no affiliation to any cosngasup or chain (Wiklund
and Shepherd, 2011; Boso et al., 2013); (ii) firms that were owned and conbrolledividual

or group of entrepreneurs with at least 50% ownership (Goedhuys and Sleuwaegen(ji@010);
firms that employ a minimum of five and a maximum of 500 full-twekers (Goedhuys and
Sleuwaegen, 2010; Wiklund and Shepherd, 2011; Boso et al., 2013); (iv) firms Heed to
manufacturers of physical products or service providers that engaged in p®dudiness
activities (Morgan et al., 2012; Boso et al., 2013); (v) firms withiaimum of five years
business operation experience (Morgan et al., 2012), (vi) firms had to hamp@ete contact
information of the founder or the chief executive officer (CEO) (Khavul.e2810). Of the 736
firms contacted, 514 firms (69.8%) agreed to participate in the study.

Subsequently, the entrepreneurs were contacted with the questionrdimgsstared in person.
Responses were received from 317 firms (61.7%). To reduce common method variance
(Podsakoff et al., 2003; Ortega, 2010), those in-charge of finance in tlien34 Were contacted

to elicit further information on the performance of the firms. After a reminder has beeao gent t
finance managers, 298 out of the 317 firms (94%) were received. Responsdsefm@maining

firms were not used because the finance managers those firms welingrtwiprovide the
performance details of their firms. Table 2 presents information abewpécific industries of

the firms involved in this study.

INSERT TABLE 1 HERE

4.3. Measur e of constructs

The current study relies on previous studies for items to measurehkstyucts examined. Thus,
items were adapted from previous validated studies and changes adeathe wording to suit
the Ghana context (Adomako and Danso, 2014; Acquaah, 2007). The internal relahilgy

for all scales are above 0.70 threshold recommended by Nunnally and Bernstein (1994).



4.3.1 Firm Performance

A three-item, seven-point, subjective performance scale addmied Murphy et al., (1996)
measured firm performance: efficiency, growth and profitability. Efficiewas measured by
using three items; return on assets, return on equity and return on imnvesinaeldition, growth
was measured by using three items; employee growth, sales growth and sharkegrowth.
Finally, profitability was measured by using net profit margin, retum sales and gross pitofi
margin. The use of a subjective performance measure, long employshagement research
(e.g., Covin and Slevin, 1989; Lawrence and Lorsch, 1967; Tan and Peng, 2003; Boso et al
2013), provided several advantages in the current study over the usecti¥ebjeeasures. First,
the focus of this study was on entrepreneurs’ risk-taking-firm performance relationship and how
network ties moderate this relationship in Ghana. In this study’s context, obtaining reliable
accounting-derived measures is tiresome due to difference in aogpyprbcedures and
willingness of survey respondents to disclose confidential performanagenatfon (Dess and
Robinson, 1984; Powell, 1992). Second, the use of a subjective performance measgatesacil
comparison across industries, market contexts and economic conditions [ageteret aj
2010). All items were measured with Likert-like scale with edeim showing acceptable
reliability with Cronbach’s alpha values above the recommended threshold (Huck, 2000). The
combined mean of the scale measures constitute the variabldAcdezson and Eshima, 2013).
Cronbach Alpha’s for the combined mean was 0=.89, indicating high reliability (Hair et al.,
2006).

4.3.2. Entrepreneurs’ risk-taking propensity

A scale developed and validated by Gomez-Mejia and Balkin (1989) veak tasmeasure
entrepreneurs’ level of risk propensity. The entrepreneurial risk taking scale has been validated

by other scholars (e.g. Palich and Bagby, 1995). Accordingly, the iteetsin this study were
based on previous studies. The entrepreneurs who responded to this suneskeeie register
their responses to each of four items using a seven-point likerscale ranging from: 1=
strongly disagree; to 7= strongly agree. With a Cronbach’s alpha of 0.93, risk propensity scale

showed acceptable reliabilities (cf. Nunnally, 1978).

4.3.3. Business Ties

Business network ties were measured by adapting the scales devetopeXid et al., (2007)

and Lau and Bruton (2011). The business ties scaled adapted in the current stimherna



validated in the literature (e.g., Boso et al., 2013). The extent to winiok fnteract with
industry counterparts including suppliers, customers, distributors and compeétermeasured.
Each item was measured on a seven-point Likert like scale rafigmg 1= not at all; 7= to a
large extent.The Cronbach’s alpha of the political ties scale was .92 demonstrating high
reliability (Hair et al., 2006).

