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The Center for Emerging Technologies and Entrepreneurial Studies (CETES) was created
at Cameron University in Lawton Oklahoma in response to initiatives by the State
Regents for Higher Education and an economic development study conducted by leaders
within the city of Lawton. From the recommendations and challenges put forth by these
efforts, the concept for an economic development program was created. CETES has five
components: a business incubator, a networking conference center, a center for regional
economic development, an entrepreneurial studies program, and a small business
institute. The mission of CETES is to promote the creation and growth of new
technology companies, create skilled employment opportunities, and prepare people to be
effective contributors to the 21* century economy of southwest Oklahoma.

The emphasis of this paper is on the issues surrounding the operational planning and
initial start-up of the business incubator. Going through this process, it became clear that
the expectations of how the center will operate and what it will achieve were divergent
among the four major constituencies involved: the university, the community, the region,
and the state. Funding comes directly from two of these groups and support is necessary
from all four in order for the incubator to be effective. Each, however, has its own
definition of success and its own vision of where they see the incubator fitting within
their realm. The focus of this paper is to identify the various expectations and potential
land mines along with the response to them as the incubator creates its service network,
markets itself, and prepares to open for business.
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ABSTRACT

Using historical data collected over a 5-year period, this study compared student team business
plan projects to actual new business ventures created during the same period in a small college-
town community. The results support the proposition put forth by previous studies that experien-
tial-based entrepreneurial education can increase the perceptive abilities of young people in iso-
lating attractive business opportunities in their environment. Implications are discussed.

INTRODUCTION

Although much has been published on the perceived benefits of entrepreneurial education
(Peterman & Kennedy, 2003; Wang Wong, 2004; Gorman, Hanlon & King 1997; Young, 1997)
there has been limited vigorous research on its effects (Henry, Hill & Leitch, 2004; Storey,
2000). Many believe that advancing the research in this direction will move the field beyond it’s
exploratory stage (Alberti, 1999; Curran, 2000; McMullan, Chrisman & Vesper, 2001; Rosa,
2003), thus enhance the credibility and value of entrepreneurial education and training programs
at all levels — secondary, college and graduate. Creating a successful enterprise begins with an
idea - what service or product your business will provide and what needs it will fill. Successful
entrepreneur are adept at finding new market opportunities that satisfy real customer needs. Uni-
versity-based entrepreneurship programs and initiatives are aimed at developing students’ skills
and knowledge at identifying such opportunities. They also teach students the importance of
business plans and how to develop them. According to the SBA, the business plan is a necessary
and critical document for anyone who wants to start a small business (SBA, 2004). Some pro-
grams provide funding for student ideas to move beyond the business plan phase to implementa-
tion (Rosa, 2003), while others end at the business plan development phase. The purpose of this
paper is to address a specific question: how closely related are students’ business plan ideas to
actual new business ventures created in the market environment. This study has implications for
university administrators, government funding agencies and the business community.

BACKGROUND

Increasing complexity and dynamism in the economic environment has led to a growing research
interest in the role that small and new businesses can play in economic development (Curran,



2000). This awareness has led to an upsurge in research in entrepreneurship. Early research on
factors that influence entrepreneurial behavioral centered on trait or personality characteristics of
individuals (Brockhaus, 1980; 1982 McClelland, 1961). More recently, there has been growing
interest in the role education and training can have on the desire to become an entrepreneur
(Peterman & Kennedy, 2003; Henry et al., 2004). University-based entrepreneurship curricula
have attracted the bulk of research in the field of entrepreneurship education (Goman et al.,
1997; Young, 1997). The debate in academic circles is whether or not individuals can be edu-
cated or trained for the purposes of new business creation and entrepreneurship (Henry et al.,
2004). The growth in the number and types of college-based entrepreneurship programs would
seem to suggest a causal relationship between entrepreneurship education and entrepreneurial
behavior; a relationship supported by research (Gorman et al; 1997).

Despite the recognition that education and training programs influence people’s perceptions of
the desirability and feasibility of starting a business, there has been little empirical research di-
rected towards evaluating the effectiveness of such programs (Peterson & Kennedy, 2003; Henry
et al 2004; Storey, 2000). Scholars have argued that assessment is important because it highlights
program benefits rather than just costs (McMullan et al., 2001). This has both funding and ad-
ministrative support implications.

THE SENIOR SEMINAR COURSE

This research is based on a college senior seminar project whereby business majors in their last
semester are required to formulate a comprehensive business plan for a small business venture,
to be launched in the community. At the college, the department of business administration is
organized into three majors - accounting, business administration, and economics.

Background

Five years ago, the department underwent a major curriculum review. One of the outcomes of
the review was the decision to refocus the senior seminar course on entrepreneurship because of
the changing economic environment of the area. For a long time, the local economy was coal de-
pendent. As the demand for coal steadily declined in the 1980’s to 1990’s, the area suffered sig-
nificantly. Coal mines and coal related businesses closed, creating double-digit unemployment
rates. The key, according to most experts, was to focus on bringing in new industries or creating
new businesses. Encouraging small business creation seemed to be a more viable option than
bringing in new industries because of the area’s remote location and inherent infrastructural
weaknesses.

It is against this backdrop that the business department decided to focus on entrepreneurship. The
belief was that students represent potential entrepreneurs who through educational training and
preparation, can begin to see entrepreneurship as a career choice. The hope was that after the
senior seminar experience, more students would show interest in creating their own businesses
rather than waiting for a job. This view is consistent with the literature and reflects the growing
popularity of entrepreneurship educations programs nationwide. According to one study, entre-
preneurship education in America’s major universities has grown at an incredible rate over the



past 20 years. This is evidence by the increase number of endowed positions, academic pro-
grams, journals and other publication (Robinson & Haynes, 1991).

Course Design

The course syllabus starts with a purpose statement stating that the project will help students un-
derstand the importance of developing a business plan prior to starting a business. The business
idea and resulting plan is evaluated on its accurate and realistic reflection of local market condi-
tions. Each team is required to conduct a comprehensive environmental and industry analysis;
target market needs assessment; competitor, location and logistics analysis. Also, the plan must
describe the pricing, product/service, and promotion strategies.

Each semester, we form student teams. Each team consists of students from different majors -
accounting, economics, and business administration. The multi-disciplinary make up of the
teams, coupled with the many functional aspects of the standard business plan, means that stu-
dents have to collaborate and apply knowledge from just about every part of the curriculum. It is
an integrative project where success depends on applying concepts from marketing, finance, ac-
counting, HR, operations, management, strategy and many other disciplines. The project presents
students with learning opportunities to develop teamwork skills, effective communication, prob-
lem solving, conflict management and leadership.

The class is designed as a totally hands-on experience, with no lectures, readings, quizzes, ex-
aminations, or required textbooks. The class is student-centered, with few regular class meetings.
Experiential learning involves high levels of active student involvement. Requiring that students
envision themselves as entrepreneurs and carry out a comprehensive business plan development
project using accurate secondary and primary information, is experiential. There is research to
support the use of the experiential learning model (Angelidis, 2004).

Course Structure

Class meets regularly for two to three weeks from the start of the semester. These organizational

meetings are designed to accomplish the following: (a) introductions and course review, (b) team
foundation, and (c) presentations/workshops to refresh students’ knowledge in select topics (such
as running effective meetings, conflict management, goal setting, teamwork, effective communi-

cation, etc.).

After three weeks, the teams are sent off to start the project. Group members are instructed to
formulate group goals, norms, meeting times, and assign individual responsibilities. To keep the
project and teams on track, the project is broken-up into specific activities with deadlines. An
overview of major activities and due dates for the spring 2004 class is provided in Table 1 below.
All groups are required to come to class on these dates. Representatives from each group get a
chance to present the group’s progress.

place table 1 about here




METHODS

The participants in this study included past student business plans and small business startups in
the community. All 58 student business plan projects developed over the past five years were
retrieved and organized by year, industry sector and business type. To get information on small
business ventures created during the past five years in the community, we contacted the County
Administration’s Economic Development Office to get data on small businesses launched within
the past five years—1998-2003. This information was then organized in the same way as the stu-
dent business plans—year, industry sector and business type. Frequency analysis was then used to
compare the two groups.

RESULTS

From 1998 to 2004, a total of 58 business plans have been cataloged. The business plans were
grouped into 8 major business sectors. These sectors are based on SIC classifications of business
types by the government. See below for the 8 business sectors and the number of business plans
under each sector.

Manufac- Apt. Entertainment | Service | Recreation | Restaurants | Fitness | Retail
ture Rental
2 2 8 7 11 12 3 13

In the same period of time, new businesses created in the area revealed the following distribution
by business sectors.

Manufacture| Apt. Rental | Entertainment| Service| Recreation| Restaurants| Fitness| Retail

3 2 2 32 3 10 4 24

Over the past 5 years, students seemed to perceive more opportunities in 5 of the 8 business sec-
tors: entertainment, service, recreation, restaurant, and retail. Three sectors dominate in terms of
the number of business plan projects focused on them: retail, restaurant and recreation. In Table 3,
the actual businesses launched dominated in three sectors: retail, service and restaurants with the
service sector leading in numbers.

It would appear that student have similar entrepreneurial instincts as entrepreneurs when it comes
to identifying attractive new business opportunities. An analysis by specific business types reveals
a closer similarity between some of the students’ business plan descriptions and actual new busi-
ness ventures. In at least six cases, the new business venture closely matched the type of business
that students’ business plans had depicted in past years, see Table 2.

It should be noted that, in many cases, the business plans were published long before the actual
businesses were ever launched. Also, students are instructed at the beginning of the project to
avoid focusing business plan ideas on existing businesses; rather, they are to locate new niches or
target markets.




IMPLICATIONS

This study has public policy implications as 99.7% of all businesses are classified as small busi-
ness, they employ half of all private sector employees, and they generate 60% to 80% of net new
jobs annually (Bounds, 2004). It also has policy implications for university administrators. The fact
that students perceive attractive business opportunities in the same sectors as entrepreneurs would
indicate to some extent that the entrepreneurship education program is effective at getting students
to think like entrepreneurs. This could allow for close collaboration between the college/university
business program and the community. Student business plans could be cataloged and made avail-
able to prospective entrepreneurs who are ready to go into business for themselves but don’t know
what areas are attractive. Much of the research and analysis would have been done, shortening the
time to prepare and launch a business. Two-thirds of new ventures survive two years and about
half survive at least four years. Last year there were over half a million new venture, but about the
same number of firms closed their doors (Bounds, 2004). One of the many reasons accounting for
this high failure rate is the lack of adequate planning and research. The senior seminar class could
market itself as a resource for prospective entrepreneurs. This type of community outreach by a
student entrepreneurship program will encourage federal, state or local government support. Sup-
port could be in the form of grants and/or loans to graduates with promising ideas. Also, college
administrators are more likely to support such programs with resources.

CONCLUSION

The feedback gathered from this course reveals overwhelmingly that students feel challenged by
the course because it forces them to review and integrate knowledge learned from other courses
(marketing, management, strategy, finance, accounting, economics, etc.) and also, to work in
terms.

The oral team presentations at the end of the course require teams to model and simulate much of
their business plan. We have observed the classroom turned into a live restaurant, daycare, sports
bar, or laser-tag entertainment center during team presentations. Students learn effective presenta-
tion skills and the competitive nature of business. Each team strives to out-present the other by
bringing as much of their business idea to life as possible. It is usually the most exciting part of the
course.

Follow-up studies to see how many students have carried their classroom ideas to the market place
by creating start-up ventures are still lacking. This is a critical area that future research should ad-
dress because simply having the right idea is not enough. What distinguishes the entrepreneur from
the non or potential entrepreneur is the initiative of turning an idea into a business venture — taking
the risk.
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Table 1 Assignment Schedule

01/24 | Submit three possible business idea topics

2/3 Firm up choice of business idea after some preliminary research.

2/7 List of activities the group intends to undertake prior to settling down to writing the
business plan. This is really the research and information collection phase of the project.
This list should document each member’s responsibilities and deadline — who, what,
when, how, where.

2/21 | An outline of the Business Plan with all the key areas identified. I will like to see evi-
dence that each section of the plan is supported with external data — secondary or pri-
mary.

3/7 Draft copy of the full Business Plan adequately describing each section identified in the
outline of 2/21.

3/28 | Second draft copy with all deficiencies from first draft address.

4/2- Prepare oral group presentations. Use all necessary steps to make your presentation

4/11 | creative, entertaining, informative, engaging and professional.

4/14 | Turn in final copy of Business Plan.

4/21- | Group Presentations

28

Table 2 Comparison of Student Business Plans to New Ventures

Actual Business Venture Business Plan Project

Bonterra (2004) [Upscale Restaurant] The Warehouse (1998)

Carlotta’s (1999)
Damon’s Grill (2000)

Harvest Coffee Shop (2003) The Gray Possum Café (1998)

24-7 Café (1999)
Wise Choice Café (2002)

Bright Beginnings Daycare (2003) Future Kids (2001)
Landmark Financial Service (2002) Taylor-Stanley Tax & Planning (2000)
Dyna Body Health & Fitness (2003) World of Fitness (2002)

Fantastic Shapes (2001)

New Apartment Complex (2003) [near the| Cavalier Heights Apt. Complex (2002)
college No Name]
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Abstract

The many breaches of ethical conduct and violation of laws involving high profile
executives in recent years have focused attention on the way firms manage business
ethics and company values. This paper identifies some of the bottom line benefits and
other benefits of actively managing the business ethics process and recommends practical
approaches for developing a program for the management of the process. It is especially
important for small and medium enterprises to become active in this area.

The management of business ethics and company values have received increased
emphasis with the recent incidents of unethical and unlawful behavior on the part of some
high profile executives. Many firms have revisited their programs to ensure proper
compliance. The Sarbanes-Oxley Act of 2002 now requires that each public company
disclose annually its code of ethics for the company’s CEO and senior financial officers.
Compliance is one matter, but there are other very practical and rewarding aspects to the
process of actively managing ethics in the workplace. These are the benefits to the
firm’s bottom line because the practice of good business ethics makes the firm a desirable
one with which to do business and the community image of the firm is enhanced. This
paper identifies some of these benefits and proposes a method by which firms can
become actively engaged in the management of company values.

Introduction

The great attention in recent months to violations of ethics and laws by the leaders of
such firms as Tyco, Enron, Martha Stewart, Worldcom, and many others have caused a
number of companies to review their ethics programs. Customer complaints about
improper trading and commission structures by financial institutions are resulting in
settlements in sums ranging in the hundreds of millions of dollars. High profile events
such as these are causing many to question the worth of formal codes of ethics because
the firms involved in untoward business activities had codes of ethics in place.
However, a recent informal survey of approximately fifty MBA students, who are
employed full time in small and medium enterprises, about the role of formal codes of
ethics in their organizations revealed the following:
1. Ethics codes are seen as devices that place the same behavioral expectations
on all levels of the organization.
2. Ethics codes enable the employees to understand what is expected of them in
the workplace.



3. Ethics codes provide a device for enabling the employees to communicate to
customers and suppliers about the expectations of their firm in business
dealings.

4. Ethics codes provide a mechanism for handling peer pressure.

5. Ethics codes provide a formal “outside the chain of command” way to
communicate upwardly in the organization without fear of reprisal.

These findings provide the basis for exploring some of the benefits of actively managing
ethics in the workplace. It should be noted that some are now using the phrase
“managing company values” to denote the process of managing business ethics.

Business Ethics

Discussions of ethics usually involve a concept of moral behavior. Moral refers to a set
of principles or values that guide behavior. Ethics, then, is the behavior that conforms to
those principles. Placing this in the concept of a business, business ethics is the
discipline of developing and practicing business relationships that conform to the moral
principles. Sherwin(1983) wrote about what he called “The ethical roots of the business
system. Sherwin maintained that to act ethically a manager must ensure that the owners,
employees, and customers all share fairly in the business’s gain.

A primary premise of this paper is that all members of the firm have significant roles to
play in the active and effective management of ethics in the workplace that will accrue
benefits to the firm and its stakeholders. This is illustrated by point 1 above which
indicates that codes of ethics place the same behavioral requirements on all members of
the organization. The motivations to conduct business in an ethical manner and the
positive results will be discussed below.

Codes of Ethics

Businesses develop formal ethics programs for reasons that range from programs
designed to comply with the law to programs that provide for both compliance and
conducting business on a higher level of trust between the stakeholders. Recent research
indicates that some larger firms have developed formal codes of ethics and appointed a
Vice President for Ethics in order to avoid the financial penalties imposed for ethics
violations. The rationale is that a firm will likely receive a lighter penalty for ethics
violations if it has a strong code and ethics education program in place than if it does not.
This approach is merely a tradeoff between the cost of developing an ethics program and
the projected cost of possible violations. It neglects some very positive and powerful
incentives to actively manage ethics in the workplace.

Whether a code of ethics is formally called a Code of Ethics, a Code of Conduct,
Corporate Code of Ethics, or Values Based Management, some companies had codes of
ethics as early as the beginning of the 20" century(Newberg, 2004). Newberg focuses on
Section 406 of the Sarbanes-Oxley Act of 2002 that now requires each public company to
disclose annually its code of ethics for the company’s CEO and senior financial officers.
He maintains that an unexpected result of the code requirement is that the ethical
commitments of the codes act as a signal to potential investors, employees, and
customers that these are good firms with which to do business.



Managing the Ethics Process

Business ethics is now considered a management discipline(McNamara, 1999). Some
consider this to have been driven by the social responsibility movement that began in the
60’s. Archie Carroll(1979) addressed this with his proposal for a definition of corporate
social responsibility. Carroll held that corporations had four responsibilities to fulfill to
society: economic, legal, ethical, and discretionary. The term “stockholders” was
changed to the term “stakeholders” by many firms to recognize that employees,
customers, suppliers, and communities and countries in which a firm operates are also
impacted by the operations of the firm. The stakeholder concept has been extended to
include “primary stakeholders,” those directly impacted by a proposed action and “other
stakeholders,” those for whom there may be some indirect impact. It is common
knowledge that environmentalists have included spotted owls, spotted snail darters, and
other species of wildlife in their classification of stakeholders in a business action to
which they were opposed.

The consideration of these broader implications of the firm’s activities led to the
emergence of business ethics as a management discipline. The formalization or the
management of business ethics has taken the path of many management disciplines on
the evolutionary path of the management disciplines. It has been the response to a
recognized need, just as the disciplines of strategic management, human resources
management, quality management, and other management disciplines have evolved.

Strategic Benefits of Managing the Ethics Process

A continuing stream of research identifies the strategic benefits to businesses of having

actively managed ethics programs. The term Value Based Management is also used to

describe what typically has been known as actively managed ethics programs. Some of

these will be described below. The research goes beyond the benefits reported from the

informal survey described in the introduction, but does support the benefits observed by

the MBA students in their companies.

Amie Devero(2003) cites reports on how firms are using corporate values management

not only to avoid penalties, fines, lawsuits, and criminal penalties. They are also finding

that the programs

-Build employee loyalty, reducing hiring and training costs

-Reduce theft and other anti-company activity

-Drive sales and build customer loyalty

-Create community good will that can lend support for tax advantages and strategic
alliances

-Attract quality applicants with minimum investment in recruitment

-Maintain loyal vendor relationships, reducing loss of suppliers and unexpected cost
increases

More reports are emerging which support the idea that firms can gain competitive

advantage through proper management of business ethics or managing company values

as some call the process. Carter McNamara’s(1999) research provides insight into some

benefits which expand or are broader based than those of Devero.

McNamara’s benefits include:



-Attention to business ethics has substantially improved society.

-Ethics programs help maintain a moral course in turbulent times.

-Ethics programs are an insurance policy — they help ensure that policies are legal.
-Ethics programs help avoid criminal “acts of omission” and can lower fines.
-Ethics programs help manage values associated with quality management, strategic
planning and diversity management.

Topics Covered in A Code of Ethics

The topics or areas of emphasis in a code will, of course, depend to some degree upon the
industry in which a firm predominately operates. The pressure to develop codes of ethics
with certain content can be driven by the fact that the firm has government contracts, the
level of required reporting of financial matters and disclosures, and whether a major
customer or supplier requires that you develop a code to be sure you are in compliance
with their requirements. The Sarbanes-Oxley Law must be used by publicly held firms as
one source of guidance. There are industry specific codes which can be used by many
firms to guide their efforts. These are recommended for review as the starting point for
developing programs. The industry codes are usually more general than what the
individual firm will need. Also, the firm as a member of an industry group, such as The
National Association of Realtors, has agreed to abide by that code. So, the firm must also
ensure that its on code is in agreement with the industry code.

Suggested Outline for A Code of Ethics

The code of ethics should be a formal statement of the firm’s values concerning ethics
and social issues. Lockheed Martin (http://www.lockheedmartin.com) has long been
recognized as having a thorough and effective code of ethics. Their code evolves from
behavior guided by six virtues:

1. Honesty: to be truthful in all our endeavors; to be honest and forthright with one

another and with our customers, communities, suppliers, and shareholders.

2. Integrity: to say what we mean, to deliver what we promise, and to stand for what

is right.

3. Respect: to treat one another with dignity and fairness, appreciating the diversity

of our workforce and the uniqueness of each employee.

4. Trust: to build confidence through teamwork and open, candid communication.
Responsibility: to speak up — without fear of retribution — and report concerns in
the workplace, including violations of laws, regulations, and company policies,
and seek clarification and guidance whenever there is doubt.

6. Citizenship: to obey all laws of the countries in which we do business and to do
our part to make the communities in which we live and work better.

e

One fairly inclusive outline is presented below. This outline came from the work of two
MBA students who developed a code of ethics in the Spring of 2003 for their employer.
The firm had rapidly grown from a small firm with about 80 employees to 600
employees. They felt that the rapid expansion had created conditions which called for the
formalization of company business values. The effort was welcomed by the



management, reviewed by the Corporate Attorney, and is being implemented in the
company.

1. THE PERFECT CODE OF ETHICS

L Purpose
IL. Policy
I1I. Procedures(with examples of behaviors)
a. Particularly Sensitive Issues to the Company
1. Honesty and Fairness
ii. Conlflicts of Interest
1il. Purchasing and Selling Goods and Services
1v. Discrimination, Harassment, and Professional Work
Environment
v. Confidentiality of Compensation Information
vi. Labor and Employee Relations Matters

vii.  Confidentiality and Insider Trading
viii.  Intellectual Property
iX. Immigration Law
X. Compliance with Antitrust Laws
Foreign Corrupt Practices Act
Corporate Political Contributions
Environmental
Accurate and Complete Records
Document Retention
Workplace Safety
h. Bidding, Negotiation, and Performance on Contracts
IV.  Reporting
a. Reporting Suspected Violations

e a0 o

1. General Policy
il. List of Designated Personnel
1il. Complaint Procedures
b. Discipline for Violations
V. Training

VL Review Procedures
a. Employee Input
b. Timeline

The ethics program will be a part of each employee’s new employee orientation packet
and program. Management will discuss the importance of ethical behavior at the
company and the intolerance of unethical or criminal behavior.

Training courses will be administered to employees yearly; most likely an online training
program, giving examples of situations and “what would you do?”” multiple choice
answers. All employees will be required to take this training.

The code of ethics and the training program will be reviewed annually to incorporate any
new issues that may have recently become important to the company. More frequent



revisions will be allowed if new laws are passed, if the company takes on a new type of
work, of if the company shifts its focus.

A committee will be formed with the responsibility of enforcing the code of ethics,
guiding employees on the correct course of action to take in questionable situations, and
answering employees’ questions in regard to the code. Names and phone numbers of
these committee members will be provided to employee.

Developing Programs for Managing Business Ethics

There are two basic approaches to developing formal ethics or values management
programs. First is the do-it-yourself method. The second is to hire a consultant to help
develop the program or possibly approach a local college or university to see if students
could undertake such a project under the supervision of a faculty member. The small and
medium enterprises have some obvious advantages and disadvantages in developing
programs for the effective management of business ethics and company values. Some
disadvantages are seen as a lack of staff to dedicate to such efforts, lack of money for
additional formal programs, and lack of time because of the press of day-to-day business
and lack of knowledge of the process. Several small business owners have informed the
author that having a formal code of conduct or ethics and actively managing it was high
on the list of items in the startup phase of the business. However, the urgency of running
the business caused the ethics programs to slip lower and lower on the list of priorities.
Some small business owners feel that because of their short communications chains and
fewer people it should not be necessary to formalize ethics and values programs. progr
One clear advantage for the smaller firms lie in the fact that there are fewer people both
inside and outside the company with which to deal, the lines of communication are
shorter, therefore, it should take less time and effort to formalize programs than in a large
organization. Employees can be easily involved in the development of programs.
programs.

There are some common sense guidelines that should be followed in the whether a firms
does its own development or uses the steps to review proposals from consultants.

The steps are:

1. Recognize the need for a formal ethics or values management program.

2. Ask the employees what should be included.

3. Decide whether to develop the program in house, hire a consultant, or ask a
college or university for support. Assign an in house person the
accountability for the program even if a consultant is hired.

4. Establish a timetable for development of each segment of the program.

5. Establish dates for review and update of the program.

This paper was written in an effort to raise the awareness of the business and social
benefits which can be gained by the development of programs for active management of
business ethics and company values.

References available upon request.
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ABSTRACT

This paper revisits a core SBI challenge — helping SBI student consulting teams and clients to
understand and control business success. Six related Figures describe a useful framework that
shows students and clients how to construct pathways to a successful business. The framework
is a practical blend of concepts from diverse business specialties.

EXECUTIVE SUMMARY

Most small businesses don’t work. “What to do about it” is a popular theme in the business
literature, and a continuing challenge for Small Business Institute directors and their student
consulting teams. Many novice SBI clients think that small business success is essentially an
entrepreneurial sales challenge in a chaotic marketplace. To the experienced, business success
is multifaceted and market dynamics become more predictable.

Success is multifaceted, but how does one explain the elements, interactions and predictable
consequences to undergraduate student consulting teams, and how do the teams pass such
insights on to their clients? After all, most consulting teams are composed of students with
diverse business majors -- most of whom only take one capstone strategy class and specialize in
one field — only enrolling in basic core business courses in other areas. And, most SBI
consulting clients do not have business degrees.

This paper revisits a core SBI challenge — helping SBI student consulting teams and clients to
understand and control business success. Six related Figures describe a useful framework that
shows students and clients how to construct pathways to a successful business. The framework
is a practical blend of concepts from diverse business specialities.

INTRODUCTION

Most small businesses don’t work. “What to do about it” is a popular theme in the business
literature, and a continuing challenge for Small Business Institute directors and their student
consulting teams. (Gerber, 1995) Many small business clients think that small business success
is essentially a entrepreneurial sales challenge in chaotic market environment. (Levinson, 1998)
Hence, they believe that progress to success is difficult to plan, execute efficiently and track
(read: an opportunistic, seat- of- the- pants approach is the only way). More likely, success is
multi-faceted and observed market dynamics (economic drivers, sales cycles, and network
relationships) are more predictable and controllable by experienced hands than by novice small
business owners. (Miller & Sanchez, 1998; Moore, 2002)



For example, the typical SBI small business client is trying to fit products and services into an
established supply chain and distribution network. Even if the product or service is highly
innovative (read: disruptive to established ways of doing things) it can be professionally
marketed and sold to mainstream customers. ( McKnight 2004; Moore, 2002) Marketing is only
part of the challenge. Small businesses success is multifaceted. How the company operates its
input-transformation-output processes constrains its business model. ( Bossidy & Charan, 2002;
Rasiel and Friga, 2002 ; Schonberger, 1990; Walton, 1986; ) So does the firms ability to control
needed resources. ( Gladstone & Gladstone, 2004; Nicholas, 1993) However, said business
model is amenable to disciplined plans for achieving dramatic, long-term growth in both profits
and revenues .(Timmons & Spinelli, 2004; Collins, 2001; Kuratko and Welsch, 2001; Hanon,
1979)

Success is multifaceted, but how does one explain the elements, interactions and predictable
consequences to undergraduate student consulting teams, and how do the teams pass such
insights on to their clients? After all, most consulting teams are composed of students with
diverse business majors -- most of whom only take one capstone strategy class and specialize in
one functional area — only enrolling in basic core business courses in other areas. And, most SBI
consulting clients do not have business degrees.

This paper revisits a core SBI challenge — helping SBI student consulting teams and clients to
understand and control business success. Five related Figures describe components of a useful
success framework that students can learn and share with clients to create a common
understanding of what it will take for the client’s business to succeed. The framework is a
practical blend of concepts from diverse business specialities. Using the framework as a guide,
student consulting teams can identify the SBI client’s starting point, identify what the client must
do to succeed, and help the client prepare realistic action plans.

SUCCESS FRAMEWORK

Figure I describes the core of the success framework. As shown at the top of Figure 1, small

Figure 1 about here

business processes are aptly described by the Input-Transformation-Output (ITO) model.
However, achievement efficient transformation is not the whole success story. No business can
succeed on its own. The typical SBI client has concurrent marketing challenges as it struggles to
fit its products and services into established supply chain and distribution networks. Two basic
marketing ideas apply — the marketing concept and branding. The marketing concept argues that
a business should sell what its customers want, and charge prices that produce profits. Branding
is accomplished by the selling of exceptional customer benefits and creation of the perception
that the firm’s products and services have a value that exceeds their price and also exceeds the
value of its competitor’s products and services.

Success amounts to both doing the right thing and doing things right. For example, if the small
business offers a pivotal transformation to established networks, with no close substitutes from



competitors, the chance of adoption increases (more benefits to customers relative to
competition). Also, it is easier to brand the business’s offerings (offers exceptional value to the
customer relative to competition) . If the small business exploits the situation by pricing its
offerings to make them bargains relative to their value in use, the business will earn respectable
gross margins and rapidly gain much market and operations experience. If the small business
learns quickly from its experience, it can also become the most efficient producer in its category,
despite its relatively small size. Comparative advantage can result, where the business’ prices are
set lower than projected costs of aspiring competitors, effectively forestalling new market
entrants. Yet, return on equity is high, yielding working capital to sustain growth. (Schonberger,
1986) Using, Figure 1 as a benchmark, SBI student consulting teams explore how well their SBI
client’s business model measures up.

It takes an able business to exploit the success drivers presented in Figure 1. Figures 2 and 3 add
twelve needed abilities to the success framework. To succeed, the business must control
resources that have these abilities and, through disciplined application, hone each ability to a
competitive edge. SBI student teams can identify which abilities a client lacks, and which need
honing. Where can resources with needed abilities be found? How can the resources be enlisted
to support the business? How can abilities best be honed?

Figure 2 about here

Figure 3 about here

Within the success framework described in this paper, the transformational abilities listed in
Figure 3 (Collins, 2001; Bossidy & Charan, 2002, seem necessary to hone the strategic abilities
listed in Figure 2.( Rasiel & Friga, 2002; Moore, 2002). It is important to think of the right
things, but doing things right is extremely difficult without transformational capability.
Organizational effectiveness depends on balanced investment in the six transformational
abilities.

In the author’s view, the successful small business consistently achieves efficiency in task design
and resource deployment to achieve project objectives and strategic goals. To do so, it must
make balanced use of resources to support the network of work flows and interconnected
projects that lead to timely business success. In other words, to be successful, no matter the
business’ line of work, its key people must be good project managers. Accordingly, Figure 4
adds the Project Model to the success framework. Student consulting teams often come up with
many brilliant recommendations that the SBI client proves incapable of executing.(Ames, 1994;
Kerzner, 2003; Rosenau, 1998) Use of the project model, helps the team to bridge the gap
between recommendations and results. Each recommendation should be translated into realistic
action plans that the client can follow, step-by-step to build profit momentum. Further, once
recommendations are translated into project-model format (action plans with tasks, time lines
and budgets) the team can more easily reconcile and prioritize the entire recommendation list
based on the client’s available and potential resources.

Figure 4 about here




Use of the project model in Figure 4, helps the SBI client make balanced use of resources to
support the network of work flows and interconnected projects that lead to timely business
success. The model translates diverse activities into common measures of performance, cost,
and time, such as conformance to specifications, resource usage (budget) and on-time schedule.
When compiled, these measures form an overall picture of the business’ profit momentum and
permit meaningful use of eight financial concepts to track progress and guide improvement
actions. Figure 5 adds the eight financial concepts to complete the success framework.

Figure 5 about here

Profit momentum is the name of the game for small business success. Adroit use of the eight
concepts in Figure 5 allow the small business client to track financial performance and to take
actions to improve. To generate maximum profit to reinvest in growth, each business decision
must include a marginal calculation (Figure 5, concept 1) — will the implied activities help profit
momentum by bringing more money down to the bottom line?

Financial statements ( Figure 5, concept 2) should aid in the marginal analysis. Historic
statements should reflect the work flow so that performance can be traced and pro-forma
statements should reflect planned actions to improve rather than simply assume percentage
increases. In order, for small business financial statements to best serve the SBI client, fixed and
variable costs must be accurately portrayed (Figure 5, concept 3).

For each product or service, when variable cost is subtracted from sales price, what remains is
contribution margin (Figure 5, concept 4). Variances between planned margins and maintained
margins must be tracked by product/service and market, and used to rebalance product/service
offerings.

Contribution margin is not the only tool that the SBI client can use to evaluate profit momentum.
Profitability ratios, activity ratios and liquidity ratios give useful views of performance ( Figure
5, concept 5).

Understanding profit momentum also requires a understanding of how financial ratios interact.
Formulations such as the Sustainable Sales Growth Rate aid understanding ( Figure 5, concept
6). Derived from Du Pont type systems that link profitability and leverage ratios, the sustainable
sales growth rate is the rate at which a firm can grow based on the retention of its profits in the
business.(Brigham & Daves, 2004; Leach & Melicher, 2003 )

Financial systems have limited use unless they are used (Figure 5, concept 7). Financial
tracking— monitoring of profitability ratios and activity ratios in an ongoing, real-time manner—
helps the business owner to keep track of growth and to assess its costs and rewards.

Financial summaries, while useful tools for evaluating small business performance are
incomplete when it comes to accounting for development of transformational abilities (
investment in people, teams, work structures, mechanisms for improvement, and leadership).
Hence it is valuable to assign responsibility for the collection of key data and the preparation of
brief special reports that combine and update key financial data and key transformational data



(Figure 5, concept 8). (Donaldson, 1984); Nicholas, 1993)
SO WHAT? IMPLICATIONS FOR SBI STUDENT CONSULTING AND SBI CLIENTS

SBI student consulting teams and clients must understand and control business success. The five
related Figures presented above describe components of a useful success framework that students
can learn and share with clients to create a common understanding of what it will take for the
client’s business to succeed. The framework is a practical blend of concepts from diverse
business specialities. Using the framework as a guide, student consulting teams can identify the
SBI client’s starting point, identify what the client must do to succeed, and help the client to
understand the challenges and to prepare realistic action plans.

CONCLUSION

This paper revisits a core SBI challenge — helping SBI student consulting teams and clients to
understand and control business success. It presents five related Figures that describe a useful
framework that shows students and clients how to construct pathways to a successful business.
The framework is a practical blend of concepts from diverse business specialities. Adapted
from Mary Walton’s description of the Deming chain reaction, Figure 6 summarizes how artful
use of the framework components (Figures 1 through 5) leads to a chain reaction of success.
(Walton, 1986)

Figure 6 goes about here
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Figure 1: Core of Success Framework: Input-Output Model With Success Drivers

Input—>Transformation—> Output (Added Value)

Success Drivers:
Marketing Concept (sell what is wanted, price to gain experience and reasonable profits)
Effectiveness ( Maximum Value Among Competitors)
=> Branding
+
Efficiency (Minimum Cost for desired quality)
=> Product/Service Success
+
Build Track Record (Max Profit/Min Cost For Entire Line)
=> Achieve Comparative Advantage (Forestall Competition)
=> Business Success

Figure 2: Six Necessary, Strategic Abilities

Brand -- Ability to create perception of exceptional value, more than competition.

Niche -- Ability to identify revenue-significant clusters of potential customers, who have strong
needs met inadequately by competitors, and who are willing and able to purchase solutions.
Operate -- Ability of present operating system to efficiently produce timely solutions for



targeted niches that conform to needed operational characteristics (timely need fulfillment
=>quality).

Reach --Ability to efficiently present the brand value proposition to niche customers.
Service -- Ability to enhance value in use, and profitability, through technical support,
maintenance, aftermarket upgrades, product/service bundling, and systems integration.
Finance — Ability to document financial results; predict funding requirements; and, when
needed, obtain appropriate, affordable outside funding.

Figure 3: Six Interdependent, Transformational Abilities

Physical Assets — The ability to cost-effectively design and build/acquire/control and deploy
necessary and appropriate plant and equipment, and other durable or fixed assets, in support of
timely achievement of business goals.

People - Ability to recruit, retain, and build relationships with people, both within and outside
the business, and to deploy them so that they can cost-effectively contribute hard work and smart
work to the business, and can learn and become increasingly useful to the business as the years
pass.

Teams — Ability to form, nurture and delegate to effective teams, involving people and utilizing
physical assets to yield business results.

Work Structures — The ability to cost effectively design, integrate, and train staff in the use of
tooling, blue prints, decision aids, rules of thumb, formal procedures, and incentives that
facilitate operations by maintaining consistency and predictability (i.e., model good practice and
reward those who go by the book).

Mechanisms for Improvement — Ability to exploit a changing environment rather than be
exploited by it, accomplished by continuously improving the transformation processes served by
physical assets, people, teams and work structures (i.e., daily pursuit of improved quality and
productivity).

Leadership — Ability to understand the survival requirements of the business in a changing
world, and to convey what needs to be done and why to scale the business up or down in a
balanced manner, while preserving top quality, profitable results (maximum value added in the
eyes of stakeholders, both now and in the future, though balanced investment in all six
transformational abilities).

Figure 4: How the Project Model Lends Itself to Building Profit Momentum

Activity Based-----------------------—-- >

Time Based------ >

Set milestones and prepare budgets------- > PROFIT
Set control points ——> MOMENTUM

Track progress---------=-=m=m-mmmmmmmmmmememeeee >




Figure 5: Eight Financial Concepts That Underpin Successful Tracking and Action to
Improve

1. Marginal Benefit vs. Marginal Cost (Maximum Benefit for Minimum Cost —Resource usage
is a shadow of work and schedule, and cost is a shadow of resource usage.)

2. Financial Statements (Balance Sheet, Income Statement, Cash Flow, Sources and Uses of
Funds)

3. Fixed vs.Variable Cost

4. Contribution Margin

5. Comparative Ratios and Bench Marking

6. Sustainable Sales Growth Rate (Dupont System, Additional Funds Needed)

7. Financial Tracking

8. Special Reports




Figure 6: Summary of How Five Success Framework Components Contribute
To The Chain Reaction of Success
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ABSTRACT
The purpose of this paper is to demonstrate the impact of entrepreneurial efforts in the
developing world by Peace Corps volunteers. These volunteers intuitively and intentionally
foster this spirit within the communities that they serve. Although the USA is repeatedly
described as the most entrepreneurial of societies, the Peace Corps and its cadre of innovative,
highly-educated, and skilled volunteers has demonstrated that these efforts are alive and thriving
around the world. The approach to encouraging and sustaining entrepreneurial efforts involves
facilitating an environment where these activities, opportunities, and skills can be discovered and
realized. Peace Corps volunteers are catalysts for this self-discovery process by facilitating
community activities which promote active involvement in problem-solving and self-education.
These activities must take into consideration the cultural context in which each community
operates and slowly work to break down barriers which impede the self-realization process. This
is particularly common with women who are marginalized within the “machismo” value system
of Latin America. By training and using dedicated volunteers from an entrepreneurial society,
and having them become instruments for change in their host countries, Peace Corps and other
development organizations can overcome numerous barriers to entrepreneurship and the growth
of an innovative perspective.

Introduction

The USA is repeatedly described as the most entrepreneurial of societies (Global
Entrepreneurship Monitor, 2004). In comparison, many other countries are said to suffer from
cultural, structural, governmental, and other constraints not only upon entrepreneurial activity,
but even entrepreneurial thinking and perspectives that espouse innovation. However, since
1963, the Peace Corps has contributed to improving conditions in the Third World through the
service of a dedicated cadre of volunteers. This paper discusses the role of Peace Corps in rural
community development and entrepreneurship training, with examples of programs that
contribute to those outcomes specifically in Central America. Programs run by two Peace Corps
volunteers, one in Honduras, and one in Costa Rica, are presented as illustrations of how Peace
Corps contributes to the communities in which the volunteers serve. This paper briefly
introduces the Peace Corps, and describes how Peace Corps volunteers are selected and trained
for entrepreneurial characteristics. Cultural conditions in Central America are briefly discussed,
and a framework is presented for viewing Peace Corps efforts to encourage entrepreneurial
perspectives for community development and for small business projects. Finally, programs are



described to illustrate the outcomes of volunteers’ efforts in community development and
entrepreneurship training. The authors conclude that Peace Corps can overcome numerous
barriers to entrepreneurship and contribute to community development and the growth of
entrepreneurial perspective.

Peace Corps — An Overview

The Peace Corps was formally established in March of 1961 under the presidency of John F.
Kennedy. Since its inception, over 170,000 Peace Corps volunteers have served in 136 countries
around the world. Currently, over 7,500 volunteers serve in 71 countries (peacecorps.gov, 2004).
With a significant number of Peace Corps Volunteers assigned to community development and
small business development projects, it should be no surprise that a number of volunteers’
characteristics reflect archetypical characteristics of entrepreneurs (Table 1). As many
volunteers maintain personal responsibility and authorship for their isolated projects, they must
be entrepreneurial to succeed. As reported by the first author, Peace Corps trainers training
encouraged him that “ideally, your job is to put yourself out of a job” by the successful
implementation of his community projects.

Table 1 about here

Entrepreneurship Training and Culture

The United States enjoys a very strong culture of entrepreneurship, and as such, cultural models
of successful entrepreneurs abound. With entrepreneurship salient in the national conscience, it is
common, more so than in most other parts of the world, for Americans to consider making a
career as an entrepreneur. Further, this attitude extends into other endeavors, as this cultural
component and our freedoms encourage a sense of individual empowerment, not only for
business start-ups, but in other dimensions as well. The components of the external environment
can either encourage or inhibit entrepreneurial characteristics in people (Hall, 2001). Unlike the
USA, many other countries do not enjoy such an encouraging environment for entrepreneurship.

Culture studies have borne out the intuitive conclusion that world cultures are different, and can
inform differences in thinking by their participants (cf. Hofstede, 1991). Please see Table #2
below for a brief description of cultural dimensions as they relate to this discussion. Latin
American culture has been characterized by collectivist values, high in power distance, high
uncertainty avoidance, and quite masculine relative to other cultures. North American culture
(U.S. and Canadian), in contrast, tends to be much more individualistic, low in power distance,
medium in uncertainty avoidance, and also masculine, though not nearly to the extent of Latin
American cultures (Hath, 1988).

Table 2 about here

Among particular cultural challenges faced by Peace Corps volunteers in Central America is the
strong culture of machismo, where women were generally subjugated into traditional roles and
are not encouraged to pursue education or pursuits of their own interests. Another issue is the
sense of predestination, or being at the mercy of some higher power. The common saying “Si
Dios Quiere” (If God wills it) set some immediate barriers to moving forward with any project,
idea, innovation, etc. Poverty seemed to magnify these attitudes.



Regardless of the cultural environment, but especially in cultures where entrepreneurial
behaviors and values are not encouraged, individuals must be sensitive to opportunities. This
may require training in the entrepreneurial perspective and learning entrepreneurial skills. Dr.
Ulrich Braukmann and his workgroup at the Bergische Universitaet Wuppertal in Germany have
developed the taxonomy of start-up relevant competencies, which can be seen as a roadmap for
entrepreneurship training and education (Figure 1).

Figure 1 about here

As shown schematically in the figure, working from bottom to top, the framework begins with
Class I objectives at the stage of sensitizing people to the possibilities of entrepreneurship. In the
context examined here, this specifically includes the ideas of growth and ability to continue the
businesses or projects. Both Central American Peace Corps Volunteers stated that there was
extensive interest in small businesses and projects in their host countries, but at very low levels.
There were “always village women selling baked goods or foods they had prepared” but that
these endeavors never were conceived to lead to any opportunities greater than simply relieving
some of the problems of subsistence for poorer women and their families. Parenthetically, it was
quite usual practice for women pursuing these low level business practices to turn most or all
their profits over to their husbands, so frequently their efforts contributed more to recreational
spending by the men rather than any significant bettering of living conditions for the families or
for their villages. In contrast, some women hoarded their profits for the survival of their family
members, as necessities might not be provided by their men-folk, who spent their money on
themselves instead.

Following the framework further upward, Class II objectives are expressed as attitudes, comfort,
maturity and perspective for considering entrepreneurial ventures or projects. Included here
would be modeling possibilities, and in the case of Central America, the beginning of community
and group consciousness of being able and poised to exploit opportunities for advancement. As
the framework culminates in Class III objectives, non-business and business skill sets are taught
or encouraged, to support the growing interest in exploiting opportunities. While the Peace Corps
did not train the volunteers mentioned in this paper in this framework, it provides a natural
pathway from naive to formal thinking on the parts of the potential innovators — describing the
process of moving from the untutored, subsistence level perspective of the “folk art of
entrepreneurship” to the better-trained, higher level, opportunity-sensitive perspective of the
“fine art of entrepreneurship.”

COMMUNITY DEVELOPMENT IN HONDURAS
The first author was posted in the rural Yuscaran area of Honduras after a training program that
included technical and practical training among other dimensions such as local language and
culture. Community programs developed or extended by the first author were varied, but most
revolved around the opportunities to encourage increased levels of tourism for the city and the
region, with the objective of growing revenues for the city and for its local business community.

Mango Festival



Previous to this volunteer’s posting, this had been a relatively small and very local festival. The
volunteer worked with the local festival committee, encouraging them to take a more
entrepreneurial attitude to the promotion of the festival. As a result, sponsors like Coca-Cola
donated many more items to the festival, and the committee improved their self-promotion to
media in the capital city. Further, new events were added to the Mango Festival, such as a
“Donkey Polo” game that has become a popular national event, broadcast by national television
and promoted in a new edition of a Honduras guide book. Outcomes from the increased
promotion of the festival include: Increased tourism; more commitments for future sponsorship;
vastly improved advertising of the festival at the national and regional level; and improved
variety in the events offered.

International Bike Race

During the second year of the volunteer’s service, he realized that there was an opportunity for
the community to exploit the region’s justifiable reputation as a mountain biker’s paradise. A
local committee negotiated with Coca-Cola to persuade them to sponsor the race with publicity
and trophies. As the event has grown, participants are now coming from all over Central
America to compete in the race every year. The mountain bike race is also promoted in the
Honduras guide book. Benefits accruing from the bike race include: Increased tourism and name
recognition for Yuscaran; Improved opportunities for sponsorship of future races; Growing
promotion of the city and the race due to building connections with media and advertisers.

Fundacién Yuscaran

A local non-profit organization had begun shortly before the arrival of the volunteer. With
involvement of two other volunteers from the area, the group was able to increase tourism and
began projects to save the natural cloud forest reserve in the mountains above the city. A number
of seminars were developed to train members of the foundation in basic marketing, tourism, and
computer skills, so they would be better able to promote their projects and exploit new
opportunities. Benefits to the community of these projects include: Promoting and protecting
natural resources and culture of the city; and the Fundacion Yuscaran has attained the status of a
legal and recognized non-profit organization, thus improving the probability that it will continue
its work in the community.

While the Peace Corps programs in Honduras concentrated more on community development
opportunities, those in Costa Rica were more focused on local small business opportunities for
citizens in more rural isolated locations.

EXPLOITING ENTREPRENEURSHIP OPPORTUNITIES IN COSTA RICA
The second author of this paper was sent to Costa Rica as a Peace Corps volunteer, and posted in
the Rio Celeste-Colonia Naranjena-La Florida area of the country (Cuerpo De paz, 1995. The
volunteer assisted area businesses and project groups, assessing their business needs and
planning and implementing new viable small enterprises. He organized, taught, and provided
consulting to two women’s associations, one indigenous cooperative, three agricultural
organizations, and several small businesses during his years of service. In addition, he also
provided ongoing training in business skills to about forty community business people. Through
these training seminars, over 300 community members benefited from increased group and
business efficiency and profitability.