4.3.4. Political Ties

Measures of political ties were adapted from Acquaah (2007) and definechptes as social
capital derived from the development of networking relationships gaternment officials such
as politicians at different levels of government and with bureauco#ficals in regulatory,
supporting, investment, and industrial institutions. This approach to megaqaiitical ties has
been validated in other studies (e.g., Acquaah and Eshun, 2010). Politisahteesvas measured
on a 7point Likert scale with anchors ‘‘not at all’” and ‘‘very high extent’’. The Cronbach’s
alpha of the political ties scale was .88 demonstrating high reliability (Halr, 2006)

4.3.5 Community leader ship ties

Following Acquaah (2007), community network ties was defined as the dwtavitich top
managers at entrepreneurial firms utilise personal ties, networks;ommections with Local
kings, chiefs and/or their representatives, religious leaders (e.g., pps&Ests, imams) and ties
with local opinion leaders (e.g. assembly men/women, local head teaeme community
leaders). Thus, community leadership ties scale was adaptedAtqonaah (2007) to assess
managers’ ties with community members. Each item was measured on a seven-point rating scale:
1=not at all; and 7= to a large extent. An acceptable reliabhibilue was obtained for the
community leadership ties scale with Cronbach’s alpha of 0.91 (Nunnally, 1978).

INSERT TABLE 2 HERE

4.4, Control variables

In line with existing literature (e.g. Boso et al., 2013; Krishnan araJ Z@12; Li and Zhang
2007), seven control variables were tested for. This is because previmlisssindicate that
these variables have the potential to influence the performarecérof. Therefore, as argued by
Krishnan and Teo (2012) the controlled variables were adopted to accourttdos father than
the theoretical constructs of interest that could explain variamcéne dependent variable
(performance). The control variables adopted in this study include fzen 8fm age and

entrepreneurs’ level of education, entrepreneurs’ level experirnce, gender and entrepreneurs’ age.



Additionally, following scholarly works (e.g. Adomako and Danso, 2014; B0so.e2@13),
industrial type were controlled for by using industry dummy.

4.5 Validity and Reliability checks

Following Podsakoff and Organ (1986), Harman’s one factor test was conducted to check for the
existence of common method variance by subjecting all the key cdrsftinterest into a factor
analysis. The number of factors that account for the variandeeinarious measures was then
determined. It was observed that none of the factors accountednfajodty of the variance.
Also, a test for response bias was performed to see whether non-respdddgeca major issue
in interpreting the regression results. On the basis that late resp®rate similar to non-
respondents (Oppenheim, 1966), the responses from the early respondents to tgolademes
were compared on a number of key variables by using Wilcoxon-Mantm¥y test to see if any
significant difference exists between these two groups of responddmste3t revealed no
significant difference between the responses from early and lapondents. Thus, in
interpreting the outcome of this survey, non-response was not a magartonThe internal
consistency reliability of the main constructs was analysed using Cronbach’s alpha, which ranged
from .88 to .93. The composite reliability (CR) of the main constructs daingen .84 to .95, and
the average variance extracted (AVE) ranged from .76 to .88. A gulbfiall constructs and

corresponding Cronbach’s alpha, CR and AVE is provided in table 2.

To test the reliability and validity of the measures, LISRER and the maximum likelihood
estimation procedure was used to examine all scales in confirnfatioy analysis (hereafter
CFA). In order to avoid the risk of violating minimum sample size to rpeter ratios,
conventional practices were followed (e.g. Cadogan et al., 2006) to atteyseales initially in
subsets; thus, scales that were conceptually related wereeahtdgether (Baker and Sinkula,
1999).Each item was allowed to only load on one construct for which it wasdicator. Item
loadings were as hypothesised and were significant at p< 0.001. The results indicated that a two
factor model fitted the data moderately we#f €311.59, df=186, p<0.001, GFI=.97, CFI=.96,
NNFI=.95, SRMSR=.05, RMSEA=.04). As can be seen in Table 3, fit indices thaidrémmgn
very good to excellent was obtained. For completeness, Table 3 also displays the results of a ‘full
measurement model’ in which all items were entered simultaneously in a CFA model with a

predicted measurement model imposed (Cadogan, 08i6; Boset al., 2013).