Associacion de Mujeres Las Celestinas — Plantain Chip Factory
A factory was planned, funded and built to buy plantains from local farmers, bolstering the local
market for this produce and helping to create a product that could be sold nationally. Activities
surrounding this project included:
e Formed the association, wrote the charter with members
Taught business planning and business idea development
Wrote a funding proposal resulting in $20,000 for factory construction
Liaised with department of agriculture to visit similar sites around Costa Rica
Managed material purchases for the factory construction
Managed factory construction
Taught basic accounting, inventory and personnel management
Marketed the end product
Additionally developed a small dried spice and herbal medicine business

Associacion de Mujeres de Apacona — Dehydrated Produce
With this local group, a viable small local business was investigated and implemented. Pineapple
grown in the area could be marketed nationally after processing. Activities included:
e Assisted in formation of the association
Taught business planning and accompanying skills
Assisted with feasibility studies
Taught basic computer skills
Developed computer accounting worksheets
Worked with the dept of agriculture for proper use of chemicals
Began a composting program

Cooperativa Malecu — Native Reservation and Farmer’s Cooperative
Along with working in community development projects for this very small native reservation in
the region, this volunteer worked with the reservation cooperative store to make it more efficient
and profitable. Activities associated with this project included:
e Taught basic accounting and inventory skills for cooperative store employees
¢  Worked with the reservation developing an artisan crafts business to serve tourists
¢ Trained community leaders in assessing and determining strategies for the
cooperative.

At the current time, a number of these programs are still in operation. While, as in many cases,
the Peace Corps volunteer was the catalyst for training and innovations in entrepreneurial
perspective, the volunteers only stay for two years. In Costa Rica, the Centro Nacional de
Aprendizaje (the National Center of Learning) continues to build the entrepreneurial perspective
for residents through ongoing training seminars in business skills and education opportunities,
such as graduation equivalency courses. Over the years, the plantain drying factory the volunteer
helped to finance and build has metamorphosed into a business incubator and training center for
the women of the community. It has become a rich environment for start-ups of women’s
businesses. Further, it is a training center with classes in tailoring, clothing design, and baking.



For those learning baking, there is even a small bakery in the old factory, which produces goods
for sale in the community.

Conclusion

The reach and impact of the Peace Corps since its inception in the early sixties have been
extensive. This paper has examined how this organization capitalizes on the entrepreneurial
characteristics of its volunteers to bring an entrepreneurial perspective to rural people in Central
America. In spite of traditional, cultural, and structural inhibitions and limitations to
entrepreneurial thinking, growth in these dimensions was seen. Through community
development projects, business skills training, and encouraging small business start-ups by
individuals, associations, and cooperative groups, Peace Corps contributed by helping to
encourage innovation, recognition of opportunities, and actual business start-ups in rural areas
where these would be unlikely to occur without some external help. The first author commented
on the goal of the Peace Corps volunteers to “...do their job by putting themselves out of a job.”
In the words of the second author:

I believe the true economic impacts have and will come from the self-
empowerment of some of the citizens in the small settlements where
I worked. I am very proud to have been a part of this process (Toops, 2004).

To the extent that entrepreneurship and innovation depend on the empowerment of the
community, Peace Corps volunteers can be seen as community facilitators who help others
recognize and exploit opportunities for their own self-empowerment.

Figure 1 - Taxonomy of Start-Up Relevant Competencies
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Table 1 — Entrepreneurs and Peace Corps Volunteers (Adapted from Kao, 1991)

COMMON CHARACTERISTICS OF ENTREPRENEURS WITH
CORRESPONDING CHARACTERISTICS OF PEACE CORPS VOLUNTEERS

AR SRR ol e

10.
11.

Total commitment, determination and perseverance
Drive to achieve and grow

Opportunity and goal orientation

Taking initiative and personal responsibility
Persistent problem solving

Realism and sense of humor

Seeking and using feedback

Internal locus of control

Calculated risk taking and risk seeking

Low need for status and power

Integrity and reliability

Each of these characteristics of entrepreneurs can be seen reflected in the behaviors of Peace
Corps volunteers:

1.

2.
3.
4.

10.

Volunteers make a two-year commitment to their communities and become assimilated into
their communities by the time they leave.

They are often driven to see progress in their communities

Many volunteers are sensitive to opportunities, and set goals and strive to achieve them.
Volunteers work with community members, but often take responsibility for ultimate success
or failure of their projects.

Peace Corps volunteers, more than most other professionals, are forced to find multifaceted
solutions to problems every day.

Out of the myriad of problems facing the any site, volunteers must be able to decide which
ones are viable and can be tackled, and they must try to maintain a sense of humor about it.
It is common and encouraged to seek feedback from volunteers and others regarding
successes and failures and culturally appropriate solutions, as well.

Volunteers tend to self-recruit for characteristics of self-determination, and the belief that
they can get things done successfully. Volunteers tend to be calculated risk takers, being able
to see success in their mind’s eye.

The life of a volunteer in the Peace Corps is unlikely to be high in status and power;
motivation tends to be intrinsic rather than extrinsic.

Volunteers, having dedicated themselves to serving their communities for two years, must be
people who act with integrity and do what they say they will do.




Table 2 — Hefstede’s Cultural Dimensions (Adapted from Deresky, 1994, pp. 82 — 84)

HOFSTEDE’S CULTURAL DIMENSIONS

Individualism/ | This dimension refers to the tendency of people to look after themselves first
Collectivism: | and see themselves as identified primarily by their individual attributes
(individualism), versus seeing themselves first and foremost as members of an
identifiable group. Hofstede’s findings suggest that countries higher in
individualism tend to have higher GNP’s and more encouragement of
individual initiative than more collectivist countries.

Power This dimension represents the level of acceptance by a society of unequal
Distance: distributions of wealth and power. It can be said that in high Power Distance
cultures, empowerment opportunities are less likely to be perceived, as one’s
station in life is already determined.

Uncertainty Refers to the extent to which people in a culture feel threatened by situations
Avoidance: that are ambiguous. People in high uncertainty avoidance societies tend to
favor low-risk decisions.

Masculinity/ | This dimension refers to how heavily traditional Western Europeans and North
Femininity: American “masculine values” are espoused by a cultural group. These values
include assertiveness, materialism, and lower levels of concern for others.
Feminine values, in contrast, emphasize concern for others, valuing
relationships, and attention to quality of life issues. In highly masculine
societies, women are generally considered extensions of their men, and
expected to maintain traditional roles of wives and homemakers.
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DO QUALITY AWARD MODELS HELP SMALL BUSINESS
TO BE MORE SOCIALLY RESPONSIBLE?
EXPERIENCES FROM TURKISH QUALITY AWARD SCHEME

Semra Ascigil
ABSTRACT

Corporate social responsibility (CSR) is a theme that is integrated to quality
management and quality award models with increasing emphasis in time. Although CSR is
discussed as a strategy applied mostly by large firms, the award schemes for SMEs aim to
disseminate use of model to smaller firms. Quality award models provide relevant guidance
to SMEs whose development is argued as dependent on management of wider networks for
innovation and formation of social capital. The paper investigates to what extent the EFQM
model provides guidance in integrating CSR in quality management and then explores how
the concept is operationalized by two quality award finalist SMEs in Turkey.

INTRODUCTION

Corporations are under the scrutiny of diverse stakeholders that made them accountable to
not only shareholders but also other internal and external stakeholders. The point reached is
beyond what Friedman (1970) once defined with the statement “the only responsibility of
business is to increase profits” pointing sole responsibility to shareholders. Carroll (1979) has
provided the definition of the dimensions of corporate social responsibility (CSR) concept
and operationalized the construct through economic, legal, ethical and discretionary activities
of business organizations. Among the responsibilities that management is expected to adhere,
economic responsibility was the most well known one due to the historical importance
attached in discussions of managerial behavior. The thrust behind economic responsibility in
business is simply producing goods or services that will bring profit. There are reservations
as to whether this category can be considered a social responsibility, however, a
reinterpretation such as "providing consumers goods or services at the lowest cost with
highest quality and make reasonable level of profit" may help bring an inclusive perspective.

As the number of stakeholders management have to deal with increased depending on the
issue at hand, companies realized that their borders are quite fluid. As a consequence,
concepts like “boundaryless organizations” and “networks” became major topics for
researchers (Carroll and Buchholtz, 2000). With changing relations, management of
communication across the boundaries became crucial. However, such relationships have to be
managed with a different understanding of the role of organizations in society. Social
responsibility in business simply describes company relationships with stakeholders and in
case effectively done contributes to learning and offer competitive advantage (Freeman,
1984; Freeman & Gilbert, 1988). Stakeholder model also provides a useful framework to
evaluate CSR through social reporting activities. Social reporting processes are means for
communicating the social and environmental effects of organizations to particular interest
groups.

Although views has changed over time concerning the use of organizational resources for
larger community, the need for revising corporate responsibilities is evident within academic
research. Doing business with social responsibility outlines how stakeholder management
should be embedded into company operations and whether companies will take responsibility



of social issues. Recently, Total Quality Management (TQM) is interpreted to include
concepts like business ethics, social responsibility and governance. The enlightened view of
quality management offers a more strategic perspective of quality where the focus is
broadened to cover firms’ relationships in a larger environment (Garvin, 1988).

The aim of the paper is to identify salient points of Excellence Model used by European
Foundation for Quality Management (EFQM) regarding social responsibility and then see
how Excellence Model is operationalized by SMEs applying the model successfully.

QUALITY MANAGEMENT AWARD MODELS FOR SME ASSESSMENT

It is increasingly argued that efficient use of venture capital is no longer the sole determinant
for gaining competitive advantage. The development and survival of SMEs are increasingly
dependent on soft factors such as whether effective management policies are deployed to
create a broader prosperity. Development towards a broader vision is a result of an
interactive process not only within the SME, but also between the firm and some institutions
in society. Growth of SMEs adopting social responsibility will also serve in building social
capital through stakeholders relations. Therefore, partnerships established and policy tools
promoted by various institutions in a given society are of great importance.

The interest of SMEs in award models is relatively new. SME categories have been added to
Baldrige Award scheme in late 1980s. EFQM added the category in 1997 followed by
Turkish Quality Association a year later. The recent issues in management are integrated into
quality award models through periodical-revisions. EFQM Excellence Model, which is used
in Europe, is based on stakeholder approach in managing organizations. The Foundation
makes such adaptations by way of incremental changes in its annual revisions as well as big
changes every 4 years with the help of expert committees. By revisions done in year 2000,
the model made ethics and social responsibility related issues that were already existing,
more visible. Quality Association (KalDer) in Turkey has been using EFQM Excellence
Model since its foundation. During the award process KalDer is training the assessor pool
with cases prepared by EFQM. At the same time some assessors in Turkish Award scheme
are serving as assessors in European award scheme.

By giving a non-prescriptive framework for management the award models allow for
management initiative in implementation. The models are also useful tools for self-
assessment. Unlike Baldrige model, EFQM Excellence model is made up of nine major
criteria (Figure 1). The first five (leadership; policy and strategy; management of people;
management of resources and partnerships; management of processes) are labeled enablers
describing the approaches. The last four criteria (people related results, consumer-related
results, and impact on society and results) are labeled as outcomes. The major message given
by way of the grouping of criteria into two is that in order to change the outcomes obtained
today, you need to review and change the approaches adopted in the past. In other words, you
can not change your present without changing the past approaches. Importance of stakeholder
management is another highlight whereas successful implementation rests upon balanced
emphasis on needs and legitimate claims of various stakeholders. In addition to stakeholder
commitment, care for natural (e.g. pollution, packaging, waste management) and physical
(e.g. safety, health, and ergonomic aspects) environment is also emphasized.

Figure 1 about here




METHODOLOGY AND FINDINGS
Research Purpose

Research associating quality management and corporate social responsibility in SMEs is rare.
The research question is structured as:
What is the content of issues within stakeholder groups that quality award finalist
SME:s are addressing regarding corporate social responsibility?

Methodology

Past research on CSR activities of large firms used companies’ self-presentations of their
CSR activities on company websites (Snider, Hill and Martin, 2003). The lack of existing
research on SME social responsibility led the author to conclude that qualitative research will
be the most appropriate methodology for the study. In addition to this, since social
responsibility is a concept penetrated to quality award schemes only recently, the related
practices are supposed to be in their embryonic phase justifying an exploratory type of
research. Therefore, analysis of award submission books followed the tenets of grounded
theory and qualitative content analysis. The analysis designed by Glaser and Strauss (1967)
focus on revealing patterns among information and give a meaning to data rather than
imposing a framework from outside. The data used for this investigation is the quality
management related assessments of finalist companies applying to the award scheme for
SME category. In analysis, first, the data is scanned for explicit and implicit statements
regarding firm's moral, ethical, legal and philanthropy related responsibilities to all internal
and external constituencies. The information acquired is sorted secondly and then categorized
by stakeholders. Thirdly, the data is reread to organize like information into separate
groupings of issues. Fourth, possibilities of differences between two SMEs were explored
among the issues and stakeholders.

SME category in the award scheme defines firm size based on the number of full-time
employee and covers those firms with less than 250 employees. SMEs are further grouped as
either dependent (at least 25% of its shares owned by a holding company or a group) or
independent. Self-assessment reports prepared according to Excellence Model that are
submitted to organizing association KalDer are used as self-reports of companies. The
submission books of TQM champions provided in-depth cases to be used for the exploratory
analysis. It is thought that because these companies have proven their performance in
implementing the model, the way they interpret and operationalize the EFQM model is
enriched enough to involve social responsibility related endeavors. Among the companies
contacted, positive response of two is obtained. Each firm has been given a pseudonym that
was in line with their market and sector. Thus, Service Domestic Firm (SDF) provides service
to domestic market whereas Manufacture Global Firm (MGF) manufactures intermediate
goods for global markets. In terms of size SDF is smaller than MGF.

Findings

SDF is a dependent SME operating in service sector providing logistical services for a
product. The mission is being the best service providing logistics center in Turkey. Their
focus is more on distribution chain within the country and contributions to the happiness of
ultimate customers achieved through responsiveness to their increasing expectations. The
firm values are defined around "focus on human resources and customers," "technological



infrastructure," "openness to change" and "proactivity." SDF supplies products from foreign
suppliers and acts as a facilitator between domestic and foreign suppliers in improving the
parts, competitive pricing as well as dissemination and sharing of improvement related
experiences.

MGEF is characterized as a dependent SME with high technological competencies. The
mission of the company highlights customer, shareholder and employee as primary
stakeholders. The customer is viewed as partner and MGF aims to develop perception of a
reliable firm delivering excellently performing products. Responsibility of MGF towards
shareholders is defined as retaining competitive position and efficient use of resources.
Additionally, the mission statement emphasizes creation of open, well functioning company
in order to enhance involvement and teamwork while upgrading skills.

MGF's mission emphasizes worldwide recognition on excellence. Because it operates
globally through supplying its product to firms in various countries, it is organized as a
flexible company to produce many different types of its product demanded in markets. The
organization has therefore a flat structure. Excellence Model is accepted as a tool for self-
assessment and guide five years before being a finalist.

The results reveal that both firms concentrate their attention on a similar set of stakeholders
imposed by the Excellence Model. Both firms consider input from all stakeholders in
strategic planning. However, the emphasis varies depending on the business environment
they are operating in. Social responsibility related activities are described below within
appropriate categories.

Employee: Development of policies focusing mainly on safety, health and training of
employees is commonly observed in both firms reflecting emphasis on proactivity with
regard to fulfillment of responsibility towards employees. Monthly safety and health
meetings, emergency planning in case of fire (alarm systems, covering floors with
inflammable material) are some examples for such activities. In general, the training provided
aims both personal development of employees as well as company success. The emphasis on
the importance of human capital can be observed in processes developed to upgrade human
capacity. Viewing leader training as a mean to serve the purpose of improving
communication with employees concerning meaning and role of quality management, both
companies vigorously utilize human resource management tools. Given such an aim
whereby enriching the understanding of award model is the target, it can be said that a
readiness for broader interpretations of quality management is in place in both firms. Both
companies are sensitive in developing performance evaluation systems that helps establishing
fair relationships with employees. In MGF, employee recognition scheme is developed
addressing different accomplishment situations to enable fairness. Performance evaluation in
both firms is linked to participation in continuous improvement activities enabling
consistency with firm goals. These efforts are justified as leading to improvements in
employee satisfaction and variety of other measures like lower turnover, sickness, and
absenteeism. Both MGF and SDF manage information resources with the purpose of assuring
equal opportunity in accessing appropriate and reliable information. Compliance to
regulations is done by cross checks to meet legal responsibilities. Social activities provided
aim to create a work-life balance as well as enhance the spirit essential for teamwork.

Customer: In both firms, customer is identified as one of major stakeholders. There are
processes developed to hear their needs and handle their complaints. Measures concerning



complaints, satisfaction, and loyalty are used with the aim of fulfilling responsibilities to
customers. The relationship with customers continues after sales in terms of training on
recent changes or obtaining feedback for further improvement. In MGF customer relations
are handled by dividing into commercial issues and technical issues each assigned to related
divisions. The improvement related activities are varied taking the form of meetings, quality
circle activities and improvement projects organized jointly. In MGF case, the aim is
establishing the ideal of partnering with customer on business improvement. Improvement
done concerning a particular customer is deployed to other customers showing a concern for
equal treatment. Reciprocal relations are developed through training of customers and
training received from customers which enables sharing of expertise and information for
proactivity and innovation. Similarly, SDF receives training and exchanges market related
information with suppliers in order to address customer right for a quality product. The
customer relations are handled with a proactive orientation to prevent dissatisfaction from the
supplied product/service in both firms.

Suppliers: As SDF is not a manufacturing firm, the relations with suppliers are limited in
scope and do not involve monitoring by way of audits. However, SDF acted as a facilitator by
organizing workshops during which domestic suppliers and foreign suppliers met to develop
business relations and improve efficiency and quality of products. Whereas in MGF case,
relations with suppliers are managed through a formal supplier evaluation system that
provides input to identify priority areas for improvement. Innovative examples for joint
improvement activities are planned and carried out together with supplier firms. MGF has
systematically included environment-related issues in purchasing decisions, a challenging
policy in terms of requirements for openness. Thus, the policy not only changes their own
processes, but also changes the business behaviors of suppliers.

Competitors: Competitors in general are the forgotten stakeholder in any firm. Green (1994)
argues that competitors are "corporate stakeholders with a claim for fair treatment." The
cooperation and trust developed among competitors may help understand the reasons for
mutual support and collaboration between SMEs. The relevant examples traced are few in
both cases. In case of MGF where innovativeness is a prominent goal, process-benchmarking
activities attended serves in building interactive relationships with other producers, thus
enabling cooperative relations with competitor companies. In SDF case, firm is tracing
competitors to make price related suggestions to suppliers.

Society: MGF shows visible effort to spread best practices within and outside the holding
organization by way of seminars, team presentations, publications, and training. Philanthropy
related activities are institutionalized through linkage to a Foundation within the holding
company. SDF's approach focus more on maintaining safety in immediate environment
through strengthening safety in case of fire. SDF is engaged in philanthropy as well, with
major activity areas being education, health and cultural development of society. To ensure
accountability for the process of creating a desirable impact on society, teams are designated
to work on societal relations. "Societal Positive Impact Teams" are such examples formed to
develop action plans and budgeting of these activities.

Environmental Issues: Environmental responsibility is another area where both firms are
engaged in its development and thereby found under various stakeholder categories.
However, the reasons for involvement differ. High stakeholder pressure and inherent
potential in production for harming environment seems to be the reason leading MGF to deal
with the issue by developing formal processes. MGF questions environmental profile by



surveys (Total Environmental Care Survey) supported by energy saving projects,
environment-related publishing and participation in environment focused NGOs.
Additionally, the supplier audits are performed by Quality and Environment Control Section
Manager pointing to the availability of socially-responsible buying practices. On the other
hand, the major examples of sensitivity in environmental issues implemented by SDF are
water distillation and recycling projects. Other projects relate to paper waste prevention
project replacing cardboard packaging with steel cages, use of centralized air-conditioning
working with ozone layer friendly gases, saving of electricity, using LPG in heating to
prevent pollution.

Intellectual Property: Examples for the care shown in protecting intellectual property rights
can be seen in both firms.

DISCUSSION

The above findings point to the fact that CSR is not at the monopoly of large firms with an
organizational structure where maintaining reputation by way of CSR is the exclusive
preserve of PR or communications departments. When utilized vigorously, Excellence model
may provide a systematic perspective in establishing social responsibility in an SME. The
fact that the model is based on stakeholder mentality is an advantage to be exploited in CSR
related implementation. Because issues that are concerns of stakeholders are addressed in
CSR, Excellence model helps to handle these issues in a more systematic manner. Another
advantage provided by Excellence Model is that it encourages firms to make an impact
analysis in the first place and then prioritize social responsibility areas. The model brings
much comprehensive approach to CSR by preventing reductionist perspectives where social
responsibility is equated with corporate philanthropy.

SMEs may not have individual resources to consider the impact of their activities on various
stakeholders proactively. The more proactive the strategy, the more formal processes need to
be employed where greater stakeholder involvement becomes essential in these processes.
Therefore, employing structures (alliances, networking) that enable interaction with
stakeholders becomes key success factor for SMEs in implementing CSR. Partnerships
established are recent examples of such structures enabling exchange of information and
experience. Success is attained by letting partnering stakeholder organization to give
feedback as to company's impact on stakeholders which otherwise may not be recognized at
all. The examples for improvements in the above cases are mostly the outcomes of joint
improvement projects allowing the firms to consider stakeholder claims proactively.

Successful implementation of CSR requires partnerships with numerous stakeholders in
variety of issues. The examples in the two cases are performed with organizational
stakeholders involving primary stakeholders; i.e. customers, employees, shareholders, and
suppliers. No major examples for partnerships with regulatory stakeholders (including local
and national government, professional organizations, and competitors), community
stakeholders (environmental and human rights groups, consumer advocates) and media are
found in the two cases. Turkish Quality Association, in fact, was a sort of hidden partner in
both cases that contributed organizational learning and growth. Considering the above two
success stories, it is evident that providing support in developing management systems are
equally important for SMEs as provision of financing in being sustainable.



The availability of benchmarks on CSR is another factor for innovative CSR implementation.
For example use of minority suppliers, which is an issue most prevalent in U.S. designates
preference of diversity of suppliers in terms of gender, size, racial background. Employment
of such criteria is not yet observed in firms of any size in Turkey. However, just like learning
as a result of interactions with foreign partners, the pressures of urgent needs may be the
reason for creative solutions in the way CSR is operationalized in SMEs.

The above cases also reveal the importance of three factors in launching CSR in SMEs;
stakeholder pressures, broader perceptions of quality, and support in the process of
implementation. Stakeholder pressure is more prominent in MGF than SDF in showing
sensitivity to environmental issues. In the absence of stakeholder pressure, firms' engagement
in CSR may not be formalized through audits, social reporting, etc. In other words, those
efforts will be individualized responses rather than collaborative responses involving
partnering stakeholders. The values embracing excellence, social duty, human rights themes
are also driving forces for integrating social responsibility to quality management concept.
An enlightened quality notion should eventually involve social responsibility concept. The
benefits to be derived from CSR are integrity, continuous work relations and growth.
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Firm Evidence by
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Abstract

This study examines the potential substitution between insider ownership and external
monitoring, and the role of venture capitalists in IPOs with sales less than $35 million,
the median level of all firm-commitment IPOs over the 1980-1998 period. We find that
majority-owned small firms have lower profit margins yet are more efficient before the
IPO, and that the presence of venture capitalists reinforces these characteristics.
However, they are valued less after the IPO, though this may be ameliorated by VC
presence and higher inside ownership retention after the IPO. We observe that VC-
backed IPOs are valued more after the IPO and that they tend to do better in the
aftermarket. Our results suggest that higher insider ownership retention and VC
involvement in small firms provide signals of quality for newly listed firms.
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1. INTRODUCTION

This study investigates the relationship between insider ownership and firm
performance around IPOs (Initial Public Offerings). Our primary goal is to assess the
relationship between insider ownership and venture capitalists and performance. To do
this, we compare and contrast the characteristics and performance of firms that are
majority-owned vis a vis non-majority-owned both before and after the IPO. This study
examines IPOs that occurred over the period of 1980-1998 by firms with less than $35
million in sales, the median level of all firm-commitment IPOs over the period. This
group of IPOs occupies the so-called “Middle Market,” which represents a large swath of
businesses in the United States and, therefore, provides important information relevant to
scholars as well as advisors to small firms.

This study focuses on small IPOs for three reasons. First, small firms tend to be
less liquid, are more vulnerable to information asymmetries, and are more likely to be
majority-owned than large firms. Therefore, they may not be valued as highly in the
market. Second, small majority-owned firms are less likely to have “professional
management,” since the founding family or owner group, with such a large stake, is
likely to be actively involved in managing the firm. Therefore, these firms are less likely
to possess the managerial depth needed to navigate the rough waters of the public
markets. Finally, the influence of VCs may become more significant since the
management may be less sophisticated and suffer from entrenchment.

Insider ownership, because of the incentives it provides, may be related to
company performance (Jensen and Meckling 1976, Stulz 1988, Morck et al. 1988,
McConnell and Servaes 1990, and Nagar and Wolfenzon 2000.) With respect to IPOs,
insider ownership retention may also provide information about a firm's quality. Insiders,
who have better information than outside investors, will be more willing to hold shares if



they expect the company to have good future prospects (Leland and Pyle 1977, and
Downes and Heinkel 1982.)

Similarly, the presence of venture capital investors in a firm may provide a signal
of quality. VCs are sophisticated and well-informed investors; so the fact that they have
made investments in a company serves to certify company quality, much like bank loans
are a signal of quality because of the due diligence analysis a bank undertakes before
lending (James, 1987). Further, VCs often provide managerial, financial and strategic
expertise, which adds value to the firms in which they invest (Megginson and Weiss
1991, Brav and Gompers 1997, Astrachan and McConaughy 2001.)

The literature suggests that VCs are associated with higher performance in IPOs,
though this may not be the case for small manufacturing firms. Further, the literature
with respect to insider ownership suggests that higher insider ownership retention after
the IPO is a signal of quality and is associated with better performance. This study
extends the research on small firm IPOs by looking at a larger sample of small IPOs over
a longer period of time and across industries.

2. HYPOTHESES AND METHODOLOGY

We intend to test the following hypotheses:

H1: Venture capitalists are associated with better performance in small firms.

H2: Higher insider retention of shares after the IPO is associated with better stock market
performance in small firms.

To test the hypotheses, we employ both univariate and multivariate analyses
because univariate methods alone are inadequate. Since majority-owned firms are
generally smaller and may differ systematically from non-majority-owned firms, a
multivariate analysis provides a clearer profile of majority-owned firms versus their more
diffusely-held counterparts. The analyses are in terms of event time. In other words, for
each IPO issue, the zero time is the IPO date.

3. DATA

The sample, drawn from the SDC New Issues database, includes firm-
commitment IPOs over the 1980 — 1998 period for firms with less than $35 million in
sales, which was the median level of sales among IPOs over this period. We eliminated
closed end funds, unit investment trusts, firms without sales and IPOs whose shares sold
for less than $5.00.

In order to get a broad view of the performance of [POs in the sample and
specifically majority-owned IPOs and the role of venture capitalists, we examine the firm
characteristics both before and after the IPO, the offering characteristics of the [PO firms,
the insider ownership characteristics, and the stock market performance. We also employ
some of these characteristics as control variables in order to ascertain the special
characteristics of majority-owned IPOs and the role of VCs. We describe the sample
firms as majority-owned if insider ownership before the IPO was 50% or greater and non-
majority owned if the insider ownership before the IPO was less than 50%.

3.1 Company Characteristics



Sales is reported in millions of dollars as reported for the year before the IPO.
Size is an important measure due to scale and scope effects as well as being a measure of
success. It is an important control variable. Assets, an alternative control variable for
size effects, is measured in millions of dollars as reported for the year before the IPO.
Total Asset Turnover is calculated as sales divided by assets. It is a measure of asset use
efficiency. Generally, higher turnover ratios, other things equal, indicate a better
utilization of a firm’s assets.

Profit Margin is Net Income as a percent of Sales the year before the IPO. Higher
values indicate a higher quality company. ROE is the return on equity before the IPO.
ROE pro forma is the Return on pro-forma Book Equity after the IPO. Higher values
indicate a higher quality company. Price-to-Earnings is calculated as IPO price to
earnings the year before the IPO. It is a measure of relative value and may be related to
quality. Debt-to-Assets is Total Debt to Total Assets at the time just before the IPO. High
levels may indicate that the firm is capital constrained and must go to the equity market
to get funds.

Price-to-Sales is calculated as IPO price to sales the year before the IPO. It is a
measure of relative value and may be related to quality. Market-to-Book Equity is
calculated as [PO market value of equity to pro-forma Book Equity at the IPO. Itis a
measure of relative value. Higher quality firms or those with more growth opportunities,
are expected to have higher values.

3.2 Offering Characteristics

Proceeds 1s the amount of money that went to the company after the underwriter’s
discount. This is reported in $millions. Over allotment (% Shares) is the percent of
shares sold through the over allotment option as a percent of total shares sold. The over
allotment option, the Green Shoe Option, is a common feature in IPOs. It allows the
underwriter to sell more shares at the market price and yet pay the issuing firm the
offering price. If the issue does well, the over allotment option is exercised. It indicates
quality in that it signals to the market that the underwriters have an incentive to price the
issue to do well so that they can sell over allotment shares into the market and make a
profit, possibly a large profit.

Priced above High is a dummy variable taking the value of one when the IPO
price was above the high end of the range in the prospectus, 0 otherwise. Offers that are
priced above the high end of the range are ones where demand was greater. Thus, this
variable is an indicator of company quality. Priced below Low is a dummy variable
taking the value of 1 when the IPO price was below the low end of the range in the
prospectus, 0 otherwise. Offers that are priced below the low end of the range are ones
where demand was low. Thus, this variable is a proxy for market expectation.????

Syndicated Offers is a variable that takes the value of one when the IPO was
underwritten by a syndicate of underwriters, zero otherwise. VC-backed Offer is a
dummy variable taking the value of one when venture capitalists were involved, zero
otherwise. VC-backed firms may be viewed as higher quality firms due to the
certification that comes from having informed investors. Lockup Duration refers to the
number of days that insiders’ shares were restricted. Longer lockups may indicate a



higher quality issue since the insiders are bonded to the firm more closely. Lockup is a
dummy variable taking the value of one when there was a lockup of insider shares, 0
otherwise.

Underwriters’ Spread (%) is calculated as the ratio of the underwriter discount as
a percent of total offering amount before payouts. This is a measure of the total direct
costs of going public. Generally, due to the many fixed costs associated with going
public, the percentage spread is higher for smaller issues. Lower spreads, other things
equal, indicate more of the proceeds go to the company.

3.3 Ownership Characteristics and Stock Market Performance

Pre-IPO Shareholdings (%) is the percentage of insider ownership before the
IPO. Post-IPO Shareholdings (%) is the percentage of insider ownership after the IPO.
Higher quality IPOs would be expected to have higher values. Holdings Divested (%) is
the percentage of insider shares sold as a proportion of those held before the IPO. One
would expect that higher quality companies would have lower rates of divesture since
there is less risk for the insiders.

Stock Market Returns are expressed in percent for the time periods indicated.
NASDAQ-Adjusted Stock Returns are calculated as the difference between the company's
return over the specified period less the return on the NASDAQ stock market index over
the same time period. This gives a relative, market-adjusted performance measure that
will show the firm’s own returns in a more meaningful context.

4. RESULTS AND DISCUSSION

Univariate comparisons may not reliably indicate differences between the two
groups if other factors associated with majority-owned are related to the variable in
interest. Controlling for multiple variables simultaneously with majority-owned allows us
to estimate the relations in the present of other influence factors. To further investigate
important factors associated with offering characteristics for majority-owned and non-
majority-owned IPOs, we employ binomial probit analysis for our indicator variables and
the Ordinary Least Squares (OLS) regressions for others. Table 1, Panel A shows the
binomial probit results. We find that majority-owned firms are less likely to be VC-
backed, but firms with higher sales are more likely to be VC-backed. This suggests that
venture capitalists might avoid majority-owned firms and smaller firms with lesser
growth opportunities. In addition, VC-backed firms are more likely to be priced above
the range and less likely to be priced below the expected price range. We also find that
larger firms and VC-backed firms are more likely to have a lock-up provision.

Panel B presents OLS analysis on other offering characteristics. Our results show
that lockup duration is positively related to majority-owned, but it is negatively related to
VC-backed. The longer lockup for majority-owned firms suggests that a greater
commitment from the insiders is needed to assure the market of the quality of the firm.
However, venture capitalists do not favor IPOs with long lockup duration, which reduces
the liquidity of their investments. We also find that % spread is negatively related to
Sales and VC-backed. In other words, these are economies of scale. The presence of
VCs is associated with lower underwriting costs, perhaps because they are better able to



negotiate with investment bankers. However, the % spread is not significantly related to
majority-owned. We do not find a significant relation between the % shares offered by
the over-allotment option and either majority-owned IPOs or VC-backed IPOs. An over-
allotment option is essentially a call option with a strike price equal to the issue price.
The over-allotment option can be viewed as a signal of quality since the underwriters
cannot exercise it unless the issue remains above the offer price long enough for them to
exercise. The better the IPO does in the aftermarket, the higher the gains to the
underwriters. The insignificant relations suggest that the majority-owned IPOs and VC-
backed IPOs do not use this option any more than the others.

Table 1 Panels A and B about here

Table 1, Panel C shows that size is not related to the percentage of shares owned
before and after the IPO. However, the majority-owned IPOs are positively related to the
percentage of shares owned after the IPO. Our finding of a positive relation between %
holdings divested and majority-owned IPOs suggests that the insiders of small firms may
find it less desirable to retain ownership, perhaps because they are riskier. Alternatively,
majority owners have more capacity to divest and retain control.

Panel D shows results on Pre-IPO firm characteristics. We find that debt is
negatively related to size, but is insignificant related to majority-owned IPOs. Before the
IPO, majority-owned and VC-backed companies are more efficient. Both ROE and Total
Assets Turnover are positively related to majority-owned IPOs and VC-backed IPOs.

Table 1 Panels C and D about here

Panel E presents results on Post-IPO firm characteristics. ROE proforma (after
the IPO) is positively related to VC-backed IPOs but insignificantly related to majority-
owned IPOs. The negative relations between majority-owned IPOs and the ratios of
Market-to-book and Price-to-Earnings pro forma suggest that majority-owned IPOs were
priced at lower levels. This is somewhat clarified by the stock market performance
reported in Panel F, which reports a consistent negative relation for majority-owned
IPOs. However, a positive relation is found for VC-backed IPOs. The results suggest
that there may be an entrenchment effect in majority-owned IPOs that can be ameliorated
by the presence of VCs.

Table 1 Panels E and F about here




To further investigate the factors contributing to the negative relation between
majority-owned IPOs and stock market performance reported in Table 1, we run another
set of regressions specifically on the post-IPO majority-owned firms and report our
results in Table 2. Panel A shows that the presence of VCs does help mitigate the lower
valuations associated with majority ownership. More importantly, the positive relation
between the post-IPO insider ownership and stock market returns suggest that a more
concentrated post-IPO insider ownership is desirable for the majority-owned IPOs.

Table 2 Panel A about here

We report in Panel B, similar results for insider ownership for majority-owned
IPOs with a lockup greater than or equal to 180 days. However, no significant result is
found for VC-backed. As we pointed out above, VCs may try to avoid IPOs that have
longer lockup durations, or they may negotiate shorter ones. Using Pro Forma Price-to
Earnings and Market-to-Book ratios (Panel C), we find that market response positively to
a higher post-IPO insider ownership for majority-owned IPOs. Overall, our results
suggest that insider retention of shares and VC involvement in smaller, majority-owned
firms provide signals of quality for newly listed firms.

Table 2 Panels B and C about here

5. CONCLUSION

The results of this study support Stulz’s (1988) contention that majority-owned
companies are not as valuable or perform as well in the stock market in spite of their
higher ROA before the IPO. This may reflect market concerns regarding insider
entrenchment, since the market for corporate control is ineffective in firms controlled by
insiders holding a majority of the shares. However, our finding that the % Owned After is
positively related to value and stock market performance is consistent with the signaling
hypothesis of Leland and Pyle (1977). Further, the positive impact of VCs on
performance and value is consistent with Brav and Gompers (1997) and Megginson and
Weiss (1999), who hypothesize that VCs provide a certification of quality. Our findings
based on a larger sample of more uniformly small IPOs drawn from more industries over
a longer period of time are very different from those reported by Brau et al (2004).

Majority-owned firms would do well to consider engaging venture capitalists well
in advance of a contemplated public offering. Though majority—owned firms tend to
have higher ROA and Asset Turnover, they do not sell at a premium and their stock
returns are lower than those that are not majority-owned. However, the impact of venture
capitalists may serve to increase the value of the firm. Their contributions come in the
form of experience to better groom the firm for sale.



Our results have implications not only for middle market firms in general, which
no IPO study has really addressed but also for family-controlled firms, a significant
holder of ‘middle-market’ firms. The main reason for this is because the determination
of family control is difficult, time-consuming, and somewhat subjective. (Objective
measures, such as McConaughy et al. (1999) used, tend to be incomplete. The difficulty
creates a bias against finding results, which, however, would strengthen any significant
finding.) Related to the issue of majority-owned IPOs, is the observation of Shanker and
Astrachan (1996), who estimate that about 61% of majority-owned corporations are
family controlled. Thus, majority-owned IPOs may proxy for family control. If so, the
results are relevant to family controlled firms.

An important strategic issue in closely-held, ‘middle-market’ firms is that of
liquidity. Liquidity needs among these firms extend beyond the need for growth capital.
These firms also deal with the liquidity needs of senior owners to ‘cash out’ at retirement
and needs associated with estate taxes. Family controlled firms with multiple generations
of family members also face the problem that some other family members may not be as
interested in holding shares in a private company and therefore desire liquidity. Since a
public offering is one way to obtain liquidity, the factors we examined may help closely
held firms focus on what matters and contribute to more successful IPOs, enhancing the
wealth and liquidity of their owners.
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Table 1 Analysis of Factors Associated with Offering Characteristics
Panel A: Offering Characteristics

Priced above Priced below Lockup Venture-
High Low backed
Constant -0.998(.000) -0.558(.000) 0.762(.000) | -1.698(.000)
Pre-1PO -- -- -- -0.584(.000)
Majority-owned
Venture-backed 0.213(.05) -0.136(.17) 0.468(.008) | --
Sales 0.035(.83) -- 0.534(.003) 1.355(.000)
N 830 830 830 830
Chi-Sq. p-value 10 A7 .000 .000
Panel B: Offering Characteristics
Lockup Duration 9% Spread Over allotment (%
(days) Shares)
Constant 536.71 (.000) 9.91 (.000) 0.070 (.000)
Pre-1PO 82.15 (.000) 0.178 (.135) 0.000 (.961)
Majority-owned
Venture-backed -84.26 (.000) -0.624 (.000) 0.001 (.502)
Sales -185.33 (.000) -2.00 (.000) 0.015 (.000)
N 768 830 566
Adjusted R” 22 33 46
Panel C: Insider Ownership Characteristics
Pre-IPO Shareholdings | Post-IPO Shareholdings | Holdings Divested
(%) (%) (%)
Constant 42.31 (.000) 22.36 (.000) 0.42 (.000)
Pre-1PO 45.39 (.000) 27.82 (.000) 0.035 (.001)
Majority-
owned
Venture- -2.90 (.011) 1.83 (.104) -0.054 (.000)
backed
Sales 0.87 (.580) 1.99 (.198) -0.032 (.032)
N 804 804 804
Adjusted R* | .72 49 .09
Panel D: Firm Characteristics Prior to [PO
Profit Margin Total Asset Return on Total Debt to
Turnover Equity Total Assets
Constant 2.71 (.000) -0.414 (.004) 2.324 (.000) -1.076 (.000)
Pre-1PO -0.103 (.111) 0.448 (.000) 0.337 (.000) -0.014 (.908)
Majority-
owned
Venture-backed | -0.074 (.292) 0.327 (.000) 0.282 (.002) -1.036 (.000)
Sales -0.495 (.000) 0.162 (.165) -0.368 (.003) -0.599 (.002)
N 830 804 804 550
Adjusted R* 04 .05 .03 14




Panel E: Firm Characteristics after Offer

ROE pro forma | Price-to- Price-to-Sales | Market-to-Book
Earnings pro Equity
forma
Constant 1.045 (.000) 3.533 (.000) 1.814 (.000) 1.258 (.000)
Pre-1PO 0.019 (.831) -0.425 (.000) 0.160 (.273) -0.285 (.000)
Majority-
owned
Venture-backed | 0.255 (.000) 0.389 (.000) -0.443 (.000) -0.022 (.721)
Sales 0.595 (.000) -0.336 (.002) -- -0.582 (.000)
N 830 705 830 830
Adjusted R 07 07 .02 15
Panel F: Stock Market Performance
1 Day 2 Weeks 1 Year 2 Weeks 1 Year
Return Return Return Return Return
NASDAQ- NASDAQ-
Adjusted Adjusted
Constant 22.14 19.808 62.10 (.001) | 16.20 (.001) | 46.46 (.016)
(.000) (.000)
Pre-IPO -3.70 -6.90 (.041) | -26.92 (.018) | -7.47 (.008) | -20.66 (.064)
Majority- (.187)
owned
Venture- 5.09 (.017) | 8.50 (.000) | 28.38 (.001) | 8.78 (.000) | 28.79 (.001)
backed
Sales -8.80 -6.39 (.050) | -24.33 (.065) | 6.19 (.067) | -24.44 (.060)
(.009)
N 399 695 544 695 543
Adjusted R .03 .04 .04 .04 .03




Table 6 Factors Associated with the Performance of Majority-owned IPOs
Panel A: Stock Market Performance

1 Day 2 Weeks 1 Year 2 Weeks 1 Year
Return Return Return Return Return
NASDAQ- NASDAQ-
Adjusted Adjusted
Constant 19.03 24.24 (.000) | 58.06 (.019) | 20.48 (.002) | 49.17 (.047)
(.004)
Sales -3.98 -7.03 (.105) | -35.15(.025) | -6.73 (.121) | -35.46 (.024)
(.328)
Venture- 1.49 (.564) | 4.96 (.074) 19.67 (.056) | 5.19 (.062) 21.46 (.037)
backed
Post-IPO 108 (.165) | 0.165 (.040) | 0.927 (.003) | 0.172 (.033) | 0.79 (.010)
holding
ROA 3.63 (.002) | 3.71 (.006) |4.90 (.300) |4.19(.002) |4.40(.352)
ROE -5.55 -6.88 (.000) | -10.98 (.089) | -7.24 (.000) |-11.32(.079)
(.001)
N 237 408 310 408 309
Adjusted R .063 .058 .053 .065 .049

Panel B: Stock Market Perfor

mance of Majority-owned Firms with a Lockup Greater

than or Equal to 180 Days
1 Day 2 Weeks 1 Year 2 Weeks 1 Year
Return Return Return Return Return
NASDAQ- NASDAQ-
Adjusted Adjusted
Constant 9.56 (.306) | 13.96 (.158) | 121.87 9.66 (.331) 112.09
(.001) (.002)
Sales -0.369 -3.72 (.487) | -58.59 (.003) | 3.00 (.579) | -57.63 (.003)
(.939)
Venture- 1.929 5.98 (.052) 10.98 (.345) | 6.22 (.045) 11.51 (.320)
backed (.482)
Post-IPO 0.107 0.177 (.062) | 0.769 (.040) | 0.179 (.060) | 0.613 (.101)
holding (.228)
ROA 6.15 (.000) | 5.58 (.001) 3.517 (.561) | 6.11 (.000) 3.88 (.519)
ROE -7.19 -8.49 (.000) | -9.035 (.228) | -9.01 (.000) |-9.87 (.187)
(.000)
Lockup 0.009 0.016 (.074) | -0.085 (.010) | 0.018 (.046) | -0.085 (.010)
Duration (.311)
N 208 356 267 356 266
Adjusted R | .10 07 07 .08 .06

Panel C: Price Multiples

Price-to-Earnings pro

Market-to-Book Equity

forma
Constant 3.78 (.000) 0.939 (.000)
Sales -0.338 (.014) -0.695 (.000)
Venture-backed 0.437 (.000) -0.040 (.631)




Post-IPO holding 0.009 (.005) 0.016 (.000)
ROA -0.239 (.000) 0.112 (.003)
ROE -7.19 (.000) -8.49 (.000)
N 357 414
Adjusted R” 11 18
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Abstract: Entrepreneurship course offerings should not “only” seek to attract students
majoring in business or engineering. Agreed? This paper describes a course:
Entrepreneurship, Leadership, and Team Building: Identifying and Applying Best
Practices that was developed and taught in each of the last two years for a University
Honors Program. (530 official Honors Program exist in the U.S.)

In addition to providing background information relevant to professors interested in
offering a similar course, deliverables, outcomes, and a course syllabus is shared.

“So What Issue”

There are 530 official Honors Programs in the U.S. (National Collegiate Honors
Council—www.nchchonors.org) and all attract top academic students. Perhaps your
university has or will soon have an Honors Program. At our university, 550 students are
enrolled in the Honors Program and 95 percent represent majors “other than” business.
The majority >90 percent of these bright students will never enroll in a business class nor
will they take any course in entrepreneurship or small business. The author believes “this
experience” is typical as to what occurs on most college campuses where Majors,
Concentrations, and Minors in Entrepreneurship are offered but never taken by the
majority of students attending and graduating from our universities.

The goal of this presentation/paper is to encourage and guide USASBE members as they
expand entrepreneur course offerings to students across the university.

Introduction



Is entrepreneurship "more than" starting and running businesses? Do entrepreneurs exist
in private AND public arenas? Are students on all campuses, in all majors, inherently
focused on success, long to make a difference, and interested in entrepreneurship?

This paper provides strategy and details as to how courses in entrepreneurship may be
“modified” and targeted to non-business majors on any campus.

Specifically, a successful Studies in Entrepreneurship course, (Mgmt. 4350) housed in the
College of Business Administration, was modified by changing the course deliverable
from writing a business plan to “effecting and instituting” change on campus. Further, a
University Honors Program (550 students are enrolled in this program) offered and
promoted the course, which was “targeted” to non-business freshmen and sophomores.
The course was first taught* in spring 2003 and is being repeated in fall, 2004.

*Note: On our campus, the Honors Program reimburses the college/department $2,500
to encourage/allow faculty to get a course reduction and to provide funding to cover the
cost of hiring a per-course adjunct instructor. This instructor, however, “volunteers” to
teach this course “out-of-load” and the Department uses the $2,500 to partially fund the
campus chapter of CEO.

Before describing the actual course in entrepreneurship that was modified, here is a brief
description of the Honors Course.

Honors 3393

The “modified” course required students to work in groups and create campus-based
projects that required the group/team to identify something (a process, program, or
system) that was not being done or was but could be done better, and then to work to
develop a plan and strategy designed to turn their proposed change(s) into reality.

Student teams pilot-tested their plans and prepared written reports identifying what they
did, why they did it, where and when they did it, how they did it, what “worked” and
what didn’t, as well as what they would do differently in the future to improve the
strategy and plan. Student teams also presented the contents of these reports to the class
as oral presentations.

Before the USASBE 2005 Conference begins, the course will have been taught twice for
the University Honors Program (Spring 2003 and Fall 2004) and enrolled students from
pre-med, psychology, advertising, government, mass communication, nursing, and
biology majors among others.

The results from 2003 and 2004 were impressive, as the students became “intrapreneurs”
and actually changed processes and policies and created new programs at the university.
Samples of changes included:

® Adding a student crises and suicide hotline on campus.



¢ Linking all computer labs on campus to “allow” only duplex (two-sided) printing

and saving an estimated $9,000 in printing costs each semester. Further, this

change was also supported and legislation passed by the Student Senate at the

University.

Creating a Tutor Program sponsored by the Honors College.

Creating Employment Assistance for Honors College students.

Modifying the campus Recreation Centers’ policy for outdoor exercise.

Working to create “themed” honors housing in the dorms.

Sponsoring an “all campus” beautification program where students from campus

organizations work together to clean and “spiff-up” the campus each semester.

e (reating an “Honors Coffee House” to be operated by an outside vendor with a
percentage of sales going to support the Honors Program.

Further, three students from the course had their competitive paper accepted and
presented “findings” and “change/creations” at the National Collegiate Honors Council
Conference held in Chicago in fall 2003. In Chicago they shared their “entrepreneurial”
experiences and distributed copies of the class syllabus.

As noted previously, rather than ‘create” a new course, an entrepreneurship course,
Studies in Entrepreneurship (Mgmt. 4350) was modified and taught to students enrolled
in our University Honors Program. The next segment describes the entrepreneurship
course that was modified, details the changes/modifications made; includes a detailed
syllabus for Honors 3393S, and provides outcomes, recommendations, and conclusions.

Studies in Entrepreneurship (Mgmt. 4350) Course Background.

Management 4350, Studies in Entrepreneurship was first offered on our campus in 1999
and has been taught to more than 600 students—99% being business majors. The course
structure provides presentations by entrepreneurs on Tuesday and work on business
plans, of the students’ choosing on Thursday. For more information on the course, refer
to this web link: http://www.business.swt.edu/users/jb15/MGT4350/default.htm.

Since 1999, more than 100 successful entrepreneurs representing the public and private
sectors, big and small enterprises, young and old, men and women, minority and non-
minority, have spoken at Texas State University (formerly Southwest Texas State
University).
Just a few of the “tutors for enterprise success” have been:

e Herb Kelleher, President Southwest Airlines;
Peter Holt, President Holt Enterprises, Caterpillar and the San Antonio Spurs;
Stacy Bishkin, President BBH Exhibits, Inc.;
Tom Meredith, CFO Dell Computer;
Red McCombs, CEO McCombs Enterprises (includes Clear Channel
Communications and the Minnesota Vikings);
Alex Sheshunoff, President Sheshunoff Management Services; and’
e Bob Marbut, President and CEO Hearst-Argyle Television, Inc.
e Mike Levy, Founder and Publisher, Texas Monthly;



¢ Admiral Bobby Inman, former Director of the CIA and founder of MCC;

The names of many of the speakers are household words. Others are success stories
known only in their industry. They represent big business, small business, non-profit and
captive entrepreneurship (i.e. entrepreneurial activity within a business structure).

Cable TV and a Textbook. Tapes have been made of all presentations and all have been
edited to fit a 55-minute time frame. Since fall 2002, more than 60 selected videotapes
have been shown on local Cable Television. Further, because of the class, twenty-nine
“entrepreneurial stories” now appear in a recently published book and CD entitled,
Profiles in Entrepreneurship: Leaving More Than Footprints, Southwestern/Thompson
Publishers (available on Amazon).

In addition, although only one day each week is devoted to writing and presenting
business plans, students enrolled in the Studies in Entrepreneurship class have placed
second in 2002 and again in 2003 and won $7,000 for two different business plans at the
Ernst Young/Nasdaq New Enterprise Creation Competition sponsored by Ball State
University.

Although the course could be labeled successful, as previously noted, 99% of students
that enrolled were majoring in business. The instructor was interested in teaching

entrepreneurship to students other than business majors.

Entrepreneurship Across the Curriculum

In fall, 2002, working with the Director of the University Honors Program, an honors
course entitled, Entrepreneurship, Leadership, and Team Building: Identifying and
Applying Best Practices was created. Although the course was modeled after the Studies
in Entrepreneurship course described previously, this honors course was different in that
it targeted non-business students who were freshman and sophomore level honors
students. In addition, “creating change on campus” was to be the course focus rather than
creating business plans.

This honors course was designed to spark genuine interest in creating and identifying
opportunities for change on campus, but especially for “turning ideas into substance and
into tangibles.” Finally, instead of having “real” guest speakers, the course used
selected stories, videotapes, and a CD all taken from the Profiles in Entrepreneurship:
Leaving More Than Footprints, book as well as a CD highlighting key concepts such as
leadership, risk taking, decision making, etc., delivered by entrepreneurs who previously
spoke on campus.

Honors Course Structure

This course sought to identify characteristics needed to become an entrepreneur or
intrapreneur (someone who works within a large enterprise). The course also examined
how to build a team, how to effect change, how to build and sustain a guiding coalition,



and explored leadership principles necessary for team initiated and directed projects to
prosper and succeed.

Using selected videotapes and entrepreneurial stories, students were introduced to how
creativity and idea generating is necessary for change, growth, and improvement.

Course Syllabus
Course: Honors 3393S -- Entrepreneurship, Leadership, and Team Building:
Identifying and Applying Best Practices

Course Description:

This writing intensive seminar examines the “life stories” of selected entrepreneurs,
identifies leadership qualities that may have contributed to success, and explores research
based principles necessary for groups to become teams and for teams to become high
performing. The course output/tangible is for students to work in teams, identify
potential needed/necessary “changes” that might be implemented, and work to effect and
initiate these changes.

Course Outcomes, Goals, and Objectives:
After completing, Entrepreneurship, Leadership, and Team Building: Identifying and
Applying Best Practices, students will have:
¢ [dentified idea generating strategies and opportunities available in the university,
local, and regional communities
¢ Identified and categorized leadership qualities needed to attract followers and to
build a guiding coalition
¢ [dentified how individual leadership qualities possessed by class/seminar
participants compares with leadership qualities possessed by successful
entrepreneurs and leaders
e (reated an individual and team-based action plan designed to improve and build
upon leadership qualities already possessed
¢ Worked in groups and created campus-based projects which required the group to
become a team and to have moved through specific stages necessary for the team
to become high performing
¢ (Completed an action-based, tangible change project
Semester Course QOutline:
Weeks 1-2
View select video portions of the entrepreneur speaker cd and read select transcripts of
successful entrepreneurs to identify sources of ideas as well as idea generating techniques
necessary to stay current.
Assignment: Students form groups/teams and individually and collectively begin to list
strategies for identifying opportunities and/or for improving self-selected,
campus/community-based existing practices. Teams select their preliminary project
related to a campus-based innovation or improvement of existing practice.
Weeks 2-6




Review research-based techniques and principles designed to assist a group to become a
team and to progress through team stages. Introduce leadership and team member skills
and activities required in high performing teams.

Assignment: Students work individually and collectively to create listings of team or
group necessities and problems as well as identify leadership characteristics necessary for
success. Students evaluate their past performance and contributions while being a
member of a group or team and then identify task or maintenance functions where
improvements are sought and needed. In addition, student groups create vision and
mission statements, identify their project “target,” develop specific goals, break goals into
tasks and delegate the work to individual team members, as well as

create project time-lines and milestones.

Weeks 6-9

Continue to introduce leadership and team-based research intended to educate and
challenge team members to develop and further refine skills possessed. Students initiate
and continue working on their team-based projects.

Assignment: Teams submit their preliminary project related to a campus-based
innovation or improvement of existing practice.

Weeks 9-12

Students discuss project successes and impediments and receive constructive feedback
from all class teams.

Weeks 12-15

Students submit a team-prepared written report documenting their campus/community
project and focusing on the six helpers—who, what, when, where, how, and why as well
as describe outcomes. Students also orally present the results of their project, receive
feedback from the other teams, and prepare a “what was learned analysis” of the
experience.

Textbook and/or Learning Resources:

Profiles in Entrepreneurship: Leaving More Than Footprints w/ cd, David Nelson, James
Bell, Southwestern/Thompson Publishers, 2004.

Packet of materials developed by the instructor and available for purchase at the
University Bookstore. (Materials have previously been used to deliver in-house
education and professional development for for-profit and not-for-profit businesses and
organizations.) Expected cost not to exceed $20.

Major Course Project

Students work in groups and create a campus-based project which will requires the
group/team identify something that is not being done or is but could be done better, and
work to develop a plan and strategy to turn ideas, recommendations for implementation
and/or improvements into a reality. Student teams will pilot-test their plan and prepare a
written report identifying what they did, why they did it, where, with whom and when
they did it, how they did it, what “worked” and what didn’t, as well as what they would
do differently in the future to improve the strategy and plan. Student teams will also
present the contents of this report to the class as an oral presentation.




Assessment of Student Learning
1. Attendance and informed participation at seminar sessions (10%)
2. Preliminary Written Group Project Report (due week 8) (15%)
3. Individual assessment as to the quantity and quality of

contributions and attitude of team members. (10%--5% week 8;
5% week 14)
4. Written Group Project Report (due week 14) (50%)
5. Team Oral Presentation (weeks 13 and 14) (15%)

Course Grading: 90> =A; 80 to 89=B; 70 to 79=C; 60 to 69=D; <60=F

Course Bibliography:

————— , The Entrepreneur as Hero, Federal Reserve Board of Dallas Publication, 1998.
Jon R. Katzenbach, Douglas K. Smith, The Discipline of Teams: A Mind book-
Workbook For Delivering Small Group Performance, Wiley Publishers, 2001.

Leigh Thompson, Making The Team: A Guide for Managers, Prentice Hall, 2000.
Eric Sundstrom and Associates, Supporting Work Team Effectiveness, Jossey-Bass
Publishers, 1999.

Jon R. Katzenbach, Douglas K. Smith, The Wisdom of Teams, Wiley Publishers, 1996.
Marcus Buckingham and Curt Coffman, First, Break All the Rules: What the World’s
Greatest Managers Do Differently, Simon & Schuster, 1999.

Summary, Outcome, Recommendations, and Conclusion

As previously noted, the course has been taught twice for the University Honors Program
(Spring 2003 and Fall 2004) and enrolled students from pre-med, psychology,
advertising, nursing, and biology majors among others. The results were impressive, as
the students became “intrapreneurs’” and actually changed processes and policies and
created new programs at the university (Please refer to the listing of “changes.”)

Across campuses, modules of this course may exist, but by using real-life role models
and research based principles, this Honors Course examined and combined
entrepreneurial principles and techniques, and worked with a “non-traditional audience”
and did so early-on in the university experience with the goal of giving the student his or
her junior and senior years to further apply and refine skills.

The author intends to “track” students who completed this Honors Course to learn if the
students continued applying entrepreneurial traits and characteristics both while students
and later as graduates.

Expanding the reach of entrepreneurship throughout the university provides benefits to
students and can impact an entire campus community. Honors Programs are currently
offered at 530 campuses in the U.S. Professors are encouraged to modify and to “share”
entrepreneurship across the university curriculum!
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Abstract / Executive Summary

In this paper, we discuss how changes in the business environment have made
necessary changes in the business education process. Greater use of industry experienced
teachers, current supporting materials, a group process-based learning model, relevant
use of computing technology, emphasis on skills modules rather than content categories,
and closer ties with the local entrepreneurial business community are proposed to develop
graduates with marketable skills, ability to deal with ambiguous environments, and the

capability to contribute more immediately to the success of the hiring organization.



In our university’s School of Business, the faculty and staff work very closely

with the local Entrepreneurial Community, the Dean’s Advisory Board (local business

leaders), and the Placement Office (which brings firms to campus to hire students). In

our interactions with the local business community, and in our research within industry

and academic publications, we have discovered that university-level business education,

as routinely conducted in American universities, falls far short of the expectations of

industry leaders in several key areas:

1.

Graduates are poorly prepared in the areas of writing, oral communication,
working in groups, critical thinking, and dealing with ambiguous circumstances.
Graduates of business programs may have memorized vocabulary for their
courses, but the students have long since forgotten meanings.

Business graduates, having had a program of classes specializing in functional
areas (marketing, management, economics, finance, etc.) are unable to integrate
the functional knowledge to solve realistic business challenges.

Business graduates, trained by business academics, lack the experience base to
contribute meaningfully to the business immediately.

Business graduates, educated in large sized courses, have leaned upon textbooks
written by academic (not industry) experts, whose theoretical bases and research
programs have necessarily focused on Fortune 500-sized firms. The challenges

facing new ventures and small business are systematically ignored



Many of these shortcomings reported by recruiters are systemic to the large-scale
American research institution. Consolidation of students into large classes, the tenure
system driven by academic publishing, the utilization of graduate students as evaluators
of undergraduate work, and the compensation/rewards system providing the context for
undergraduate and graduate education, make these problems relatively intractable across
a large university.

However, business programs have several elements which provide them the potential
to become proactive in changing the educational experiences of their students. Many
business programs make extensive use of evening adjunct professors who are working in
industry by day. The business professorate is increasingly made up of “second-career”
professors, who went into the academy after a decade or more of industry experience.
Business professors are more able, and more likely, to understand and actively forge
symbiotic linkages with the local business community, than professors in other fields.
Finally, students attracted to the study of business are more likely to accept alternative
learning models, especially if the new learning model can demonstrable be linked to

creating and grooming skills that are useful in the workplace.

FORMATION OF A NEW BUSINESS LEARNING MODEL
The academic business community is just beginning to understand, at the
institution/journal level, the lack of results delivered by the traditional business education

model, and the opportunities for change and improvement available through more



effective and efficient use of resources available. This recognition is additionally

energized by three environmental changes:

1.

The prolific spread of computer competency means that current students have
been exposed to the computer learning tool for the past eight to ten years.
Earlier students viewed Management Information Systems and Computing
Power as akin to content areas, worthy of study in and of themselves.
Currently, both students and professors have a more reasonable view of the
computer as a tool, not as an Oracle of Knowledge (no pun intended).

The loss of power and prestige previously controlled by Fortune 1000 firms
has shaken the business education considerably. Students, as well as
professors, know that the Fortune 1000 are net job losers; thus, a renewed
interest and energy for learning about small business in general, and
Entrepreneurship in particular.

The rise and fall of the Internet-based stock market has shown the irrationality
of many of the newest management education fads. The Dow 30 runup of
1998-1999 spurred interest in New Ventures; the subsequent crash of Internet-
based stocks spurred interest in rediscovering basic business principles and

skills.

Contributing to this change in the educational model is the rise of

Entrepreneurship as a free-standing discipline in the business-academic community.

For many years, academics interested in entrepreneurship had to justify their

existence by publishing and teaching in some other content area more traditionally

accepted in the research community. However, since the mid-1990s,



Entrepreneurship has gained acceptance both as a class offering and as a research
field. The earlier “undercover” status of entrepreneurship allowed professors to
integrate entrepreneurship into other academic disciplines; the subsequent “justified”
period has allowed for the formation of a critical mass of professors interested in
small and new ventures, just at the time that students, consciously turning away from
the “corporate ladder”, have increasingly demanded education in entrepreneurship.

As both job-seekers (students) and job creators (employers and organizations)
have become more cognizant of the disparity between traditional business education
and current business practice, both have begun to demand relevance and applicability
from the providers of business education — the university-based business program.
Increasingly, the parents of undergraduate students are asking how the business major
will prepare their children for industry, rather than asking about the nature and quality
of the liberal arts and general education programs.

In our university, the answer is that we employ frequent and content-rich
interactions with our Dean’s Advisory Board to help us design curriculum which
develops marketable skills in our business graduates. In addition, the members of the
Dean’s Advisory Board help deliver the content by acting as guest speakers and
clinical professors in our business courses. These industry leaders thus have the
opportunity to design and deliver learning which addresses their own immediate
employment needs, and the vehicle for ongoing and in-depth interaction with students
who may one day join their organizations as employees!

In addition to the content changes driven by interaction with the Dean’s Advisory

Board, the delivery method contrasts to the typical lecture-regurgitate model. In



many of our courses, faculty lecture about 30% of the available contact time in class.
The balance of the time is spent in threaded discussion, group projects, and
presentations. Students really learn a skill only when they have to put it into use to
solve a problem, and when they have to teach somebody else how to do so. Thus,
many of our courses force students to apply tools to ambiguous, messy problems.
The student is a junior partner, the teacher as senior partner, and the team of four or
five people moves the process along to fruition.

The materials supporting this process have moved away from the traditional
college textbook. We are far more likely to use a combination of trade books,
internet hotlinks, academic journal articles, and business periodical content to
surround the learning process than using the traditional college textbook. The students
benefit by using more current examples, fighting through greater ambiguity, and
integrating disparate material for themselves. In addition, this combination saves the
student money, forces professors to be more aware of current applications and trends,
and provides greater stimulus for group learning, than can be found through using
traditional textbooks.

This holistic approach to business education is further defined by using a
“processes approach” to curriculum organization, creation and delivery. This
approach provides several benefits:

o For the students, a consistent learning model or style for all
materials and topics regardless of content, thus patterning student

learning.



O

O

A structure format for the discipline, within which all topics can be
defined and related, and

A format easily translated between academic and practitioner.

The “processes approach” provides the vehicle to

o Introduce the plethora of new entrepreneurial materials

o Integrate traditional business content, and

o Provide a format for non-traditional business topics from the soft

sciences into a cohesive body of content-rich learning

opportunities.

Topics new to business, those instigated by the entrepreneurial awakening include

O

the process of obtaining money (understanding the various sources
of capital at the startup level)

the process of protecting ideas while promoting innovation

the IPO process

the franchising process

the business valuation process (including the perception of

financial need).

Those integrating traditional business content might include

O

O

@)

the Mergers & Acquisitions process
considerations in the International Sales process
the regulatory compliance process

the process of Strategic alliances.



Those non-traditional business topics integrating soft sciences might include
o the process of team characteristics and selection

o the learning / training process

@)

the process of creating and maintaining a corporate culture

o incorporating moral / ethical values in all processes
While the choice of where to place each topic can be debated, the obvious
accommodation of all topics, regardless of origin, to the “processes approach” is striking.
Two points become clear. Learning / teaching can follow a common format, topics can
be clearly delineated. The clear delineations provide easy visibility of the commonalities
and overlaps. While the “processes approach” may appear to again be creating the “silo
effect” of academia, it provides clear visibility of the inter-relationships between
processes and at the same time allows clear definition and integration of new and existing
processes.
All entrepreneurial content is structured using the traditional “who, what, when, why and
how” logic of business practices. For example when dealing with the process of
Innovation one provides both historical and future perspectives of the topic, motivates
through discussions of significant innovations, categorizes levels of innovation, and
provides motion to young entrepreneurs for creation and innovation as roads to personal
success. Innovation is an excellent example of application of the processes approach,
innovation can be learned by using processes. And, innovation represents one of those
areas of traditional business interest, well grounded in soft-sciences and integral to the

wonderful opportunities of entrepreneurship.



Much further developing is needed in structuring the many entrepreneurial topics in the
processes format. The “processes approach” structure and definition provide a vehicle
for the advancement of our discipline and for the general achievement of our educational

objectives, passing on valuable content while providing tools for implementation.
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ABSTRACT

This is a case about overcoming obstacles to the sale of a small family business. The
aging patriarch still maintains tight control over events. As the prospects for a sale grow more
probable the employees become ever more concerned for their own futures and the owners learn
that they have maneuvered themselves into a position that is strategically strong but ethically
questionable. This case study describes the ethical and practical problems faced by the sons of
the patriarch as they try to prevent the machinations of the employees from leading to a failure of
the deal. Will they "rise above principle" in order to help get the deal done?

INTRODUCTION

It is a most felicitous situation when one can prosper while helping others at the same
time. Such is often the case in business, but it is also true that at times business transactions are,
or are molded into, zero-sum games. In the case that follows, brothers Georg and Micah are
faced with a business and moral dilemma concerning the sale of the family business known here
as the Davir Corporation (all names are fictitious) because what should have been a win-win
situation was turned into a win-lose proposition.

BACKGROUND

The year is 2003. The father, Dov, an old school, hard-nosed businessman, owns the
controlling shares of the firm which is located on the East Coast. Neither of his sons works full
time in the firm anymore. In fact, Micah is primarily a writer and lives out in California while
Georg is a teacher in the mid-west. To a great degree Micah is financially dependent on the firm.
For Georg, the income he earns is important for his lifestyle but not critical. Another sibling
who struggles with substance abuse and the care of a retarded child are also dependent on the
firm. So too is Dov's estranged wife who is now in the early stages of senility and requires
around-the-clock care.

A small staff consisting of Newell, Gus, Cammie and Ham oversees business operations.
Newell is an attorney who has worked for the firm since 1991 after a period of working in large
law firms "downtown." Gus and Cammie were hired in the 1980s and Ham dates back to the
1970s. Gus is blue collar, the operations manager/supervisor of work crews, Cammie is a
secretary and Ham is the bookkeeper who emigrated from a central-American country many
years ago.

In the mid-1990s Dov, then in the eightieth decade of his life, decided that he no longer
wished to run the operations day-to-day. Actually, he had felt that way for some time but now
was desperate enough to get "out from under" it all that he was seriously contemplating a move.
The change was facilitated by the fact that an old and trusted friend, an executive in another
industry, was retiring from that job and might be available. In the eyes of many, either Micah or
Georg could have led the firm, but according to Dov Micah wanted to stay on the West Coast too



much of the time and could not run things properly from there. As for Georg, Dov stated that
Georg was happy where he was and it would be wrong to ask him to relocate. For their parts
both Georg and Micah felt that between them they could fashion a viable leadership system for
the firm if given the opportunity. After all, they were both college graduates with graduate
business education to their credit and many years of experience in the firm. In any event, Dov's
old friend, Forest, agreed to assume the presidency. An affable former railroad man, he was
readily accepted by all concerned and it was felt that with his experience and network he could
be very helpful.

Davir Corporation owned and operated various types of real estate including a public
parking lot adjacent to a professional sports stadium. It was the policy of Davir (or practically
speaking, Dov) to avoid the nuts and bolts of operations insofar as possible. Thus the parking,
like maintenance and repair, was leased out to others. Every three years or so bids would be
solicited from various parking operators. Bids were basically based on the Davir Corporation
getting a certain percentage of the gross receipts, somewhere around 30 to 35 per cent. The
balance would go to the operator who would be responsible for licenses and fees, insurance,
payroll and maintenance and all other related expenses, if any.

SLIPPERY SLOPE

At this point in time, soon after Forest joined the firm, Gus and Newell began advancing
a proposition that they be allowed to operate the parking directly as one of their duties in Davir,
with a small raise. Raises had been meager lately, their families were growing, and they needed
some extra income. They were convinced that they could oversee the parking as efficiently as
any outsider could and it would be a win-win situation for all. But Dov would have none of it.
He was concerned that the "boy's" focus would shift from the primary business to this other
operation, and he didn't want the direct liability and payroll issues to impact the firm. The boys
then proposed to create their own firm, staffed with an outside professional manager whom they
would only oversee after hours (most stadium events were at night and on weekends anyway),
and they would pay Davir fifty per cent of the proceeds. Neither Dov nor Forest liked the idea of
the boys moonlighting or the possible conflict of interest. But on the other hand they could not
ignore either the higher percentage to the firm or the argument that subcontracting the
opportunity to a stranger would be unjust when Newell and Gus were ready to step in. Thus it
was with some misgivings that they agreed finally to give the boys a chance with the
understanding that if the parking began to interfere with their other work they would give it up.
And so the Newgus Parking Company was formed.

Almost from the start the new arrangement exceeded expectations. Revenue to Davir
almost doubled to nearly $100,000 per year net of taxes, a significant figure for the family
business whose total gross revenue was between two and three million dollars a year. At the
same time the boys were doing much better. Their share covered their leased cars, cellular
telephones and provided additional income as well, though they were very cagey about the
amount. Dov became angry when he sensed that their income might be excessive, and when
they began using hourly company employees (on their own time) to help with the parking. He
complained that Gus and Newell had an undeserved windfall because the operation essentially
managed itself while they skimmed the profits. When Gus and Newell began asking for raises
again after several years Georg sat down with them and laid out Dov's concerns about the
parking, hoping to get a good accounting of their actual income so he could intercede with Dov
and get them a raise. Georg felt that once the air was cleared Dov would be more reasonable.
However, Newell and Gus became very defensive, Gus even raising his voice before storming



out of the room. When he calmed down Gus approached Georg and volunteered to go over the
income and expenses of Newgus with him.

DISSEMBLING
Georg was relieved and eager to sit with the boys. Gus claimed not to have exact figures with
him (which Georg took to be true) but could give Georg a rough accounting. Georg took notes
as Gus began to roughly estimate the income and expenses for the last several years but
unexpectedly stopped after about a half hour and exclaimed, "This is silly. We'll give a full
accounting at the right time." Georg didn't understand this turn of events but in any event he felt
he had enough data to work with. His MBA training had taught him that he didn't need perfect
information to get a satisfactory understanding of a situation, and he was shocked when his
analysis showed that the "boys" together were earning an extra one hundred fifty to two hundred
thousand dollars annually from the parking, far more than the modest amount they were
claiming. Georg still hoped to be able to keep the peace between Dov and the boys and did not
begrudge them their profits (after all, the parent company was doing very well too), but he could
no longer in good conscience fight for their raises.

The situation continued to fester for several more years, and then Georg had another
shock related to the parking. Because of a certain other situation that arose, Newell, the lawyer,
entered into discussions with Micah unknown to Georg or Dov about revising the Davir-Newgus
parking contract to give them a virtually uncancellable lease with no expiration date. The
rationale was that if something happened to disenfranchise Davir with respect to their other
assets, at least the lease of the parking to a third party would survive. Newgus would then turn
the lease over to the family at some point. When Micah asked Newell for a side letter about that,
Newell convinced him as the company attorney that it was not a good idea as it could jeopardize
the survival of the agreement if the letter ever came to light. To make matters even worse,
Micah had apparently agreed to modify the lease at some point so that the area it encompassed
was greatly expanded and covered virtually every piece of vacant land on the parcel near the
stadium. Nothing further could be built on the land without the cooperation of Newgus.

CONFLICT OF INTEREST

The way this all came to light was that a real estate developer became interested in
buying out the Davir shareholders with plans to develop the property. In the course of their due
diligence the existence of the Davir-Newgus agreement was exposed in its entirety. Dov was
furious when he learned of the non-cancellation clause and apoplectic when he learned that the
lease now covered all of the vacant land on the now very valuable twenty-plus acre parcel. He
demanded that the boys give up their lease immediately so that negotiations could go forward,
because as long as the property was encumbered by the parking lease the developers would not
be interested in its purchase. But the boys were hesitant.

By now Dov had moved away and so Micah handled the direct discussions with Newell
and Gus though the latter two continued to discuss other matters long distance with Dov. At this
point Newell and Gus did not deny the verbal agreement in their discussions with Micah and
promised that they would cancel the lease when the time came but, inasmuch as there was a
chance that the buyers might pay them to get the lease it would be foolish to simply walk away.
On the contrary, the buyers put Dov on notice that he would have to deliver the property free and
clear and that any sums paid to get Newgus out of the picture would reduce the price they paid to
Dov and the other shareholders. In a further act of duplicity, the income from the parking
operation that Newell and Gus claimed to the prospective buyers was far greater the amount they
had communicated to Micah and Georg.



Micah and Georg were at their wits end. The "boys" were going back on their promise to
cancel when necessary. The said they had their families to think of, they had no company
pensions, when the business was sold they would not even have health insurance, they had had
no raises in years (they did not mention the yearly bonuses). Dov screamed to Micah and Georg
that he would fire Newell and Gus if they did not cancel. But even if that were to happen the
lease would still be in effect. Yes, the company could sue for breach of contract and might or
might not win, the boys might sue for wrongful termination, and the only sure consequence
would be that the property would be tied up in court for years and there would be no sale. Micah
and Georg were eager for a buyout. It would change forever the fortunes of the family.
Although there were other negotiating points, the parking was without question the biggest
obstacle to the deal.

In order to keep things moving along Micah gave Dov assurances that the boys would
sign over the lease "soon." But privately he knew that they were stonewalling. Micah and
Georg "knew" that Dov would never pay the boys for the lease he thought they should not have
had in the first place; his sons had seen Dov burden the company with too many expensive
litigations in the past based on "principle." They saw a train wreck about to happen because
Newell and Gus refused to accept Micah's and Georg's verbal promise of "just compensation"
after the deal was consummated. They demanded severance packages in writing.

Micah and Georg began discussing between themselves and with the boys a secret
severance package that they would guaranty from their own funds. Based on what Micah and
Georg stood to earn, Gus and Newell would receive about 25% of their share, but as a percentage
of the full deal it would have been only a couple of percent.. They all knew if Dov found out
before the sale it would all fall apart. If he found out after the fact it would be too late for him to
do anything about it but he would lose all respect for his sons. They did not want that, nor did
they like the idea of being "blackmailed" or deceiving their father.

CONCLUSION

Georg and Micah found themselves on the horns of a moral and a business dilemma. It
was in the best interests of everyone in the family to sell the business and move on with their
lives. If the sale fell through the business might not survive for long and Dov would spend his
few remaining years struggling with it instead of enjoying himself. The same situation existed to
a greater or lesser extent for all the family members. Besides that, Gus and Newell had been
invaluable to the firm many times over the years, sometimes even courageous. They had been
abused verbally and emotionally by Dov. But they had also been slackers, often working far
under their potential. At one time Georg had to resort to disabling a computer game they were
playing during business hours to get them to focus on their work. Georg and Micah harbored
ambivalent feelings about Gus and Newell and about the personal "hit" they would have to take.

QUESTIONS
1. What should Micah and Georg do? Should they "rise above principle" and agree to the
"blackmail" of Gus and Newell for everyone's sake including Dov's? In doing so Micah and
Georg know they will be going against their father's wishes even if it was in his best interest.
But Dov was not the only stakeholder -- other family members are counting on the sale going
through. And it is easy to rationalize that Newell and Gus deserve something after all these
years. On the other hand, they were deceitful and disingenuous in their dealings with Micah and
deserve to be punished. Besides, they could be only bluffing.
2. Should Micah and Georg tell Dov what is really going on? It will probably kill the deal if
he finds out. Yet Dov has lots of negotiating experience and it is, after all, his business. He



founded it, and he built it. One moral right is the right to informed consent. Does Dov have the
right to know about this private deal between his sons and the "boys"? Perhaps not, after all,
Micah and Georg will pay with their money, not Dov's.
EPILOGUE

Micah and Dov decided to meet Newell and Gus's demands. They had their lawyer draw
up the papers and worked with their accountants as well to try to minimize the tax consequences.
One stipulation was that the money would have to be returned if Dov learned of the deal because
of something Gus or Newell did. Dov gave each of the boys a bonus of fifty thousand dollars, a
miniscule fraction of the family’s gain from the sale of the firm. He continued to resent the
"games" they played related to the parking deal. Newell called Micah to thank him after the
money was wired to his attorney and praised his honor and "menschlichkeit." He tried calling
Georg and left word twice. The calls were never returned.



FELT FAIR PAY OF SMALL TO MEDIUM SIZED ENTERPRRISE (SME) OWNERS IN
FINLAND AND LATVIA: AN EXAMINIATION OF JAQUES' EQUIY CONSTRUCT

Shawn M. Carraher, Cameron University
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This study tests a portion of Jaques' theory of equitable payment, using two samples of small to
medium sized business owners in Finland and Latvia. Results support Jaques' proposition about
who would be satisfied with their pay level and who would be dissatisfied.

INTRODUCTION

Compensation has long been a topic of interest to employees and employers alike. In fact, the
use of compensation as a motivator has been traced to antiquity (Peach & Wren, 1992). The
concept of an employment relationship implies that employees work in exchange for some
reward, and this reward is often monetary compensation (Brockner, 2002). Thus, pay
satisfaction has emerged as a popular variable for use in organizational research (for reviews, see
Carraher, Buckley, & Carraher, 2002; Heneman, 1985; Heneman & Schwab, 1979; Lawler,
1971, 1981; Miceli & Lane, 1991; Rynes & Gerhart, 2003). Pay satisfaction exhibits significant
relationships with organizationally important outcomes such as absenteeism (Weiner, 1980),
turnover intentions (Griffeth & Gaertner, 2001), perceived organizational attractiveness for job
seekers (Heneman & Berkley, 1999) organizational citizenship behaviors (Lambert, 2000), and
job performance (Mulvey, LeBlanc, Heneman, & Mclnerney, 2002; Werner & Mero, 1999).

As noted by Rice, Phillips, and McFarlin (1990), one of the most intriguing findings with respect
to pay satisfaction is the modest strength of the relationship between how much an individual is
actually paid and that individual's pay satisfaction. Although this relationship typically has been
positive and statistically significant, it has generally explained well under 25% of the variance in
pay satisfaction. These findings have led others to examine the prediction of pay satisfaction
based upon multiple discrepancies or multiple monetary standards of comparison for the
individual employee (Law & Wong, 1998), and demographic and psychological variables
(Berkowitz, Fraser, Treasure, & Cochran, 1987; Carraher & Buckley, 1995).

Scholars have noted that comparatively little research advances models of pay and their
predictors (Cox, 2000; Heneman, 1985; Miceli & Lane, 1991; Rynes & Gerhart, 2003; Shaw &
Gupta, 2001; Williams & Brower, 1996). This could be due to the assertions of some
researchers that it is clearly "too early to offer a precise theoretical model of the determinants of
income satisfaction" (Berkowitz et al., 1987, p. 546), yet such model development is still needed
(Shaw & Gupta, 2001). Heneman's (1985) review of the pay-satisfaction literature discussed two
major models of pay satisfaction: the equity model of Adams (1965) and the discrepancy model
of Lawler (1971). A third model, the theory of equitable payment developed by Jaques (1961,
1964) in the United Kingdom, has generally been overlooked by theorists due to difficulties in
measuring some of its concepts (Belcher, 1974; Hellriegel & French, 1969) but is making a
comeback (Allison & Morfitt, 1996; Brookes, 1994; Carraher, Carraher, & Whitely, 2003; Lip-
Bluman & Leavitt, 1999) and it may be useful in the examination of the antecedents of
satisfaction with pay. Both Adams (1965) and Lawler (1971) also cited Jaques' work in their
own.



Jaques' theory of equitable payment (1961, 1964) postulates that individuals have an intuitive
knowledge of: (1) their capacity for work, (2) the level of their work in terms of responsibility
and performance, and (3) the appropriateness of their pay. Further, with respect to individual
capacity to work, Jaques has hypothesized that capacities for work develop in regular and
predictable patterns over time; that it is necessary that one work in a role equivalent to one's
capacity for work in order for him or her to experience psychological equilibrium in their job and
with their pay; and that employees seek jobs that will match their level of work with their current
capacity for work. He also postulates that one's level of work can be measured by determining
an individual's time-span of discretion with respect to decision making on the job, and that an
individual's perception of being fairly paid for a certain level of work can be successfully
measured either directly or by examining their time-span of discretion and current capacity for
work (Jaques, 1964). Unfortunately, although Jaques (1961, 1962; 1964; 1968; 1970),
Richardson (1971), and Allison and Morfitt (1996) have reported success at measuring both
time-span of discretion and felt fair pay, others have not found these concepts easy to measure
(Hellriegel & French, 1969) and, therefore, the application of Jaques' work has been limited
(Belcher, 1974). Most of the work on, and problems encountered with, Jaques' theory have
focused on the time-span of discretion construct (for examples, see Brookes, 1994; Bushe &
Havlovic, 1996; Gordon, 1969; Milkovich & Campbell, 1972; Nystrom, 1973; Wintermans,
1994) while in the current study felt fair pay is assessed directly.

When addressing issues of equity, particularly felt fair pay, Jaques (1961) believed that
unrecognized norms of fair pay existed for any given level of work and therefore he postulated
that if actual salary were not less than 90% or greater than 120% of deserved salary (as perceived
by the individual), then equity would be experienced. As with Adams equity theory, Jaques
believed that the greater the discrepancy between felt fair pay and actual pay, the stronger would
be the psychological disequilibrium. Richardson (1971) reported high correlations between
time-span of discretion and felt fair pay (r = .86, n = 180).

The present study addresses the question: 1. Does Jaques' equity construct accurately predict
who will be satisfied and who will be dissatisfied with their pay levels among business owners in
Finland and Latvia?

Method
Measures

Pay Satisfaction. The measure of pay satisfaction used was the "pay level" sub-scale of the Pay
Satisfaction Questionnaire that contains four items (Heneman & Schwab, 1985). These items are
rated on a 5-point Likert-like scale with scale anchor points from 1 (very dissatisfied) to 5 (very
satisfied). Ash, Dreher, and Bretz (1987) report a one-month test-retest reliability estimate of .73
for this scale. The coefficient alphas for these two samples indicate high levels of internal
consistency with alphas equal to .978 for sample 1 and .982 for sample 2.

Equity. The measure of Jaques' equity construct of felt fair pay comes from Jaques (1961) -
although it has been adapted for assessment by survey questionnaire rather than assessment
through face-to-face interview as has generally been done by Jaques and his associates. The
actual measure is the fraction of (actual salary - deserved salary) / deserved salary. Jaques does
agree that this is a good measure of his felt fair pay construct (personal communications, Sept.
1996; August 2002). Dividing the discrepancy by deserved salary serves to standardize the



measure, which was suggested by Jaques (1961) and Katzell (1964) and was based on Weber's
Law. It is important that the information for Jaques' felt fair pay construct be collected within a
social-analytic relationship (Amado, 1995; Jaques, 1962; 1961). In other words, information
should be kept confidential, no executive action should be taken as a result of the data collection,
and the participants should not be pressured to participate in the assessments. The violation of
any of these requirements can result in respondents not providing accurate information (Jaques,
1962).

Samples

This article reports on data from two samples. The first sample consisted of 182 owners of small
to medium sized businesses in Finland; 119 (65.4%) were males. On average, they were 41.2
years of age and received an annual income of $88,802 from their organization. The second
sample consisted of 210 owners of small to medium sized businesses in Latvia; 138 (65.7%)
were males. On average, they were 34.07 years of age and received an average annual salary of
$77,410 from their organization.

Results

In order to ascertain whether Jaques' equity proposition concerning who will be satisfied and
who will be dissatisfied is correct, the samples were each split into two groups. One group
consisted of those people who believed that they were paid between 90% and 120% of what they
actually deserved (the "satisfied" group) whereas the other group consisted of those people who
were paid less than 90% or more than 120% of what they thought they deserved (the
"dissatisfied" group). No person in these samples felt that they were overpaid according to the
120% parameter, so all "dissatisfied" individuals felt underpaid here. Two t tests were then
performed between the two groups, yielding the results of t values of 17.96 for Finland and 17.07
for Latvia. Results from both samples are significant beyond the .0000001 level, so it appears
that Jaques' proposition does accurately predict different degrees of satisfaction with pay levels.
Additionally, in order to examine the likelihood that these findings were due to common method
bias, Harman's one-factor (1967) test was performed on the full, 18-item PSQ for each of the
samples and found that in no case was a one-factor solution deemed to be optimal. With
Harman's one-factor test all variables under examination are entered in to an exploratory factor
analysis. It is assumed that if only one factor emerges from the unrotated factor solution that it is
reasonably likely that common method bias may be the primary source of systematic variance
observed within a data set. Conversely, the greater the number of dimensions extracted, the less
likely that common method bias is the source of systematic variance within a data set (Podsakoff
& Organ, 1986). The eigenvalue greater than one criterion indicated that three to four
dimensions were appropriate for each sample, thus indicating that it is unlikely that common
method bias is causing the observed results.

To examine the predictive ability of the measure, two hierarchical multiple-regression analyses
were performed using the data. Three steps were involved in each of the multiple regressions.
The first step entered the demographic variables of gender and age as suggested by Rice et al.
(1990). The second step entered actual salary, as Heneman (1985) has prescribed that actual
salary should always be controlled when testing models of pay satisfaction. The third step
entered felt fair pay. Results of these analyses appear in the table.



Table

Multiple Regressions Comparing Felt Fair Pay in Finland and

Latvia as Predictors of Pay Satisfaction (PSQ)

Predictor R® )R’

Step 1 Demographics L1170 L1177

Step 2 Actual salary .203  .086""

Step 3 Workplace-referent .639  .436"77

Step 1  Demographics .144  .144777

Step 2  Actual salary .235 .0917""

Step 3 Workplace-referent .584 .349™"

T p < .01. 77 p < .00L.

N’s = 182 Business Owners from Finland and 210 from Latvia.

In general, these findings provide strong support for the assertion that felt fair pay does an
excellent job of predicting pay satisfaction in both Finland and Latvia with the owners of small
to medium sized businesses, with the contribution of each being significant beyond the .001
level.

Discussion

Results from two samples of the owners of small to medium sized businesses indicate that
Jaques' (1961, 1964) construct of felt fair pay deserves more attention from researchers. Jaques
construct accurately predicted who would be satisfied and who would be dissatisfied with their
pay levels. Jaques' construct appears to be an excellent predictor of pay satisfaction. Past
thinking about pay satisfaction (for instance, Heneman, 1985; Rice et al., 1990) might lead one
to expect that actual salary would serve as a strong predictor of pay satisfaction. However,
multivariate analyses revealed that Jaques' measure explained more of the variance in pay
satisfaction than did their actual salaries.

!

The findings of this study suggest at least three veins for future research. The first vein could
examine what variables might influence the relationship between salary and pay satisfaction. For



instance Rice et al found that salary level could explain 25% of the variance in pay satisfaction
while in the current samples salary levels could explain 17 to 19 % of the variance in pay
satisfaction and Carraher and Buckley (1996) found no relationship between salary and pay
satisfaction (r’s = .01, .00, & .01). Some possible variables to examine include the use of family
income rather than personal salary, reasons for working (economic vs. non-economic; Carraher
et al. 2003), number of levels of organizational hierarchy included in the sample (Jaques, 1962;
1996), and various demographic differences within samples, such as gender composition, age,
and educational attainment (Carraher & Buckley, 1995; Miceli & Mulvey, 2000). The
relationships may also differ between owners and employees of small to medium sized
employees.

A second vein for research would focus on examining how similar or different the results found
here might be across cultures (Carraher, 2003; Carraher et at. 2003). For instance in the current
study the two samples were carefully chosen so that they be from similar cultures with the
business owners doing similar work. How might the results be different - or similar - if Chinese,
South Korean, Japanese, or Mexican samples were added (Eshima, 2003; Zapalska & Edwards,
2001)?

A third vein for research could involve examining Jaques' equity construct in other domains.
Initially, this study should be replicated with other samples. Next, Jaques' general theory could
be tested for applicability with dependent variables such as general job satisfaction, satisfaction
with benefits, and perceptions of the fairness of organizational pay systems. Finally, it might be
possible to extend Jaques' theories beyond felt fair pay and examine the concepts of felt fair
benefits and felt fair raises (Carraher, Hart, & Carraher, 2003; Heneman & Schwab, 1985).

In summary, this study has used two samples of business owners in order to examine the efficacy
of Jaques’ felt fair pay construct as it relates to pay satisfaction. It appears that felt fair pay is
strongly related to pay satisfaction for these samples from Austria and Germany. Based upon
these findings it appears that Jaques' construct of felt fair pay merits inclusion in future studies of
pay satisfaction among business owners and additional research is suggested.
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ABSTRACT

This paper examines the venture development processes of “sustainable” entrepreneurs, i.e.,
entrepreneurs who create and build profitable companies that also pursue environmental or social
causes. We identified 21 successful sustainable entrepreneurs in various industries ranging from
food, apparel to biotechnology and analyzed their strategies and decisions in key stages of their
companies’ development. Our research finds that sustainable entrepreneurs approach business
differently, from venture initiation through their eventual exit. We learn that most of our sustainable
entrepreneurs are an unusual breed with unconventional backgrounds, strategically obtain financing
from non-professional sources and employ unorthodox, yet sound human resource management
practices. They are also shrewd in their marketing strategies and effective in running efficient,
environmentally sound operations. Finally, we observe that our sustainable entrepreneurs steadily
find innovative means for balancing their financial goals against their objectives of making a
difference in their environment and society.



INTRODUCTION

This study examines the venture development processes of “sustainable” entrepreneurs, i.e.,
entrepreneurs renowned for their efforts and achievements toward ‘“‘sustainability”. Sustainable
development was initially defined as “development that meets the needs of the present without
compromising the ability of the future generation to meet their needs” (World Commission on
Environment and Development, 1987). Over time, sustainability, as it has come to be called, has
become a multidimensional concept that encompasses not just environmental protection but also
extends to economic development and social equity (Gladwin, et. al., 1995). In our view,
successful sustainable entrepreneurs not only create profitable enterprises but also achieve certain
social and/or environmental objectives. They balance multiple objectives effectively and are
successful in meeting the “triple bottom-line”, i.e., their economic, environmental and social
objectives.

Most academics and practioners would suggest that balancing multiple objectives is forbiddingly
difficult because of the harsh realities of the marketplace. Evidence shows otherwise. We have
identified 21 such high-profiled entrepreneurs in various industries, ranging from food and personal
products to biotechnology, who had delivered strong triple bottom-line results year after year.
These include such reputable companies such as Patagonia, The Body Shop, Stonyfield Farm,
Interface Carpets, and many other entities illustrated in this research. They show that it is possible
to meet multiple objectives simultaneously when they employ the right strategies and processes. In
some cases, sustainable identity provided companies with a competitive advantage.

Very little formal research has been conducted in the area of sustainable entrepreneurship. One
exception is the area of “social entrepreneurship”, being examined in the non-profit management or
public sector management publications. Most of this literature, however, deals with the initiation of
non-profit organizations and agencies to handle the problems of social welfare. Exceptions are some
case studies and books on a particular entrepreneur or entrepreneurial business. These include
Cohen, Greenfield and Maran (1997) who write about their own venture Ben & Jerry’s and Roddick
(2001) who wrote about her entrepreneurial experiences with The Body Shop. We are only aware of
Gray & Balmer (2004) that attempts to generalize findings from multiple entrepreneurs. It identifies
12 commonalities from an examination of 5 sustainable companies.

Our research brings to light the accomplishments of numerous sustainable entrepreneurs who offer a
different model of entrepreneurial pursuits. We develop useful insights into their venture
development process by rigorously studying the methods by which the founders initiated, grew and
built their companies. We specifically examine how they:

= Identified and evaluated their business opportunities

= Arranged the financing of their unconventional ventures

= Launched and grew their businesses in the face of harsh market realities

= Established cultures that reflected their values and strengthened their organizations

= Leveraged their social identity to create a strong brand and a profitable operation

= Balanced their idealism with issues of growth (and other business requirements)

= Harvested their successes in financial and social terms

METHODOLOGY

Through various literature searches and personal referrals, we were able to collect a list of small
and large companies that were exemplary in their pursuit for sustainability. These were companies
that were effective or showed significant progress toward meeting friple (economic, environment,
and social) or at least dual (economic and environment, or economic and social) bottom-lines.



Specifically, we looked for companies that were

= Profitable or had several years of profitability

= Effective in making progress toward their social or environmental causes

= Founded and operated by entrepreneurs who either had sustainable values from the very
beginning or adopted them while being leaders of their companies

= Diverse, i.e., different in size, stage of development, and nature of business (industry)

We narrowed down our list to 21 entrepreneurial companies that were effective in their pursuit for
sustainability. Our list shown in Table 1 includes some of the most widely recognized companies,
such as The Body Shop, as well as other smaller but equally innovative ventures, e.g., Chris King
Precision Components and Iggy’s Bread of the World. Our list is by no means comprehensive.
We have attempted to collect a diverse group of interesting companies that we could learn from.