INSERT TABLE 3HERE






INSERT TABLE 4 HERE



5. Statistical Procedures

Moderated hierarchical regression analysis was utilised asnéie statistical procedure for
examining the relationship between entrepreneurs’ risk-taking propensity and firm performance
as well as the proposed moderating effects of managerial netwarR tigest the hypotheses, a
number of multiplicative interactions were created. Existingditee was followed in the
creation of the interaction terms (Adomako and Danso; Hmieleski and Baron, 20@9)o he
inclusion of interaction term in the regression estimate, muitiealtity becomes apparent. As
such, all the variables involved in the creation of the intemaderms were residually centred
(Little, Bovaird and Widaman, 2006). After the residual centering approach, afience
inflation factors (VIF) was calculated for all regressions in the study’s model to test for
multicollinearity. All VIF values were below 3.5. Thus, lower thihe threshold of 10, indicating

no concerns regarding multicollinearity (Aiken and West, 1991; Baum, 2006).

Three main models were estimated. In model 1, the effecteeotantrol variables on firm
performance were estimated. In model 2, the control variables and the main efiablevavere
estimated. In model 3, all variables (including the interaction bi@sa were estimated.
Following procedures set forth by Dawson and Richter (2006) and utilised bgldskiiand
Baron (2009), each interaction was graphed. Summary of the regression equatioasriodels

are presented below:

FP=FZ + FA+GN +IN+ED +EE + EA 4 € ...0uiiiiniiiiiie e (1)
FP=FZ + FA + GN + IN + ED + EE + EA + (BT + CT + PT + RP) +
ettt ettt ettt ettt e et e e et e eaae et eae ettt eare e 2)
FP=FZ+FA+GN+IN+ED+EE+EA+ (BT+CT+PT+RP)+(RPxBT)+ (RPxCT)+
(RP X PT) e oo 3)

Where FP= firm performance; FZ = Firm size; FA = Firm age; GNendsr; IN = Industrial
type; ED = Entrepreneurial education; EE =Entrepreneurial experi&#ces Entrepreneurial
Age; BT = Business ties; CT = Community leadership ties; PT idblties and RP = Risk
taking propensity.
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6. Results

Table 4 provides means, standard deviations and bivariate correlatiortadiprvariables. In
order to test the study’s measures for discriminant validity the square roots of AVEs for all multi-
item constructs were calculated (Table 2). The results show ftratll constructs, each
correlation of one construct with another is small than the square n®®ME, suggesting that
discriminant validity for the measures (Fornell and Larcker, 1981). This tedidhat the
measured concepts differ significantly from each other (Bagozzi adigpsPHi982). Table 5
presents the results of the hierarchical regression models. Thetintesare graphed in figures

1 to 3. This study describes results in relation to the individual hypotheses.

INSERT TABLE 5HERE
Hypothesis 1 proposed entrepreneurs’ level of risk-taking propensity is positively related to firm
performance. As shown in model 2 of table 4, the relationship between entrepreneurs’ risk-taking
propensity and firm performance (B=.216, p<.01) is significant and positive. Therefore, the

findings offer support for hypothesis 1.

Hypothesis 2 suggested that business network ties moderatelatioaship between the level of
entrepreneurs’ risk-taking propensity and the performance of their firms, such that the
relationship will be stronger (i.e. more positive) for those with higbpg®sed to low, business
network ties. As shown in model 3 of table 4, the interaction of entrepreneurs’ business network

ties with risktaking propensity is significant and positive (f=.291, p<.01). The graph of this
interaction (Figure 2) indicates that the relationship between entrepreneurs’ risk-taking propensity

and the performance of their firms is more positive for those with higloppesed to low,

business network ties. Therefore, results support hypothesis 2.