TABLE 1: SUSTAINABLE COMPANIES

Company Main Business Area HQ Location
AgraQuest Natural pest management CA
Ben & Jerry’s Ice cream VT
The Body Shop Natural skin care product UK
Berkeley Mills Furniture CA
Chris King Bicycle components OR
Eileen Fisher Clothing Comfortable clothing NY
Explore Inc. After-school day care MD
Green Mountain Energy Cleaner energy VT
Iggy’s Bread of the World Bakery MA
Interface Carpets Floor covering GA
Just Desserts Desserts CA
Magic Johnson Enterprises Real estate CA
Migros Food retail CH
Newman’s Own Salad dressing CT
Patagonia Outdoor clothing CA
Rhythm & Hues Entertainment (Special effects) CA
Seventh Generation Household products VT
Stonyfield Farm Organic yogurt NH
Tom’s of Maine Personal care products ME
White Dog Cafe Restaurant PA

In an effort to understand how our sustainable entrepreneurs initiated, grew and built their
companies, we examined their key decisions and activities in their “entrepreneurial processes”, as
described in Baron & Shane (2003) and Morris et al. (2001). We customized the framework slightly
to better address the special nature of sustainable ventures. As shown in Figure 1, we organized the
entrepreneurial processes in 5 major stages (and 11 activities, e.g., financing), starting with
Recognition of an Opportunity and ending with Harvesting the Business.

We collected most of the relevant information from published materials such as printed case
studies and books on the companies in addition to newspaper articles and company websites. A
number of the case studies had been developed by the authors for use in their courses. Whenever
feasible, we interviewed the entrepreneurs and their employees to supplement our research. The
next section summarizes our findings for each of the 5 major stages.



Recognition of an Opportunity
Entrepreneur Background, Primary motivation
for venture initiation, Idea generation

v

Assembly of Resources
Financing, Assembling the team

v

Launching the Venture
Marketing & Branding
Managing Oualitv & Innovation

v
Managing the Growth

Managing the Culture, Financial Control,
and Operations Management

v

Harvesting the Business
Giving Programs
Exiting strategies

Figure 1. Venture Development Process (Entrepreneurial Process)

RESULTS
In this abbreviated version, we discuss several of the most interesting commonalities only.

A. Recognition of an Opportunity

Backgrounds of entrepreneurs: Table 2 describes the backgrounds of several entrepreneurs
representative of our larger sample. We find that most entrepreneurs in our sample had little
relevant business experience or formal business education. Paul Newman, whose company
Newman’s Own now has annual revenues over $100 million, was an (Oscar-winning) actor. Gary
Hirschberg of Stonyfield Farm with over $50 million annual revenue was an educator and
environmental activist before founding his company. Anita Roddick of The Body Shop had no
business or cosmetics experience before founding The Body Shop. Most, though not all, exhibited
some sense of social or environmental consciousness before pursuing their entrepreneurial business
careers. Anita Roddick had been interested in issues of Third World women’s rights and had
worked for the United Nations International Labor Organization. Elliot Hoffman and Gail Horvath
of Just Desserts were self-claimed hippies.

TABLE 2: SAMPLE BACKGROUNDS OF ENTREPRENEURS

Company Backgrounds Professional Backgrounds
Business Activist Other

Ben & Jerry’s X Potter (Ben), medical doctor
(Ben Cohen, Jerry Greenfield) drop-out (Jerry)

The Body Shop X X Library researcher, housewife
(Anita Roddick)

Just Desserts X X Hippies from the Haight-Ashbury
(Elliot Hoffman, Gail Horvath) Scene

Magic Johnson Enterprises X Professional basketball player
(Earvin Johnson)

Newman’s Own X X Actor , racer

(Paul Newman)




Stoneyfield Farm X Environmental activist
(Gary Hirshberg)

X: Strong background x: some background

Primary reason for venture initiation: For the majority of our sustainable entrepreneurs the primary
motivation for starting their companies was rather modest — to make a living — not necessarily to
generate great wealth or change the world. As described in Table 3, Anita Roddick started her retail
shop after her husband decided to travel across the Americas on a horse back. Pamela Marrone of
Agraquest found herself without a job when her employer was acquired, which motivated her to
consider entrepreneurship. Judy Wicks started her restaurant out of her home primarily to make a
living after the restaurant she worked for had closed.

TABLE 3: SAMPLE PRIMARY REASONS FOR VENTURE INITIATION

Company Motivation Description
Income Wealth Cause

Ben & Jerry’s X X Being a potter had not worked out for Ben and
(Ben Cohen, Jerry being a doctor had not worked out for Jerry. So
Greenfield) they wanted to go into a food business.

The Body Shop X X Opened retail shop to support the family while her
(Anita Roddick) husband went to ride a horse for 2 years.
Newman’s Own X Wanted to sell a healthy product and give the entire
(Paul Newman) profits to charity.

Stonyfield Farm X X Began the company primarily as a vehicle to help
(Samuel Kaymen) fund Kaymen’s Rural Education Center.

White Dog Café X Started the business primarily to make a living after
(Judy Wicks) the restaurant she worked for had closed.

X: Strong motivation x: some motivation

It is noteworthy that some business ideas originated from the founders’ drive to make a difference.
The idea for Berkeley Mills began from a vision to forge a realistic harmony between a
woodworker's livelihood and forest preservation. John Hughes founded Rhythm & Hues to offer a
unique work environment for entertainment professionals — very unusual for a very harsh industry.
Earvin Johnson wanted to revitalize the inner cities through his venture.

B. Assembling the Resources - Financing sources: We examine the means by which the sustainable
entrepreneurs obtained their initial financial resources. The source or method of financing is
particularly important for sustainable companies it can have a big impact on how the companies are
managed and controlled. Table 4 describes the financing sources of a sample of our companies. We
find that most of the companies bootstrapped, i.e., started with very little seed financing and
managed through tight cost control. For example, Tom’s of Maine started with a loan of $5,000
from a friend, while Just Desserts founders sold off their VW Bug to purchase a mixer. Most
obtained some financial assistance from family and friends, and very few received equity financing
from professional investors.

TABLE 4: SAMPLE FINANCING SOURCES

Company Sources Description
Boot- Friend& Bank Inves-
strap Family tor
The Body Shop X X £ 4,000 loan from the bank.




Eileen Fisher X X Borrowed from friends to buy fabric, often

Clothing at 2% interest per month.

Encore, Inc. X $5 M from private individuals.
Just Desserts X Sold their VW Bug to buy a mixer.
Magic Johnson X Convinced Sony to co-invest.
Enterprises

Tom’s of Maine X X $5,000 loan from a friend.

White Dog Cafe X X $75,000 loan from a friend.

C. Launching the Venture - Marketing and branding: From early on, our sustainable entrepreneurs
developed a sound marketing strategy leveraging the high quality of their products and their stance
on the environment and social issues. All of the companies in our list positioned themselves as
producers of high quality products or services. Customers, however, bought the companies’
products not only because of their quality, but also because they liked what the companies stood for.
Newman’s Own admitted to “shamelessly exploiting” their celebrity status and its social message
for a greater good (Newman & Hotchner, 2003). White Dog Café also learned that combining
entertainment with social message could be good business. Judy Wicks of White Dog Café noted,
“The more I get into expressing what I believe in and care about, the more popular we have been”
(Hollender & Fenichell, 2004). See Table 5 for sample marketing and branding strategies.

TABLE 5: SAMPLE MARKETING & BRANDING STRATEGIES

Companies Marketing & Branding Strategies

Ben & Jerry’s Used their ice cream containers as protest ads against nuclear energy and the
cold war.

Newman’s Own Decided to “shamelessly exploit” their celebrity status for a greater good.

Seventh Generation  Provided information for consumers to make informed choices. Packaging
explained the difference between post and pre-consumer materials, e.g., why
avoiding chlorine is critical etc.

Tom’s of Maine Always listed all ingredients on the packaging along with the source of the
ingredients and an explanation of their purpose.
White Dog Cafe Combined entertainment with a social message.

D. Managing the Growth- Building the culture:

Most of the sustainable entrepreneurs we analyzed prided themselves for having created a strong
organizational culture that in return supported the growth of their companies. Most organizations
reflected the entrepreneurs’ unconventionally strong, genuine concern for the well-being of their
employees. Many offered employee benefits that far exceed their industry standard. Rhythm &
Hues offered its artists 9 weeks of paid time off per year, unheard of in the entertainment industry.
In a dramatic move, Chris King relocated his entire company from California to Portland, Oregon,
when he realized that his employees could not afford to live near work and were driving long
distances everyday. Its corporate cafeteria, staffed by a professional chef, offered some of the best
food in the area, thereby encouraging employees to spend time together over meals (Choi, 2004a).
Tom’s of Maine eliminated elongated conference tables to emphasize equality and encourage
everyone to contribute ideas. Table 6 lists several examples of such efforts.

TABLE 6: SAMPLE CULTURE BUILDING EFFORTS

Companies Sample Practices for Building the Culture

Chris King Relocated to Portland, Oregon so that its employees could afford housing.
Offers café credit for every day they ride their bicycle, carpool or walk to work.
The café serves some of the best food in the area, providing a chance for




employees to all hang around together.

Iggy’s Bread of the Offers English classes to foreign employees, free acupuncture for employees

World who quit smoking, and free massages to all employees. Brings workers
together through soccer matches.

Patagonia A pioneer in on-site childcare program, opening its Great Pacific Child
Development Center in 1984.

Rhythm & Hues Offers its artists 9 weeks of Paid Time Off per year. All employees are eligible

for a 2 months sabbatical after 5 years of employment.

D. Harvesting the Business

Exit Strategies: Sustainable entrepreneurs employed a different thought process when it came to
harvesting their businesses, as described in Table 7. They took into consideration not just their
financial gain, but how their exit would impact their businesses, stakeholders, and their long-fought
causes. Patagonia founder Yvon Chouinard considered selling the company and setting up a
foundation to give away money to environmental causes (Gray, 2003b). After months of soul
searching, he decided to keep running the company and not to exit. He concluded that the money
barely made a dent in the world’s problems and that the greatest good he could do was to develop
Patagonia as an exemplar for other companies to emulate. Stonyfield Farm founders sold their
business to Danone with the objective to “infect the conglomerate with organic bug”.

TABLE 7: SAMPLE EXIT STRATEGIES

Company Sample Exit Strategies

Ben & Jerry’s Sold to Unilever in 2000 with conditions of how the company would be
operated.

Patagonia Founder has retired from the company daily operations but still owns majority
of the company.

Stonyfield Farm Sold 40% to Danone, a socially responsible company, with the objective to
infect Group Danone with the organic bug.

Tom’s of Maine Founders felt that they could not sell their business without compromising
their own values.

Seventh Generation IPO’d in 1994 and then became private in 1995.

Giving Programs: Another form of harvesting that sustainable companies engaged in was their
institutional giving programs as shown in Table 8. As early as 1985, Ben & Jerry’s established a
foundation to formalize the company’s donation processes; the firm’s annual contribution to the
foundation was 7.5% pre-tax profits. Stonyfield Farm created a “Profits for the Planet” program
under which the company donated 10% of pretax profits annually to organizations and projects that
served to protect and restore the environment. Newman’s Own, organized as a non-profit company,
has given away more than $150 million. Magic Johnson Foundation raised more than $20 million
for charity and helped send more than 3,000 students to college.

TABLE 8: SAMPLE GIVING PROGRAMS

Companies Description of Sample Giving Programs

Magic Johnson Has raised more than $20 million for charity and helped send more than

Enterprises 3,000 students to college.

Newman’s Own Has given more than $150 million to charities, such as the Cystic Fibrosis
Foundation as well as many obscure little organizations.

Patagonia Funds its programs through its “Earth Tax” a yearly levy of 1% on sales or

10% of pre-tax profit, whichever is greater.

Tom’s of Maine Gives 10% of its pre-tax to non-profit organizations. Awards 40-50 grants




per year to organizations.

CONCLUSION

This research should demystify and educate aspiring entrepreneurs about how ventures can
simultaneously meet economic, social and environmental objectives. The objective of our research is
to inspire as well as provide useful management guidelines. Our hope is that more values-driven
individuals in the future will choose entrepreneurship as a vehicle for self-expression and social
contribution. We believe that our finding can serve as a preliminary model — that hopefully can be
refined and improved — that aspiring sustainability-oriented entrepreneurs can use as a partial guide
in the development of their companies.
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ABSTRACT

Data from participants of a computer venture strategy simulation indicate that men report
significantly higher levels of entrepreneurial self-efficacy versus women. Perceived financial
knowledge exerts a significant, positive impact on entrepreneurial self-efficacy for all subjects.
However, the level of education interacts with gender in affecting entrepreneurial self-efficacy.
For women, the level of education exerts a significant positive effect of self-efficacy to act
entrepreneurially. This relationship was not present in men. Implications of the research,
limitations and suggestions for future research are offered.

INTRODUCTION

Women-owned ventures are increasingly becoming significant for the US economy, yet studies
regarding factors relevant for the growth and success of these businesses are rare. Women
entrepreneurs are generally suggested to have characteristics somewhat different from their male
counterparts. Besides several unique individual characteristics, researchers propose that
women’s self-confidence of being an entrepreneur is less than men’s.

Self-efficacy is one’s confidence in performing a specific task is an important topic for
entrepreneurship. Research suggests that self-efficacy helps develop both entrepreneurial
intentions and actions. In addition, individual perception of business knowledge and financial
knowledge help build entrepreneurial self-confidence.

Hence, the contribution of this study is based on the tenet that self-efficacy is vital in nurturing
entrepreneurial motivation among prospective entrepreneurs. Data from 67 undergraduate and
graduate students were used to examine gender difference of forming entrepreneurial self-
efficacy formation. We then provide a discussion of the findings and implications for future
research and practice.

Women in Entrepreneurship and Self-efficacy

In today’s business environment, the entrepreneurship sector is viewed as a significant for
economic growth. However, the history of entrepreneurship research is mainly based on



evidence of male entrepreneurs (Birley, 1989). In reality, women entrepreneurs are increasingly
becoming significant contributors to the entrepreneurial growth around the world. Hisrich and
his associates (2004) point out the latest data of the Census Bureau and the Small Business
Administration’s office of Advocacy to show the growth and importance of women owned
businesses. While women entrepreneurial activities play an important role, research suggest that
women entrepreneurs have less self-confidence than their male counterparts (Hisrich, 1986).

Research also suggests that self-efficacy play a significant role in entrepreneurship (Boyd and
Vozikis, 1994; Markman, Balkin, and Baron, 2002). Self-efficacy is defined as one’s level of
confidence in performing a specific task and is the central cognitive motivator predicting
behavior (Bandura, 1997). Many empirical studies have found a positive relationship between
self-efficacy and entrepreneurial action (Chen, Green, and Crick, 1998; Markman, et al., 2002;
Bradley and Roberts, 2004).

Given the above discussion, the current study contributes to the entrepreneurship literature by
studying gender difference in self-efficacy formation. While there are many similarities between
male and female entrepreneurs, previous research has suggested some important differences.
Specifically, female entrepreneurs are suggested to be different from their male counterpart in
terms of age, educational background, financial skills, and more importantly in terms of self-
efficacy. Hence, this study intends to test the following hypotheses:

Hypothesis 1: Aspiring businessmen and businesswomen differ in terms of age,
education, financial skills, and entrepreneurial self-efficacy.

Hypothesis 2: Level of education is positively related to the entrepreneurial self-efficacy.
Hypothesis 3: Perceived financial knowledge is positively related to the entrepreneurial
self-efficacy.

Hypothesis 4: The relationship between education level and entrepreneurial self-efficacy
differ based on gender.

METHOD
Sample and Data Collection

Undergraduate and graduate business students in their final semester before graduating were
used as subjects for data collection. These students were enrolled in the undergraduate and
graduate capstone courses that required participation in a business simulation. Students were
required make decisions as entrepreneurs to start and grow a business. This simulation was
major a project requiring students to work throughout the semester (sixteen weeks) and
contributed heavily towards their grade. A total of sixty seven students were involved in the
study. After students had spent three weeks practicing the simulation, a survey was administered
to collect data on individual background and entrepreneurial self-efficacy measures.

Measures

The variables in this study were operationalized based on the current literature using established
measurement instruments. Based on Bandura’s (1882; 1997) suggestion, self-efficacy was



measured by assessing each individual’s level of confidence of being successful entrepreneur. A
five point scale was used to measure each respondent’s level of confidence.

The study also collected data on individual background variables such as education, age, and
gender. Education was measured as graduate and undergraduate, age was measured in terms of
years, and gender was measured as 0 and 1 where 0 is male and 1 is female. Data on age,
education, and gender were also collected from enrollment information and used to check the
responses. In case of a discrepancy, the secondary information was used.

Finally, financial knowledge measure used here is a four item questionnaire, in which
respondents were asked to mark, using a 5 point Likert scale, the extent to which they agree or
disagree to various financial skills. The specific items used are: I know how to achieve high
overall growth in my portfolio of investments; I know how to achieve a balanced portfolio of
investments with appropriate risk levels; I know how to manage my investments appropriately;
and I know how to take calculated financial risks. This instrument produced a reliability score of
.91. Responses across the four items were averaged to create the final perceived financial
knowledge score.

DATA ANALYSIS & RESULTS
Descriptive Statistics and Correlations

Using descriptive statistics and bivariate correlations the study assessed the nature of data on
each variable and initial correlation between them. Table 1 provides descriptive statistics and
zero order correlation coefficients for all variables used in this study. The extent of
entrepreneurial self-efficacy correlated positively with financial knowledge (r = .55, p < .01) and
negatively with gender (r =-.31, p <.01). In addition, several other variables show significant
correlations. Although none of these correlations is stronger than .45, they raise the issue of
multicollinearity. However, each relationship produced a variance inflation factor score well
below 10, suggesting no multicollinearity problem. The strong correlation between financial
knowledge and entrepreneurial self-efficacy may also create a concern about problems of
multicolinearity. However, these two variables did not produce similar correlation with all study
variables. For instance, age was significantly correlated to financial knowledge and
insignificantly correlated with self-efficacy.

Hypotheses Testing

To test Hypothesis 1 that suggest a gender difference in terms of age, education, financial skills,
and entrepreneurial self-efficacy, four one-way ANOVA procedures were used. Each model
used here is a simple one factor ANOVA, where the dependent variable is a one of the four
characteristics on which men and women are suggested to be different and the independent
variable (factor) is gender (taking the numerical codes 0 and 1 for male and female respectively).
The results of the ANOV A showed significant difference on the levels of entrepreneurial self-
efficacy and perceived financial knowledge. Men and women did not significantly differ in
terms of age and the level of education.



Moderated multiple regression analysis was used to test the remaining hypothesized relationships
(hypothesis 2 through 4). First age and gender were introduced into the regression equation to
run the regression. Next, the independent variables, level of education and perceived financial
knowledge, were introduced into the regression equation to run the regression for the main
effects. Finally, the hypothesized interaction between education and gender was added to the
regression analysis.

In the above analysis, the R? changes reflect the amount of variance explained by the entry of
variable sets in step 1, step 2, and step 3 of the hierarchical regression. According to the step 2
results, after controlling for the effects of age and gender, the main effect of the independent
variables (education and perceived financial knowledge) contributed to the explanation of a
significant amount of variance in entrepreneurial self-efficacy (AR? = .249, p<.01). However,
the level of education does not produce significant influence on self-efficacy as the standardized
coefficient for education is positive but not significant (b= .13, p>.1). Thus, hypothesis 2
receives no support. The financial knowledge produces a significant influence on self-efficacy
(the coefficient for perceived financial knowledge is positive and significant, b= .48, p<.01).
Thus, data supports Hypothesis 3.

Results of step 3 tested the hypothesized moderated relationships (Hypotheses 4). The
interaction terms introduced in step 3 enabled testing of whether the influence of education level
on entrepreneurial self-efficacy varied with the difference in gender as predicted. Results in step
3 show that the interaction term explained a significant amount of variance in entrepreneurial
self-efficacy (AR? = .07, p<.01). Results show a significant beta for the interaction term (b= 1.21,
p<.01). Therefore, Hypothesis 4 is supported.

To gain further insights into the moderated relationships and to clearly examine Hypothesis 4,
the interaction effect was plotted (Figure 1). As shown, while female respondents of this study
show a significant positive relationship between level of education and entrepreneurial self-
efficacy, male respondents show a slightly negative relation between level of education and such
self-efficacy. However, compared to women, men show higher levels self-efficacy at all
education levels.

DISCUSSION

The results of this study, while by no means definitive, support both the general thrust of the
arguments developed in the earlier part of this paper and the specific hypotheses that were
derived from these arguments. Examination of the data revealed that men and women differ
significantly in terms of perceived financial knowledge and entrepreneurial self-efficacy.
However, they did not differ in relation to the level of education and age. While, women and
men produced similar result in terms of age and education level, women are found to have
significantly lower levels of entrepreneurial self-efficacy as well as perceived financial



knowledge. Findings of these important differences support the previous suggestions that gender
difference has significant influence on entrepreneurial intention and action.

The findings also support the suggestion of self-efficacy literature that perceived knowledge
positively influence self-efficacy formation. Results show that higher perceived financial
knowledge positively influences entrepreneurial self-efficacy. Therefore, by developing
perceived financial knowledge among individuals entrepreneurial intentionality and action can
be improved.

The notion of gender difference in forming entrepreneurial self-efficacy is further supported by
the findings with regard to the gender and education interaction term. Result show, while men
form higher level of self-efficacy when they are about to complete an undergraduate degree,
women form higher level of self-efficacy when they are about to complete a graduate degree.
Thus graduate education is more important for female entrepreneurial intentions and actions and
is less important for male entrepreneurial intentions and actions.

As self-efficacy is closely related to self-beliefs about personal capabilities, business education
must focus on influencing individuals' self-belief, which is an important requirement for
achieving entrepreneurship. Results of this study show that women with same level of education
as male, lack self-perceived knowledge. Therefore, to improve women entrepreneurial intention
and action entrepreneurship education must focus on improving not only the actual knowledge
gained by female students but also their perception of knowledge gained.

While the results of this study should make valuable contributions to both research and practice
of entrepreneurship, the study is not free from limitations. Possible limitations revolve around
the data used for this study. Specifically, these limitations include generalizability problems and
common method variance in testing hypotheses. The following discussion addresses the nature
of these limitations and steps taken to minimize them and suggestions for future research.

Caution must be applied when generalizing the findings of this study as it used data collected
from students. However, researchers have found that the use of students is appropriate when
studying behavioral concepts (Krughanski, 1975) because they often exhibit various attitudes of
the society in general (Gordon, Slade, & Schmitt, 1986). In future this study should be
conducted on practicing entrepreneurs to reexamine the relationships proposed here.

Another limitation is the use of self-reported measures where students provided data on both
independent and dependent variables. It is possible that the relationships among the
independent and dependent variables were inflated due to common method variance. Since the
variables used in this study were attitudinal and perceptual, it was necessary to assess the
perceptions of the respondents. In addition, not all independent variables were perceptual data,
for example data on age, gender and level of education are recorded as objective data. A
secondary source (enrollment data) was used to validate this information. In case of
discrepancies, data from the secondary source was used for this study. The use of two sources of
data might suggest that common method variance is not operating at such a level that invalidates
the findings of this study. However, future research could use different sources for measuring
financial knowledge and self-efficacy variables.



Finally, small sample size is a significant limitation of this study. However, the significant
statistical test results indicate a high effect-size and power. Hence the small sample size seems
to be adequate for the statistical analyses (Cohen, 1988). Although the findings of this study are
generally strong, these findings should not be seen as refuting other explanation of development
of entrepreneurial self-efficacy in men and women. The small sample size made the relationship
found in this research vulnerable to alternate explanations that might provide a fertile ground for
future research.
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FIGURE 1. Education and Entrepreneurial Self-efficacy Relationships for Male and
Female
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ABSTRACT

This paper explains why strategic renewal and corporate venturing are different and why that
difference is theoretically and practically significant. Strategic renewal is seen as a top-down
process whereas corporate venturing is seen as a bottom-up process. Consequently, managers
who initiate an entrepreneurial initiative are more likely to view its prospects from a reference
point of loss avoidance than gain enhancement and therefore should be willing to accept more
risk than other managers. Entrepreneurs are also more likely to perceive lower risk in a given
initiative. Behavioral and performance implications for organizations are suggested.

INTRODUCTION

As the two primary components of corporate entrepreneurship, corporate venturing and strategic
renewal have received considerable attention in the literature (e.g., Birkinshaw, 1997, 1999;
Burgelman, 1983a, 1983b; Covin & Miles, 1999; Zahra, 1993) The distinction between the two
concepts can be traced back to Guth and Ginsberg (1990: 5) who refer to corporate venturing as
“the birth of new businesses within existing organizations” and strategic renewal as the
“transformation of organizations through renewal of the key ideas on which they are built.”
Sharma and Chrisman (1999) further clarify these definitions when they suggest that corporate
venturing leads to the creation of new businesses within a company and strategic renewal
involves the reconfiguration of the strategies and/or structures of existing ones.

Theoretical advances have been made to distinguish forms of corporate entrepreneurship related
to strategic renewal (Covin & Miles, 1999) and corporate venturing (Miles & Covin, 2002;
Sharma & Chrisman, 1999). However, these advances do not provide a theory to justify the
distinction between these two components of corporate entrepreneurship. Others have considered
the problem as a matter of focused or dispersed corporate entrepreneurship without explicitly
distinguishing efforts at renewal and venturing (Birkinshaw, 1997, 1999). The only empirical
study that has directly compared corporate venturing and strategic renewal suggests that
“companies in different environments emphasize different corporate entrepreneurship activities,
and that these activities are associated differently with indicators of financial performance”
(Zahra, 1993: 335). Thus, despite the paucity of studies that compare strategic renewal and
corporate venturing, there is some limited evidence that these two forms of corporate
entrepreneurship have fundamental differences.

The purpose of this article is to provide a theoretical justification for distinguishing between
strategic renewal and autonomous internal corporate venturing (Sharma & Chrisman, 1999). The
distinctions are based on the position in the organizational hierarchy of the corporate
entrepreneur who conceives and promotes the initiative, and the differences in risk perceptions
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and reference points between those entrepreneurs and other managers (non-entrepreneurs) who
are not involved in the proposal to engage in entrepreneurial behavior but may be asked to fund
or implement the initiative. These factors may lead to fundamental differences in the manner in
which corporate entrepreneurship initiatives are evaluated and implemented. These differences
may also have an influence over the success or failure of these initiatives.

We contribute to the corporate entrepreneurship literature by addressing the issue of why
corporate venturing and strategic renewal are different from a theoretical perspective and why
these differences matter from a managerial perspective. From these distinctions, we also develop
propositions on the organizational behavior that should be observable in strategic renewal and
corporate venturing efforts. In the discussion part, we also speculate on some of the performance
outcomes to be expected in light of those behaviors. By setting these foundations, we provide a
basis for further theoretical and empirical investigation, as well as a framework to help orient
managers on how to evaluate and anticipate corporate entrepreneurship initiatives.

To keep the presentation manageable, we shall focus on internal corporate venturing efforts that
occurs solely through the autonomous activities of managers and employees at lower levels in an
organization. Our focus will also be limited to acts of voluntary strategic renewal. We will not
attempt to deal with the risk orientations of managers faced with situations of imminent
bankruptcy where all efforts to achieve operational solutions have been exhausted and more
severe strategic remedies are the only remaining alternatives (c.f. Hofer, 1980). Finally, we shall
concentrate on renewal and venturing efforts initiated by single-business organizations. This will
allow us to minimize the levels of organizational hierarchy we need to consider, thereby
simplifying our fundamental arguments. However, in our conclusions we will address the
implications of our theoretical framework for multi-divisional and multi-national firms so that
the reader can better appreciate the dynamics that might occur in these settings.

CORPORATE VENTURING AND STRATEGIC RENEWAL

Because a corporate entrepreneurship initiative starts with an opportunity (or threat) that ends
with an organizational commitment to allocate resources (Birkinshaw, 1997), the processes of
autonomous internal corporate venturing (hereafter referred to simply as corporate venturing or
venturing) and strategic renewal are complex, involving multiple interactions between managers
at various organizational levels (e.g. Burgelman, 1983a, 1983b). Although both types of
corporate entrepreneurship are viable means to promote, sustain, or develop competitive
advantages (Covin & Miles, 1999), venturing and strategic renewal efforts represent dissimilar
approaches that require special attention.

Burgelman (1983a) argued that some autonomous strategic activities fall outside the scope of the
current concept of strategy. In our terminology, corporate venturing is an autonomous strategic
behavior characterized by lower and middle level managers’ attempts to search for areas of new
business activities and convince top management to support them (Burgelman, 1983b).
Corporate venturing is therefore a bottom-up process. It represents an option for growth and
diversification that involves risk and uncertainty in pursuit of an unexploited opportunity that
alters the corporate strategy of an organization (Block & MacMillan, 1993; Burgelman, 1983a).



In contrast, strategic renewal changes the pattern of an organization’s existing resource
deployments to avoid or overcome stagnation (Grinyer & McKiernan, 1990) or to manage
discontinuous change in the environment (Lant & Mezias, 1990; Meyer, Brooks, & Goes, 1990).
Consequently, strategic renewal typically occurs as a response to an internal or external
opportunity or threat to an organization that significantly alters the nature of its pre-existing
business (Sharma & Chrisman, 1999). Strategic renewal might involve a shift from differentia-
tion to a cost leadership strategy or from narrow to a broad segment scope (Bauerschmidt &
Chrisman, 1993). Thus, strategic renewal primarily deals with changes to a company’s business
strategy within the corporate context. It is a top-down process instigated by top management who
select and enact different initiatives to promote changes across the organization.

These basic distinctions identify the location of the entrepreneurs who formulate and promote the
different types corporate entrepreneurship initiatives in an organization. Corporate venturing
emerges through autonomous processes originating at lower managerial levels. Therefore, the
entrepreneurs for a specific corporate venturing initiative are the individuals or teams at lower
managerial levels who promote and implement the ventures. In contrast, strategic renewal occurs
when top management introduces major changes in the strategy or structure of an existing
business to create or sustain competitive advantages (Covin & Miles, 1999). In that case, top
managers are the ones who act as the entrepreneurs. However, unlike corporate venturing,
strategic renewal initiatives are not implemented by the entrepreneurs themselves but rather by
managers and employees at lower levels in an organization who may not have had input into the
idea that led to the entrepreneurial effort. In other words, strategic renewal implies an
entrepreneurial process that distances the entrepreneurs who originated the effort from the
managers who carry it out.

The distinction between the location of the entrepreneur and the roles the entrepreneurs play in
the process are important because they help identify the different tensions that occur in corporate
venturing versus strategic renewal. In terms of corporate venturing, the promoters may attempt to
implement initiatives quickly so top management does not become discourage and withdraw its
support (Burgelman & Sayles, 1986). Unfortunately, such forcing often occurs at the expense of
the development of an administrative infrastructure that can cause negative consequences for the
venture (Burgelman & Sayles, 1986). By contrast, strategic renewal initiatives may experience
organizational resistance if the managers who did not contribute to the original idea, but are
responsible for its implementation, do not fully share the vision, commitment, and understanding
of the need for the change. Also, the entrepreneurial orientations (Covin & Slevin, 1991) of top
and lower level managers may vary and this will affect the way they perceive a venturing or
renewal initiative. Because of a high entrepreneurial orientation, managers who did not conceive
an initiative may still be enthusiastic about the idea but not to the same level as the entrepreneurs
from which the idea sprung. Therefore, the entrepreneurial orientations of the managers who did
not conceive the initiative will determine the extent to which their perceptions of a particular
initiative will diverge from the promoters.

The Distinction of Prospects

In the previous section, we argued that a fundamental difference between corporate venturing
and strategic renewal is the location in the organizational hierarchy of the entrepreneur. This



difference leads to a different set of problems and tensions in implementing the two types of
initiatives. In this section, we use prospect theory to explain why the difference matters or, in
other words, why the different problems in implementing the initiatives occur.

In simple terms, prospect theory proposes that individuals are usually risk averse when faced
with a choice of gains and risk seeking when faced with a choice of losses (Kahneman &
Tversky, 1979). To avoid confusion, we refer to the former situation as prospects for gain
enhancement and to the latter as prospects for loss avoidance. Prospect theory also suggests that
individuals will normally evaluate possible outcomes as gains or losses relative to some
reference point rather than evaluating them according to the expected values of the alternatives
(Tversky & Kahneman, 1992). Empirical work has supported these risk-return relationships
(Fiegenbaum & Thomas, 1988). Research has also suggested that prospect theory helps explain
why managers escalate commitments on projects with a history of losses; sunk costs cause such
decisions to be framed as choices among losses rather than as an assessment of the overall
expected values of alternatives (Whyte, 1986). Baron (1998) has been suggested that
entrepreneurs may be more susceptible to escalating commitments than non-entrepreneurs.

Managers will base their decisions concerning corporate venturing or strategic renewal according
to strategic reference points such as internal capability, external conditions, and time
(Fiegenbaum, Hart, & Schendel, 1996). Moreover, reference points such as outcome history and
domain familiarity can affect the risk behavior of decision makers (Sitkin & Pablo, 1992).
Because individuals do not maintain a comprehensive view of consequences (Whyte, 1986), an
initiative can be either perceived from the perspective of gain enhancement or loss avoidance
(Tversky & Kahneman, 1992). We argue that the views of the promoters, evaluators, and
implementers are likely to diverge in this respect. Thus, strategic renewal and corporate
venturing efforts will differ in terms of the reference points in which top management and
managers at lower organizational levels evaluate them. Because of divergent reference points,
the view of top and lower level managers with regard to the two types of initiatives is also
expected to diverge.

Top management will be enticed to engage in strategic renewal when it perceives the failure to
pursue the initiative will lead to a certain loss (or a certain loss of an opportunity). Being the
creators and promoters of the initiative (i.e., the entrepreneurs), they will tend to be risk seekers
who perceive that the organization will lose if the initiative is not implemented. However, top
management may perceive the opportunities for corporate venturing brought from lower levels of
the organization as a risky chance of gain enhancement relative to the certain gain of the status
quo. As a result, top management will tend to be risk averse in their evaluation of corporate
venturing efforts. The proposed differences, reflected in the following propositions, are
consistent with the arguments of Baron (1998).

P1. Top management will tend to view strategic renewal from the perspective of loss avoidance
and consequently will be risk seeking in their evaluation of such initiatives. This will increase the
probability that a given strategic renewal effort will be pursued.



P2. Top management will tend to view corporate venturing from the perspective of gain
enhancement and consequently will be risk adverse in their evaluation of such initiative. This
will reduce the probability that a given corporate venturing opportunity will be pursued.

The reverse situation regarding risk perceptions obtains from the reference point of the managers
and employees at lower organizational levels who are responsible for implementing an initiative.
Here, the focus of our attention is exclusively on the managers who are responsible for
implementing a plan for strategic renewal or corporate venturing. Similar to the above argument,
the corporate entrepreneurs who promote a venturing initiative will perceive a certain loss of
opportunity to the organization if the initiative is not implemented. The entrepreneurs will tend
to be risk seekers committed to making the initiative work. In contrast, managers at lower
organizational levels will be more risk averse toward strategic renewal initiatives induced by top
management. Relative to top management, they lack ownership of the idea so they may not see
the need for change or may feel threatened by the change. They will compare the risky gain of
renewal against the more certain gain of the initiatives that they themselves favor. The
commitment to strategic renewal among the managers responsible for implementing the changes
when they are not the entrepreneurs is expected to be lower than the entrepreneurs who proposed
the effort. Thus:

P3. Lower level management will view strategic renewal from the perspective of gain
enhancement and consequently will be risk adverse in their evaluation of such initiatives. This
will decrease the probability that they will be committed to the initiative.

P4. Lower level management will view corporate venturing from the perspective of loss
avoidance and consequently will be risk seeking in their evaluation of such initiatives. This will
increase the probability that they will be committed to the initiative.

Risk Probabilities

Aside from the differences in reference points of entrepreneurs and non-entrepreneurs, cognitive
theory suggests that differences in risk perceptions may lead to divergent assessments of risk
probabilities (Kahneman, 1992). Entrepreneurs may be especially susceptible to cognitive biases
due to the ambiguity and stress consonant with the decisions to engage in corporate venturing or
strategic renewal (Busenitz & Barney, 1997; Simon, Houghton, & Aquino, 1999). Thus,
entrepreneurs may perceive a lower probability of failure than non-entrepreneurs. Combined
with the opposing reference points and perspectives, the divergence in perceptions is likely to
exacerbate the differences in the evaluation of the efficacy of the initiative. Recent research
findings support the premise that entrepreneurs perceive business situations more positively than
other individuals (Palich & Bagby, 1995). Simon et al.’s (1999) study yielded similar
conclusions: entrepreneurs were significantly more likely to succumb to illusions of self-control
and belief in the law of small numbers than non-entrepreneurs. They concluded that
entrepreneurs appear to be more likely to perceive lower levels of risk in their initiatives. In sum,
one would expect that top management would perceive the probability of failure of corporate
venturing initiatives to be higher than the entrepreneurs at lower levels in the organization who
propose the initiatives. In the case of strategic renewal, top managers, acting as the
entrepreneurs, should perceive a lower probability of failure or downside risk than the managers



who will be responsible for implementing such initiative. This leads to the following
propositions:

P5. Top management will perceive lower downside risk in strategic renewal than lower level
management. These perceptions of risk probabilities will increasing the probability that the
initiative will be pursued and decrease the organizational commitment to the initiative.

P6. Top management will perceive higher downside risk in corporate venturing than lower level
management. These perceptions of risk probabilities will decrease the probability that the
initiative will be pursued and increase the organizational commitment to the initiative (should it
be pursued).

DISCUSSION AND IMPLICATIONS

To summarize, we argue that strategic renewal is theoretically distinct from corporate venturing
due to the two characteristics of risk assessments that come into play during their formulation,
evaluation, and implementation: (1) differences in the reference points of evaluation which
determine if the initiative is viewed as a mechanism for gain enhancement or loss avoidance, and
consequently whether managers are risk averse or risk seeking; and (2) differences in perceptions
of risk probabilities of corporate entrepreneurs and non-entrepreneurs. We have also suggested
that these differences can be traced back to the location in the organizational hierarchy of the
entrepreneur and the type of strategic change being contemplated. More specifically, we noted
that entrepreneurs and non-entrepreneurs might assess entrepreneurial initiatives from different
reference points and assign different probabilities to downside risks.

These conclusions lead to implications that are important from a theoretical and practical
perspective. First, top managers will possess biases when evaluating the prospects for strategic
renewal and corporate venturing. All things being equal, we have suggested that at any given
level of risk top management is more likely to engage in strategic renewal and less likely to
engage in corporate venturing. This mean that many promising ventures proposed by lower and
middle level management will not proceed. Furthermore, as specified by Burgelman and Sayles
(1986), those that do make it through the corporate evaluation process are like to be subject to
perverse selection pressures that may diminish their ability to provide the returns expected of
them in the long term. Thus, it is not surprising that so many corporate ventures fail to meet
expectations (Sykes, 1986) and that independent ventures outperform corporate ventures (Weiss,
1981). Second, the bias in evaluation is perhaps more troubling with respect to strategic renewal
efforts. Since those responsible for implementing the new strategy and/or structure are likely to
possess different reference points and make different assessments of the probabilities of success,
their commitments to the initiative is expected to be lower. As we explained, lower commitment
might engender resistance, slowing down the process of implementation and further reducing the
probabilities of success. That prospect theory and other related risk concepts explain such
behavior so well is encouraging. A better understanding of risk and risk perceptions may yield
better answers to the problems we have enumerated than have been available heretofore.

As noted above, for the sake of simplicity we limited our discussion to companies following a
single-business corporate strategy in a domestic setting. When one considers the situation of a



company that competes in more than one industry with multiple product divisions or even
multiple groups, the situation becomes much more complex and much more interesting. The
same is true for companies competing internationally using global or multi-domestic structures.
In such situations there are multiple reference points and multiple risk probability assessments.
One might expect, for instance, that the challenge of strategic renewal in multi-divisional or
multi-national corporations would be even greater than in single-business corporations.
Divisional managers recognizing the need to engage in renewal efforts would not only need to
rally their subordinate managers to the cause but may also need to gain the approval of managers
at corporate headquarters, who would be likely to view those efforts from the standpoint of gain
enhancement rather than loss avoidance and might also see higher downside risk as well.
Although this might put a brake on ill-conceived efforts, it might also stop ones that were more
carefully thought out. Likewise, corporate venturing efforts might be rare in companies where
their approval is dependent upon the assessments of corporate as well as divisional management.
Clearly, there is wide scope for investigating corporate entrepreneurship from a risk orientation,
and such investigations may yield many important insights. For example, the potential
impediments to corporate entrepreneurship may be especially great in situations where strategic
coordination across business units needs to be high, such as when a multi-national firm follows a
global strategy. In such cases even corporate managers with strong entrepreneurial orientations
may view subsidiary initiatives from a perspective of gain enhancement.

In conclusion, we contribute to the literature by providing a theoretical explanation for how and
why corporate venturing and strategic renewal are distinct phenomena. As shown, these
distinctions have important managerial implications. We encourage further empirical and
theoretical work along the lines taken in this paper.
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Abstract
Technology translation can be achieved through the blending of the sciences and arts in
the form of digital imagery. Digital animation and video can be utilized to portray
molecular events where the mechanism of action is known but the process occurs at a
sub-microscopic level. There needs to be a strong collaboration between scientific
advisors and digital artists when creating the animation such that the artistic interpretation
of the molecular event conforms to the known and accepted confines of science. The
finished animation may be used for information, education or persuasion as
entrepreneurial biotechnical companies attempt to find markets, customers and investors
interested in their inventions. Educational institutions with programs in the sciences, arts,
digital media and medicine need to promote the interaction of students from these
disciplines through cross-functional teams and courses. Solutions to problems developed
by these teams tend to be broader and more comprehensive than more homogeneous
teams.

Executive Summary
Technology is becoming more complex and difficult to understand as new fields or
applications of science and medicine are discovered or invented. There is a need to
develop new communication forums that simplify the science to a level that can be
understood by individuals wanting to use the technology and/or by entities wanting to
invest in the newly developing business venture.

Digital imagery can be used as a tool to help facilitate a type of technology translation
through the use of digital animation and video. As new discoveries are made in
biotechnical, biochemical, medical and bio-analytical fields of science the mechanism of
action of the technologies while known is many times at a sub-microscopic level. In
order to visualize what is happening at the cellular level, digital media experts in
collaboration with scientific advisors create animations demonstrating the mechanism of
action through an artistic interpretation of the science that conforms to known and
accepted confines of science. These animations can be used as sales tools, educational
pieces or used to help persuade equity partners to invest in their newly formed
companies. The key to success for these entrepreneurial biotechnology companies is to
assist any interested party, regardless of their scientific background, in understanding
why the technology being promoted is unique and marketable.

Institutions with programs of study in science, medicine, technology and digital media
need to develop coursework or opportunities for interaction between these diverse fields



of study. Our experience has been that diverse cross-functional student teams generate
solution sets to problems that are more comprehensive and diverse than teams comprised
of members from a more homogeneous background. As the technology revolution
continues to evolve the need to explain the technology to non-experts will become critical
for the success of newly formed entrepreneurial technology-based companies. The
combination of arts and sciences through digital imagery is one technique to help
facilitate this technology translation.

Introduction
New technology and scientific breakthroughs, especially those in the medical,
pharmaceutical and biotechnology fields, have become so complex that the explanation
and comprehension of the technology by scientists in a different field of study is difficult
and to a non-scientific individual it can be virtually impossible. As companies
commercializing these technologies bring products to market there is an urgent need to
find new channels of communication that facilitate the translation of highly technical
concepts to the common language of the general population. In many cases the new
technologies may be the result of disruptive rather than incremental research and the
resulting products may significantly alter an existing market or create an entirely new
market that has no competition, recognition or boundaries in place. This paper will
discuss the use of digital media as an art form to assist in the technology translation
process as products move from prototype to commercial availability and in the relevant
pedagogical issues that facilitate the linkage of art and science to a common purpose.

Background
Traditional research protocol for Universities and Federal Research Laboratories have
been to conduct basic research that contributes to the underlying scientific understanding
but leaves the process of conversion of basic research to commercial products to the
private sector. Recently, university and federal research laboratories have seen the
limitations of licensing technologies to private industry and are favoring the formation of
private corporations from technology developed in their own laboratories by allowing
professors/researchers needed release time to commercialize their intellectual property.
The emergence of regional technology-based business incubators has generated the
necessary infrastructure and cost structure needed for emerging high-technology business
ventures from Universities and Federal Laboratories. The location of these technology-
based business incubators adjacent to universities and federal laboratories provide a
diverse consulting base to address the difficulties encountered in technology transfer
from the laboratory bench to the commercial realm. In addition, the existence of these
incubators in close proximity to the university provides a self-renewing source of
embryonic technology-based businesses for our graduate students to interact with through
the course of their study in technology driven entrepreneurial innovation (Clark and
Czuchry, 2004).

Through involvement with embryonic technology-based businesses formed through
technology transfer from universities and/or federal laboratories we have noted several
critical observations. The technical complexity of these businesses is increasing over time
and this is especially true in the biotechnology based entrepreneurial firms. In most



cases, the technical focus of the business is narrow in scope and theoretical in nature as
the science concept moves from the laboratory to the fledgling business. In addition, the
founders of the newly formed corporations, in general, are experts in their respective field
of study but have limited to no business experience. Many of these businesses gain initial
funding through federal SBIR (Small Business Innovation and Research) grants that
foster the further development of the technology to a commercial product.

As the technology moves past the SBIR funding phase and a prototype product is
formulated, the founders of the company will require substantial capital for continued
development of their product and growth of their corporate entity. Funding sources
typically come through commercial channels such as venture capital, small business
administration loans, angel investors, initial public offerings and other. We have
observed difficulty in communication as cutting-edge scientists attempt to translate
“science speak” into a language that can be understood by the financial non-science
speaking community. The necessity to communicate the significance of the invention to
the financial community and their recognition of potential market significance is
becoming more difficult as the complexity of technologies is increasing at an exponential
rate. The use of cross-functional student consulting teams has proven invaluable as
business, technology and digital media students come together to assist these companies
in bringing their product to market through market research, marketing strategy
development, advertising forms and forums, competitor analysis and other needed
information or assistance. This process of using student teams to assist embryonic
technology-based businesses domiciled in regional business incubators has been
previously reported (Clark and Czuchry, 2004). One significant learning has been the
incorporation of digital visual formats as a tool to assist in the translation of complex
technology to potential investors or customers through animation and digital imagery.

Digital Media
Students entering our digital media program envision themselves post-graduation as
animators employed in studios in the creation of the next “blockbuster’” movie or in
creating the next generation of interactive videogames. The reality is that opportunities
to work in these premier settings is limited, however there are numerous other outlets for
creative capabilities in the design of new and innovative uses for digital technology
beyond the scope of entertainment industry. Miller (1999) described an incident where
3D animators were given eight days to create a video animation, to be shown to a group
of venture capitalists, describing the mechanism of action of a new matrix
metalloprotease (MMP) inhibitor, invented by Agouron Pharmaceuticals, for the
treatment of non-small-cell lung cancer. The primary author of this 3D animation, Marie
Dauenheimer, was quoted in this article stating “A few years ago, we wouldn’t have had
the computer resources or capability to create something of this ilk that quickly. Yet
today we were able to design rather elegant animation that showed the drug traveling
through the blood stream, into the epithelial layers and eventually stopping the blood
supply to the tumor”. In the case of Agouron Pharmaceuticals, the animation was used to
describe the molecular process for illustrative purposes, however the use of 3D modeling
is becoming more common in designing molecules through structure-based design. This
process and was described accurately by Werth (1994) in his description of the process



used by Vertex Pharmaceutical to custom synthesize a molecule that would have the
appropriate structure and conformation to combat the AIDS virus.

Other examples of using digital imagery are evident and can be found in the literature
illustrating the utility of computer animation for molecular biology educational purposes
(Amerongen, 2000, Skweres, 2004) or assisting in the analysis of medical images
(Berlage et al., 1966). In reviewing the websites of new biotechnology pharmaceutical
companies there is a prevalent use of digital animation to visually describe the proposed
mechanism of action of new pharmaceutical entities at the molecular level. This
translation of “science-speak” into easily understood visual imagery can be applied to
numerous scientific applications and becomes a significant alternative career path for
digital media students. The Digital Media Program, however attracts students who view
themselves as artists that are experimenting with the new art medium of electrons and
many have little to no interest in business and commercial applications of their skill set.
We have undertaken education program steps that seek to bridge the arts and sciences by
providing students with technical knowledge, an understanding of aesthetics, and
practical experience in digital media. With a core emphasis on learning how to develop
and express ideas, solve problems and create digital media content, this program leads
students through problem, project and process-based learning experiences that teach them
how to define, design and develop digital media content, computer graphics and
interactive medias. The program endeavors to bring together students, faculty and
industry professionals to realize interdisciplinary initiatives that prepare students for the
professional challenges of linking the arts to the sciences. These new 21% century careers
include employment utilizing Web media design, 3D visualization (modeling for data,
product, architectural, and other needs), interactive design (for education, entertainment
and business applications), communication design, digital video production and special
effects and animation. Mark Meadows (2003), author of the text, Pause and Effect, The
Art of Interactive Narrative, gives an excellent example of the utility of digital animation.
He states: “The best learning would occur hands on with the physical subject matter. If
you’re studying a rock, the best way to comprehend a rock is to hold it in your hands,
look at it, smell it, weigh it — physical interaction. With 3D where you are using 3D,
photorealism and motion, we can approach reality far closer than any other media. In this
medium, learning is going to be facilitated.” In biotechnology, the process of molecular
action although known in many cases, is sub-microscopic and not visible and the use of
3D animation created with scientific direction helps in the understanding of how the body
and the molecule interact.

The Process
Our experience of linking digital media and the sciences together is truly in its infancy at
our university. Currently students have the opportunity to interact with scientists and
create animation that is used to help explain some complex functions in two different
manners. For our graduate students, this opportunity is offered in a course entitled
“Strategic Experience” which is a culminating experience course for students obtaining a
masters degree in business administration, technology and digital media. These students
are grouped in consulting teams based on their education, experience and needs and most
importantly the consulting teams feature members with diverse educational disciplines.



We have found that by creating cross-functional teams, through bringing many different
disciplines together, we create consulting teams that develop solution sets that are
broader and more comprehensive than teams with more homogeneous members. We
have described the difficulties and positive aspects of managing and directing cross-
functional teams in a previous paper (Clark, Johnson and Turner, 2004). When students
serve as consultants to emerging businesses at regional technology-based business
incubators, they are faced with numerous problems ranging from the need to develop a
brand identity, defining their market niche, developing a comprehensive website and
communication forum and in finding a way to describe their complex technical process to
consumers or individuals that might be interested in investing in their company. In fact,
working with these emerging biotechnology companies is a true challenge for our
students since many of the companies are dealing with newly emerging or not yet defined
market niches.

The second opportunity developed to intentionally link the arts and sciences together is
through the Honors Program Thesis Project within the digital media department. In this
case a student or teams of students work with a scientific mentor with the end result being
an animation of a biochemical, physiological or biomedical process that may be
combined with an interactive web or CD interface. In each case, the process for
developing the animation is similar (Figure 1). The team meets with the scientist
(content advisor) to discuss the technical problem that needs to be described through
animation. This part of the process may require multiple meetings until the problem is
well defined and there is a significant understanding of the technology and how it works.
This is not a simple process since animating events that cannot be seen through a
microscope requires some artistic interpretation that must conform to the confines of the
known science. In the case of cross-functional teams this process can be accelerated
since technology students can assist in the translation of “science speak” to the digital
media student team members. Once the problem is defined, the team develops a sketches
and a storyboard defining how the animation will be developed and what will be
emphasized and highlighted in the completed animation. This part of the process may
take several more meetings with the scientific advisor as iterations of the animation
process are developed and matched to known or perceived mechanism of action at the
cellular level. The prototype animation (timing test) or parts of the animation are
developed in animatic format and meetings with the team and scientific advisor are again
held to confirm the accuracy and authenticity of the artistic interpretation of the
biological event. At this point the final voice-overs are added and the finished 3D models
created with color, texture and lighting schemes identified. If there is a strong working
relationship between the team members and the scientific advisors and the necessary time
has been spent to ensure the scientific accuracy of the animation, the final result is an
excellent educational, promotional, information and sales tool for the newly emerging
technology. This merging of art and science appears to be an excellent new employment
opportunity for digital media students/artists who have successfully learned to interact
with the scientific community.

Our Experience



Our experience to date in linking science to the arts has been rewarding and enlightening.
The use of digital imagery as a translation tool has allowed our classroom to expand to
regional technology-based business incubators, federal laboratories and departments on
campus where previously we have not had much interaction, such as the medical school
and most recently a newly formed linkage to artists located in our community. Examples
of projects completed may provide a basis for understanding the utility of digital imagery
in the biotechnology field and the wealth of new educational opportunities it provides.

One embryonic biotechnology company wanted assistance in illustrating how
unesterified tocopherols and tocotrienols, when formulated into a hydrolipid cream base,
would migrate into the skin layers (epidermis, dermis, subdermis) rather than remaining
on the skin surface until the ester bond could be broken (requires the presence of an
esterase). The significance of the molecules migrating into the dermis layers is that the
tocopherols and tocotrienols act to neutralize free radicals that are formed through
exposure to UV radiation, environmental toxins and/or other pollutants. Free radicals can
serve as a stimulus for cell mutation and the formation of skin cancers. In this case, a
digital cartoon was created showing migration of the molecules and the resulting
neutralization of the free radical. It allows the company the opportunity to differentiate
its product from others using esterified tocopherols and tocotrienols in their formulation
and allows for premium pricing in a commodity driven marketplace.

Our graduate students worked with a new startup bio-analytical company that had
developed a new piece of laboratory equipment designed to perform two-dimensional gel
electrophoresis of blood proteins based on their hydrophobicity and pH. Although our
team never had the opportunity to create the actual digital animation of how the proteins
would migrate in this two-dimensional field, they did collaborate with scientists at the
company to develop a detailed storyboard of how the final animation would be created to
show the proteins movement in the gel. The significance of this technology is that it
allows scientist to differentiate proteins from normal and abnormal cells. If protein
segments identified from abnormal cells are isolated, the amino acid sequence determined
and the conformational structure of the protein identified then companies can work to
develop new chemical or biological entities to inactivate the expression of that protein
from the cellular DNA. In this case, digital animation will give the company a
technology translation that will be understood and appreciated by the investment
community helping to move the company to the next level.

A third example was a project entitled: “Visualized Surgical Solutions: Female
Incontinence,” an interactive walk-through of the surgical procedure for correcting
female incontinence. A Professor of Surgery (content provider) and a five-member
student team developed an anatomical explanation of the procedure using 3D models of
the female pelvis. The project included a series of videos using 3D models to identify the
various structural anatomy involved and an interactive, rotatable model of the female
pelvis. Also included in the application are a series of video clips of the surgical
techniques that could be viewed in pieces, or as a complete video of the entire surgery.
This digital imagery used in concert with actual surgical footage provides the physician
an excellent platform to describe the process to potential patients. In this case the digital



imagery is used to illustrate a macromolecular process rather than sub-microscopic as
discussed in the previous examples.

A fourth example was the subject of a two student’s Honors project and was entitled
“Visualizing the Human Knee.” In this project the students used a combination of digital
video in addition to animated 3D models of the bones. What is interesting about this
particular case is that by using digital video the students were able to take the video and
“clean up” and enhance the images giving the surgery a more aesthetic representation of
the actual procedure. Patients considering the surgery can view the operation without
having to endure the more graphic scenes typically seen in an operating theatre. In this
case the students collaborated with a research physician who was the content and
scientific advisor.

Our last example also used a content and scientific advisor from the medical school and
was entitled “A 3D Visualization of the Sacroiliac Joint.” In this case the animation was
used to assist in determining how much room for play there actually is in the sacroiliac
joint under in vivo conditions. The student worked with scans of the joint to create a
negative image (the inverse of the joint—basically a model of the interior surfaces), to be
able to visualize how smooth or rough the surface was, and evaluate the effects of the
surface topography on actual motion ability of the joint.

Conclusions
The linkage of arts and sciences generates tremendous benefits where digital imagery can
be utilized to facilitate imaging of medical, biotechnical, biochemical and bioanalytical
processes. Since many of the processes occur at the sub-microscopic level, the use of
digital animation, created under the direction of scientists and maintaining scientific
integrity within the known and accepted bounds, provides the opportunity for complex
molecular events to be understood by the non-scientific community. This technology
translation becomes important for emerging new companies promoting these
technologies as they seek customers, markets and the influx of capital to support growth.
Institutions with strong science, medical and digital media/imaging departments need to
intentionally develop projects and coursework promoting the blending of these diverse
technologies through cross-functional teams and classes.

Literature Cited

AMERONGEN, H. 2000. The dynamic cell: A new concept for teaching molecular cell
biology. Bull Med Libr Assoc., 88(4):405-407.

BERLAGE, T., FOX, T., BRUNST, G., and QUAST, K-J. 1966. Supporting ultrasound
diagnosis using an animated 3D model of the heart. Proc. of IEEE Multimedia
Computing and Systems, Hiroshima, Japan, June 17 — 21.




CLARK, W.A. and A.J. CZUCHRY. 2004. Technology-based business incubators:
Living laboratories for entrepreneurial students. Proc. ASEE Annual Conference and
Exposition, June 20-23, Salt Lake City, UT.

CLARK, W.A., A.J. CZUCHRY and J.A. HALES. 2004. University Managed
Technology Business Incubators: Asset or Liability? 18" Annual USASBE National
Conference Proceedings, Jan 15-18, Dallas, TX.

CLARK, W.A., K.V. JOHNSON and C.A. TURNER. 2004. Cross-functional teams as a
teaching tool for enhanced learning. Proc. ASEE Annual Conference and Exposition,
June 20-23, Salt Lake City, UT.

MEADOWS, M.S. 2003. Pause & Effect: The Art of Interactive Narrative. New Riders,
Indianapolis, IN.

MILLER, M. 1999. Designing Ways: Computer Animators Illustrate Cancer Research in
3-D Imagery. J. National Cancer Inst., 91(5):409-10.

SKWERES, M. A. (2004, July 20). 3D Animation Takes Off in Education, VEXWorld
Retrieved July 28, 2004, from the World Wide Web,
http://vixworld.com/?sa=adv&code=319b255d&atype=articles&id=2165&page=1

WERTH, B. 1994. The Billon dollar Molecule: One Company’s Quest for the Perfect
Drug. Touchstone, Simon and Schuster, Inc., New York, NY.




Figure 1.
Collaborative Process

Between Researcher and Visualization Team
to Produce a Biotechnology Animation

[ A * Technical content explained
Planning and Concept ) and visual lreatm.ents discussed.
Meeting Researcher provides research data and

relevant visual material for reference

- / {MRI or CT scans, electromicrographsg,

surgical video, slides, etc.)

* Serpl for voice over developed al this time.
Visualization Team develops initial
concept sketches and storyboard.

~ =

Revision Meetings

L r

* Consult with researcher.
* Refinement of concept skelches and
storyboard to insure accuracy,

* Woice over and sound effects will usually be
Animatic Produced added at this point.
(motion test)

& ™

* Consult with researcher.
Revision Meetings * Refinement of timing, motion, 30 models and
- 4 script to insure accuracy.

r R

* Color, texture and lighting added.

Visualization Produced * Sound effects produced.

* Rough animation prolotype demonsirated,
* Final revisions discussed.

Revision Meetings

L ¥

r .

Final Edit of Animation

L J




FRANCHISING AS A STATE ECONOMIC DEVELOPMENT TOOL: SOME
PRELIMINARY ANALYSIS AND SUGGESTIONS FOR FUTURE RESEARCH
John E. Clarkin
Tate Center for Entrepreneurship
College of Charleston
66 George Street
Charleston, South Carolina 29424
Tel: 843.953.4999
clarkinj@cofc.edu

Howard F. Rudd, Jr.
College of Charleston

ABSTRACT

The purpose of this paper is to explore the potential benefits of using franchising as a state
economic development tool. We examined the relationship between concentrations of
franchisors and the economic development environment of the state in which the franchise
firms were headquartered. Using firms listed in Entrepreneur Magazine’s Franchise 500, we
identified states with the greatest concentration of ranked firms. To measure the impact on
each state’s economy, we used a traditional economic development metric, the number of
corporate employees. To examine possible factors that might be associated with higher
concentrations of franchise headquarters in any given state, we used the Corporation for
Enterprise Development (CFED) annual state’s economic development Report Card.

As expected, large states such as California, Texas, and Florida were found to be
headquarters to a large number of franchisors. The analysis also revealed that several smaller
states, such as Minnesota and Ohio had substantially higher numbers of franchisors than
states of comparable population. Next, using data from Source Book Publication’s
Worldfranchising website, we obtained the number of headquarters staff for each firm in the
Franchise 500.° Analysis revealed that many of the top ranked firms have large headquarters
staffs, an indicator of substantial economic impact in the states in which they are located.
This study raises questions about whether a state’s economic development policy and
associated economic incentives may be appropriately targeted to encourage franchise
formation and/or growth in order to reap its associated economic benefits. Implications for
practitioners and policy makers as well as future research directions are discussed.

INTRODUCTION

Although entrepreneurs have been studied for their personality (e.g., (Chell, 1984)), their
behaviors (e.g., (Gartner, 1988)), and their ability to transform their attributes into business
success (e.g., (Shaver, Gartner et al., 1996)), researchers have frequently focused on
entrepreneurs because of their economic contributions. Whether viewed as creative
destruction ((Schumpeter, 1934)) or entrepreneurial opportunity (von Mises, 1949),
economists were among the first to study entrepreneurs primarily because of the value created
by their innovations (Stevenson, Roberts et al., 1985). More recently, the study of



entrepreneurship has been expanded in scope to encompass the creation of new business
ventures (e.g., (Carter, Gartner et al., 1995)) as well as entrepreneurship within organizations
(Jarillo, 1988). This line of research has led to studies of entrepreneurial activities within
major corporations (e.g., (Kanter, 1996)) and within hybrid organizations, such as franchise
firms (Kaufmann and Dant, 1998). Franchising’s economic impact has been a topic of
interest to academics, practitioners, and policy makers for many years (e.g., (Bucklin, 1971);
(Stanworth and Dandridge, 1993); (Trutko, Trutko et al., 1993)). Viewed from a domestic
perspective, franchising is an integral part of the small business and entrepreneurial landscape
(Elango and Fried, 1997). Franchising has also had an increasingly visible international
presence, especially in developing economies where it has contributed to poverty reduction
and wealth creation by stimulating new firm creation and through transfer of expertise
through licensing (anonymous, 2004).

Although insightful, studies of franchising’s economic impact have primarily centered on the
development of franchised outlets. Similar to other large, non-franchised businesses, the
headquarters of a franchise is likely to employ a number of professional workers.
Additionally, economic benefits from increased travel, conventions, and supply-chain
linkages are likely to be realized in regions where a franchise establishes its headquarters.
Similar to non-franchised businesses, a franchise is likely to locate in a state where economic
development conditions are favorable, such as those areas with a talented labor force, high
quality of life, and other factors that support business growth. Despite the number of studies
of franchise firms, very little attention has been paid to the economic contributions made by a
franchise headquarters on its state and local economy. More specifically, where franchise
organizations form and grow remains largely unexplained.

In an effort to address this topic, this paper explores two primary research questions. First,
what is the economic impact of a franchise headquarters? Using the number of headquarters
employees as a measure, we look at the level of employment of some of North America’s top
franchise firms. Second, is there a relationship between the headquarters locations of top
franchises and those states with favorable economic development conditions? To explore
this relationship we analyzed the headquarters locations of Entrepreneur Magazine’s
Franchise 500® firms and the Center for Enterprise Development (CEFD) report card for the
states. In this preliminary analysis, we looked at states with the highest and lowest
concentrations of franchise headquarters.

LITERATURE ON FRANCHISING AND ECONOMIC DEVELOPMENT

Background

In one of the earlier studies of economic impact, Caves and Murphy revealed that franchise
firms were responsible for 38 percent of all retail sales in the United States, and nearly 12
percent of the gross national product (Caves and Murphy, 1976). Although much of the
growth in franchising has been through expansion in its traditional industries, such as fast-
food, quick printing, and janitorial services (Trutko, Trutko et al., 1993), it is also expanding
its impact by penetrating new industries, now accounting for nearly 50 percent of all domestic
retail sales, a figure estimated at $1 trillion (Grunhagen, 2001). A recent study by the



International Franchise Association (IFA) and Pricewaterhouse Coopers claimed that
franchising in the U.S. created more than 18 million jobs, and accounts for 9.5 percent of the
private sector economic output (anonymous, 2004). Because of its substantial economic
impact and far-reaching international expansion, franchising is increasingly considered and
important and global phenomenon (Teegen, 2000), and one worthy of study.

An International Economic Development Tool

The ubiquity of franchised outlets is evidenced throughout the world (Swartz, 2001). The
Unites States has been considered as the source of innovation behind many successful
international franchise concepts (Fernie and Fernie, 1997). For many U.S. franchisors,
international expansion has been growing at a rate that exceeds their domestic growth (Preble
and Hoffman, 1995), although not all franchisors choose to expand in this manner (Clarkin,
2002). One measure of the impact of international operations by U.S. franchisors is reflected
in the receipt of franchise fees from overseas operations, a figure that exceeded $569 million
in 1999 (Clarkin, 2002). In developed economies, globalization has created opportunities for
U.S. franchisors (Shane, 1996), and, albeit to a lesser extent, for European and other
international concepts to expand into the U.S. market (Muniz-Martinez, 1998). In developing
economies, franchising has been considered a valuable contributor to an emerging small- and
medium-sized enterprise sector (Sanghavi, 2001), as well as valuable technology transfer
mechanism (Stanworth, Price et al., 2001), helping to build a nation’s economic base while
offering a tested method of privatization with comparatively low failure rates (Preble and
Hoffman, 1995).

A Domestic Economic Development Tool

In similar fashion to the innovators and creators of non-franchised businesses, franchisors
have been studied by entrepreneurship researchers. Entrepreneurs are considered to be
essential to economic development (Schumpeter, 1934), serving as “protagonist(s) of
economic activity” (p. 18) (Stevenson and Jarillo, 1990). According to the U.S. Small
Business Administration (SBA), franchised businesses, together with non-franchised small
businesses, are considered to be the “building blocks of sustainable economic growth...and
they must be the cornerstones of inner city and rural communities” (p.1) (anonymous, 1999).
Supporting this effort, the SBA has backed more than 18,600 loans to franchisees totaling
more than $5 billion in the five-year period of 1993 through 1998 (anonymous, 1999).

Bingham and Bowen observed that economic development had become a major priority for
state agencies, employing three primary strategies: 1) maintaining existing firms and
technologies; 2) recruiting firms from other states, or encouraging opening of branch plants;
and 3) creating new industries and enterprises (p. 501) (Bingham and Bowen, 1994). Most
economic development initiatives related to franchising have been focused on encouraging
the opening of branch outlets by supporting and training prospective franchisees. Franchising
has received a great deal of attention among economic development agencies and researchers,
in part because of the widespread belief that franchised businesses have overall lower failure
rates than non-franchised businesses (e.g., (Barrow, 1989); (Burke, 1996)). Much of this
attention, however, has been directed toward the “micro” impact of franchised outlets in rural
or urban economic development, both in the U.S. and abroad.



To address gaps in the literature, this study explores the economic impact of franchisors, and
potential links between the locations of franchise headquarters and the state’s economic
development conditions. To accomplish this study, data from three sources were utilized,
each of which is described in the following section.

DATASET DESCRIPTIONS

Entrepreneur Magazine Franchise 500°
Data were collected from the January 2004 edition of Entrepreneur Magazine for this study.
Published annually since 1980, Entrepreneur Magazine’s Franchise 500® has been widely
used by practitioners and potential franchisees to compare franchise opportunities. In
addition to its use by practitioners, Entrepreneur’s Franchise 500 dataset has been used,
albeit in different capacities, in several academic studies. Authors of previous studies
concluded that the Franchise 500° dataset was a reliable source of data for studies of
franchising (Lafontaine and Slade, 1996); (Shane and Spell, 1998). Table 1 presents the
criteria used by the magazine in its ranking.

[Table 1 about here]
The Franchise 500° ranking is based on pre-determined, weighted criteria, those considered
by the magazine to be essential for evaluating and comparing franchises. Although it does
not disclose individual weightings assigned to specific criterion, the magazine differentiates
between criteria it considers most important and important. The magazine collects data from
franchisors through a survey, and requires respondents to submit a UFOC and/or other
supporting documentation before inclusion in the ranking.

Source Book Publications “Worldfranchising’’ website

Source Book Publications provides franchise information through books, databases,
consulting, and through a number of websites. Among the books published by Source Book
are “Bond’s Franchise Guide” and “The International Herald Tribune Franchise Guide.” Its
websites include www.worldfranchising.com, promoted as “the Internet's most
comprehensive and up-to-date portal on franchising,” and www.franchisingconsultant.com, a
database containing detailed profiles of leading North American franchise consultants and
service providers. Source Book’s “Worldfranchising” website contains a database of more
than 1,100 franchise concepts, with data gathered through a survey of North American
franchisors.

Corporation for Enterprise Development (CFED)

For 17 years, the Corporation for Enterprise Development (CFED) has published its
“Development Report Card for the States.” (available at http://drc.cfed.org/grades/) In its
report card, states are graded on three composite indices, “Performance,” “Business Vitality,”
and “Development Capacity,” each of which is comprised of a series of sub-indexes. The
Performance index measures how a state’s economy is providing opportunities for
employment, income, and an improving quality of life. The Business Vitality index looks at
the degree to which a state’s large and small businesses are dynamic and competitive, while
Development Capacity examines each state’s capacity for future development. To calculate




grades for its report cards, CFED collects data on 68 separate measures, and then ranks each
state from best to worst on each measure. Overall index scores are calculated by taking the
sum of the sub-index scores. Once the scores are compiled, states are rank-ordered, with
those that rank from 1-10 given a grade of “A,” those from 11-20 earn “B,” and so on until
those states ranked 46-50 receive a grade of “F” in each of the three indexes.

Preliminary analysis of states with firms in the Franchise 500°
Preliminary analysis of the Franchise 500® data was performed using SPSS for Windows
V10.5. The frequency of each state was calculated in order to determine which states had the
highest and lowest concentration of ranked firms. The District of Columbia and Canada were
also assigned unique numbers, making a total of 52 possible headquarters locations.
[INSERT TABLE 2 ABOUT HERE]
As presented in Table 2, the frequency analysis revealed highest concentrations of franchise
headquarters among ranked firms in three of the four most populous states: California (33.8
million), Texas (20.8 million), and Florida (15.9 million). Interestingly, the comparatively
smaller state of Minnesota (4.9 million) accounted for what appears to be a disproportionate
number of franchise headquarters. Conversely, Idaho, Montana, North and South Dakota,
and Vermont had only two ranked firms domiciled in their respective states, while Wyoming,
West Virginia, and Alabama accounted for only one each.

Preliminary analysis of Franchise 500° and headquarters employment
As presented earlier, one way to measure the economic development impact of a franchise
firm is to examine its headquarters employment. Using the top-ranked franchises in the
Franchise 500®, this section of the analysis focused on the number of corporate employees in
each firm. Source Book Publication’s “Worldfranchising” website was used to determine the
size of each firm’s corporate staff.

[INSERT TABLE 3 ABOUT HERE]
Table 3 presents the top-ranked franchises in the Franchise 500®, with the size of their firm’s
corporate staff. The table reveals that the top-ranked franchises represent sources of
substantial employment, such as 7-Eleven (1,000), Subway (700), and Quizno’s (485).
Although Source Book Publication’s survey asked each franchisor to note the size of their
corporate staff, they were not required to disclose the location of the employees. In other
words, some corporate employees may not be located in the state in which their headquarters
exists.

Preliminary analysis of headquarters location and the state’s economic development
report card

To explore the relationship between states with higher concentrations of top-ranked
franchises and their economic climate, we used each state’s economic development report
card, as reported by the CEFD. We assigned a numeric value to the letter grade given in the
report card, from an “A” which was assigned a value of “1” to an “F” which was assigned a
value of “5” for each of the three indices described earlier in Table 2. In addition to the three
indices, a composite was entered, representing the sum of the three. Using this method,
states with all “As” would receive a composite score of three, while those receiving all “Fs”
on the report card would receive a score of fifteen.



Although a relationship between a state’s population and the number of franchise
headquarters was evident, it appears that population is not the sole determinant. For
example, Minnesota and Alabama have similar populations, 4.9 million and 4.5 million
respectively. Despite similar populations, Minnesota serves as the headquarters of 27 of the
top-ranked franchises in North America, while Alabama is home to only one of the Franchise
500® firms. Georgia (8.2 million), with twice the population of its neighbor South Carolina
(4.0 million) has more than six times the number of headquarters among ranked firms.

Conclusions and suggestions for further research

Preliminary analysis using only 2004 data from the Franchise 500 indicates that there is
value to continuing this line of research. Based on the number of corporate employees found
in many franchise headquarters, there can be little doubt that there is economic value
associated with employment and associated payrolls. This conclusion does not consider
additional indirect benefits that may accrue to these locations through training centers, and
their transient economic impacts, such as national meetings and conventions. Also not
considered is the flow of franchise or royalty fees to corporate headquarters, the value of
creating an innovative and growing organization on the local real estate market and the
community at large, and the potential impact on growing a network of local suppliers. These
represent potential paths for further research on this topic.

A second potential avenue for research could be more focused on specific economic
development conditions, weighing their impact on supporting or constraining franchise
formation and development. Issues such as infrastructure, taxes, and employment tax credits
have potentially meaningful effects on franchise development. Third, it would appear that
franchising could be more than just a tool for expansion of entrepreneurial ventures, but
could also be viewed as a state economic development tool, one that may have been
overlooked for some time. Properly crafted, economic development incentives and targeted
marketing strategies could become powerful and effective tools for developing and recruiting
franchise headquarters.
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Table 1
Franchise 500 ® Ranking Criteria

Criterion

Most Important

Franchisor Financial Strength

Franchisor Stability

Size of System

Growth Rate

Important

Number of Years in Business

Experience in Franchising

Start-up costs

Amount of litigation

Percentage of terminations

Franchisor financing available

Table 2: States with highest and lowest concentration of ranked firms

Highest concentration Lowest concentration
No. Percent State Population® | No. Percent State Population®
Ranked of (million) Ranked of (million)
Firms Total Firms Total
59 11.8 California | 33.8 2 4 Vermont .61
44 8.8 Texas 20.8 2 4 S. Dakota 75
42 8.4 Florida 15.9 2 4 N. Dakota .64
27 5.4 Minnesota | 4.9 2 4 Montana .90
27 54 Ohio 11.3 2 4 Idaho 1.3
1 2 Alabama 4.5
1 2 W. Virginia 1.8
1 2 Wyoming .49

* U.S. population by state: Population Reference Bureau, available at
http://www.classbrain.com/artstate/publish/article _661.shtml

Table 3: Top-Ranked Firms and Their Headquarters Staff

Rank | Name Headquarters | Headquarters
State Staff

1 Subway Connecticut 700

2 Curves Texas 50

3 Quizno’s Colorado 485

4 7-Eleven Texas 1,000

5 Jackson Hewitt | New Jersey 235
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ABSTRACT

A growing number of women are starting and operating small firms. Prior research has
often indicated, however, that women-owned businesses tend to under-perform firms
owned by men in measures of size, growth, and profitability. This article compares the
performance of women- and men-owned small firms in the service and retail industries in
an attempt to determine if higher levels of human capital close the supposed performance
gap between them. Results reveal that women-owned firms were smaller than men-
owned firms, even controlling for industry sector and various measures of human capital.
Contrary to prior research, however, women-owned firms were significantly more
profitable and exhibited a significantly higher year to year growth rate in sales.

INTRODUCTION

Small firms are a vital part of the United States economy. The U.S. Small Business
Administration defines a small firm as one that has 500 or fewer employees. Using this
definition, ninety-nine percent of all firms in the U.S. would be categorized as small
businesses. Data compiled by the SBA indicate that there were 22.9 million small firms
in this country in 2002 (Small Business by the Numbers, 2003). These firms generated
over half of gross domestic product and employed more than half of the work force. In
fact, small firms have been responsible for sixty to eighty percent of net new jobs. They
are also an important source of innovation in the creation of new products, services, and
technologies.

Within the larger category of small businesses, women-owned small businesses are a
special sub-set. In spite of their growing numbers, however, women-owned firms
continue to lag men-owned firms in a number of performance measures. Typically,
women-owned firms are smaller than men-owned firms in terms of assets, revenues, and
profits. Overall, women-owned firms tend to be very small and concentrated in highly
competitive and less profitable service businesses (Brush, 1992; Chaganti, 1986;
Loscocco & Robinson, 1991). These performance discrepancies could be partially due to
different lifestyle choices on the part of women small business owners, but they could
also be due to differences in the array of skills and experiences that women bring to small
business ownership. This research will examine the effect of human capital variables
including education and prior business experience on the performance of small women-
owned firms to determine if higher levels of human capital are associated with higher
levels of firm performance.



DESCRIPTION OF THE DATA

Data for this study are drawn from the 1998 Survey of Small Business Finances (SSBF)
conducted every five years by the Federal Reserve Board. The 1998 Survey is the most
recent for which data are publicly available. It includes balance sheet and income
statement data on 3,561 U.S. small firms defined as firms having 500 or fewer
employees. Survey firms represent a random sample stratified by size, geographic
location, gender, and the racial or ethnic identity of the firm owner. Sample weights are
provided in order to make it possible to construct population estimates from the sample
data. In addition to demographic data, the SSBF provides a wealth of information on the
sample firms’ use of financial products and services as well as on their use of financial
service providers. It is the largest and most comprehensive data set of its type.

MULTIVARIATE ANALYSIS

In order to explore the relationship between gender, human capital, and various measures
of performance, a series of multivariate models were developed. The first of these
examined the relationship between various measures of firm size, gender, and
independent variables representing various aspects of human capital. The model took the
following form:

Model 1:

Logsales (or Logassts)= a + bjed2 + byed3 + bsed4 + bysoleprop + bstamily + bginherit +
b;ownage + bsfirmage + boexp + bjpofemale + e

The dependent variable, Logsales, represents the log of 1998 sales and is a measure of
firm size. In a second iteration of the model, the log of total assets (Logassts), also a
measure of firm size, was substituted as the dependent variable. The logged form of both
variables was used because both values were highly skewed.

Independent variables represent firm or owner characteristics that could be expected to
contribute to human capital. The variables Ed2, Ed3, and Ed4 represent various
educational levels. Prior research has suggested that more highly educated firm owners
tend to operate more successful firms (Kangasharju & Pekkala, 2002; Pena, 2002;
Schiller & Crewson, 1997). The lowest educational level, Ed1 (did not graduate from
high school), was omitted as the reference variable.

The variable Soleprop identifies firms that are organized as sole proprietorships and thus
do not have the benefit of the education or experience that could be provided by partners.
The variable Family indicates those firms that are defined by the firm owner as being
family-owned, while the variable Inherit indicates those firms that were inherited. The
owners of family-owned firms should be able to benefit from the human capital provided
by other family members. Similarly, owners who have inherited their firms should
benefit not only from the accumulated experience of prior generations but also from the
experience of growing up in the business. Ownage and Firmage were included as



independent variables, because one would anticipate that older firm owners would have
accumulated a greater amount of life experience, judgment, and maturity, while older
firms would have weathered the shocks typically experienced by early stage firms.

The variable Exp indicates the firm owner’s number of years of prior business
experience. One would anticipate that more experienced owners would be better
equipped for firm survival and success. Finally, Female is a dichotomous variable
indicating whether or not the firm was owned by a woman.

A considerable amount of prior research has revealed that women-owned firms tend to be
more heavily concentrated in the less growth oriented and less profitable sectors of
service and retail. Since the intent of this paper is to compare the performance of women-
owned firms to comparable men-owned firms, the multivariate analyses are confined to
firms in the service and retail sectors. This will eliminate the potentially confounding
effect of having a larger number of men-owned firms operating in sectors such as
manufacturing and construction which are characterized by larger and more profitable
firms. The results of Model 1 are included in Table 1 which reveals that, even controlling
for various types of human capital, women-owned firms were still significantly smaller
than men-owned firms in terms of total sales and total assets.

A second size model was constructed having total employees (Totemp) as the dependent
variable. Since the number of employees is typically a function of firm size, logsales was
added to this model as an independent variable. This model had the following form:

Model 2:

Totemp= a + bjed2 + byed3 + bsed4 + bssoleprop + bsfamily + bginherit + b;ownage +
bgfirmage + boexp + bipfemale + byjlogsales + e

In this model, the variable Female was not significant, indicating that when we control
for firm size, industry, and measures of human capital, women-owned firms were no
smaller than men-owned firms in terms of total employees. This is an important finding,
because it suggests that women-owned firms have the same willingness and potential to
create jobs as firms owned by men.

A second set of models examined the relationship between various measures of
profitability and independent variables representing human capital characteristics. In the
first of these, return of sales (ROS) was used as the dependent variable:

Model 3:

ROS (or Growth) = a + bjed2 + byed3 + bsed4 + bssoleprop + bsfamily + bginherit +
b;ownage + bsfirmage + boexp + bjofemale + bj;logsales + e

Return on sales was used as the dependent variable rather than return on assets or return
of equity, because prior research has indicated that women-owned firms are smaller in



terms of assets. Thus, their ROA or ROE ratios might be unusually high because of the
low denominator. Return of sales, on the other hand, is a measure of operating
efficiency. It provides an indication of the firm owner’s ability to manage expenses
relative to revenues. In this model Tobit analysis was used, because the dependent
variable, ROS, was truncated at a lower boundary of zero.

The results of Model 3 (Table 2) reveal that women-owned firms were significantly more
profitable than men-owned firms in terms of return on assets. This finding supports prior
research which has found that, although women-owned firms are smaller than men-
owned firms, they are no less profitable. .

The Tobit model was repeated with a second independent variable representing year to
year growth in sales (Growth). The results of this model are also provided in Table 2
which reveals that women-owned firms were significantly more likely to have
experienced growth in sales from 1997 to 1998

As a final measure, two additional models were constructed to examine profitability and
growth. In this instance, the dependent variable was a dichotomous variable indicating
whether or not the firm achieved positive versus zero of negative profits (or growth). The
model took the following form.

Model 4:

Someprof (or Somegrow) = a + bied2 + byed3 + bzed4 + bssoleprop + bsfamily +
beinherit + b;ownage + bgfirmage + boexp + bjofemale + bjjlogsales + e

The variable representing gender was not significant indicating that women were no more
likely than men to operate firms having positive profits. Women were, however,
significantly more likely to operate positive growth firms than men.

SUMMARY AND CONCLUSIONS

Prior research has been inconclusive regarding the performance of women-owned firms
relative to firms owned by men. In general, however, it seems to suggest that women-
owned firms are smaller and less growth oriented, though not necessarily less profitable.
These results, using data from the 1998 Survey of Small Business Finances, sheds some
additional light on those findings. Multivariate analysis reveals that women-owned firms
were significantly smaller than men-owned firms in terms of total sales and total assets.
Controlling for sales level and industry sector, however, women-owned firms had no
fewer employees than men-owned firms suggesting that women-owned firms are just as
willing and able to generate jobs as businesses operated by men. Further, these findings
reveal that women-owned firms were significantly more profitable than men-owned firms
in terms of return on sales. They also demonstrated a significantly higher year to year
growth rate in sales. Women-owned firms were no more likely to demonstrate zero or
negative profitability than men-owned firms, and they were significantly less likely to
demonstrate zero or negative growth. Overall, these results seem to indicate that,



although women-owned firms under-perform men-owned firms in terms of firm size,
they do not under-perform in measures of either profitability or growth.

Table 1
Multivariate Analysis: Measures of Firm Size (Regression Analysis)
Parameter Estimates

Logsales Logassts Totemp
Variables
Intercept 13.85826%* 12.13153%*%* -75.61242%%
Ed2 -0.00564 0.46945 3.07499
Ed3 0.17839 0.57058* 3.09457
Ed4 0.56279* 0.92928%*%* 7.23753
Soleprop -2.07129%* -1.73072%* -6.63427%*
Family -0.54263%* -0.60414** -12.91668**
Inherit 0.81282%%* 0.77297** 11.62575%*
Ownage -0.03370%* -0.02645%* 0.16007
Firmage 0.03240%** 0.02907%** 0.36310%*
Exp 0.04151%** 0.04121%** 0.00431
Female -0.54001** -0.54594 % 2.74327
Logsales not included not included 7.47572%%
R-square 0.3196 0.3227 0.2759
Pr>F 0.0001 0.0001 0.0001

*results significant at the .05 level
**results significant at the .01 level



Table 2
Multivariate Analysis: Measures of Firm Profitability and Growth (Tobit Analysis)
Parameter Estimates

ROS Growth
Variables
Intercept 0.0898 -0.2490*
Ed2 -0.0043 -0.0114
Ed3 -0.0123 0.0290
Ed4 -0.0165 0.0244
Soleprop 0.1763%** 0.0578%**
Family -0.0044 0.0013
Inherit 0.0645% -0.1238**
Ownage -0.0010 -0.0002
Firmage 0.0014 -0.0052%#%*
Exp 0.0010 -0.0039%**
Female 0.0330%* 0.0585%**
Logsales 0.0056 0.0328%**

*results significant at the .05 level
**results significant at the .01 level



Table 3
Multivariate Analysis: Measures of Firm Profitability and Growth
(Logistic Regression Analysis)
Parameter Estimates

Someprof Somegrow
Variables
Intercept -3.2837%#%* -3.1494%#%*
Ed2 0.5658 0.4077
Ed3 0.3526 0.5162%*
Ed4 0.2267 0.4683
Soleprop 1.0077%** 0.2643%**
Family -0.0521 0.2134
Inherit 0.4141 -0.5372%
Ownage -0.0119 0.0003
Firmage 0.0138 -0.0072
Exp 0.0111 -0.0134*
Female 0.0992 0.1968*
Logsales 0.3578%** 0.2615%*

*results significant at the .05 level
**results significant at the .01 level
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Students for the Advancement of Global Entrepreneurship—SAGE—is a groundbreaking
education program that links secondary school student organizations to “consultants/mentors’
from local universities and businesses using an interscholastic structure similar to athletic
competitions. Its mission: to advance entrepreneurship education and community service-
learning across the world, emphasizing ethical business practices, social-responsibility, civic
engagement and environmental awareness. SAGE provides a new avenue for teens to become
actively involved in creating small businesses and contributing to the community.

b

During an academic year, a high school SAGE team is challenged to complete real-world
projects. Near the end of the year, each team showcases its projects in a competitive
“tournament” whose “referees” are local leaders business, civic and education communities. The
team that wins its regional or state competition advances to the national competition; the national
champion advances to the “SAGE World Cup.” SAGE has been operating as a pilot program for
the past two years, and has grown to include approximately 100 high schools—16 high schools in
California—and over 80 high schools in 10 other countries. This program is innovative and
ambitious, for three reasons. First, SAGE students do not compete for grades; rather, they
compete for the same type of recognition that comes with interscholastic sports. Second, SAGE
cuts across boundaries between secondary education and higher education; between education
and business; and, just as importantly, among countries. One of SAGE’s goals is to give all
participants a global perspective along with local insight. Third, SAGE integrates
entrepreneurship and community service-learning.

INTRODUCTION

Students for the Advancement of Global Entrepreneurship—SAGE—addresses a global
problem: access to educational resources that increase the capacity of young people to become
self-reliant and employable in today’s global marketplace. It also addresses additional problems
connected to secondary and postsecondary education, including: (1) the need for better
collaboration among colleges, K-12, and local businesses to prepare students for life after
graduation; (2) resistance to using alternative pedagogies, such as community service-learning
(CSL) and problem-based learning (PBL), as a means of reforming curriculum and instruction in
settings other than traditional classrooms (e.g., co-curricular student organizations), and (3) the
lack of role models and mentors for high school students from nearby universities and
businesses.



SAGE’s mission is to advance entrepreneurship education and community service-learning
across the world, emphasizing ethical business practices, social-responsibility, civic engagement
and environmental awareness. This mission is accomplished by linking secondary school student
organizations to “consultants/mentors” from local universities and businesses using an
interscholastic structure similar to athletic competitions. During an academic year, a high school
SAGE team is challenged to complete real-world projects. Near the end of the year, each team
showcases its projects in a competitive “tournament” whose “referees” are local leaders recruited
from the business, civic and education communities. The team that wins its regional or state
competition advances to the national competition; the national champion advances to the “SAGE
World Cup.”

This paper contributes to the entrepreneurship education literature by describing the SAGE
program and offering suggestions as to how this program is related to alternative pedagogies,
community development and outreach. The remainder of this paper is organized as follows:
L. History and background
IL Description of how SAGE is an innovative learning project grounded in community
service-learning (CSL) and problem-based learning (PBL); this description will also
include the key features of the program
1. SAGE’s goals and structure
Iv. How SAGE’s goals are linked to the new AACSB standards
v A description of how SAGE is a unique model for assessing the quality of CSL and
PBL projects
VL So what?

HISTORY AND BACKGROUND

The SAGE concept was created nine years ago under the name “Cal-High Students in Free
Enterprise (SIFE).” A team of students and faculty from California State University, Chico
(CSUC), a comprehensive four-year public university in California, started Cal-High SIFE in fall
1995. This program matched college business students with underserved and/or economically
disadvantaged high schools. The college students became coaches and mentors in helping high
school students develop entrepreneurship projects and hone skills needed to enter the workforce
or go on to college.

Two years ago, the program was re-named from Cal-High SIFE to SAGE, for several reasons.
First, high school SAGE teams focus on entrepreneurship rather than corporate careers as one of
their main goals. Instead of merely “teaching others how free markets work in a global economy”
and “teaching others how entrepreneurs succeed” (which are the main goals of collegiate SIFE
chapters (http://sife.org), we wanted students to actually do something entrepreneurial.

Second, we wanted to reflect the global scope of the program. In 2003-2004, 16 high schools
participated in the California competition, and over 200 high school students came to the CSUC
campus at the end of March. This program has been so successful that collegiate teams from
China, Kazakhstan, Mexico, Philippines, Poland, Tajikistan, Russia, South Africa and the



Ukraine started similar high school mentoring programs under the guidance and direction of
CSUC students and faculty.

A third reason we re-named the project to SAGE was to reflect SAGE’s more holistic set of
judging criteria that include a component on civic engagement and another on environmental
awareness, based on the philosophy of businessman and author Paul Hawken [1993, p. 1]:
“The ultimate purpose of business is not, or should not be, simply to make money. Nor is
it merely a system of making and selling things. The promise of business is to increase the
general well-being of humankind through service, a creative invention and ethical
philosophy.”

These two judging criteria ensure that SAGE teams include these topics as part of their projects.
Exhibit 1 contains the SAGE judging criteria.

Insert Exhibit 1 about here

A fourth reason is that the name SAGE more accurately captures our vision and mission.

Sage is defined in Webster's Dictionary as "wise; proceeding from wisdom; well-judged; grave;
serious." This definition, we believe, more appropriately captures our vision of creating better
futures through entrepreneurship and community service, with secondary students working
collaboratively with older, more experienced consultants from nearby universities and the private
sector.

SAGE—A COMMUNITY SERVICE-LEARNING (CSL) AND PROBLEM-BASED
LEARNING (PBL) PROGRAM

Experiential education encompasses a wide range of teaching and learning methods which
engage the learner actively in whatever is being learned, whether it happens in the classroom,
workplace, or community. CSL is one form of experiential learning. CSL is defined as: "A
method under which students or participants learn and develop through active participation in
thoughtfully organized service that is conducted in and meets the needs of a community, and is
coordinated with the community and with an elementary school, secondary school, institution of
higher education, or community service program" (National and Community Service Trust Act of
1993). One of the leading campus organizations in this area is the CSUC SIFE team. The mission
of collegiate SIFE teams is to make a difference in their communities by learning, practicing, and
teaching the principles of free enterprise. While completing community outreach projects, the
students develop teamwork, leadership, and communication skills.

One of SAGE’s unique features is that university business students are trained to become
consultants, mentors and coaches for teams of secondary school students in their region. The
university students, who can earn course credit as part of their CSL experience, aid the
participating secondary school teacher and his/her SAGE students by helping them identify,
deliver and assess outreach activities (readers can find a sample syllabus by going to the
following website: http://www.csuchico.edu/sage). A pedagogy related to CSL is PBL, defined as




“an instructional method that challenges students to ‘learn to learn,” working cooperatively in
groups to seek solutions to real world problems. These problems are used to engage students'
curiosity and to initiate learning the subject matter. PBL prepares students to think critically and
analytically, and to find and use appropriate learning resources.” (http://www.udel.edu/pbl/).
SAGE allows secondary school students to seek solutions to real world problems by working
cooperatively on projects that they identify, deliver and assess, with input from their college
mentors, their business advisory board (BAB) members and their teacher.

It should be noted that the PBL projects completed by the secondary school students can be
integrated into their regular coursework or as a co-curricular activity after school or on weekends,
depending on the school’s infrastructure.

SAGE’S GOALS AND STRUCTURE

SAGE has three main goals:

® To establish new linkages between secondary schools and universities in North America
and abroad, furthering entrepreneurship education and community service for high
school educators and their students; the high school students will be assisted by their
college consultants.

e To contribute to the learning of business, entrepreneurship, civic engagement and
environmental awareness at the secondary school level by creating an infrastructure that
relies on CSL and PBL.

¢ To involve the business community by enlisting business managers, executives and
entrepreneurs to participate as guest speakers, consultants and business advisers for
SAGE high schools. Further, in the role as SAGE competition judges, they serve as
evaluators and graders to determine which educational projects are doing the most to
enhance business understanding and economic enterprise.

As for SAGE’s structure, a high school teacher organizes a SAGE team at the beginning of an
academic year. The adviser also seeks out assistance from a nearby college or university to
recruit older mentors/consultants to help the SAGE students. Working with their college mentor,
the high school students identify, deliver and assess activities related to entrepreneurship and
community service. Near the end of the year, the SAGE teams in the area come together—
usually at a university that “hosts” the competition—to showcase their projects in an oral and
written presentation to judges. The competitive element incorporated into SAGE is very
important. At the SAGE competition each high school is placed into a competitive league, much
like athletic competitions.

This structure also allows teams to “benchmark” their best projects against other secondary
schools. Unquestionably, one of the strongest motivators for a young person is peer pressure, and
the SAGE structure, in a subtle yet powerful manner, has incorporated this motivational
technique into a tournament-like setting. Any high school with an active business class is
welcome to participate, as are student organizations like Future Business Leaders of America
(FBLA), DECA (an association for students and teachers of marketing, management and



entrepreneurship), Junior Achievement, Virtual Enterprise, Future Farmers of America,
SkillsUSA or the Technology Student Association (TSA).

Advisors serving on a SAGE high school team’s BAB can participate in a second way. These
entrepreneurs, business leaders and civic leaders can serve as official SAGE judges at a state,
national or global SAGE competition. State and national competitions take place between
February and July each year, followed by the “SAGE World Cup” (note: the third annual SAGE
World Cup will take place on August 11-14, 2005, in San Francisco. The Second Annual SAGE
World Cup took place on May 20-23, 2004 in San Francisco; seven countries participated.
Results: Philippines, ™ place; Tajikistan, nd place; China, 31 place; USA and Poland, tie for 4t
place; South Africa, 6™ place; Mexico, 7™ place).