Hypothesis 3 stated that community network ties moderates thiemskap between the level of
entrepreneurs’ risk-taking and firm performance, with the relationship being stronger (i.e. more
positive) for those with high as opposed to low, community network ties. Asxshawodel 3 of
table 4, the interaction of entrepreneurs’ community network ties with risk-taking propensity is
significant and positive (f=.314, p<.01). The graph of this interaction (Figure 3) indicates that the
relationship between egpreneurs’ risk-taking propensity and firm performance is more positive
for those with high, as opposed to low, community network ties. Therefesalts support

hypothesis 3.
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Hypothesis 4 argued that political network ties moderates thgoredhip between the level of
entrepreneurs’ risk-taking propensity and firm performance such that the relationshipbwil
stronger (i.e. more positive) for those with high as opposed to low, pohigtaork ties. As
shown in model 3 of table 5, the interactiofeatrepreneurs’ political network ties with risk-
taking propensity is significant and positive (p=.219, p<.01). The graph of this interaction (Figure

4) indicates that the relationship between entrepreneurs’ risk-taking propensity and the
performance of their firms is more positive for those with high, as oppaos&xivt political

network ties. Therefore, results support hypothesis 4

7. Discussion

Motivated by the fact that there are a limited number of stddhes developing countries such
as those in Sub-Saharan Africa on the impact of network tiehemeiationship between
entrepreneurs’ risk-taking propensity and firm performance, this study investigates t
interrelationship among entrepreneurs’ risk-taking propensity, network ties, and firm
performance. The tady’s main argument is that relational networks have a significauat
positive performance implication on entrepreneurs’ risk taking -firm performance relationship.
Thus, a set of hypotheses were formulated to test the argumentuiheagjued that the level of
entrepreneurs’ risk-taking is positively related to firm performance. This study fisgigport for
the notion that in a less developed market economy the level of entrepreneurs’ risk-taking is
positively related to firm performance. Willebrands et al., (2012) fousdy@ficant negative
relationship between risk taking and firm performance. This finding differs studies such as
Willebrands et al., (2012) that found a significant negative relationshipebe the level of
entrepreneurs’ risk taking and firm performance. Thus, in developing countries such as Ghana,

entrepreneurs that seek to take higher risk are more likely to succeed.

INSERT FIGURE 2 HERE
In addition, this study proposed a positive relationship between emiteps risk-taking
propensity and firm performance when moderated by business network tiestadysfinds
support for the notion that in less developed market economies thegasisiociation between
entrepreneurs’ risk-taking propensity and firm performance is more positive when modédrgted
business network ties. Indeed, previous research suggests that busimesk ties is an
important predictor of business success because it provides severékheakeiding increased

resource and market intelligent sharing among channel members; improvetination of
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logistical support; reduced tarnation costs and lower opportunistic behatipartners (Boset
al., 2013; Luo et al., 2008; Park and Luo, 2001). These results revealed that bostness
processes outside the borders of the firm further maximise the penfsemaenefits of
entrepreneurs’ risk taking. This novel contribution to the small business and entrepreneurship
literature made by the current study demonstrates that the developirrginess network ties
makes the positive relationship between the level of entrepreneurs’ risk taking and firm
performance more positive for SMEs operating in a less developed masketrgc This finding
is important given that in Ghana, business supporting system kswitbaunder-developed legal
and regulatory institutions, meaning that commercial laws and rempdatre not strictly
enforced by government officials. As such, exclusive reliance of takighger risk is not

sufficient for SMEs success

INSERT FIGURE 3 HERE

It was further hypothesised that in an economy such as that of Giwemanunity leadership ties
moderates the association between entrepreneurs’ risk-taking propensity and firm performance in
such a way that such association is more positive and signifitiais study finds support for the
notion that in less developed market economies the positive relationship between entrepreneurs’
risk-taking and firm performance is more positive when moderated by anitynteadership ties.
The results suggests that social processes of network with cotgynieaders outside the
boarders of the firm increase the benefits of taking higher risks less developed market
economy such as Ghana. In Ghana, the role of community leaders sushkihgs and opinion
leaders are to establish ownership, control, and distribution of property araoniges in
communities. They also create, maintain and enforce the social rerdhyalues of their
communities, including traditional religious rituals, thus developinttang interpersonal bond
among individuals in their communities. The current findings suggesthaadevelopment of
community leadership ties with chiefs, kings and opinion leaders icotienunity in which the
firm operates increase therformance benefits of entrepreneurs’ risk taking in a less developed
market economy such as Ghana. Thus, According to Acquaah (2007), commudetg lserve
as conduits for the transmission of information and resources for firms because they leeale as
bridges between a firm and the community. The development of relationships between the firm’s
founders with community leaders provide the firm with valuable actesresources and
information as the community leaders endorse the firm and its ssivand refer it to their

communities (Acquaah, 2007; Acquaah and Eshun, 2010). This suggests that community
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network ties are critical in explaining variations in performanceayués of risk taking activities

in less developed market economy.