SAGE AND AACSB STANDARDS

On April 25, 2003, the AACSB International (Association to Advance Collegiate Schools of
Business) passed its new accreditation procedures and standards for business school
accreditation. The AACSB assures quality and promotes excellence and continuous improvement
in undergraduate and graduate education for business administration and accounting. The new
standards require business colleges wanting accreditation to incorporate a stronger global
emphasis into their curriculum. For example:

e “Every graduate should be prepared to pursue a business or management career in a
global context. That is, students should be exposed to cultural practices different from
their own. The learning experiences should foster sensitivity and flexibility toward
cultural differences. For the benefit of all, active support of a number of perspectives is
desirable.” (AACSB, p. 12)

e “The curriculum management process will result in an undergraduate degree program that
includes learning experiences in such general knowledge and skill areas as multicultural
and diversity understanding, and such management-specific knowledge and skills areas as
domestic and global economic environments of organizations.” (AACSB, p. 19)

SAGE addresses these standards by involving university students in a consulting role that
includes a global dimension. Exhibit 1 shows the third judging criterion by which high school
students are evaluated. This criterion is intentionally broad in scope and vague in specifics. In
order to be successful in today’s business world, it is important that students interested in
pursuing entrepreneurial ventures (or careers in business) be exposed to cultural practices
different from their own. Also, it is important that they are aware of key policymaking
organizations, such as the NAFTA, ASEAN, IMF, the World Bank, the WTO and the European
Union.

It is vital for university students and high school SAGE students to have ample opportunity to
learn entrepreneurial skills, while at the same time learning how international trade directly
affects many aspects of their lives (e.g., from purchasing decisions to career choices). SAGE
builds international linkages between education and business that currently do not exist.



SAGE teams from different states or countries are encouraged to work with each other in
determining if there is a potential market for import/export products. Other types of projects
might be a study of how free markets work in an economy other than one’s own, or an in-depth
study of the roles and responsibilities of various policymakers in a global economy. By including
a judging criterion with a global dimension, SAGE provides secondary students with an
international perspective and, for the most outstanding students, a unique cultural exchange
program when they travel to the SAGE World Cup in August each year.

SAGE: A UNIQUE ASSESSMENT MODEL

Another unique feature of SAGE is that accountability is built in as one of the nine judging
criteria by which SAGE teams are evaluated. The last criterion reads: “In their projects, how
effective were the students in measuring the results of their projects (e.g., pre- and post-test
results)?” It is very important that a SAGE team measures the results of its projects. SAGE teams
are urged to include an assessment component for each project, and the college mentors make
them aware that “what gets measured gets managed.” When SAGE teams compete against one
another at national and international competitions they have the opportunity to learn how to
improve their projects based on judges comments and ratings; they also have the opportunity to
see the best projects completed by other teams. This is an example of how the judges’ ratings are
also used as a formative assessment tool.

Most assessment data currently used to evaluate service-learning projects lie in the area of
authentic assessment (Hart, 1994). Examples of SAGE authentic assessment data included the
number of organizations in the community who have benefited from SAGE projects. Other data
include the annual summary written report and an oral presentation to a critical panel of judges.

Taken together, the SAGE judging criteria provide another form of assessment by offering a
feedback mechanism for communicating project outcomes to students and thus represent the
equivalent of a syllabus in a course. The judging criteria also help students understand how the
judges assess student skills and thus play a role similar to grading policies/exams in a course.
Menlo (1993) and Honett and Poulsen (1989) have shown that performance feedback is an
effective development tool for students involved in CSL and PBL activities.

As for the university students, they must keep an activity log describing what they did during the
semester (the log must show at least 35 hours of service in order to earn one unit of credit). At
the end of the semester, the students must also write a reflection essay describe their experience,
explain what they learned, offer recommendations to improve the project, and indicate whether
or not they plan to continue with the project after the semester is over.

HOW TO START A SAGE PROGRAM

There are three important “legs on the stool” that must exist for SAGE to succeed as a viable
program in one’s area. First, it is vital that there is a committed, entrepreneurial high school
teacher who will serve as a SAGE adviser. Second, one needs a community college or university
in the area with business students who have the motivation and incentive to become SAGE



consultants. Third, the community needs to be aware that a SAGE program exists, with business,
civic and education leaders willing to participate, both in terms of time and financial support.

1. Entrepreneurial High School Teacher — The typical SAGE adviser is a high school teacher
who currently teachers a business class such as “Virtual Enterprise,” is part of a business
academy, or is an adviser to a high school business organization like FBLA or DECA (an
association for students and teachers of marketing, management and entrepreneurship). In most
cases students are already completing entrepreneurship projects or projects related to
entrepreneurship, and the teachers are proud of their accomplishments. SAGE provides an
additional, public venue for their students to achieve recognition and reward for their
accomplishments.

2. Community College/University — Higher education is involved mainly through business
departments and colleges, and the dean sees that SAGE has a fit with his/her academic unit.
SAGE provides an avenue for entrepreneurship students to obtain hands-on learning; it offers a
mechanism by which business departments can offer any business student CSL course credit; and
if the campus has a SIFE program SAGE is an outstanding community service project which can
help the team excel at the collegiate competitions. Under all three scenarios, SAGE offers the
business unit an avenue to gain goodwill from the community at large through positive press and
image building. Just like the first leg of the stool, however, for SAGE to take root on a college
campus, one needs an entrepreneurial faculty member to champion the cause. This may require
release time or overload compensation.

3. Business and Civic Leaders — Community leaders have a vested interest in making sure that
today’s youth are educated in entrepreneurship, financial concepts and international trade.
SAGE provides a model to help high school students accomplish their dreams through
entrepreneurship and community service. Most of these students will enter the work force
directly after graduation, go on to college and become a college mentor or start their own
business.

Any business or civic leader can participate, once a high school and college in the community has
started a SAGE program. Furthermore, any private foundation that supports youth development,
service learning, leadership, and innovative K-12 and university partnerships is invited to join
our SAGE network. If no SAGE program exists in an area, a business or civic leader can take
steps to create one. They can:
1. Urge local high school principals or superintendent to launch a high school SAGE team.
2. Encourage high school teachers who teach economics, social studies, technology, civics,
accounting or general business to become a SAGE adviser
3. Arrange for a presentation of the SAGE program to school boards, Rotary Clubs,
Chamber of Commerce, etc. (sample templates are available from the author or at the
SAGE web site at http://www.csuchico.edu/sage).
Once a SAGE program exists, one can:
1. Serve on the BAB of a high school SAGE team.
2. Serve on the BAB of the university working with a local high school SAGE team.
3. Be a guest speaker at periodic meetings.



4. Provide financial support to help fund outstanding projects. This may mean writing a
letter of support to the community affairs division or to the non-profit foundation
affiliated with your for-profit company.

5. Hire the high school or college students as interns.

6. Volunteer to judge at a High School SAGE Regional Competition.

7. Volunteer to judge at the USA SAGE or World Cup Competitions.

One business leader who supports SAGE is Rieva Lesonsky, Editor-in-Chief, Entrepreneur
Magazine. She said:
"I want to issue a challenge. If California State University, Chico can create the hugely
successful California SAGE program, why can't this happen in Arizona, Texas, Utah, or
Nebraska? Why can't there be a nationwide high school SAGE competition? Why can’t
SAGE be global?"

FUTURE PLANS FOR SAGE

As of October, 2004, CSUC has secured funding to finance the 2004-2005 California SAGE
program from the Allstate Foundation, and has also secured funding to expand USA SAGE,
thanks to a grant from the Walgreens Foundation (grant proposal copies available upon request).
Five states have committed so far: Idaho, Nevada, New York, Pennsylvania and Texas.
Moreover, discussions are underway with Colorado, Iowa and Tennessee. Internationally, several
more countries are planning to join the SAGE network. We are currently seeking sponsorship for
Global SAGE, so that Australia, Chile, Kyrgyzstan and Uzbekistan will be able to join existing
SAGE programs. Proposals are currently pending with Ernst & Young, UBS, and the Bank of
America Foundation.

SO WHAT?
SAGE enhances international business education programs in 10 countries, and actively engages
the business community in activities that promote an understanding of business, entrepreneurship
and economics. The activities completed by the institutions of higher education and secondary
schools, with input from leaders in the private and public sectors, are contributing not only to a
better understanding of entrepreneurship and community service, but also brings the most
outstanding teams together to showcase their best projects at the SAGE World Cup. At the
World Cup, all participants learn from one another based on the common goals; U.S. participants
learn more about the cultural norms, attitudes and entrepreneurship environments in each of the
countries in the SAGE network; and just as importantly participants from these countries learn
about the entrepreneurship and cultural environments in the U.S.

SAGE can be implemented by universities as a community service-learning program (e.g.,
integrated into existing coursework, added as a new course, or included as a self-standing, co-
curricular program completed by a business student organization). Moreover, secondary schools
can implement SAGE using a problem-based learning approach. Toward this end, the projects
completed within the SAGE network can be integrated into the curricula of both the secondary
schools and higher educational institutions, consistent with the missions, goals and structures in
place at each home institution.



EXHIBIT 1: SAGE JUDGING CRITERIA

In their annual report and verbal presentation, how effective were the students in demonstrating that they:

(1) Completed at least one entrepreneurship project and/or one business-related project (e.g., a “virtual
business”)? In completing such project(s), the students show that they have learned about
entrepreneurship and business, and have been able to apply their knowledge and skills to plan and
implement their project(s).

(2) Completed at least one community outreach project(s)? In completing such project(s), the students
have shown that they understand the importance of social responsibility, and the ethic of “giving
back.” An example would be a significant teaching project, whereby students have taught financial
management skills to others, such as younger students or senior citizens (e.g., budgeting, time value
of money, accounting, saving and investing)?

(3) Included at least one type of “global” component in their activities during the year (e.g., did
students work with students or businesses from another country to import/export products; did they
study how free markets work in an economy other than their own; did they study who are the key
policymakers in a global economy?).

(4) Understand the importance of civic engagement in a democratic society, and that each citizen can
exercise their freedom by registering to vote and participating in public elections?

(5) Understand the importance of being responsible stewards of the environment in a free market
economy”?

In their projects, how effective were the students in:

(6) Utilizing at least one or two college “consultants/mentors” from a nearby college or university to
help them identify, deliver, assess and present their projects?

(7) Utilizing a Business Advisory Board (each team should have at least three active BAB members, at
least two of whom come from the private sector)?

(8) Utilizing mass media (e.g., newspapers, TV, radio, billboards, and newsletters)? Attach newspaper
articles to the annual report.

(9) Measuring the results of their projects (e.g., pre- and post-test results; financial statements)?
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Abstract

Small businesses are an essential part of the United State economy. According to the
U.S. Small Business Administration, small firms employ 53 percent of the workforce and
contribute 47 percent of sales. They are responsible for 51 percent of gross domestic
product and account for the vast majority of net new jobs (The Facts About Small
Business, 1999). Small firms are also a major source of innovation, producing twice as

many new product and service innovations as larger firms.

Firms owned by minority business owners represent a special subset of small firms that

are growing even more rapidly than small firms in general. The number of black-owned



firms increased by 26 percent from 1992 to 1997 to a total of 823,499 firms. This
compares to a 4 percent growth rate for non-minority owned firms for the same
timeframe. Simultaneously, revenues for black-owned firms increased by 120 percent to
a total of $71 billion (Minorities in Business, 2001). The numbers for Hispanic-owned
firms are equally impressive. In 1997, Hispanic-owned firms totaled 1.4 million firms
representing an increase of 80 percent from 1992. During that same timeframe revenues

more than doubled to a level of $184 billion.

Minority-owned firms are worthy of study in and of themselves for several important
reasons.  First, firm ownership provides a path to economic empowerment for
entrepreneurs and their families. Prior research indicates that, on average, the level of
household wealth for black and Hispanic families falls well below of that of white
families (Badu et al., 1999; Blau & Graham, 1990; Smith, 1995). Simultaneously,
however, research reveals that individuals who own their own firms have higher
household income and wealth than the population in general (Haynes, 2001).  Thus,
owning and operating a successful small business can be a strategy for minority families

to achieve the “American Dream”.

Second, a vibrant small business sector is key to the economic revitalization of many
inner city communities. Since minority families tend to represent a higher percentage of
the inner city population, it is important to have a range of flourishing small businesses to
serve their needs as well as those of the larger community. In his article entitled “The

Competitive Advantage of the Inner City”, Michael Porter (1995) presents a convincing



case for the economic role played by urban small businesses. Although Porter argues for
a relatively free market approach to the development of urban small businesses, others
contend that this will not happen without government intervention and additional sources
of support (Dymski, 1996; Rogers et al., 2001). This article will describe one such
program conducted by the University of Hartford, the Upper Albany Program, which
combines resources from both the public and private sector to support small and

emerging businesses in one of Hartford’s neighborhoods.

The University of Hartford, in partnership with the Upper Albany Main Street Program,
launched a few years ago (and currently manages) a successful community-based service
learning initiative centered on creating relationships and building the capability of our
culturally diverse area entrepreneurs. By empowering the community and by focusing on
developing self sufficiency and skill advancement, the area is showing signs of economic
growth. This article describes how a private university with a public mission can
champion and follow-through on a plan to revitalize and support a commercial district

leading to clear and measurable outcomes.

This articles highlights that minority-owned businesses have enjoyed a significantly
higher growth rate over the past few years compared to their counterparts; it emphasizes
that entrepreneurship can be an alternative to unemployment or underemployment in
culturally diverse neighborhood historically plagued with crime and unemployment; it
shows that minority-owned businesses are uniquely knowledgeable in identifying and

providing products and services to the rapidly growing minority segment of the economy;



it shows how a community based program can be the vehicle for economic development
and be at the center of urban intern cities growth; and lastly, this article highlights that

little is know about what drives the success of minority-owned businesses.
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ABSTRACT
Organizational leadership traits, hope level, organizational commitment, and service quality
perceptions of franchised managers and franchisees are differentiated in the current study in
order to add to the current understanding of the role of franchising in entrepreneurship and to
help franchise systems improve efficiency. For scholars, the dynamic relationship between
entrepreneurship, franchisees, and management is an important and developing triangle in the
organizational behavior literature which merits further investigation. For practitioners, the role of
leadership styles in franchising and entrepreneurship presents a valuable recruiting imperative.
The current research proposes a study for better understanding of the variations between these
roles in organizations.

INTRODUCTION
Franchising has been one of the fastest growing methods of doing business in the U.S. and
abroad for the last half century. It is a less expensive, less risky form of doing business than
developing a start up company (Taylor, 2000). Because of the dominance of this form of doing
business, the exploration of franchisees’ perceptions as well as the perceptions of the managers
that work with them is needed to investigate the differences between franchising and other types
of entrepreneurship, but also in order to increase the effectiveness of franchised organizations.

BACKGROUND LITERATURE
Entrepreneurship Theory and the Resource-Based View of the Firm
There is extensive literature on the role of entrepreneurship in economic development. The work
of Schumpeter (1934) is a key building block in the argument that new firms are essential to a
revitalized economic order. In this view, entrepreneurs destroy the existing economic order by
introducing new products and services, by creating new forms of organization, or by exploiting
new raw materials. Opportunity recognition and subsequent action are essential to
entrepreneurship. The importance of acquiring resources for new venture formation and growth



is a long-standing theme in the entrepreneurship literature (Gartner, 1985; Covin & Slevin, 1991;
Stevenson & Gumpert, 1985; Timmons, 2004). Alvarez and Busenitz (2001) have linked
entrepreneurship theory and the Resource-Based View (RBV) of the firm by identifying
resources as the central focus of the two theoretical models. In entrepreneurship, opportunities
are recognized because individuals have heterogeneous views of resources while RBV views
heterogeneous resources across firms as the basis for sustainable competitive advantage.

Resource-Based View theory addresses one of the central issues in management - the
identification of the factors that make firms different and are responsible for above average
performance (Rumelt, Schendel, & Teece, 1994). In this perspective, resources of the firm, both
tangible and intangible, and their combinations are employed by managers to provide
competitive advantage (Amit & Schoemaker, 1993; Barney, 1986; Conner, 1991; Penrose, 1959;
Prahalad & Hamel, 1990; Wernerfelt, 1984). The sustainability of the competitive advantage of
resources, capabilities and core competencies depends on factors such as the rate of
environmental change, degree of imitation and the availability of substitutes (Hitt, Ireland, &
Hoskisson, 1999). The challenge for managers is how to develop and use resources under
conditions of uncertainty, complexity and intra-organizational conflicts (Amit & Schoemaker,
1993).

The acquisition of financial resources and human resources in the form of a management team
are cited as particularly important (Timmons, 2004). The RBV of the firm has more typically
dealt with the deployment of resources in established firms. Recent research provides an
expanded definition of human resources (capital) and social capital that take into account the
personal characteristics and connections of the entrepreneur (Brush & Greene, 1996). This work
can provide a link between the RBV and the extensive research on the individual entrepreneur
(Shaver & Scott, 1991). Some of the personal characteristics that have received attention in the
literature include need for achievement (McClelland, 1961), locus of control (Rotter, 1966),
propensity for risk (Slevin & Covin, 1992), and vision (Falbe & Larwood, 1995).

The resource based view of the firm provides an explanation for the functioning of the
franchisor-franchisee relationship. The franchisor obtains capital, managerial expertise and
knowledge of local markets from the franchisee. In turn, the franchisee depends on the
franchisor for a business system including strategies and tactics, policies and procedures,
operating experience, technology, advertising, and a valuable brand name. Each contributes a
bundle of complementary resources which provide the firm a competitive advantage. However,
an important difference is that franchisees are not managers in their business, rather they are the
owners and as such franchisees, for the most part, tend to put much more into the effort of
running their business, yet this RBV of the firm could be extended to the relationship between
the franchisee who brings resources and managers who deploy those resources.

Franchising as a Form of Entrepreneurship

The franchisor, or founder of the unique business format system, fits clearly into the definitions
of entrepreneurship found in the literature as reviewed by Low and MacMillan (1988), such as
carrying out new combinations (Schumpeter, 1934); driven by the perception of opportunity
(Stevenson, Roberts, & Grousbeck, 1989); and the creation of new ventures (Gartner, 1985).
Franchising encompasses entrepreneurial characteristics such as the introduction of new products



and services, innovative marketing, openness to change, outrunning the competition and fast
growth (Aldrich & Auster, 1986; Gartner, 1985).

While franchisees differ from the traditional entrepreneurs in that they are buying a license from
an organization that has a market tested concept and a structured set of operating procedures,
usually decreasing their risk substantially relative to a traditional start up business, they are still
business owners, which classify them as a particular type of entrepreneur. Entrepreneurship
entails: innovativeness, risk taking, and proactiveness (Burgelman, 1983; Morrison, 2000).
Despite the control of the franchisor, a franchisee still must commit to a certain amount of risk
taking and proactiveness in the running their business successfully.

Current Research

Young, Mclntyre, and Green (2000) conducted a content analysis of the first thirteen volumes of
the International Society of Franchising (ISOF) Proceedings (1986, 1988-1999). Twelve major
topics of research were identified. Entrepreneurship and franchising encompassed twelve papers
out of 285 papers and ranked eighth in frequency. No papers on leadership per se were
presented; however, six papers on power and influence were presented. Overall, ISOF members’
research interests primarily reflect the results provided by Elango and Fried’s (1997) review of
franchising research published in journals. They identified an absence of research involving
training, control systems, cooperative advertising, and communication. Leadership was not
mentioned.

The managers and franchisees of a business must work together in a system that maximizes the
performance of the business. The franchised organization, the franchisee, the managers and the
hourly employees makes up a diverse set of interactions when operating a business. As such,
this study will hone in on the relationship between self-assessed leadership traits (organizational
leadership traits, hope level, organizational commitment, and service quality perceptions) of
franchisees and the managers in the organizations, which seem to be missing from the
franchising literature.

Organizational Leadership Traits

In a pilot research study done by Welsh et al (2001), it was determined that the perceptions of the
vision, leadership, and operations of franchise systems were different depending on whether you
were a franchisee or a franchisor in the system. Franchisors viewed themselves as much more
likely to recognize rapid change in the industry and company, focus more on research and
development, and be more innovative than the perspective of the franchisee regarding the same
franchisor. Franchisors also viewed themselves as more long-term and strategic than the
franchisees in the system. By using the same organizational leadership traits analyzed in that
initial pilot study, the current study intends to analyze the similarity and differences between the
perspectives of franchisees and managers in franchise systems, rather than the differences
between franchisees and franchisors.

Proposition 1
The leadership style of franchisees will differ from the leadership styles of manager
Hope in Franchisees and Managers



A theory measuring hope and the usefulness of hope was developed by Snyder et al (1991).
Snyder determined that hope, beyond wishful thinking, is represented by a person’s ability to use
their willpower or desire (agency) to get something (goal) accomplished, and their ability to
create various paths to get the goal accomplished (pathways). These two components (agency
and pathways) help determine how successful someone will be at achieving their goals. Hope has
been a construct that has been researched in academics, athletics, and physical and mental health
areas and has been positively correlated to positive performance outcomes, but has lacked
empirical research in business settings to date beyond Peterson and Luthans’ (2003) exploratory
study using “state” hope with managers in a single fast food restaurant chain, and Adams, et al.
(2002) who examined some emerging concepts of hope in the workplace. The concept of hope
has not been fully explored relative to business leadership and performance.

In current management and business literature, the trend has been to start looking at the positive
traits that people have and not as much at the negative traits that have been prevalent in the
literature regarding work performance. Luthans (2001, 2002) introduced the term positive
organizational behavior (POB) and positive approach to leadership (PAL) (Luthans, et al., 2002)
to describe the construct of trying to encourage managers and leaders to support people in
developing their strengths instead of reprimanding and criticizing people for their weaknesses.
The traditional positive organizational behavior constructs most related to hope are: self-efficacy
and optimism.

Self-efficacy (confidence) theory is similar to hope theory (Bandura, 1977). The theories are
related in that agency or willpower is similar to efficacy expectancies and pathways or waypower
is similar to outcome expectancies. The concept of hope is different in that Snyder (2002) has
determined that agency and pathways are equally important to goal accomplishment and operate
in a combined, iterative manner, while Bandura (1977) posits that efficacy expectancies are the
most critical component of self-efficacy.

Hope is different from optimism because hope is initiated and determined through oneself rather
than by external forces. Optimism theory tends to make external attributions for negative
outcomes, rather than making internal attributions (Seligman, 1998). Optimism uses the agency
component of having drive or motivation to get goals accomplished, but not necessarily the
ability to find various pathways to get goals accomplished. In measuring hope, the pathways and
agency are both equally important (Snyder, 2002). In the literature on franchising, the personality
of individuals that chose to go into franchising is more “adventuresome, risk taking and
aggressive” than those not in a franchisee position.

Proposition 2
Franchisees will have higher levels of hope than managers.

Organizational Commitment

Organizational commitment has been defined as the magnitude of an employee’s relationship
with a company. Many times, it is related to various factors such as the employee’s belief in the
organization’s goals and values, the employee’s attitude in giving effort for the company and the
desire to remain with the company (Mowday, Steers, and Porter, 1981). Hunt, Chonko, and



Wood (1985) viewed organizational commitment as having the strong need to stay with the
company when given opportunities to leave.

Empirical work regarding organizational commitment exists within the business and hospitality
research that underscores the importance of this concept to franchised organizations. Many
earlier studies linked the organizational commitment variable with its relationship to role
ambiguity, role conflict, work-family conflict, job satisfaction and intentions to stay (Good,
Sisler, and Gentry, 1988; Johnston et al, 1990; Michaels et al, 1988). Recently, a study of
organizational commitment in hotel managers supported past literature claiming that work
overload, conflict and job ambiguity can all reduce organizational commitment and that a feeling
of importance, expectations of pay, social involvements and organizational dependence lead to
increased levels of commitment (Maxwell & Steele, 2003). Understanding the differences
between managers and owners of franchised businesses and being realistic about their various
levels of commitment can aid franchise organizations in setting policies and procedures which
are realistic, fair and improve upon the performance of the organization.

Proposition 3
Franchisees will have more organizational commitment than managers.

Service Quality

Service quality as defined by Zeithaml, Parasuraman, and Berry (1991) is made up of five
attributes. These attributes include tangibles, reliability, empathy, assurance, and
responsiveness. Tangibles refer to the physical appearance of the actual organization. Reliability
is the ability to do for the guest what the business said they were going to do. Empathy refers to
the ability of the staff to put themselves in the shoes of the customer. Assurance refers to the
delivery of the service while making the customer feel like you are trustworthy. Responsiveness
refers to the speed of the delivery and the speed at which the business responds to customer
needs. These five attributes represent a good assessment of the service quality expected by the
consumer.

From the inside of a franchised business, understanding the perceptions and the differences in
perceptions of service quality between the managers and the franchisees is critical in order to
better employ service training systems that are realistic and effective. The current survey
instrument was created in order to determine the perception of franchisees and managers
regarding the service provided by the organizations to the customer. In aligning company
policies, it is important that both franchisees and managers understand the service they are
delivering to the guest. Further we may surmise that hopeful individuals will have a higher
perception of the service being delivered and that more committed individuals will perceive
higher levels of service delivered and finally this may vary by leadership trait.

Proposition 4
Franchisees will have a higher perception of service quality than managers.

OBJECTIVES OF STUDY
Since both franchisees and the managers in the franchised organizations play a key role in the
success of the business, it is important to understand the inter-relationships and perceptions of



these inter-relationships between franchisees and managers. Specifically, the variables
investigated in this study include perceived organizational leadership traits, hope levels,
organizational commitment and service quality perceptions of the individuals.

SURVEY ITEMS
Organizational Leadership- The first hypothesis was tested by the use of the Organizational
Leadership/Entrepreneurship items on the survey. These 15 items were taken from a pilot survey
distributed to a random sample of members of the British Franchise Association and the
International Franchise Association developed by Welsh et al (2001). Through this pilot study, it
was determined that franchisors and franchisees did not view the vision, leadership, and
operations of the franchise system the same.

Hope- The dispositional hope items were developed and validated by Snyder, et al. (1991). The
12 items consist of four items measuring agency, four measuring pathways, and four distracter
items. The instrument demonstrates both internal reliability (alphas ranging from .74-.88 for the
overall scale, and alphas or .70-.84 for the agency and .63-.86 for the pathways subscales) and
temporal reliability (test-retests range from .85 for three weeks to .82 for 10 weeks). The agency
and pathways subscales were related, but not identical (Snyder, 2002; Babyak, Snyder, &
Yoshinobu, 1993). The hope scale has also received extensive concurrent and discriminant
validational support, as well as experimental manipulation-based convergent validation (Snyder
et al., 1991).

Organizational Commitment- Items used to measure organizational commitment were adapted
from Mowday, Steers and Porter (1981). For a review of the use of this scale, see Zajac and
Mathieu (1990). Reliability estimates for Michaels et al (1988) reported an alpha of .90 for the
items, while Good et al (1988) sampled 595 department stores and arrived at an alpha of .91, thus
all studies proving consistent in reliability estimates.

Service Quality- Using a modified version of SERVQUAL (Parasuraman et al, 1986), the
managers’ and franchisees’ perceptions of quality delivered to guests were evaluated. The
perceptions tell us what the manager feels the company is delivering at the current moment on all
of the attributes of the service quality instrument. The SERVQUAL questionnaire has been used
extensively with all validities and reliabilities confirmed across and within service industries.
There are five items measuring reliability, with four items measuring empathy, assurance,
responsiveness, and tangibles. Most past studies have reported reliability alpha estimates of .87
and .90 across the multiple dimensions of tangibles, reliability, empathy, assurance, and
responsiveness, again, acceptable in terms of reliability (Parasuraman et al., 1986).

IMPLICATIONS FOR PRACTICE
Franchising is an essential method of doing business in the U.S. and globally. Increasing the
understanding of the leadership styles of franchisees and the managers working for them will
help to discern the effectiveness of these various leadership styles with the positions held in the
organizations. The current study will determine if there is a difference between the franchisees of
today and their managers. The current study will help to fill a void in the entrepreneurship and
franchising literature regarding self-assessed leadership traits and the hope that could lead to
improved performance and success in franchised systems.
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EXPECTATIONS: THE CHALLENGES OF CREATING A BUSINESS INCUBATOR
IN RESPONSE TO STATE AND LOCAL INITIATVES
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The Center for Emerging Technologies and Entrepreneurial Studies (CETES) was created
at Cameron University in Lawton Oklahoma in response to initiatives by the State
Regents for Higher Education and an economic development study conducted by leaders
within the city of Lawton. From the recommendations and challenges put forth by these
efforts, the concept for an economic development program was created. CETES has five
components: a business incubator, a networking conference center, a center for regional
economic development, an entrepreneurial studies program, and a small business
institute. The mission of CETES is to promote the creation and growth of new
technology companies, create skilled employment opportunities, and prepare people to be
effective contributors to the 21* century economy of southwest Oklahoma.

The emphasis of this paper is on the issues surrounding the operational planning and
initial start-up of the business incubator. Going through this process, it became clear that
the expectations of how the center will operate and what it will achieve were divergent
among the four major constituencies involved: the university, the community, the region,
and the state. Funding comes directly from two of these groups and support is necessary
from all four in order for the incubator to be effective. Each, however, has its own
definition of success and its own vision of where they see the incubator fitting within
their realm. The focus of this paper is to identify the various expectations and potential
land mines along with the response to them as the incubator creates its service network,
markets itself, and prepares to open for business.
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ABSTRACT

Using historical data collected over a 5-year period, this study compared student team business
plan projects to actual new business ventures created during the same period in a small college-
town community. The results support the proposition put forth by previous studies that experien-
tial-based entrepreneurial education can increase the perceptive abilities of young people in iso-
lating attractive business opportunities in their environment. Implications are discussed.

INTRODUCTION

Although much has been published on the perceived benefits of entrepreneurial education
(Peterman & Kennedy, 2003; Wang Wong, 2004; Gorman, Hanlon & King 1997; Young, 1997)
there has been limited vigorous research on its effects (Henry, Hill & Leitch, 2004; Storey,
2000). Many believe that advancing the research in this direction will move the field beyond it’s
exploratory stage (Alberti, 1999; Curran, 2000; McMullan, Chrisman & Vesper, 2001; Rosa,
2003), thus enhance the credibility and value of entrepreneurial education and training programs
at all levels — secondary, college and graduate. Creating a successful enterprise begins with an
idea - what service or product your business will provide and what needs it will fill. Successful
entrepreneur are adept at finding new market opportunities that satisfy real customer needs. Uni-
versity-based entrepreneurship programs and initiatives are aimed at developing students’ skills
and knowledge at identifying such opportunities. They also teach students the importance of
business plans and how to develop them. According to the SBA, the business plan is a necessary
and critical document for anyone who wants to start a small business (SBA, 2004). Some pro-
grams provide funding for student ideas to move beyond the business plan phase to implementa-
tion (Rosa, 2003), while others end at the business plan development phase. The purpose of this
paper is to address a specific question: how closely related are students’ business plan ideas to
actual new business ventures created in the market environment. This study has implications for
university administrators, government funding agencies and the business community.

BACKGROUND

Increasing complexity and dynamism in the economic environment has led to a growing research
interest in the role that small and new businesses can play in economic development (Curran,



2000). This awareness has led to an upsurge in research in entrepreneurship. Early research on
factors that influence entrepreneurial behavioral centered on trait or personality characteristics of
individuals (Brockhaus, 1980; 1982 McClelland, 1961). More recently, there has been growing
interest in the role education and training can have on the desire to become an entrepreneur
(Peterman & Kennedy, 2003; Henry et al., 2004). University-based entrepreneurship curricula
have attracted the bulk of research in the field of entrepreneurship education (Goman et al.,
1997; Young, 1997). The debate in academic circles is whether or not individuals can be edu-
cated or trained for the purposes of new business creation and entrepreneurship (Henry et al.,
2004). The growth in the number and types of college-based entrepreneurship programs would
seem to suggest a causal relationship between entrepreneurship education and entrepreneurial
behavior; a relationship supported by research (Gorman et al; 1997).

Despite the recognition that education and training programs influence people’s perceptions of
the desirability and feasibility of starting a business, there has been little empirical research di-
rected towards evaluating the effectiveness of such programs (Peterson & Kennedy, 2003; Henry
et al 2004; Storey, 2000). Scholars have argued that assessment is important because it highlights
program benefits rather than just costs (McMullan et al., 2001). This has both funding and ad-
ministrative support implications.

THE SENIOR SEMINAR COURSE

This research is based on a college senior seminar project whereby business majors in their last
semester are required to formulate a comprehensive business plan for a small business venture,
to be launched in the community. At the college, the department of business administration is
organized into three majors - accounting, business administration, and economics.

Background

Five years ago, the department underwent a major curriculum review. One of the outcomes of
the review was the decision to refocus the senior seminar course on entrepreneurship because of
the changing economic environment of the area. For a long time, the local economy was coal de-
pendent. As the demand for coal steadily declined in the 1980’s to 1990’s, the area suffered sig-
nificantly. Coal mines and coal related businesses closed, creating double-digit unemployment
rates. The key, according to most experts, was to focus on bringing in new industries or creating
new businesses. Encouraging small business creation seemed to be a more viable option than
bringing in new industries because of the area’s remote location and inherent infrastructural
weaknesses.

It is against this backdrop that the business department decided to focus on entrepreneurship. The
belief was that students represent potential entrepreneurs who through educational training and
preparation, can begin to see entrepreneurship as a career choice. The hope was that after the
senior seminar experience, more students would show interest in creating their own businesses
rather than waiting for a job. This view is consistent with the literature and reflects the growing
popularity of entrepreneurship educations programs nationwide. According to one study, entre-
preneurship education in America’s major universities has grown at an incredible rate over the



past 20 years. This is evidence by the increase number of endowed positions, academic pro-
grams, journals and other publication (Robinson & Haynes, 1991).

Course Design

The course syllabus starts with a purpose statement stating that the project will help students un-
derstand the importance of developing a business plan prior to starting a business. The business
idea and resulting plan is evaluated on its accurate and realistic reflection of local market condi-
tions. Each team is required to conduct a comprehensive environmental and industry analysis;
target market needs assessment; competitor, location and logistics analysis. Also, the plan must
describe the pricing, product/service, and promotion strategies.

Each semester, we form student teams. Each team consists of students from different majors -
accounting, economics, and business administration. The multi-disciplinary make up of the
teams, coupled with the many functional aspects of the standard business plan, means that stu-
dents have to collaborate and apply knowledge from just about every part of the curriculum. It is
an integrative project where success depends on applying concepts from marketing, finance, ac-
counting, HR, operations, management, strategy and many other disciplines. The project presents
students with learning opportunities to develop teamwork skills, effective communication, prob-
lem solving, conflict management and leadership.

The class is designed as a totally hands-on experience, with no lectures, readings, quizzes, ex-
aminations, or required textbooks. The class is student-centered, with few regular class meetings.
Experiential learning involves high levels of active student involvement. Requiring that students
envision themselves as entrepreneurs and carry out a comprehensive business plan development
project using accurate secondary and primary information, is experiential. There is research to
support the use of the experiential learning model (Angelidis, 2004).

Course Structure

Class meets regularly for two to three weeks from the start of the semester. These organizational

meetings are designed to accomplish the following: (a) introductions and course review, (b) team
foundation, and (c) presentations/workshops to refresh students’ knowledge in select topics (such
as running effective meetings, conflict management, goal setting, teamwork, effective communi-

cation, etc.).

After three weeks, the teams are sent off to start the project. Group members are instructed to
formulate group goals, norms, meeting times, and assign individual responsibilities. To keep the
project and teams on track, the project is broken-up into specific activities with deadlines. An
overview of major activities and due dates for the spring 2004 class is provided in Table 1 below.
All groups are required to come to class on these dates. Representatives from each group get a
chance to present the group’s progress.

place table 1 about here




METHODS

The participants in this study included past student business plans and small business startups in
the community. All 58 student business plan projects developed over the past five years were
retrieved and organized by year, industry sector and business type. To get information on small
business ventures created during the past five years in the community, we contacted the County
Administration’s Economic Development Office to get data on small businesses launched within
the past five years—1998-2003. This information was then organized in the same way as the stu-
dent business plans—year, industry sector and business type. Frequency analysis was then used to
compare the two groups.

RESULTS

From 1998 to 2004, a total of 58 business plans have been cataloged. The business plans were
grouped into 8 major business sectors. These sectors are based on SIC classifications of business
types by the government. See below for the 8 business sectors and the number of business plans
under each sector.

Manufac- Apt. Entertainment | Service | Recreation | Restaurants | Fitness | Retail
ture Rental
2 2 8 7 11 12 3 13

In the same period of time, new businesses created in the area revealed the following distribution
by business sectors.

Manufacture| Apt. Rental | Entertainment| Service| Recreation| Restaurants| Fitness| Retail

3 2 2 32 3 10 4 24

Over the past 5 years, students seemed to perceive more opportunities in 5 of the 8 business sec-
tors: entertainment, service, recreation, restaurant, and retail. Three sectors dominate in terms of
the number of business plan projects focused on them: retail, restaurant and recreation. In Table 3,
the actual businesses launched dominated in three sectors: retail, service and restaurants with the
service sector leading in numbers.

It would appear that student have similar entrepreneurial instincts as entrepreneurs when it comes
to identifying attractive new business opportunities. An analysis by specific business types reveals
a closer similarity between some of the students’ business plan descriptions and actual new busi-
ness ventures. In at least six cases, the new business venture closely matched the type of business
that students’ business plans had depicted in past years, see Table 2.

It should be noted that, in many cases, the business plans were published long before the actual
businesses were ever launched. Also, students are instructed at the beginning of the project to
avoid focusing business plan ideas on existing businesses; rather, they are to locate new niches or
target markets.




IMPLICATIONS

This study has public policy implications as 99.7% of all businesses are classified as small busi-
ness, they employ half of all private sector employees, and they generate 60% to 80% of net new
jobs annually (Bounds, 2004). It also has policy implications for university administrators. The fact
that students perceive attractive business opportunities in the same sectors as entrepreneurs would
indicate to some extent that the entrepreneurship education program is effective at getting students
to think like entrepreneurs. This could allow for close collaboration between the college/university
business program and the community. Student business plans could be cataloged and made avail-
able to prospective entrepreneurs who are ready to go into business for themselves but don’t know
what areas are attractive. Much of the research and analysis would have been done, shortening the
time to prepare and launch a business. Two-thirds of new ventures survive two years and about
half survive at least four years. Last year there were over half a million new venture, but about the
same number of firms closed their doors (Bounds, 2004). One of the many reasons accounting for
this high failure rate is the lack of adequate planning and research. The senior seminar class could
market itself as a resource for prospective entrepreneurs. This type of community outreach by a
student entrepreneurship program will encourage federal, state or local government support. Sup-
port could be in the form of grants and/or loans to graduates with promising ideas. Also, college
administrators are more likely to support such programs with resources.

CONCLUSION

The feedback gathered from this course reveals overwhelmingly that students feel challenged by
the course because it forces them to review and integrate knowledge learned from other courses
(marketing, management, strategy, finance, accounting, economics, etc.) and also, to work in
terms.

The oral team presentations at the end of the course require teams to model and simulate much of
their business plan. We have observed the classroom turned into a live restaurant, daycare, sports
bar, or laser-tag entertainment center during team presentations. Students learn effective presenta-
tion skills and the competitive nature of business. Each team strives to out-present the other by
bringing as much of their business idea to life as possible. It is usually the most exciting part of the
course.

Follow-up studies to see how many students have carried their classroom ideas to the market place
by creating start-up ventures are still lacking. This is a critical area that future research should ad-
dress because simply having the right idea is not enough. What distinguishes the entrepreneur from
the non or potential entrepreneur is the initiative of turning an idea into a business venture — taking
the risk.
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Table 1 Assignment Schedule

01/24 | Submit three possible business idea topics

2/3 Firm up choice of business idea after some preliminary research.

2/7 List of activities the group intends to undertake prior to settling down to writing the
business plan. This is really the research and information collection phase of the project.
This list should document each member’s responsibilities and deadline — who, what,
when, how, where.

2/21 | An outline of the Business Plan with all the key areas identified. I will like to see evi-
dence that each section of the plan is supported with external data — secondary or pri-
mary.

3/7 Draft copy of the full Business Plan adequately describing each section identified in the
outline of 2/21.

3/28 | Second draft copy with all deficiencies from first draft address.

4/2- Prepare oral group presentations. Use all necessary steps to make your presentation

4/11 | creative, entertaining, informative, engaging and professional.

4/14 | Turn in final copy of Business Plan.

4/21- | Group Presentations

28

Table 2 Comparison of Student Business Plans to New Ventures

Actual Business Venture Business Plan Project

Bonterra (2004) [Upscale Restaurant] The Warehouse (1998)

Carlotta’s (1999)
Damon’s Grill (2000)

Harvest Coffee Shop (2003) The Gray Possum Café (1998)

24-7 Café (1999)
Wise Choice Café (2002)

Bright Beginnings Daycare (2003) Future Kids (2001)
Landmark Financial Service (2002) Taylor-Stanley Tax & Planning (2000)
Dyna Body Health & Fitness (2003) World of Fitness (2002)

Fantastic Shapes (2001)

New Apartment Complex (2003) [near the| Cavalier Heights Apt. Complex (2002)
college No Name]
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Abstract

The many breaches of ethical conduct and violation of laws involving high profile
executives in recent years have focused attention on the way firms manage business
ethics and company values. This paper identifies some of the bottom line benefits and
other benefits of actively managing the business ethics process and recommends practical
approaches for developing a program for the management of the process. It is especially
important for small and medium enterprises to become active in this area.

The management of business ethics and company values have received increased
emphasis with the recent incidents of unethical and unlawful behavior on the part of some
high profile executives. Many firms have revisited their programs to ensure proper
compliance. The Sarbanes-Oxley Act of 2002 now requires that each public company
disclose annually its code of ethics for the company’s CEO and senior financial officers.
Compliance is one matter, but there are other very practical and rewarding aspects to the
process of actively managing ethics in the workplace. These are the benefits to the
firm’s bottom line because the practice of good business ethics makes the firm a desirable
one with which to do business and the community image of the firm is enhanced. This
paper identifies some of these benefits and proposes a method by which firms can
become actively engaged in the management of company values.

Introduction

The great attention in recent months to violations of ethics and laws by the leaders of
such firms as Tyco, Enron, Martha Stewart, Worldcom, and many others have caused a
number of companies to review their ethics programs. Customer complaints about
improper trading and commission structures by financial institutions are resulting in
settlements in sums ranging in the hundreds of millions of dollars. High profile events
such as these are causing many to question the worth of formal codes of ethics because
the firms involved in untoward business activities had codes of ethics in place.
However, a recent informal survey of approximately fifty MBA students, who are
employed full time in small and medium enterprises, about the role of formal codes of
ethics in their organizations revealed the following:
1. Ethics codes are seen as devices that place the same behavioral expectations
on all levels of the organization.
2. Ethics codes enable the employees to understand what is expected of them in
the workplace.



3. Ethics codes provide a device for enabling the employees to communicate to
customers and suppliers about the expectations of their firm in business
dealings.

4. Ethics codes provide a mechanism for handling peer pressure.

5. Ethics codes provide a formal “outside the chain of command” way to
communicate upwardly in the organization without fear of reprisal.

These findings provide the basis for exploring some of the benefits of actively managing
ethics in the workplace. It should be noted that some are now using the phrase
“managing company values” to denote the process of managing business ethics.

Business Ethics

Discussions of ethics usually involve a concept of moral behavior. Moral refers to a set
of principles or values that guide behavior. Ethics, then, is the behavior that conforms to
those principles. Placing this in the concept of a business, business ethics is the
discipline of developing and practicing business relationships that conform to the moral
principles. Sherwin(1983) wrote about what he called “The ethical roots of the business
system. Sherwin maintained that to act ethically a manager must ensure that the owners,
employees, and customers all share fairly in the business’s gain.

A primary premise of this paper is that all members of the firm have significant roles to
play in the active and effective management of ethics in the workplace that will accrue
benefits to the firm and its stakeholders. This is illustrated by point 1 above which
indicates that codes of ethics place the same behavioral requirements on all members of
the organization. The motivations to conduct business in an ethical manner and the
positive results will be discussed below.

Codes of Ethics

Businesses develop formal ethics programs for reasons that range from programs
designed to comply with the law to programs that provide for both compliance and
conducting business on a higher level of trust between the stakeholders. Recent research
indicates that some larger firms have developed formal codes of ethics and appointed a
Vice President for Ethics in order to avoid the financial penalties imposed for ethics
violations. The rationale is that a firm will likely receive a lighter penalty for ethics
violations if it has a strong code and ethics education program in place than if it does not.
This approach is merely a tradeoff between the cost of developing an ethics program and
the projected cost of possible violations. It neglects some very positive and powerful
incentives to actively manage ethics in the workplace.

Whether a code of ethics is formally called a Code of Ethics, a Code of Conduct,
Corporate Code of Ethics, or Values Based Management, some companies had codes of
ethics as early as the beginning of the 20" century(Newberg, 2004). Newberg focuses on
Section 406 of the Sarbanes-Oxley Act of 2002 that now requires each public company to
disclose annually its code of ethics for the company’s CEO and senior financial officers.
He maintains that an unexpected result of the code requirement is that the ethical
commitments of the codes act as a signal to potential investors, employees, and
customers that these are good firms with which to do business.



Managing the Ethics Process

Business ethics is now considered a management discipline(McNamara, 1999). Some
consider this to have been driven by the social responsibility movement that began in the
60’s. Archie Carroll(1979) addressed this with his proposal for a definition of corporate
social responsibility. Carroll held that corporations had four responsibilities to fulfill to
society: economic, legal, ethical, and discretionary. The term “stockholders” was
changed to the term “stakeholders” by many firms to recognize that employees,
customers, suppliers, and communities and countries in which a firm operates are also
impacted by the operations of the firm. The stakeholder concept has been extended to
include “primary stakeholders,” those directly impacted by a proposed action and “other
stakeholders,” those for whom there may be some indirect impact. It is common
knowledge that environmentalists have included spotted owls, spotted snail darters, and
other species of wildlife in their classification of stakeholders in a business action to
which they were opposed.

The consideration of these broader implications of the firm’s activities led to the
emergence of business ethics as a management discipline. The formalization or the
management of business ethics has taken the path of many management disciplines on
the evolutionary path of the management disciplines. It has been the response to a
recognized need, just as the disciplines of strategic management, human resources
management, quality management, and other management disciplines have evolved.

Strategic Benefits of Managing the Ethics Process

A continuing stream of research identifies the strategic benefits to businesses of having

actively managed ethics programs. The term Value Based Management is also used to

describe what typically has been known as actively managed ethics programs. Some of

these will be described below. The research goes beyond the benefits reported from the

informal survey described in the introduction, but does support the benefits observed by

the MBA students in their companies.

Amie Devero(2003) cites reports on how firms are using corporate values management

not only to avoid penalties, fines, lawsuits, and criminal penalties. They are also finding

that the programs

-Build employee loyalty, reducing hiring and training costs

-Reduce theft and other anti-company activity

-Drive sales and build customer loyalty

-Create community good will that can lend support for tax advantages and strategic
alliances

-Attract quality applicants with minimum investment in recruitment

-Maintain loyal vendor relationships, reducing loss of suppliers and unexpected cost
increases

More reports are emerging which support the idea that firms can gain competitive

advantage through proper management of business ethics or managing company values

as some call the process. Carter McNamara’s(1999) research provides insight into some

benefits which expand or are broader based than those of Devero.

McNamara’s benefits include:



-Attention to business ethics has substantially improved society.

-Ethics programs help maintain a moral course in turbulent times.

-Ethics programs are an insurance policy — they help ensure that policies are legal.
-Ethics programs help avoid criminal “acts of omission” and can lower fines.
-Ethics programs help manage values associated with quality management, strategic
planning and diversity management.

Topics Covered in A Code of Ethics

The topics or areas of emphasis in a code will, of course, depend to some degree upon the
industry in which a firm predominately operates. The pressure to develop codes of ethics
with certain content can be driven by the fact that the firm has government contracts, the
level of required reporting of financial matters and disclosures, and whether a major
customer or supplier requires that you develop a code to be sure you are in compliance
with their requirements. The Sarbanes-Oxley Law must be used by publicly held firms as
one source of guidance. There are industry specific codes which can be used by many
firms to guide their efforts. These are recommended for review as the starting point for
developing programs. The industry codes are usually more general than what the
individual firm will need. Also, the firm as a member of an industry group, such as The
National Association of Realtors, has agreed to abide by that code. So, the firm must also
ensure that its on code is in agreement with the industry code.

Suggested Outline for A Code of Ethics

The code of ethics should be a formal statement of the firm’s values concerning ethics
and social issues. Lockheed Martin (http://www.lockheedmartin.com) has long been
recognized as having a thorough and effective code of ethics. Their code evolves from
behavior guided by six virtues:

1. Honesty: to be truthful in all our endeavors; to be honest and forthright with one

another and with our customers, communities, suppliers, and shareholders.

2. Integrity: to say what we mean, to deliver what we promise, and to stand for what

is right.

3. Respect: to treat one another with dignity and fairness, appreciating the diversity

of our workforce and the uniqueness of each employee.

4. Trust: to build confidence through teamwork and open, candid communication.
Responsibility: to speak up — without fear of retribution — and report concerns in
the workplace, including violations of laws, regulations, and company policies,
and seek clarification and guidance whenever there is doubt.

6. Citizenship: to obey all laws of the countries in which we do business and to do
our part to make the communities in which we live and work better.

e

One fairly inclusive outline is presented below. This outline came from the work of two
MBA students who developed a code of ethics in the Spring of 2003 for their employer.
The firm had rapidly grown from a small firm with about 80 employees to 600
employees. They felt that the rapid expansion had created conditions which called for the
formalization of company business values. The effort was welcomed by the



management, reviewed by the Corporate Attorney, and is being implemented in the
company.

1. THE PERFECT CODE OF ETHICS

L Purpose
IL. Policy
I1I. Procedures(with examples of behaviors)
a. Particularly Sensitive Issues to the Company
1. Honesty and Fairness
ii. Conlflicts of Interest
1il. Purchasing and Selling Goods and Services
1v. Discrimination, Harassment, and Professional Work
Environment
v. Confidentiality of Compensation Information
vi. Labor and Employee Relations Matters

vii.  Confidentiality and Insider Trading
viii.  Intellectual Property
iX. Immigration Law
X. Compliance with Antitrust Laws
Foreign Corrupt Practices Act
Corporate Political Contributions
Environmental
Accurate and Complete Records
Document Retention
Workplace Safety
h. Bidding, Negotiation, and Performance on Contracts
IV.  Reporting
a. Reporting Suspected Violations

e a0 o

1. General Policy
il. List of Designated Personnel
1il. Complaint Procedures
b. Discipline for Violations
V. Training

VL Review Procedures
a. Employee Input
b. Timeline

The ethics program will be a part of each employee’s new employee orientation packet
and program. Management will discuss the importance of ethical behavior at the
company and the intolerance of unethical or criminal behavior.

Training courses will be administered to employees yearly; most likely an online training
program, giving examples of situations and “what would you do?”” multiple choice
answers. All employees will be required to take this training.

The code of ethics and the training program will be reviewed annually to incorporate any
new issues that may have recently become important to the company. More frequent



revisions will be allowed if new laws are passed, if the company takes on a new type of
work, of if the company shifts its focus.

A committee will be formed with the responsibility of enforcing the code of ethics,
guiding employees on the correct course of action to take in questionable situations, and
answering employees’ questions in regard to the code. Names and phone numbers of
these committee members will be provided to employee.

Developing Programs for Managing Business Ethics

There are two basic approaches to developing formal ethics or values management
programs. First is the do-it-yourself method. The second is to hire a consultant to help
develop the program or possibly approach a local college or university to see if students
could undertake such a project under the supervision of a faculty member. The small and
medium enterprises have some obvious advantages and disadvantages in developing
programs for the effective management of business ethics and company values. Some
disadvantages are seen as a lack of staff to dedicate to such efforts, lack of money for
additional formal programs, and lack of time because of the press of day-to-day business
and lack of knowledge of the process. Several small business owners have informed the
author that having a formal code of conduct or ethics and actively managing it was high
on the list of items in the startup phase of the business. However, the urgency of running
the business caused the ethics programs to slip lower and lower on the list of priorities.
Some small business owners feel that because of their short communications chains and
fewer people it should not be necessary to formalize ethics and values programs. progr
One clear advantage for the smaller firms lie in the fact that there are fewer people both
inside and outside the company with which to deal, the lines of communication are
shorter, therefore, it should take less time and effort to formalize programs than in a large
organization. Employees can be easily involved in the development of programs.
programs.

There are some common sense guidelines that should be followed in the whether a firms
does its own development or uses the steps to review proposals from consultants.

The steps are:

1. Recognize the need for a formal ethics or values management program.

2. Ask the employees what should be included.

3. Decide whether to develop the program in house, hire a consultant, or ask a
college or university for support. Assign an in house person the
accountability for the program even if a consultant is hired.

4. Establish a timetable for development of each segment of the program.

5. Establish dates for review and update of the program.

This paper was written in an effort to raise the awareness of the business and social
benefits which can be gained by the development of programs for active management of
business ethics and company values.

References available upon request.
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ABSTRACT

This paper revisits a core SBI challenge — helping SBI student consulting teams and clients to
understand and control business success. Six related Figures describe a useful framework that
shows students and clients how to construct pathways to a successful business. The framework
is a practical blend of concepts from diverse business specialties.

EXECUTIVE SUMMARY

Most small businesses don’t work. “What to do about it” is a popular theme in the business
literature, and a continuing challenge for Small Business Institute directors and their student
consulting teams. Many novice SBI clients think that small business success is essentially an
entrepreneurial sales challenge in a chaotic marketplace. To the experienced, business success
is multifaceted and market dynamics become more predictable.

Success is multifaceted, but how does one explain the elements, interactions and predictable
consequences to undergraduate student consulting teams, and how do the teams pass such
insights on to their clients? After all, most consulting teams are composed of students with
diverse business majors -- most of whom only take one capstone strategy class and specialize in
one field — only enrolling in basic core business courses in other areas. And, most SBI
consulting clients do not have business degrees.

This paper revisits a core SBI challenge — helping SBI student consulting teams and clients to
understand and control business success. Six related Figures describe a useful framework that
shows students and clients how to construct pathways to a successful business. The framework
is a practical blend of concepts from diverse business specialities.

INTRODUCTION

Most small businesses don’t work. “What to do about it” is a popular theme in the business
literature, and a continuing challenge for Small Business Institute directors and their student
consulting teams. (Gerber, 1995) Many small business clients think that small business success
is essentially a entrepreneurial sales challenge in chaotic market environment. (Levinson, 1998)
Hence, they believe that progress to success is difficult to plan, execute efficiently and track
(read: an opportunistic, seat- of- the- pants approach is the only way). More likely, success is
multi-faceted and observed market dynamics (economic drivers, sales cycles, and network
relationships) are more predictable and controllable by experienced hands than by novice small
business owners. (Miller & Sanchez, 1998; Moore, 2002)



For example, the typical SBI small business client is trying to fit products and services into an
established supply chain and distribution network. Even if the product or service is highly
innovative (read: disruptive to established ways of doing things) it can be professionally
marketed and sold to mainstream customers. ( McKnight 2004; Moore, 2002) Marketing is only
part of the challenge. Small businesses success is multifaceted. How the company operates its
input-transformation-output processes constrains its business model. ( Bossidy & Charan, 2002;
Rasiel and Friga, 2002 ; Schonberger, 1990; Walton, 1986; ) So does the firms ability to control
needed resources. ( Gladstone & Gladstone, 2004; Nicholas, 1993) However, said business
model is amenable to disciplined plans for achieving dramatic, long-term growth in both profits
and revenues .(Timmons & Spinelli, 2004; Collins, 2001; Kuratko and Welsch, 2001; Hanon,
1979)

Success is multifaceted, but how does one explain the elements, interactions and predictable
consequences to undergraduate student consulting teams, and how do the teams pass such
insights on to their clients? After all, most consulting teams are composed of students with
diverse business majors -- most of whom only take one capstone strategy class and specialize in
one functional area — only enrolling in basic core business courses in other areas. And, most SBI
consulting clients do not have business degrees.

This paper revisits a core SBI challenge — helping SBI student consulting teams and clients to
understand and control business success. Five related Figures describe components of a useful
success framework that students can learn and share with clients to create a common
understanding of what it will take for the client’s business to succeed. The framework is a
practical blend of concepts from diverse business specialities. Using the framework as a guide,
student consulting teams can identify the SBI client’s starting point, identify what the client must
do to succeed, and help the client prepare realistic action plans.

SUCCESS FRAMEWORK

Figure I describes the core of the success framework. As shown at the top of Figure 1, small

Figure 1 about here

business processes are aptly described by the Input-Transformation-Output (ITO) model.
However, achievement efficient transformation is not the whole success story. No business can
succeed on its own. The typical SBI client has concurrent marketing challenges as it struggles to
fit its products and services into established supply chain and distribution networks. Two basic
marketing ideas apply — the marketing concept and branding. The marketing concept argues that
a business should sell what its customers want, and charge prices that produce profits. Branding
is accomplished by the selling of exceptional customer benefits and creation of the perception
that the firm’s products and services have a value that exceeds their price and also exceeds the
value of its competitor’s products and services.

Success amounts to both doing the right thing and doing things right. For example, if the small
business offers a pivotal transformation to established networks, with no close substitutes from



competitors, the chance of adoption increases (more benefits to customers relative to
competition). Also, it is easier to brand the business’s offerings (offers exceptional value to the
customer relative to competition) . If the small business exploits the situation by pricing its
offerings to make them bargains relative to their value in use, the business will earn respectable
gross margins and rapidly gain much market and operations experience. If the small business
learns quickly from its experience, it can also become the most efficient producer in its category,
despite its relatively small size. Comparative advantage can result, where the business’ prices are
set lower than projected costs of aspiring competitors, effectively forestalling new market
entrants. Yet, return on equity is high, yielding working capital to sustain growth. (Schonberger,
1986) Using, Figure 1 as a benchmark, SBI student consulting teams explore how well their SBI
client’s business model measures up.

It takes an able business to exploit the success drivers presented in Figure 1. Figures 2 and 3 add
twelve needed abilities to the success framework. To succeed, the business must control
resources that have these abilities and, through disciplined application, hone each ability to a
competitive edge. SBI student teams can identify which abilities a client lacks, and which need
honing. Where can resources with needed abilities be found? How can the resources be enlisted
to support the business? How can abilities best be honed?

Figure 2 about here

Figure 3 about here

Within the success framework described in this paper, the transformational abilities listed in
Figure 3 (Collins, 2001; Bossidy & Charan, 2002, seem necessary to hone the strategic abilities
listed in Figure 2.( Rasiel & Friga, 2002; Moore, 2002). It is important to think of the right
things, but doing things right is extremely difficult without transformational capability.
Organizational effectiveness depends on balanced investment in the six transformational
abilities.

In the author’s view, the successful small business consistently achieves efficiency in task design
and resource deployment to achieve project objectives and strategic goals. To do so, it must
make balanced use of resources to support the network of work flows and interconnected
projects that lead to timely business success. In other words, to be successful, no matter the
business’ line of work, its key people must be good project managers. Accordingly, Figure 4
adds the Project Model to the success framework. Student consulting teams often come up with
many brilliant recommendations that the SBI client proves incapable of executing.(Ames, 1994;
Kerzner, 2003; Rosenau, 1998) Use of the project model, helps the team to bridge the gap
between recommendations and results. Each recommendation should be translated into realistic
action plans that the client can follow, step-by-step to build profit momentum. Further, once
recommendations are translated into project-model format (action plans with tasks, time lines
and budgets) the team can more easily reconcile and prioritize the entire recommendation list
based on the client’s available and potential resources.

Figure 4 about here




Use of the project model in Figure 4, helps the SBI client make balanced use of resources to
support the network of work flows and interconnected projects that lead to timely business
success. The model translates diverse activities into common measures of performance, cost,
and time, such as conformance to specifications, resource usage (budget) and on-time schedule.
When compiled, these measures form an overall picture of the business’ profit momentum and
permit meaningful use of eight financial concepts to track progress and guide improvement
actions. Figure 5 adds the eight financial concepts to complete the success framework.

Figure 5 about here

Profit momentum is the name of the game for small business success. Adroit use of the eight
concepts in Figure 5 allow the small business client to track financial performance and to take
actions to improve. To generate maximum profit to reinvest in growth, each business decision
must include a marginal calculation (Figure 5, concept 1) — will the implied activities help profit
momentum by bringing more money down to the bottom line?

Financial statements ( Figure 5, concept 2) should aid in the marginal analysis. Historic
statements should reflect the work flow so that performance can be traced and pro-forma
statements should reflect planned actions to improve rather than simply assume percentage
increases. In order, for small business financial statements to best serve the SBI client, fixed and
variable costs must be accurately portrayed (Figure 5, concept 3).

For each product or service, when variable cost is subtracted from sales price, what remains is
contribution margin (Figure 5, concept 4). Variances between planned margins and maintained
margins must be tracked by product/service and market, and used to rebalance product/service
offerings.

Contribution margin is not the only tool that the SBI client can use to evaluate profit momentum.
Profitability ratios, activity ratios and liquidity ratios give useful views of performance ( Figure
5, concept 5).

Understanding profit momentum also requires a understanding of how financial ratios interact.
Formulations such as the Sustainable Sales Growth Rate aid understanding ( Figure 5, concept
6). Derived from Du Pont type systems that link profitability and leverage ratios, the sustainable
sales growth rate is the rate at which a firm can grow based on the retention of its profits in the
business.(Brigham & Daves, 2004; Leach & Melicher, 2003 )

Financial systems have limited use unless they are used (Figure 5, concept 7). Financial
tracking— monitoring of profitability ratios and activity ratios in an ongoing, real-time manner—
helps the business owner to keep track of growth and to assess its costs and rewards.

Financial summaries, while useful tools for evaluating small business performance are
incomplete when it comes to accounting for development of transformational abilities (
investment in people, teams, work structures, mechanisms for improvement, and leadership).
Hence it is valuable to assign responsibility for the collection of key data and the preparation of
brief special reports that combine and update key financial data and key transformational data



(Figure 5, concept 8). (Donaldson, 1984); Nicholas, 1993)
SO WHAT? IMPLICATIONS FOR SBI STUDENT CONSULTING AND SBI CLIENTS

SBI student consulting teams and clients must understand and control business success. The five
related Figures presented above describe components of a useful success framework that students
can learn and share with clients to create a common understanding of what it will take for the
client’s business to succeed. The framework is a practical blend of concepts from diverse
business specialities. Using the framework as a guide, student consulting teams can identify the
SBI client’s starting point, identify what the client must do to succeed, and help the client to
understand the challenges and to prepare realistic action plans.

CONCLUSION

This paper revisits a core SBI challenge — helping SBI student consulting teams and clients to
understand and control business success. It presents five related Figures that describe a useful
framework that shows students and clients how to construct pathways to a successful business.
The framework is a practical blend of concepts from diverse business specialities. Adapted
from Mary Walton’s description of the Deming chain reaction, Figure 6 summarizes how artful
use of the framework components (Figures 1 through 5) leads to a chain reaction of success.
(Walton, 1986)

Figure 6 goes about here
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Figure 1: Core of Success Framework: Input-Output Model With Success Drivers

Input—>Transformation—> Output (Added Value)

Success Drivers:
Marketing Concept (sell what is wanted, price to gain experience and reasonable profits)
Effectiveness ( Maximum Value Among Competitors)
=> Branding
+
Efficiency (Minimum Cost for desired quality)
=> Product/Service Success
+
Build Track Record (Max Profit/Min Cost For Entire Line)
=> Achieve Comparative Advantage (Forestall Competition)
=> Business Success

Figure 2: Six Necessary, Strategic Abilities

Brand -- Ability to create perception of exceptional value, more than competition.

Niche -- Ability to identify revenue-significant clusters of potential customers, who have strong
needs met inadequately by competitors, and who are willing and able to purchase solutions.
Operate -- Ability of present operating system to efficiently produce timely solutions for



targeted niches that conform to needed operational characteristics (timely need fulfillment
=>quality).

Reach --Ability to efficiently present the brand value proposition to niche customers.
Service -- Ability to enhance value in use, and profitability, through technical support,
maintenance, aftermarket upgrades, product/service bundling, and systems integration.
Finance — Ability to document financial results; predict funding requirements; and, when
needed, obtain appropriate, affordable outside funding.

Figure 3: Six Interdependent, Transformational Abilities

Physical Assets — The ability to cost-effectively design and build/acquire/control and deploy
necessary and appropriate plant and equipment, and other durable or fixed assets, in support of
timely achievement of business goals.

People - Ability to recruit, retain, and build relationships with people, both within and outside
the business, and to deploy them so that they can cost-effectively contribute hard work and smart
work to the business, and can learn and become increasingly useful to the business as the years
pass.

Teams — Ability to form, nurture and delegate to effective teams, involving people and utilizing
physical assets to yield business results.

Work Structures — The ability to cost effectively design, integrate, and train staff in the use of
tooling, blue prints, decision aids, rules of thumb, formal procedures, and incentives that
facilitate operations by maintaining consistency and predictability (i.e., model good practice and
reward those who go by the book).

Mechanisms for Improvement — Ability to exploit a changing environment rather than be
exploited by it, accomplished by continuously improving the transformation processes served by
physical assets, people, teams and work structures (i.e., daily pursuit of improved quality and
productivity).

Leadership — Ability to understand the survival requirements of the business in a changing
world, and to convey what needs to be done and why to scale the business up or down in a
balanced manner, while preserving top quality, profitable results (maximum value added in the
eyes of stakeholders, both now and in the future, though balanced investment in all six
transformational abilities).

Figure 4: How the Project Model Lends Itself to Building Profit Momentum

Activity Based-----------------------—-- >

Time Based------ >

Set milestones and prepare budgets------- > PROFIT
Set control points ——> MOMENTUM

Track progress---------=-=m=m-mmmmmmmmmmememeeee >




Figure 5: Eight Financial Concepts That Underpin Successful Tracking and Action to
Improve

1. Marginal Benefit vs. Marginal Cost (Maximum Benefit for Minimum Cost —Resource usage
is a shadow of work and schedule, and cost is a shadow of resource usage.)

2. Financial Statements (Balance Sheet, Income Statement, Cash Flow, Sources and Uses of
Funds)

3. Fixed vs.Variable Cost

4. Contribution Margin

5. Comparative Ratios and Bench Marking

6. Sustainable Sales Growth Rate (Dupont System, Additional Funds Needed)

7. Financial Tracking

8. Special Reports




Figure 6: Summary of How Five Success Framework Components Contribute
To The Chain Reaction of Success
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ABSTRACT
The purpose of this paper is to demonstrate the impact of entrepreneurial efforts in the
developing world by Peace Corps volunteers. These volunteers intuitively and intentionally
foster this spirit within the communities that they serve. Although the USA is repeatedly
described as the most entrepreneurial of societies, the Peace Corps and its cadre of innovative,
highly-educated, and skilled volunteers has demonstrated that these efforts are alive and thriving
around the world. The approach to encouraging and sustaining entrepreneurial efforts involves
facilitating an environment where these activities, opportunities, and skills can be discovered and
realized. Peace Corps volunteers are catalysts for this self-discovery process by facilitating
community activities which promote active involvement in problem-solving and self-education.
These activities must take into consideration the cultural context in which each community
operates and slowly work to break down barriers which impede the self-realization process. This
is particularly common with women who are marginalized within the “machismo” value system
of Latin America. By training and using dedicated volunteers from an entrepreneurial society,
and having them become instruments for change in their host countries, Peace Corps and other
development organizations can overcome numerous barriers to entrepreneurship and the growth
of an innovative perspective.

Introduction

The USA is repeatedly described as the most entrepreneurial of societies (Global
Entrepreneurship Monitor, 2004). In comparison, many other countries are said to suffer from
cultural, structural, governmental, and other constraints not only upon entrepreneurial activity,
but even entrepreneurial thinking and perspectives that espouse innovation. However, since
1963, the Peace Corps has contributed to improving conditions in the Third World through the
service of a dedicated cadre of volunteers. This paper discusses the role of Peace Corps in rural
community development and entrepreneurship training, with examples of programs that
contribute to those outcomes specifically in Central America. Programs run by two Peace Corps
volunteers, one in Honduras, and one in Costa Rica, are presented as illustrations of how Peace
Corps contributes to the communities in which the volunteers serve. This paper briefly
introduces the Peace Corps, and describes how Peace Corps volunteers are selected and trained
for entrepreneurial characteristics. Cultural conditions in Central America are briefly discussed,
and a framework is presented for viewing Peace Corps efforts to encourage entrepreneurial
perspectives for community development and for small business projects. Finally, programs are



described to illustrate the outcomes of volunteers’ efforts in community development and
entrepreneurship training. The authors conclude that Peace Corps can overcome numerous
barriers to entrepreneurship and contribute to community development and the growth of
entrepreneurial perspective.

Peace Corps — An Overview

The Peace Corps was formally established in March of 1961 under the presidency of John F.
Kennedy. Since its inception, over 170,000 Peace Corps volunteers have served in 136 countries
around the world. Currently, over 7,500 volunteers serve in 71 countries (peacecorps.gov, 2004).
With a significant number of Peace Corps Volunteers assigned to community development and
small business development projects, it should be no surprise that a number of volunteers’
characteristics reflect archetypical characteristics of entrepreneurs (Table 1). As many
volunteers maintain personal responsibility and authorship for their isolated projects, they must
be entrepreneurial to succeed. As reported by the first author, Peace Corps trainers training
encouraged him that “ideally, your job is to put yourself out of a job” by the successful
implementation of his community projects.

Table 1 about here

Entrepreneurship Training and Culture

The United States enjoys a very strong culture of entrepreneurship, and as such, cultural models
of successful entrepreneurs abound. With entrepreneurship salient in the national conscience, it is
common, more so than in most other parts of the world, for Americans to consider making a
career as an entrepreneur. Further, this attitude extends into other endeavors, as this cultural
component and our freedoms encourage a sense of individual empowerment, not only for
business start-ups, but in other dimensions as well. The components of the external environment
can either encourage or inhibit entrepreneurial characteristics in people (Hall, 2001). Unlike the
USA, many other countries do not enjoy such an encouraging environment for entrepreneurship.

Culture studies have borne out the intuitive conclusion that world cultures are different, and can
inform differences in thinking by their participants (cf. Hofstede, 1991). Please see Table #2
below for a brief description of cultural dimensions as they relate to this discussion. Latin
American culture has been characterized by collectivist values, high in power distance, high
uncertainty avoidance, and quite masculine relative to other cultures. North American culture
(U.S. and Canadian), in contrast, tends to be much more individualistic, low in power distance,
medium in uncertainty avoidance, and also masculine, though not nearly to the extent of Latin
American cultures (Hath, 1988).

Table 2 about here

Among particular cultural challenges faced by Peace Corps volunteers in Central America is the
strong culture of machismo, where women were generally subjugated into traditional roles and
are not encouraged to pursue education or pursuits of their own interests. Another issue is the
sense of predestination, or being at the mercy of some higher power. The common saying “Si
Dios Quiere” (If God wills it) set some immediate barriers to moving forward with any project,
idea, innovation, etc. Poverty seemed to magnify these attitudes.



Regardless of the cultural environment, but especially in cultures where entrepreneurial
behaviors and values are not encouraged, individuals must be sensitive to opportunities. This
may require training in the entrepreneurial perspective and learning entrepreneurial skills. Dr.
Ulrich Braukmann and his workgroup at the Bergische Universitaet Wuppertal in Germany have
developed the taxonomy of start-up relevant competencies, which can be seen as a roadmap for
entrepreneurship training and education (Figure 1).

Figure 1 about here

As shown schematically in the figure, working from bottom to top, the framework begins with
Class I objectives at the stage of sensitizing people to the possibilities of entrepreneurship. In the
context examined here, this specifically includes the ideas of growth and ability to continue the
businesses or projects. Both Central American Peace Corps Volunteers stated that there was
extensive interest in small businesses and projects in their host countries, but at very low levels.
There were “always village women selling baked goods or foods they had prepared” but that
these endeavors never were conceived to lead to any opportunities greater than simply relieving
some of the problems of subsistence for poorer women and their families. Parenthetically, it was
quite usual practice for women pursuing these low level business practices to turn most or all
their profits over to their husbands, so frequently their efforts contributed more to recreational
spending by the men rather than any significant bettering of living conditions for the families or
for their villages. In contrast, some women hoarded their profits for the survival of their family
members, as necessities might not be provided by their men-folk, who spent their money on
themselves instead.

Following the framework further upward, Class II objectives are expressed as attitudes, comfort,
maturity and perspective for considering entrepreneurial ventures or projects. Included here
would be modeling possibilities, and in the case of Central America, the beginning of community
and group consciousness of being able and poised to exploit opportunities for advancement. As
the framework culminates in Class III objectives, non-business and business skill sets are taught
or encouraged, to support the growing interest in exploiting opportunities. While the Peace Corps
did not train the volunteers mentioned in this paper in this framework, it provides a natural
pathway from naive to formal thinking on the parts of the potential innovators — describing the
process of moving from the untutored, subsistence level perspective of the “folk art of
entrepreneurship” to the better-trained, higher level, opportunity-sensitive perspective of the
“fine art of entrepreneurship.”

COMMUNITY DEVELOPMENT IN HONDURAS
The first author was posted in the rural Yuscaran area of Honduras after a training program that
included technical and practical training among other dimensions such as local language and
culture. Community programs developed or extended by the first author were varied, but most
revolved around the opportunities to encourage increased levels of tourism for the city and the
region, with the objective of growing revenues for the city and for its local business community.

Mango Festival



Previous to this volunteer’s posting, this had been a relatively small and very local festival. The
volunteer worked with the local festival committee, encouraging them to take a more
entrepreneurial attitude to the promotion of the festival. As a result, sponsors like Coca-Cola
donated many more items to the festival, and the committee improved their self-promotion to
media in the capital city. Further, new events were added to the Mango Festival, such as a
“Donkey Polo” game that has become a popular national event, broadcast by national television
and promoted in a new edition of a Honduras guide book. Outcomes from the increased
promotion of the festival include: Increased tourism; more commitments for future sponsorship;
vastly improved advertising of the festival at the national and regional level; and improved
variety in the events offered.

International Bike Race

During the second year of the volunteer’s service, he realized that there was an opportunity for
the community to exploit the region’s justifiable reputation as a mountain biker’s paradise. A
local committee negotiated with Coca-Cola to persuade them to sponsor the race with publicity
and trophies. As the event has grown, participants are now coming from all over Central
America to compete in the race every year. The mountain bike race is also promoted in the
Honduras guide book. Benefits accruing from the bike race include: Increased tourism and name
recognition for Yuscaran; Improved opportunities for sponsorship of future races; Growing
promotion of the city and the race due to building connections with media and advertisers.

Fundacién Yuscaran

A local non-profit organization had begun shortly before the arrival of the volunteer. With
involvement of two other volunteers from the area, the group was able to increase tourism and
began projects to save the natural cloud forest reserve in the mountains above the city. A number
of seminars were developed to train members of the foundation in basic marketing, tourism, and
computer skills, so they would be better able to promote their projects and exploit new
opportunities. Benefits to the community of these projects include: Promoting and protecting
natural resources and culture of the city; and the Fundacion Yuscaran has attained the status of a
legal and recognized non-profit organization, thus improving the probability that it will continue
its work in the community.

While the Peace Corps programs in Honduras concentrated more on community development
opportunities, those in Costa Rica were more focused on local small business opportunities for
citizens in more rural isolated locations.

EXPLOITING ENTREPRENEURSHIP OPPORTUNITIES IN COSTA RICA
The second author of this paper was sent to Costa Rica as a Peace Corps volunteer, and posted in
the Rio Celeste-Colonia Naranjena-La Florida area of the country (Cuerpo De paz, 1995. The
volunteer assisted area businesses and project groups, assessing their business needs and
planning and implementing new viable small enterprises. He organized, taught, and provided
consulting to two women’s associations, one indigenous cooperative, three agricultural
organizations, and several small businesses during his years of service. In addition, he also
provided ongoing training in business skills to about forty community business people. Through
these training seminars, over 300 community members benefited from increased group and
business efficiency and profitability.



Associacion de Mujeres Las Celestinas — Plantain Chip Factory
A factory was planned, funded and built to buy plantains from local farmers, bolstering the local
market for this produce and helping to create a product that could be sold nationally. Activities
surrounding this project included:
e Formed the association, wrote the charter with members
Taught business planning and business idea development
Wrote a funding proposal resulting in $20,000 for factory construction
Liaised with department of agriculture to visit similar sites around Costa Rica
Managed material purchases for the factory construction
Managed factory construction
Taught basic accounting, inventory and personnel management
Marketed the end product
Additionally developed a small dried spice and herbal medicine business

Associacion de Mujeres de Apacona — Dehydrated Produce
With this local group, a viable small local business was investigated and implemented. Pineapple
grown in the area could be marketed nationally after processing. Activities included:
e Assisted in formation of the association
Taught business planning and accompanying skills
Assisted with feasibility studies
Taught basic computer skills
Developed computer accounting worksheets
Worked with the dept of agriculture for proper use of chemicals
Began a composting program

Cooperativa Malecu — Native Reservation and Farmer’s Cooperative
Along with working in community development projects for this very small native reservation in
the region, this volunteer worked with the reservation cooperative store to make it more efficient
and profitable. Activities associated with this project included:
e Taught basic accounting and inventory skills for cooperative store employees
¢  Worked with the reservation developing an artisan crafts business to serve tourists
¢ Trained community leaders in assessing and determining strategies for the
cooperative.

At the current time, a number of these programs are still in operation. While, as in many cases,
the Peace Corps volunteer was the catalyst for training and innovations in entrepreneurial
perspective, the volunteers only stay for two years. In Costa Rica, the Centro Nacional de
Aprendizaje (the National Center of Learning) continues to build the entrepreneurial perspective
for residents through ongoing training seminars in business skills and education opportunities,
such as graduation equivalency courses. Over the years, the plantain drying factory the volunteer
helped to finance and build has metamorphosed into a business incubator and training center for
the women of the community. It has become a rich environment for start-ups of women’s
businesses. Further, it is a training center with classes in tailoring, clothing design, and baking.



For those learning baking, there is even a small bakery in the old factory, which produces goods
for sale in the community.

Conclusion

The reach and impact of the Peace Corps since its inception in the early sixties have been
extensive. This paper has examined how this organization capitalizes on the entrepreneurial
characteristics of its volunteers to bring an entrepreneurial perspective to rural people in Central
America. In spite of traditional, cultural, and structural inhibitions and limitations to
entrepreneurial thinking, growth in these dimensions was seen. Through community
development projects, business skills training, and encouraging small business start-ups by
individuals, associations, and cooperative groups, Peace Corps contributed by helping to
encourage innovation, recognition of opportunities, and actual business start-ups in rural areas
where these would be unlikely to occur without some external help. The first author commented
on the goal of the Peace Corps volunteers to “...do their job by putting themselves out of a job.”
In the words of the second author:

I believe the true economic impacts have and will come from the self-
empowerment of some of the citizens in the small settlements where
I worked. I am very proud to have been a part of this process (Toops, 2004).

To the extent that entrepreneurship and innovation depend on the empowerment of the
community, Peace Corps volunteers can be seen as community facilitators who help others
recognize and exploit opportunities for their own self-empowerment.

Figure 1 - Taxonomy of Start-Up Relevant Competencies
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Table 1 — Entrepreneurs and Peace Corps Volunteers (Adapted from Kao, 1991)

COMMON CHARACTERISTICS OF ENTREPRENEURS WITH
CORRESPONDING CHARACTERISTICS OF PEACE CORPS VOLUNTEERS

AR SRR ol e

10.
11.

Total commitment, determination and perseverance
Drive to achieve and grow

Opportunity and goal orientation

Taking initiative and personal responsibility
Persistent problem solving

Realism and sense of humor

Seeking and using feedback

Internal locus of control

Calculated risk taking and risk seeking

Low need for status and power

Integrity and reliability

Each of these characteristics of entrepreneurs can be seen reflected in the behaviors of Peace
Corps volunteers:

1.

2.
3.
4.

10.

Volunteers make a two-year commitment to their communities and become assimilated into
their communities by the time they leave.

They are often driven to see progress in their communities

Many volunteers are sensitive to opportunities, and set goals and strive to achieve them.
Volunteers work with community members, but often take responsibility for ultimate success
or failure of their projects.

Peace Corps volunteers, more than most other professionals, are forced to find multifaceted
solutions to problems every day.

Out of the myriad of problems facing the any site, volunteers must be able to decide which
ones are viable and can be tackled, and they must try to maintain a sense of humor about it.
It is common and encouraged to seek feedback from volunteers and others regarding
successes and failures and culturally appropriate solutions, as well.

Volunteers tend to self-recruit for characteristics of self-determination, and the belief that
they can get things done successfully. Volunteers tend to be calculated risk takers, being able
to see success in their mind’s eye.

The life of a volunteer in the Peace Corps is unlikely to be high in status and power;
motivation tends to be intrinsic rather than extrinsic.

Volunteers, having dedicated themselves to serving their communities for two years, must be
people who act with integrity and do what they say they will do.




Table 2 — Hefstede’s Cultural Dimensions (Adapted from Deresky, 1994, pp. 82 — 84)

HOFSTEDE’S CULTURAL DIMENSIONS

Individualism/ | This dimension refers to the tendency of people to look after themselves first
Collectivism: | and see themselves as identified primarily by their individual attributes
(individualism), versus seeing themselves first and foremost as members of an
identifiable group. Hofstede’s findings suggest that countries higher in
individualism tend to have higher GNP’s and more encouragement of
individual initiative than more collectivist countries.

Power This dimension represents the level of acceptance by a society of unequal
Distance: distributions of wealth and power. It can be said that in high Power Distance
cultures, empowerment opportunities are less likely to be perceived, as one’s
station in life is already determined.

Uncertainty Refers to the extent to which people in a culture feel threatened by situations
Avoidance: that are ambiguous. People in high uncertainty avoidance societies tend to
favor low-risk decisions.

Masculinity/ | This dimension refers to how heavily traditional Western Europeans and North
Femininity: American “masculine values” are espoused by a cultural group. These values
include assertiveness, materialism, and lower levels of concern for others.
Feminine values, in contrast, emphasize concern for others, valuing
relationships, and attention to quality of life issues. In highly masculine
societies, women are generally considered extensions of their men, and
expected to maintain traditional roles of wives and homemakers.
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DO QUALITY AWARD MODELS HELP SMALL BUSINESS
TO BE MORE SOCIALLY RESPONSIBLE?
EXPERIENCES FROM TURKISH QUALITY AWARD SCHEME

Semra Ascigil
ABSTRACT

Corporate social responsibility (CSR) is a theme that is integrated to quality
management and quality award models with increasing emphasis in time. Although CSR is
discussed as a strategy applied mostly by large firms, the award schemes for SMEs aim to
disseminate use of model to smaller firms. Quality award models provide relevant guidance
to SMEs whose development is argued as dependent on management of wider networks for
innovation and formation of social capital. The paper investigates to what extent the EFQM
model provides guidance in integrating CSR in quality management and then explores how
the concept is operationalized by two quality award finalist SMEs in Turkey.

INTRODUCTION

Corporations are under the scrutiny of diverse stakeholders that made them accountable to
not only shareholders but also other internal and external stakeholders. The point reached is
beyond what Friedman (1970) once defined with the statement “the only responsibility of
business is to increase profits” pointing sole responsibility to shareholders. Carroll (1979) has
provided the definition of the dimensions of corporate social responsibility (CSR) concept
and operationalized the construct through economic, legal, ethical and discretionary activities
of business organizations. Among the responsibilities that management is expected to adhere,
economic responsibility was the most well known one due to the historical importance
attached in discussions of managerial behavior. The thrust behind economic responsibility in
business is simply producing goods or services that will bring profit. There are reservations
as to whether this category can be considered a social responsibility, however, a
reinterpretation such as "providing consumers goods or services at the lowest cost with
highest quality and make reasonable level of profit" may help bring an inclusive perspective.

As the number of stakeholders management have to deal with increased depending on the
issue at hand, companies realized that their borders are quite fluid. As a consequence,
concepts like “boundaryless organizations” and “networks” became major topics for
researchers (Carroll and Buchholtz, 2000). With changing relations, management of
communication across the boundaries became crucial. However, such relationships have to be
managed with a different understanding of the role of organizations in society. Social
responsibility in business simply describes company relationships with stakeholders and in
case effectively done contributes to learning and offer competitive advantage (Freeman,
1984; Freeman & Gilbert, 1988). Stakeholder model also provides a useful framework to
evaluate CSR through social reporting activities. Social reporting processes are means for
communicating the social and environmental effects of organizations to particular interest
groups.

Although views has changed over time concerning the use of organizational resources for
larger community, the need for revising corporate responsibilities is evident within academic
research. Doing business with social responsibility outlines how stakeholder management
should be embedded into company operations and whether companies will take responsibility



of social issues. Recently, Total Quality Management (TQM) is interpreted to include
concepts like business ethics, social responsibility and governance. The enlightened view of
quality management offers a more strategic perspective of quality where the focus is
broadened to cover firms’ relationships in a larger environment (Garvin, 1988).

The aim of the paper is to identify salient points of Excellence Model used by European
Foundation for Quality Management (EFQM) regarding social responsibility and then see
how Excellence Model is operationalized by SMEs applying the model successfully.

QUALITY MANAGEMENT AWARD MODELS FOR SME ASSESSMENT

It is increasingly argued that efficient use of venture capital is no longer the sole determinant
for gaining competitive advantage. The development and survival of SMEs are increasingly
dependent on soft factors such as whether effective management policies are deployed to
create a broader prosperity. Development towards a broader vision is a result of an
interactive process not only within the SME, but also between the firm and some institutions
in society. Growth of SMEs adopting social responsibility will also serve in building social
capital through stakeholders relations. Therefore, partnerships established and policy tools
promoted by various institutions in a given society are of great importance.

The interest of SMEs in award models is relatively new. SME categories have been added to
Baldrige Award scheme in late 1980s. EFQM added the category in 1997 followed by
Turkish Quality Association a year later. The recent issues in management are integrated into
quality award models through periodical-revisions. EFQM Excellence Model, which is used
in Europe, is based on stakeholder approach in managing organizations. The Foundation
makes such adaptations by way of incremental changes in its annual revisions as well as big
changes every 4 years with the help of expert committees. By revisions done in year 2000,
the model made ethics and social responsibility related issues that were already existing,
more visible. Quality Association (KalDer) in Turkey has been using EFQM Excellence
Model since its foundation. During the award process KalDer is training the assessor pool
with cases prepared by EFQM. At the same time some assessors in Turkish Award scheme
are serving as assessors in European award scheme.

By giving a non-prescriptive framework for management the award models allow for
management initiative in implementation. The models are also useful tools for self-
assessment. Unlike Baldrige model, EFQM Excellence model is made up of nine major
criteria (Figure 1). The first five (leadership; policy and strategy; management of people;
management of resources and partnerships; management of processes) are labeled enablers
describing the approaches. The last four criteria (people related results, consumer-related
results, and impact on society and results) are labeled as outcomes. The major message given
by way of the grouping of criteria into two is that in order to change the outcomes obtained
today, you need to review and change the approaches adopted in the past. In other words, you
can not change your present without changing the past approaches. Importance of stakeholder
management is another highlight whereas successful implementation rests upon balanced
emphasis on needs and legitimate claims of various stakeholders. In addition to stakeholder
commitment, care for natural (e.g. pollution, packaging, waste management) and physical
(e.g. safety, health, and ergonomic aspects) environment is also emphasized.

Figure 1 about here




METHODOLOGY AND FINDINGS
Research Purpose

Research associating quality management and corporate social responsibility in SMEs is rare.
The research question is structured as:
What is the content of issues within stakeholder groups that quality award finalist
SME:s are addressing regarding corporate social responsibility?

Methodology

Past research on CSR activities of large firms used companies’ self-presentations of their
CSR activities on company websites (Snider, Hill and Martin, 2003). The lack of existing
research on SME social responsibility led the author to conclude that qualitative research will
be the most appropriate methodology for the study. In addition to this, since social
responsibility is a concept penetrated to quality award schemes only recently, the related
practices are supposed to be in their embryonic phase justifying an exploratory type of
research. Therefore, analysis of award submission books followed the tenets of grounded
theory and qualitative content analysis. The analysis designed by Glaser and Strauss (1967)
focus on revealing patterns among information and give a meaning to data rather than
imposing a framework from outside. The data used for this investigation is the quality
management related assessments of finalist companies applying to the award scheme for
SME category. In analysis, first, the data is scanned for explicit and implicit statements
regarding firm's moral, ethical, legal and philanthropy related responsibilities to all internal
and external constituencies. The information acquired is sorted secondly and then categorized
by stakeholders. Thirdly, the data is reread to organize like information into separate
groupings of issues. Fourth, possibilities of differences between two SMEs were explored
among the issues and stakeholders.

SME category in the award scheme defines firm size based on the number of full-time
employee and covers those firms with less than 250 employees. SMEs are further grouped as
either dependent (at least 25% of its shares owned by a holding company or a group) or
independent. Self-assessment reports prepared according to Excellence Model that are
submitted to organizing association KalDer are used as self-reports of companies. The
submission books of TQM champions provided in-depth cases to be used for the exploratory
analysis. It is thought that because these companies have proven their performance in
implementing the model, the way they interpret and operationalize the EFQM model is
enriched enough to involve social responsibility related endeavors. Among the companies
contacted, positive response of two is obtained. Each firm has been given a pseudonym that
was in line with their market and sector. Thus, Service Domestic Firm (SDF) provides service
to domestic market whereas Manufacture Global Firm (MGF) manufactures intermediate
goods for global markets. In terms of size SDF is smaller than MGF.

Findings

SDF is a dependent SME operating in service sector providing logistical services for a
product. The mission is being the best service providing logistics center in Turkey. Their
focus is more on distribution chain within the country and contributions to the happiness of
ultimate customers achieved through responsiveness to their increasing expectations. The
firm values are defined around "focus on human resources and customers," "technological



infrastructure," "openness to change" and "proactivity." SDF supplies products from foreign
suppliers and acts as a facilitator between domestic and foreign suppliers in improving the
parts, competitive pricing as well as dissemination and sharing of improvement related
experiences.

MGEF is characterized as a dependent SME with high technological competencies. The
mission of the company highlights customer, shareholder and employee as primary
stakeholders. The customer is viewed as partner and MGF aims to develop perception of a
reliable firm delivering excellently performing products. Responsibility of MGF towards
shareholders is defined as retaining competitive position and efficient use of resources.
Additionally, the mission statement emphasizes creation of open, well functioning company
in order to enhance involvement and teamwork while upgrading skills.

MGF's mission emphasizes worldwide recognition on excellence. Because it operates
globally through supplying its product to firms in various countries, it is organized as a
flexible company to produce many different types of its product demanded in markets. The
organization has therefore a flat structure. Excellence Model is accepted as a tool for self-
assessment and guide five years before being a finalist.

The results reveal that both firms concentrate their attention on a similar set of stakeholders
imposed by the Excellence Model. Both firms consider input from all stakeholders in
strategic planning. However, the emphasis varies depending on the business environment
they are operating in. Social responsibility related activities are described below within
appropriate categories.

Employee: Development of policies focusing mainly on safety, health and training of
employees is commonly observed in both firms reflecting emphasis on proactivity with
regard to fulfillment of responsibility towards employees. Monthly safety and health
meetings, emergency planning in case of fire (alarm systems, covering floors with
inflammable material) are some examples for such activities. In general, the training provided
aims both personal development of employees as well as company success. The emphasis on
the importance of human capital can be observed in processes developed to upgrade human
capacity. Viewing leader training as a mean to serve the purpose of improving
communication with employees concerning meaning and role of quality management, both
companies vigorously utilize human resource management tools. Given such an aim
whereby enriching the understanding of award model is the target, it can be said that a
readiness for broader interpretations of quality management is in place in both firms. Both
companies are sensitive in developing performance evaluation systems that helps establishing
fair relationships with employees. In MGF, employee recognition scheme is developed
addressing different accomplishment situations to enable fairness. Performance evaluation in
both firms is linked to participation in continuous improvement activities enabling
consistency with firm goals. These efforts are justified as leading to improvements in
employee satisfaction and variety of other measures like lower turnover, sickness, and
absenteeism. Both MGF and SDF manage information resources with the purpose of assuring
equal opportunity in accessing appropriate and reliable information. Compliance to
regulations is done by cross checks to meet legal responsibilities. Social activities provided
aim to create a work-life balance as well as enhance the spirit essential for teamwork.

Customer: In both firms, customer is identified as one of major stakeholders. There are
processes developed to hear their needs and handle their complaints. Measures concerning



complaints, satisfaction, and loyalty are used with the aim of fulfilling responsibilities to
customers. The relationship with customers continues after sales in terms of training on
recent changes or obtaining feedback for further improvement. In MGF customer relations
are handled by dividing into commercial issues and technical issues each assigned to related
divisions. The improvement related activities are varied taking the form of meetings, quality
circle activities and improvement projects organized jointly. In MGF case, the aim is
establishing the ideal of partnering with customer on business improvement. Improvement
done concerning a particular customer is deployed to other customers showing a concern for
equal treatment. Reciprocal relations are developed through training of customers and
training received from customers which enables sharing of expertise and information for
proactivity and innovation. Similarly, SDF receives training and exchanges market related
information with suppliers in order to address customer right for a quality product. The
customer relations are handled with a proactive orientation to prevent dissatisfaction from the
supplied product/service in both firms.

Suppliers: As SDF is not a manufacturing firm, the relations with suppliers are limited in
scope and do not involve monitoring by way of audits. However, SDF acted as a facilitator by
organizing workshops during which domestic suppliers and foreign suppliers met to develop
business relations and improve efficiency and quality of products. Whereas in MGF case,
relations with suppliers are managed through a formal supplier evaluation system that
provides input to identify priority areas for improvement. Innovative examples for joint
improvement activities are planned and carried out together with supplier firms. MGF has
systematically included environment-related issues in purchasing decisions, a challenging
policy in terms of requirements for openness. Thus, the policy not only changes their own
processes, but also changes the business behaviors of suppliers.

Competitors: Competitors in general are the forgotten stakeholder in any firm. Green (1994)
argues that competitors are "corporate stakeholders with a claim for fair treatment." The
cooperation and trust developed among competitors may help understand the reasons for
mutual support and collaboration between SMEs. The relevant examples traced are few in
both cases. In case of MGF where innovativeness is a prominent goal, process-benchmarking
activities attended serves in building interactive relationships with other producers, thus
enabling cooperative relations with competitor companies. In SDF case, firm is tracing
competitors to make price related suggestions to suppliers.

Society: MGF shows visible effort to spread best practices within and outside the holding
organization by way of seminars, team presentations, publications, and training. Philanthropy
related activities are institutionalized through linkage to a Foundation within the holding
company. SDF's approach focus more on maintaining safety in immediate environment
through strengthening safety in case of fire. SDF is engaged in philanthropy as well, with
major activity areas being education, health and cultural development of society. To ensure
accountability for the process of creating a desirable impact on society, teams are designated
to work on societal relations. "Societal Positive Impact Teams" are such examples formed to
develop action plans and budgeting of these activities.

Environmental Issues: Environmental responsibility is another area where both firms are
engaged in its development and thereby found under various stakeholder categories.
However, the reasons for involvement differ. High stakeholder pressure and inherent
potential in production for harming environment seems to be the reason leading MGF to deal
with the issue by developing formal processes. MGF questions environmental profile by



surveys (Total Environmental Care Survey) supported by energy saving projects,
environment-related publishing and participation in environment focused NGOs.
Additionally, the supplier audits are performed by Quality and Environment Control Section
Manager pointing to the availability of socially-responsible buying practices. On the other
hand, the major examples of sensitivity in environmental issues implemented by SDF are
water distillation and recycling projects. Other projects relate to paper waste prevention
project replacing cardboard packaging with steel cages, use of centralized air-conditioning
working with ozone layer friendly gases, saving of electricity, using LPG in heating to
prevent pollution.

Intellectual Property: Examples for the care shown in protecting intellectual property rights
can be seen in both firms.