INSERT FIGURE 4 HERE

Finally, it was hypothesised that political ties moderate thegtioaship between the level of
entrepreneurs’ risk-taking and firm performance in such a way that such relationship is mor
positive and significant. These findings support the key theoretical arguhmat in a developing
country such as Ghana where there regulatory and other institutiomagsette undeveloped,
political ties is an important element in the performance oESMhis is consistent with what
Acquaah (2007) speculated, indicating that owner-managers in sub-SaffiacaraAd in many
emerging economies develop networking relationships with governmentalsffisuch as
politicians at different levels of government and with bureauwcrafficials in regulatory
institutions to facilitate business transactions. This novel darion to the literature indicates
that the development of political ties increase the impact of entrepreneurs’ risk taking on firm
performance among SMEs operating in a less developed market economgofithiisution is
important because the enforcement capacity of the formal instalstmictures is weak in sub-
Saharan African economies, thus creating a high level of uncertainty thieofitm of business

activities.

This study advances the literature on SMEs by providing empiricalreedeom the perspective
of developing economies such as those located in Sub- Saharan Afreaftére8SA). So far,
this is the first study from SSA that has examined this irtgimaship between entreprengur

risk-taking propensity (individual level variable), managerial network trefiem performance.

8. Conclusions

The study’s findings are important to managers of SMEs in less developed market economies in a
number of ways. First, the findings indicate that the positiveioakhip between entrepreneurs
risk taking and firm performance in a less developed market ecoromade more positive
when political ties are stronger. That is, when managers of SMEdogehigher ties with
politicians and government officials, these ties positively moedetia¢ positive relationship
between entrepreneurs’ risk taking and firm performance. A major ramification of this finding is
that entrepreneurs should develop high levels of ties with politicrshg@ernment officials in

less developed market economies when taking projects that aredleésky. Establishing high
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levels of ties with government officials and regulatory autlexits relevant in lessening the risk

associated with the business activities.

Second, the study shows that in a less developed market econommesbusetwork ties
maximise the benefits of lessening the high risk associatedbwstiness activities. Hence, this
study encourages managers of SMEs to consider developing tiesnartdigers of other rival
firms in the operation of their businesses as such ties can in¢heaperformance benefits of
risk taking. Third, the study shows efforts to develop community leadetisBipnaximise the
benefits of risk taking in a less developed market economy sticbhana, hence this study
encourages managers of SMEs in less develop market economesagéecommunity network

ties to earn greater rewards for risk taking activities.

There are implications for policy too, since it may be possibleldss developed market
government and training organisations to develop training programmesisb exgrepreneurs

understand how to achieve greater performance through network activities.

Relying on the data from SMEs in Ghana, this study found that managetiabrk ties
(business, political and community ties) moderate the positive amdhiip between
entrepreneurs’ risk-taking and firm performance in such a way that such associatiors m

positive and significant.

This study has a number of limitations that also offer directiongutare research. First, the
study focuses on SMEs in general. Since different SMEs may openagtiple industries, the
use of industrial dummies in the regression analysis to control for iralustfect may be
insufficient to ‘partial out’ the industrial effects (Wan and Hoskisson, 2003). Hence, future
studies could focus on SMEs limited to single industry to help wéhl the industrial effect.
Second, this study is only limited to SMEs in Ghana. A natural extensiuld therefore be to
compare the results across a number of SMEs in different countri€3AinThird, the use of
crosssectional data does not allow us to examine any changes in entrepreneurs’ risk-taking and
dynamic nature of managerial network ties. Future study can dhereély on longitudinal

research approach.

In conclusion, this study has examined the interrelationship between entrepreneurs’ risk-taking,
managerial network ties, and firm performance in a developing couritipygsdn examining

entrepreneurs’ risking taking-firm performance relationship, this study acknowledges that
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managerial network ties is particularly important in a developmmy such as Ghana which is
characterised by relational and collective cultures, in which netplagks a significant role in

firm performance.
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