DISCUSSION

The above findings point to the fact that CSR is not at the monopoly of large firms with an
organizational structure where maintaining reputation by way of CSR is the exclusive
preserve of PR or communications departments. When utilized vigorously, Excellence model
may provide a systematic perspective in establishing social responsibility in an SME. The
fact that the model is based on stakeholder mentality is an advantage to be exploited in CSR
related implementation. Because issues that are concerns of stakeholders are addressed in
CSR, Excellence model helps to handle these issues in a more systematic manner. Another
advantage provided by Excellence Model is that it encourages firms to make an impact
analysis in the first place and then prioritize social responsibility areas. The model brings
much comprehensive approach to CSR by preventing reductionist perspectives where social
responsibility is equated with corporate philanthropy.

SMEs may not have individual resources to consider the impact of their activities on various
stakeholders proactively. The more proactive the strategy, the more formal processes need to
be employed where greater stakeholder involvement becomes essential in these processes.
Therefore, employing structures (alliances, networking) that enable interaction with
stakeholders becomes key success factor for SMEs in implementing CSR. Partnerships
established are recent examples of such structures enabling exchange of information and
experience. Success is attained by letting partnering stakeholder organization to give
feedback as to company's impact on stakeholders which otherwise may not be recognized at
all. The examples for improvements in the above cases are mostly the outcomes of joint
improvement projects allowing the firms to consider stakeholder claims proactively.

Successful implementation of CSR requires partnerships with numerous stakeholders in
variety of issues. The examples in the two cases are performed with organizational
stakeholders involving primary stakeholders; i.e. customers, employees, shareholders, and
suppliers. No major examples for partnerships with regulatory stakeholders (including local
and national government, professional organizations, and competitors), community
stakeholders (environmental and human rights groups, consumer advocates) and media are
found in the two cases. Turkish Quality Association, in fact, was a sort of hidden partner in
both cases that contributed organizational learning and growth. Considering the above two
success stories, it is evident that providing support in developing management systems are
equally important for SMEs as provision of financing in being sustainable.



The availability of benchmarks on CSR is another factor for innovative CSR implementation.
For example use of minority suppliers, which is an issue most prevalent in U.S. designates
preference of diversity of suppliers in terms of gender, size, racial background. Employment
of such criteria is not yet observed in firms of any size in Turkey. However, just like learning
as a result of interactions with foreign partners, the pressures of urgent needs may be the
reason for creative solutions in the way CSR is operationalized in SMEs.

The above cases also reveal the importance of three factors in launching CSR in SMEs;
stakeholder pressures, broader perceptions of quality, and support in the process of
implementation. Stakeholder pressure is more prominent in MGF than SDF in showing
sensitivity to environmental issues. In the absence of stakeholder pressure, firms' engagement
in CSR may not be formalized through audits, social reporting, etc. In other words, those
efforts will be individualized responses rather than collaborative responses involving
partnering stakeholders. The values embracing excellence, social duty, human rights themes
are also driving forces for integrating social responsibility to quality management concept.
An enlightened quality notion should eventually involve social responsibility concept. The
benefits to be derived from CSR are integrity, continuous work relations and growth.
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Venture Capitalists, Insider Ownership and Firm Performance around IPOs: Small
Firm Evidence by
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Abstract

This study examines the potential substitution between insider ownership and external
monitoring, and the role of venture capitalists in IPOs with sales less than $35 million,
the median level of all firm-commitment IPOs over the 1980-1998 period. We find that
majority-owned small firms have lower profit margins yet are more efficient before the
IPO, and that the presence of venture capitalists reinforces these characteristics.
However, they are valued less after the IPO, though this may be ameliorated by VC
presence and higher inside ownership retention after the IPO. We observe that VC-
backed IPOs are valued more after the IPO and that they tend to do better in the
aftermarket. Our results suggest that higher insider ownership retention and VC
involvement in small firms provide signals of quality for newly listed firms.
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1. INTRODUCTION

This study investigates the relationship between insider ownership and firm
performance around IPOs (Initial Public Offerings). Our primary goal is to assess the
relationship between insider ownership and venture capitalists and performance. To do
this, we compare and contrast the characteristics and performance of firms that are
majority-owned vis a vis non-majority-owned both before and after the IPO. This study
examines IPOs that occurred over the period of 1980-1998 by firms with less than $35
million in sales, the median level of all firm-commitment IPOs over the period. This
group of IPOs occupies the so-called “Middle Market,” which represents a large swath of
businesses in the United States and, therefore, provides important information relevant to
scholars as well as advisors to small firms.

This study focuses on small IPOs for three reasons. First, small firms tend to be
less liquid, are more vulnerable to information asymmetries, and are more likely to be
majority-owned than large firms. Therefore, they may not be valued as highly in the
market. Second, small majority-owned firms are less likely to have “professional
management,” since the founding family or owner group, with such a large stake, is
likely to be actively involved in managing the firm. Therefore, these firms are less likely
to possess the managerial depth needed to navigate the rough waters of the public
markets. Finally, the influence of VCs may become more significant since the
management may be less sophisticated and suffer from entrenchment.

Insider ownership, because of the incentives it provides, may be related to
company performance (Jensen and Meckling 1976, Stulz 1988, Morck et al. 1988,
McConnell and Servaes 1990, and Nagar and Wolfenzon 2000.) With respect to IPOs,
insider ownership retention may also provide information about a firm's quality. Insiders,
who have better information than outside investors, will be more willing to hold shares if



they expect the company to have good future prospects (Leland and Pyle 1977, and
Downes and Heinkel 1982.)

Similarly, the presence of venture capital investors in a firm may provide a signal
of quality. VCs are sophisticated and well-informed investors; so the fact that they have
made investments in a company serves to certify company quality, much like bank loans
are a signal of quality because of the due diligence analysis a bank undertakes before
lending (James, 1987). Further, VCs often provide managerial, financial and strategic
expertise, which adds value to the firms in which they invest (Megginson and Weiss
1991, Brav and Gompers 1997, Astrachan and McConaughy 2001.)

The literature suggests that VCs are associated with higher performance in IPOs,
though this may not be the case for small manufacturing firms. Further, the literature
with respect to insider ownership suggests that higher insider ownership retention after
the IPO is a signal of quality and is associated with better performance. This study
extends the research on small firm IPOs by looking at a larger sample of small IPOs over
a longer period of time and across industries.

2. HYPOTHESES AND METHODOLOGY

We intend to test the following hypotheses:

H1: Venture capitalists are associated with better performance in small firms.

H2: Higher insider retention of shares after the IPO is associated with better stock market
performance in small firms.

To test the hypotheses, we employ both univariate and multivariate analyses
because univariate methods alone are inadequate. Since majority-owned firms are
generally smaller and may differ systematically from non-majority-owned firms, a
multivariate analysis provides a clearer profile of majority-owned firms versus their more
diffusely-held counterparts. The analyses are in terms of event time. In other words, for
each IPO issue, the zero time is the IPO date.

3. DATA

The sample, drawn from the SDC New Issues database, includes firm-
commitment IPOs over the 1980 — 1998 period for firms with less than $35 million in
sales, which was the median level of sales among IPOs over this period. We eliminated
closed end funds, unit investment trusts, firms without sales and IPOs whose shares sold
for less than $5.00.

In order to get a broad view of the performance of [POs in the sample and
specifically majority-owned IPOs and the role of venture capitalists, we examine the firm
characteristics both before and after the IPO, the offering characteristics of the [PO firms,
the insider ownership characteristics, and the stock market performance. We also employ
some of these characteristics as control variables in order to ascertain the special
characteristics of majority-owned IPOs and the role of VCs. We describe the sample
firms as majority-owned if insider ownership before the IPO was 50% or greater and non-
majority owned if the insider ownership before the IPO was less than 50%.

3.1 Company Characteristics



Sales is reported in millions of dollars as reported for the year before the IPO.
Size is an important measure due to scale and scope effects as well as being a measure of
success. It is an important control variable. Assets, an alternative control variable for
size effects, is measured in millions of dollars as reported for the year before the IPO.
Total Asset Turnover is calculated as sales divided by assets. It is a measure of asset use
efficiency. Generally, higher turnover ratios, other things equal, indicate a better
utilization of a firm’s assets.

Profit Margin is Net Income as a percent of Sales the year before the IPO. Higher
values indicate a higher quality company. ROE is the return on equity before the IPO.
ROE pro forma is the Return on pro-forma Book Equity after the IPO. Higher values
indicate a higher quality company. Price-to-Earnings is calculated as IPO price to
earnings the year before the IPO. It is a measure of relative value and may be related to
quality. Debt-to-Assets is Total Debt to Total Assets at the time just before the IPO. High
levels may indicate that the firm is capital constrained and must go to the equity market
to get funds.

Price-to-Sales is calculated as IPO price to sales the year before the IPO. It is a
measure of relative value and may be related to quality. Market-to-Book Equity is
calculated as [PO market value of equity to pro-forma Book Equity at the IPO. Itis a
measure of relative value. Higher quality firms or those with more growth opportunities,
are expected to have higher values.

3.2 Offering Characteristics

Proceeds 1s the amount of money that went to the company after the underwriter’s
discount. This is reported in $millions. Over allotment (% Shares) is the percent of
shares sold through the over allotment option as a percent of total shares sold. The over
allotment option, the Green Shoe Option, is a common feature in IPOs. It allows the
underwriter to sell more shares at the market price and yet pay the issuing firm the
offering price. If the issue does well, the over allotment option is exercised. It indicates
quality in that it signals to the market that the underwriters have an incentive to price the
issue to do well so that they can sell over allotment shares into the market and make a
profit, possibly a large profit.

Priced above High is a dummy variable taking the value of one when the IPO
price was above the high end of the range in the prospectus, 0 otherwise. Offers that are
priced above the high end of the range are ones where demand was greater. Thus, this
variable is an indicator of company quality. Priced below Low is a dummy variable
taking the value of 1 when the IPO price was below the low end of the range in the
prospectus, 0 otherwise. Offers that are priced below the low end of the range are ones
where demand was low. Thus, this variable is a proxy for market expectation.????

Syndicated Offers is a variable that takes the value of one when the IPO was
underwritten by a syndicate of underwriters, zero otherwise. VC-backed Offer is a
dummy variable taking the value of one when venture capitalists were involved, zero
otherwise. VC-backed firms may be viewed as higher quality firms due to the
certification that comes from having informed investors. Lockup Duration refers to the
number of days that insiders’ shares were restricted. Longer lockups may indicate a



higher quality issue since the insiders are bonded to the firm more closely. Lockup is a
dummy variable taking the value of one when there was a lockup of insider shares, 0
otherwise.

Underwriters’ Spread (%) is calculated as the ratio of the underwriter discount as
a percent of total offering amount before payouts. This is a measure of the total direct
costs of going public. Generally, due to the many fixed costs associated with going
public, the percentage spread is higher for smaller issues. Lower spreads, other things
equal, indicate more of the proceeds go to the company.

3.3 Ownership Characteristics and Stock Market Performance

Pre-IPO Shareholdings (%) is the percentage of insider ownership before the
IPO. Post-IPO Shareholdings (%) is the percentage of insider ownership after the IPO.
Higher quality IPOs would be expected to have higher values. Holdings Divested (%) is
the percentage of insider shares sold as a proportion of those held before the IPO. One
would expect that higher quality companies would have lower rates of divesture since
there is less risk for the insiders.

Stock Market Returns are expressed in percent for the time periods indicated.
NASDAQ-Adjusted Stock Returns are calculated as the difference between the company's
return over the specified period less the return on the NASDAQ stock market index over
the same time period. This gives a relative, market-adjusted performance measure that
will show the firm’s own returns in a more meaningful context.

4. RESULTS AND DISCUSSION

Univariate comparisons may not reliably indicate differences between the two
groups if other factors associated with majority-owned are related to the variable in
interest. Controlling for multiple variables simultaneously with majority-owned allows us
to estimate the relations in the present of other influence factors. To further investigate
important factors associated with offering characteristics for majority-owned and non-
majority-owned IPOs, we employ binomial probit analysis for our indicator variables and
the Ordinary Least Squares (OLS) regressions for others. Table 1, Panel A shows the
binomial probit results. We find that majority-owned firms are less likely to be VC-
backed, but firms with higher sales are more likely to be VC-backed. This suggests that
venture capitalists might avoid majority-owned firms and smaller firms with lesser
growth opportunities. In addition, VC-backed firms are more likely to be priced above
the range and less likely to be priced below the expected price range. We also find that
larger firms and VC-backed firms are more likely to have a lock-up provision.

Panel B presents OLS analysis on other offering characteristics. Our results show
that lockup duration is positively related to majority-owned, but it is negatively related to
VC-backed. The longer lockup for majority-owned firms suggests that a greater
commitment from the insiders is needed to assure the market of the quality of the firm.
However, venture capitalists do not favor IPOs with long lockup duration, which reduces
the liquidity of their investments. We also find that % spread is negatively related to
Sales and VC-backed. In other words, these are economies of scale. The presence of
VCs is associated with lower underwriting costs, perhaps because they are better able to



negotiate with investment bankers. However, the % spread is not significantly related to
majority-owned. We do not find a significant relation between the % shares offered by
the over-allotment option and either majority-owned IPOs or VC-backed IPOs. An over-
allotment option is essentially a call option with a strike price equal to the issue price.
The over-allotment option can be viewed as a signal of quality since the underwriters
cannot exercise it unless the issue remains above the offer price long enough for them to
exercise. The better the IPO does in the aftermarket, the higher the gains to the
underwriters. The insignificant relations suggest that the majority-owned IPOs and VC-
backed IPOs do not use this option any more than the others.

Table 1 Panels A and B about here

Table 1, Panel C shows that size is not related to the percentage of shares owned
before and after the IPO. However, the majority-owned IPOs are positively related to the
percentage of shares owned after the IPO. Our finding of a positive relation between %
holdings divested and majority-owned IPOs suggests that the insiders of small firms may
find it less desirable to retain ownership, perhaps because they are riskier. Alternatively,
majority owners have more capacity to divest and retain control.

Panel D shows results on Pre-IPO firm characteristics. We find that debt is
negatively related to size, but is insignificant related to majority-owned IPOs. Before the
IPO, majority-owned and VC-backed companies are more efficient. Both ROE and Total
Assets Turnover are positively related to majority-owned IPOs and VC-backed IPOs.

Table 1 Panels C and D about here

Panel E presents results on Post-IPO firm characteristics. ROE proforma (after
the IPO) is positively related to VC-backed IPOs but insignificantly related to majority-
owned IPOs. The negative relations between majority-owned IPOs and the ratios of
Market-to-book and Price-to-Earnings pro forma suggest that majority-owned IPOs were
priced at lower levels. This is somewhat clarified by the stock market performance
reported in Panel F, which reports a consistent negative relation for majority-owned
IPOs. However, a positive relation is found for VC-backed IPOs. The results suggest
that there may be an entrenchment effect in majority-owned IPOs that can be ameliorated
by the presence of VCs.

Table 1 Panels E and F about here




To further investigate the factors contributing to the negative relation between
majority-owned IPOs and stock market performance reported in Table 1, we run another
set of regressions specifically on the post-IPO majority-owned firms and report our
results in Table 2. Panel A shows that the presence of VCs does help mitigate the lower
valuations associated with majority ownership. More importantly, the positive relation
between the post-IPO insider ownership and stock market returns suggest that a more
concentrated post-IPO insider ownership is desirable for the majority-owned IPOs.

Table 2 Panel A about here

We report in Panel B, similar results for insider ownership for majority-owned
IPOs with a lockup greater than or equal to 180 days. However, no significant result is
found for VC-backed. As we pointed out above, VCs may try to avoid IPOs that have
longer lockup durations, or they may negotiate shorter ones. Using Pro Forma Price-to
Earnings and Market-to-Book ratios (Panel C), we find that market response positively to
a higher post-IPO insider ownership for majority-owned IPOs. Overall, our results
suggest that insider retention of shares and VC involvement in smaller, majority-owned
firms provide signals of quality for newly listed firms.

Table 2 Panels B and C about here

5. CONCLUSION

The results of this study support Stulz’s (1988) contention that majority-owned
companies are not as valuable or perform as well in the stock market in spite of their
higher ROA before the IPO. This may reflect market concerns regarding insider
entrenchment, since the market for corporate control is ineffective in firms controlled by
insiders holding a majority of the shares. However, our finding that the % Owned After is
positively related to value and stock market performance is consistent with the signaling
hypothesis of Leland and Pyle (1977). Further, the positive impact of VCs on
performance and value is consistent with Brav and Gompers (1997) and Megginson and
Weiss (1999), who hypothesize that VCs provide a certification of quality. Our findings
based on a larger sample of more uniformly small IPOs drawn from more industries over
a longer period of time are very different from those reported by Brau et al (2004).

Majority-owned firms would do well to consider engaging venture capitalists well
in advance of a contemplated public offering. Though majority—owned firms tend to
have higher ROA and Asset Turnover, they do not sell at a premium and their stock
returns are lower than those that are not majority-owned. However, the impact of venture
capitalists may serve to increase the value of the firm. Their contributions come in the
form of experience to better groom the firm for sale.



Our results have implications not only for middle market firms in general, which
no IPO study has really addressed but also for family-controlled firms, a significant
holder of ‘middle-market’ firms. The main reason for this is because the determination
of family control is difficult, time-consuming, and somewhat subjective. (Objective
measures, such as McConaughy et al. (1999) used, tend to be incomplete. The difficulty
creates a bias against finding results, which, however, would strengthen any significant
finding.) Related to the issue of majority-owned IPOs, is the observation of Shanker and
Astrachan (1996), who estimate that about 61% of majority-owned corporations are
family controlled. Thus, majority-owned IPOs may proxy for family control. If so, the
results are relevant to family controlled firms.

An important strategic issue in closely-held, ‘middle-market’ firms is that of
liquidity. Liquidity needs among these firms extend beyond the need for growth capital.
These firms also deal with the liquidity needs of senior owners to ‘cash out’ at retirement
and needs associated with estate taxes. Family controlled firms with multiple generations
of family members also face the problem that some other family members may not be as
interested in holding shares in a private company and therefore desire liquidity. Since a
public offering is one way to obtain liquidity, the factors we examined may help closely
held firms focus on what matters and contribute to more successful IPOs, enhancing the
wealth and liquidity of their owners.
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Table 1 Analysis of Factors Associated with Offering Characteristics
Panel A: Offering Characteristics

Priced above Priced below Lockup Venture-
High Low backed
Constant -0.998(.000) -0.558(.000) 0.762(.000) | -1.698(.000)
Pre-1PO -- -- -- -0.584(.000)
Majority-owned
Venture-backed 0.213(.05) -0.136(.17) 0.468(.008) | --
Sales 0.035(.83) -- 0.534(.003) 1.355(.000)
N 830 830 830 830
Chi-Sq. p-value 10 A7 .000 .000
Panel B: Offering Characteristics
Lockup Duration 9% Spread Over allotment (%
(days) Shares)
Constant 536.71 (.000) 9.91 (.000) 0.070 (.000)
Pre-1PO 82.15 (.000) 0.178 (.135) 0.000 (.961)
Majority-owned
Venture-backed -84.26 (.000) -0.624 (.000) 0.001 (.502)
Sales -185.33 (.000) -2.00 (.000) 0.015 (.000)
N 768 830 566
Adjusted R” 22 33 46
Panel C: Insider Ownership Characteristics
Pre-IPO Shareholdings | Post-IPO Shareholdings | Holdings Divested
(%) (%) (%)
Constant 42.31 (.000) 22.36 (.000) 0.42 (.000)
Pre-1PO 45.39 (.000) 27.82 (.000) 0.035 (.001)
Majority-
owned
Venture- -2.90 (.011) 1.83 (.104) -0.054 (.000)
backed
Sales 0.87 (.580) 1.99 (.198) -0.032 (.032)
N 804 804 804
Adjusted R* | .72 49 .09
Panel D: Firm Characteristics Prior to [PO
Profit Margin Total Asset Return on Total Debt to
Turnover Equity Total Assets
Constant 2.71 (.000) -0.414 (.004) 2.324 (.000) -1.076 (.000)
Pre-1PO -0.103 (.111) 0.448 (.000) 0.337 (.000) -0.014 (.908)
Majority-
owned
Venture-backed | -0.074 (.292) 0.327 (.000) 0.282 (.002) -1.036 (.000)
Sales -0.495 (.000) 0.162 (.165) -0.368 (.003) -0.599 (.002)
N 830 804 804 550
Adjusted R* 04 .05 .03 14




Panel E: Firm Characteristics after Offer

ROE pro forma | Price-to- Price-to-Sales | Market-to-Book
Earnings pro Equity
forma
Constant 1.045 (.000) 3.533 (.000) 1.814 (.000) 1.258 (.000)
Pre-1PO 0.019 (.831) -0.425 (.000) 0.160 (.273) -0.285 (.000)
Majority-
owned
Venture-backed | 0.255 (.000) 0.389 (.000) -0.443 (.000) -0.022 (.721)
Sales 0.595 (.000) -0.336 (.002) -- -0.582 (.000)
N 830 705 830 830
Adjusted R 07 07 .02 15
Panel F: Stock Market Performance
1 Day 2 Weeks 1 Year 2 Weeks 1 Year
Return Return Return Return Return
NASDAQ- NASDAQ-
Adjusted Adjusted
Constant 22.14 19.808 62.10 (.001) | 16.20 (.001) | 46.46 (.016)
(.000) (.000)
Pre-IPO -3.70 -6.90 (.041) | -26.92 (.018) | -7.47 (.008) | -20.66 (.064)
Majority- (.187)
owned
Venture- 5.09 (.017) | 8.50 (.000) | 28.38 (.001) | 8.78 (.000) | 28.79 (.001)
backed
Sales -8.80 -6.39 (.050) | -24.33 (.065) | 6.19 (.067) | -24.44 (.060)
(.009)
N 399 695 544 695 543
Adjusted R .03 .04 .04 .04 .03




Table 6 Factors Associated with the Performance of Majority-owned IPOs
Panel A: Stock Market Performance

1 Day 2 Weeks 1 Year 2 Weeks 1 Year
Return Return Return Return Return
NASDAQ- NASDAQ-
Adjusted Adjusted
Constant 19.03 24.24 (.000) | 58.06 (.019) | 20.48 (.002) | 49.17 (.047)
(.004)
Sales -3.98 -7.03 (.105) | -35.15(.025) | -6.73 (.121) | -35.46 (.024)
(.328)
Venture- 1.49 (.564) | 4.96 (.074) 19.67 (.056) | 5.19 (.062) 21.46 (.037)
backed
Post-IPO 108 (.165) | 0.165 (.040) | 0.927 (.003) | 0.172 (.033) | 0.79 (.010)
holding
ROA 3.63 (.002) | 3.71 (.006) |4.90 (.300) |4.19(.002) |4.40(.352)
ROE -5.55 -6.88 (.000) | -10.98 (.089) | -7.24 (.000) |-11.32(.079)
(.001)
N 237 408 310 408 309
Adjusted R .063 .058 .053 .065 .049

Panel B: Stock Market Perfor

mance of Majority-owned Firms with a Lockup Greater

than or Equal to 180 Days
1 Day 2 Weeks 1 Year 2 Weeks 1 Year
Return Return Return Return Return
NASDAQ- NASDAQ-
Adjusted Adjusted
Constant 9.56 (.306) | 13.96 (.158) | 121.87 9.66 (.331) 112.09
(.001) (.002)
Sales -0.369 -3.72 (.487) | -58.59 (.003) | 3.00 (.579) | -57.63 (.003)
(.939)
Venture- 1.929 5.98 (.052) 10.98 (.345) | 6.22 (.045) 11.51 (.320)
backed (.482)
Post-IPO 0.107 0.177 (.062) | 0.769 (.040) | 0.179 (.060) | 0.613 (.101)
holding (.228)
ROA 6.15 (.000) | 5.58 (.001) 3.517 (.561) | 6.11 (.000) 3.88 (.519)
ROE -7.19 -8.49 (.000) | -9.035 (.228) | -9.01 (.000) |-9.87 (.187)
(.000)
Lockup 0.009 0.016 (.074) | -0.085 (.010) | 0.018 (.046) | -0.085 (.010)
Duration (.311)
N 208 356 267 356 266
Adjusted R | .10 07 07 .08 .06

Panel C: Price Multiples

Price-to-Earnings pro

Market-to-Book Equity

forma
Constant 3.78 (.000) 0.939 (.000)
Sales -0.338 (.014) -0.695 (.000)
Venture-backed 0.437 (.000) -0.040 (.631)




Post-IPO holding 0.009 (.005) 0.016 (.000)
ROA -0.239 (.000) 0.112 (.003)
ROE -7.19 (.000) -8.49 (.000)
N 357 414
Adjusted R” 11 18
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Abstract: Entrepreneurship course offerings should not “only” seek to attract students
majoring in business or engineering. Agreed? This paper describes a course:
Entrepreneurship, Leadership, and Team Building: Identifying and Applying Best
Practices that was developed and taught in each of the last two years for a University
Honors Program. (530 official Honors Program exist in the U.S.)

In addition to providing background information relevant to professors interested in
offering a similar course, deliverables, outcomes, and a course syllabus is shared.

“So What Issue”

There are 530 official Honors Programs in the U.S. (National Collegiate Honors
Council—www.nchchonors.org) and all attract top academic students. Perhaps your
university has or will soon have an Honors Program. At our university, 550 students are
enrolled in the Honors Program and 95 percent represent majors “other than” business.
The majority >90 percent of these bright students will never enroll in a business class nor
will they take any course in entrepreneurship or small business. The author believes “this
experience” is typical as to what occurs on most college campuses where Majors,
Concentrations, and Minors in Entrepreneurship are offered but never taken by the
majority of students attending and graduating from our universities.

The goal of this presentation/paper is to encourage and guide USASBE members as they
expand entrepreneur course offerings to students across the university.

Introduction



Is entrepreneurship "more than" starting and running businesses? Do entrepreneurs exist
in private AND public arenas? Are students on all campuses, in all majors, inherently
focused on success, long to make a difference, and interested in entrepreneurship?

This paper provides strategy and details as to how courses in entrepreneurship may be
“modified” and targeted to non-business majors on any campus.

Specifically, a successful Studies in Entrepreneurship course, (Mgmt. 4350) housed in the
College of Business Administration, was modified by changing the course deliverable
from writing a business plan to “effecting and instituting” change on campus. Further, a
University Honors Program (550 students are enrolled in this program) offered and
promoted the course, which was “targeted” to non-business freshmen and sophomores.
The course was first taught* in spring 2003 and is being repeated in fall, 2004.

*Note: On our campus, the Honors Program reimburses the college/department $2,500
to encourage/allow faculty to get a course reduction and to provide funding to cover the
cost of hiring a per-course adjunct instructor. This instructor, however, “volunteers” to
teach this course “out-of-load” and the Department uses the $2,500 to partially fund the
campus chapter of CEO.

Before describing the actual course in entrepreneurship that was modified, here is a brief
description of the Honors Course.

Honors 3393

The “modified” course required students to work in groups and create campus-based
projects that required the group/team to identify something (a process, program, or
system) that was not being done or was but could be done better, and then to work to
develop a plan and strategy designed to turn their proposed change(s) into reality.

Student teams pilot-tested their plans and prepared written reports identifying what they
did, why they did it, where and when they did it, how they did it, what “worked” and
what didn’t, as well as what they would do differently in the future to improve the
strategy and plan. Student teams also presented the contents of these reports to the class
as oral presentations.

Before the USASBE 2005 Conference begins, the course will have been taught twice for
the University Honors Program (Spring 2003 and Fall 2004) and enrolled students from
pre-med, psychology, advertising, government, mass communication, nursing, and
biology majors among others.

The results from 2003 and 2004 were impressive, as the students became “intrapreneurs”
and actually changed processes and policies and created new programs at the university.
Samples of changes included:

® Adding a student crises and suicide hotline on campus.



¢ Linking all computer labs on campus to “allow” only duplex (two-sided) printing

and saving an estimated $9,000 in printing costs each semester. Further, this

change was also supported and legislation passed by the Student Senate at the

University.

Creating a Tutor Program sponsored by the Honors College.

Creating Employment Assistance for Honors College students.

Modifying the campus Recreation Centers’ policy for outdoor exercise.

Working to create “themed” honors housing in the dorms.

Sponsoring an “all campus” beautification program where students from campus

organizations work together to clean and “spiff-up” the campus each semester.

e (reating an “Honors Coffee House” to be operated by an outside vendor with a
percentage of sales going to support the Honors Program.

Further, three students from the course had their competitive paper accepted and
presented “findings” and “change/creations” at the National Collegiate Honors Council
Conference held in Chicago in fall 2003. In Chicago they shared their “entrepreneurial”
experiences and distributed copies of the class syllabus.

As noted previously, rather than ‘create” a new course, an entrepreneurship course,
Studies in Entrepreneurship (Mgmt. 4350) was modified and taught to students enrolled
in our University Honors Program. The next segment describes the entrepreneurship
course that was modified, details the changes/modifications made; includes a detailed
syllabus for Honors 3393S, and provides outcomes, recommendations, and conclusions.

Studies in Entrepreneurship (Mgmt. 4350) Course Background.

Management 4350, Studies in Entrepreneurship was first offered on our campus in 1999
and has been taught to more than 600 students—99% being business majors. The course
structure provides presentations by entrepreneurs on Tuesday and work on business
plans, of the students’ choosing on Thursday. For more information on the course, refer
to this web link: http://www.business.swt.edu/users/jb15/MGT4350/default.htm.

Since 1999, more than 100 successful entrepreneurs representing the public and private
sectors, big and small enterprises, young and old, men and women, minority and non-
minority, have spoken at Texas State University (formerly Southwest Texas State
University).
Just a few of the “tutors for enterprise success” have been:

e Herb Kelleher, President Southwest Airlines;
Peter Holt, President Holt Enterprises, Caterpillar and the San Antonio Spurs;
Stacy Bishkin, President BBH Exhibits, Inc.;
Tom Meredith, CFO Dell Computer;
Red McCombs, CEO McCombs Enterprises (includes Clear Channel
Communications and the Minnesota Vikings);
Alex Sheshunoff, President Sheshunoff Management Services; and’
e Bob Marbut, President and CEO Hearst-Argyle Television, Inc.
e Mike Levy, Founder and Publisher, Texas Monthly;



¢ Admiral Bobby Inman, former Director of the CIA and founder of MCC;

The names of many of the speakers are household words. Others are success stories
known only in their industry. They represent big business, small business, non-profit and
captive entrepreneurship (i.e. entrepreneurial activity within a business structure).

Cable TV and a Textbook. Tapes have been made of all presentations and all have been
edited to fit a 55-minute time frame. Since fall 2002, more than 60 selected videotapes
have been shown on local Cable Television. Further, because of the class, twenty-nine
“entrepreneurial stories” now appear in a recently published book and CD entitled,
Profiles in Entrepreneurship: Leaving More Than Footprints, Southwestern/Thompson
Publishers (available on Amazon).

In addition, although only one day each week is devoted to writing and presenting
business plans, students enrolled in the Studies in Entrepreneurship class have placed
second in 2002 and again in 2003 and won $7,000 for two different business plans at the
Ernst Young/Nasdaq New Enterprise Creation Competition sponsored by Ball State
University.

Although the course could be labeled successful, as previously noted, 99% of students
that enrolled were majoring in business. The instructor was interested in teaching

entrepreneurship to students other than business majors.

Entrepreneurship Across the Curriculum

In fall, 2002, working with the Director of the University Honors Program, an honors
course entitled, Entrepreneurship, Leadership, and Team Building: Identifying and
Applying Best Practices was created. Although the course was modeled after the Studies
in Entrepreneurship course described previously, this honors course was different in that
it targeted non-business students who were freshman and sophomore level honors
students. In addition, “creating change on campus” was to be the course focus rather than
creating business plans.

This honors course was designed to spark genuine interest in creating and identifying
opportunities for change on campus, but especially for “turning ideas into substance and
into tangibles.” Finally, instead of having “real” guest speakers, the course used
selected stories, videotapes, and a CD all taken from the Profiles in Entrepreneurship:
Leaving More Than Footprints, book as well as a CD highlighting key concepts such as
leadership, risk taking, decision making, etc., delivered by entrepreneurs who previously
spoke on campus.

Honors Course Structure

This course sought to identify characteristics needed to become an entrepreneur or
intrapreneur (someone who works within a large enterprise). The course also examined
how to build a team, how to effect change, how to build and sustain a guiding coalition,



and explored leadership principles necessary for team initiated and directed projects to
prosper and succeed.

Using selected videotapes and entrepreneurial stories, students were introduced to how
creativity and idea generating is necessary for change, growth, and improvement.

Course Syllabus
Course: Honors 3393S -- Entrepreneurship, Leadership, and Team Building:
Identifying and Applying Best Practices

Course Description:

This writing intensive seminar examines the “life stories” of selected entrepreneurs,
identifies leadership qualities that may have contributed to success, and explores research
based principles necessary for groups to become teams and for teams to become high
performing. The course output/tangible is for students to work in teams, identify
potential needed/necessary “changes” that might be implemented, and work to effect and
initiate these changes.

Course Outcomes, Goals, and Objectives:
After completing, Entrepreneurship, Leadership, and Team Building: Identifying and
Applying Best Practices, students will have:
¢ [dentified idea generating strategies and opportunities available in the university,
local, and regional communities
¢ Identified and categorized leadership qualities needed to attract followers and to
build a guiding coalition
¢ [dentified how individual leadership qualities possessed by class/seminar
participants compares with leadership qualities possessed by successful
entrepreneurs and leaders
e (reated an individual and team-based action plan designed to improve and build
upon leadership qualities already possessed
¢ Worked in groups and created campus-based projects which required the group to
become a team and to have moved through specific stages necessary for the team
to become high performing
¢ (Completed an action-based, tangible change project
Semester Course QOutline:
Weeks 1-2
View select video portions of the entrepreneur speaker cd and read select transcripts of
successful entrepreneurs to identify sources of ideas as well as idea generating techniques
necessary to stay current.
Assignment: Students form groups/teams and individually and collectively begin to list
strategies for identifying opportunities and/or for improving self-selected,
campus/community-based existing practices. Teams select their preliminary project
related to a campus-based innovation or improvement of existing practice.
Weeks 2-6




Review research-based techniques and principles designed to assist a group to become a
team and to progress through team stages. Introduce leadership and team member skills
and activities required in high performing teams.

Assignment: Students work individually and collectively to create listings of team or
group necessities and problems as well as identify leadership characteristics necessary for
success. Students evaluate their past performance and contributions while being a
member of a group or team and then identify task or maintenance functions where
improvements are sought and needed. In addition, student groups create vision and
mission statements, identify their project “target,” develop specific goals, break goals into
tasks and delegate the work to individual team members, as well as

create project time-lines and milestones.

Weeks 6-9

Continue to introduce leadership and team-based research intended to educate and
challenge team members to develop and further refine skills possessed. Students initiate
and continue working on their team-based projects.

Assignment: Teams submit their preliminary project related to a campus-based
innovation or improvement of existing practice.

Weeks 9-12

Students discuss project successes and impediments and receive constructive feedback
from all class teams.

Weeks 12-15

Students submit a team-prepared written report documenting their campus/community
project and focusing on the six helpers—who, what, when, where, how, and why as well
as describe outcomes. Students also orally present the results of their project, receive
feedback from the other teams, and prepare a “what was learned analysis” of the
experience.

Textbook and/or Learning Resources:

Profiles in Entrepreneurship: Leaving More Than Footprints w/ cd, David Nelson, James
Bell, Southwestern/Thompson Publishers, 2004.

Packet of materials developed by the instructor and available for purchase at the
University Bookstore. (Materials have previously been used to deliver in-house
education and professional development for for-profit and not-for-profit businesses and
organizations.) Expected cost not to exceed $20.

Major Course Project

Students work in groups and create a campus-based project which will requires the
group/team identify something that is not being done or is but could be done better, and
work to develop a plan and strategy to turn ideas, recommendations for implementation
and/or improvements into a reality. Student teams will pilot-test their plan and prepare a
written report identifying what they did, why they did it, where, with whom and when
they did it, how they did it, what “worked” and what didn’t, as well as what they would
do differently in the future to improve the strategy and plan. Student teams will also
present the contents of this report to the class as an oral presentation.




Assessment of Student Learning
1. Attendance and informed participation at seminar sessions (10%)
2. Preliminary Written Group Project Report (due week 8) (15%)
3. Individual assessment as to the quantity and quality of

contributions and attitude of team members. (10%--5% week 8;
5% week 14)
4. Written Group Project Report (due week 14) (50%)
5. Team Oral Presentation (weeks 13 and 14) (15%)

Course Grading: 90> =A; 80 to 89=B; 70 to 79=C; 60 to 69=D; <60=F

Course Bibliography:

————— , The Entrepreneur as Hero, Federal Reserve Board of Dallas Publication, 1998.
Jon R. Katzenbach, Douglas K. Smith, The Discipline of Teams: A Mind book-
Workbook For Delivering Small Group Performance, Wiley Publishers, 2001.

Leigh Thompson, Making The Team: A Guide for Managers, Prentice Hall, 2000.
Eric Sundstrom and Associates, Supporting Work Team Effectiveness, Jossey-Bass
Publishers, 1999.

Jon R. Katzenbach, Douglas K. Smith, The Wisdom of Teams, Wiley Publishers, 1996.
Marcus Buckingham and Curt Coffman, First, Break All the Rules: What the World’s
Greatest Managers Do Differently, Simon & Schuster, 1999.

Summary, Outcome, Recommendations, and Conclusion

As previously noted, the course has been taught twice for the University Honors Program
(Spring 2003 and Fall 2004) and enrolled students from pre-med, psychology,
advertising, nursing, and biology majors among others. The results were impressive, as
the students became “intrapreneurs’” and actually changed processes and policies and
created new programs at the university (Please refer to the listing of “changes.”)

Across campuses, modules of this course may exist, but by using real-life role models
and research based principles, this Honors Course examined and combined
entrepreneurial principles and techniques, and worked with a “non-traditional audience”
and did so early-on in the university experience with the goal of giving the student his or
her junior and senior years to further apply and refine skills.

The author intends to “track” students who completed this Honors Course to learn if the
students continued applying entrepreneurial traits and characteristics both while students
and later as graduates.

Expanding the reach of entrepreneurship throughout the university provides benefits to
students and can impact an entire campus community. Honors Programs are currently
offered at 530 campuses in the U.S. Professors are encouraged to modify and to “share”
entrepreneurship across the university curriculum!
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Abstract / Executive Summary

In this paper, we discuss how changes in the business environment have made
necessary changes in the business education process. Greater use of industry experienced
teachers, current supporting materials, a group process-based learning model, relevant
use of computing technology, emphasis on skills modules rather than content categories,
and closer ties with the local entrepreneurial business community are proposed to develop
graduates with marketable skills, ability to deal with ambiguous environments, and the

capability to contribute more immediately to the success of the hiring organization.



In our university’s School of Business, the faculty and staff work very closely

with the local Entrepreneurial Community, the Dean’s Advisory Board (local business

leaders), and the Placement Office (which brings firms to campus to hire students). In

our interactions with the local business community, and in our research within industry

and academic publications, we have discovered that university-level business education,

as routinely conducted in American universities, falls far short of the expectations of

industry leaders in several key areas:

1.

Graduates are poorly prepared in the areas of writing, oral communication,
working in groups, critical thinking, and dealing with ambiguous circumstances.
Graduates of business programs may have memorized vocabulary for their
courses, but the students have long since forgotten meanings.

Business graduates, having had a program of classes specializing in functional
areas (marketing, management, economics, finance, etc.) are unable to integrate
the functional knowledge to solve realistic business challenges.

Business graduates, trained by business academics, lack the experience base to
contribute meaningfully to the business immediately.

Business graduates, educated in large sized courses, have leaned upon textbooks
written by academic (not industry) experts, whose theoretical bases and research
programs have necessarily focused on Fortune 500-sized firms. The challenges

facing new ventures and small business are systematically ignored



Many of these shortcomings reported by recruiters are systemic to the large-scale
American research institution. Consolidation of students into large classes, the tenure
system driven by academic publishing, the utilization of graduate students as evaluators
of undergraduate work, and the compensation/rewards system providing the context for
undergraduate and graduate education, make these problems relatively intractable across
a large university.

However, business programs have several elements which provide them the potential
to become proactive in changing the educational experiences of their students. Many
business programs make extensive use of evening adjunct professors who are working in
industry by day. The business professorate is increasingly made up of “second-career”
professors, who went into the academy after a decade or more of industry experience.
Business professors are more able, and more likely, to understand and actively forge
symbiotic linkages with the local business community, than professors in other fields.
Finally, students attracted to the study of business are more likely to accept alternative
learning models, especially if the new learning model can demonstrable be linked to

creating and grooming skills that are useful in the workplace.

FORMATION OF A NEW BUSINESS LEARNING MODEL
The academic business community is just beginning to understand, at the
institution/journal level, the lack of results delivered by the traditional business education

model, and the opportunities for change and improvement available through more



effective and efficient use of resources available. This recognition is additionally

energized by three environmental changes:

1.

The prolific spread of computer competency means that current students have
been exposed to the computer learning tool for the past eight to ten years.
Earlier students viewed Management Information Systems and Computing
Power as akin to content areas, worthy of study in and of themselves.
Currently, both students and professors have a more reasonable view of the
computer as a tool, not as an Oracle of Knowledge (no pun intended).

The loss of power and prestige previously controlled by Fortune 1000 firms
has shaken the business education considerably. Students, as well as
professors, know that the Fortune 1000 are net job losers; thus, a renewed
interest and energy for learning about small business in general, and
Entrepreneurship in particular.

The rise and fall of the Internet-based stock market has shown the irrationality
of many of the newest management education fads. The Dow 30 runup of
1998-1999 spurred interest in New Ventures; the subsequent crash of Internet-
based stocks spurred interest in rediscovering basic business principles and

skills.

Contributing to this change in the educational model is the rise of

Entrepreneurship as a free-standing discipline in the business-academic community.

For many years, academics interested in entrepreneurship had to justify their

existence by publishing and teaching in some other content area more traditionally

accepted in the research community. However, since the mid-1990s,



Entrepreneurship has gained acceptance both as a class offering and as a research
field. The earlier “undercover” status of entrepreneurship allowed professors to
integrate entrepreneurship into other academic disciplines; the subsequent “justified”
period has allowed for the formation of a critical mass of professors interested in
small and new ventures, just at the time that students, consciously turning away from
the “corporate ladder”, have increasingly demanded education in entrepreneurship.

As both job-seekers (students) and job creators (employers and organizations)
have become more cognizant of the disparity between traditional business education
and current business practice, both have begun to demand relevance and applicability
from the providers of business education — the university-based business program.
Increasingly, the parents of undergraduate students are asking how the business major
will prepare their children for industry, rather than asking about the nature and quality
of the liberal arts and general education programs.

In our university, the answer is that we employ frequent and content-rich
interactions with our Dean’s Advisory Board to help us design curriculum which
develops marketable skills in our business graduates. In addition, the members of the
Dean’s Advisory Board help deliver the content by acting as guest speakers and
clinical professors in our business courses. These industry leaders thus have the
opportunity to design and deliver learning which addresses their own immediate
employment needs, and the vehicle for ongoing and in-depth interaction with students
who may one day join their organizations as employees!

In addition to the content changes driven by interaction with the Dean’s Advisory

Board, the delivery method contrasts to the typical lecture-regurgitate model. In



many of our courses, faculty lecture about 30% of the available contact time in class.
The balance of the time is spent in threaded discussion, group projects, and
presentations. Students really learn a skill only when they have to put it into use to
solve a problem, and when they have to teach somebody else how to do so. Thus,
many of our courses force students to apply tools to ambiguous, messy problems.
The student is a junior partner, the teacher as senior partner, and the team of four or
five people moves the process along to fruition.

The materials supporting this process have moved away from the traditional
college textbook. We are far more likely to use a combination of trade books,
internet hotlinks, academic journal articles, and business periodical content to
surround the learning process than using the traditional college textbook. The students
benefit by using more current examples, fighting through greater ambiguity, and
integrating disparate material for themselves. In addition, this combination saves the
student money, forces professors to be more aware of current applications and trends,
and provides greater stimulus for group learning, than can be found through using
traditional textbooks.

This holistic approach to business education is further defined by using a
“processes approach” to curriculum organization, creation and delivery. This
approach provides several benefits:

o For the students, a consistent learning model or style for all
materials and topics regardless of content, thus patterning student

learning.



O

O

A structure format for the discipline, within which all topics can be
defined and related, and

A format easily translated between academic and practitioner.

The “processes approach” provides the vehicle to

o Introduce the plethora of new entrepreneurial materials

o Integrate traditional business content, and

o Provide a format for non-traditional business topics from the soft

sciences into a cohesive body of content-rich learning

opportunities.

Topics new to business, those instigated by the entrepreneurial awakening include

O

the process of obtaining money (understanding the various sources
of capital at the startup level)

the process of protecting ideas while promoting innovation

the IPO process

the franchising process

the business valuation process (including the perception of

financial need).

Those integrating traditional business content might include

O

O

@)

the Mergers & Acquisitions process
considerations in the International Sales process
the regulatory compliance process

the process of Strategic alliances.



Those non-traditional business topics integrating soft sciences might include
o the process of team characteristics and selection

o the learning / training process

@)

the process of creating and maintaining a corporate culture

o incorporating moral / ethical values in all processes
While the choice of where to place each topic can be debated, the obvious
accommodation of all topics, regardless of origin, to the “processes approach” is striking.
Two points become clear. Learning / teaching can follow a common format, topics can
be clearly delineated. The clear delineations provide easy visibility of the commonalities
and overlaps. While the “processes approach” may appear to again be creating the “silo
effect” of academia, it provides clear visibility of the inter-relationships between
processes and at the same time allows clear definition and integration of new and existing
processes.
All entrepreneurial content is structured using the traditional “who, what, when, why and
how” logic of business practices. For example when dealing with the process of
Innovation one provides both historical and future perspectives of the topic, motivates
through discussions of significant innovations, categorizes levels of innovation, and
provides motion to young entrepreneurs for creation and innovation as roads to personal
success. Innovation is an excellent example of application of the processes approach,
innovation can be learned by using processes. And, innovation represents one of those
areas of traditional business interest, well grounded in soft-sciences and integral to the

wonderful opportunities of entrepreneurship.



Much further developing is needed in structuring the many entrepreneurial topics in the
processes format. The “processes approach” structure and definition provide a vehicle
for the advancement of our discipline and for the general achievement of our educational

objectives, passing on valuable content while providing tools for implementation.
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ABSTRACT

This is a case about overcoming obstacles to the sale of a small family business. The
aging patriarch still maintains tight control over events. As the prospects for a sale grow more
probable the employees become ever more concerned for their own futures and the owners learn
that they have maneuvered themselves into a position that is strategically strong but ethically
questionable. This case study describes the ethical and practical problems faced by the sons of
the patriarch as they try to prevent the machinations of the employees from leading to a failure of
the deal. Will they "rise above principle" in order to help get the deal done?

INTRODUCTION

It is a most felicitous situation when one can prosper while helping others at the same
time. Such is often the case in business, but it is also true that at times business transactions are,
or are molded into, zero-sum games. In the case that follows, brothers Georg and Micah are
faced with a business and moral dilemma concerning the sale of the family business known here
as the Davir Corporation (all names are fictitious) because what should have been a win-win
situation was turned into a win-lose proposition.

BACKGROUND

The year is 2003. The father, Dov, an old school, hard-nosed businessman, owns the
controlling shares of the firm which is located on the East Coast. Neither of his sons works full
time in the firm anymore. In fact, Micah is primarily a writer and lives out in California while
Georg is a teacher in the mid-west. To a great degree Micah is financially dependent on the firm.
For Georg, the income he earns is important for his lifestyle but not critical. Another sibling
who struggles with substance abuse and the care of a retarded child are also dependent on the
firm. So too is Dov's estranged wife who is now in the early stages of senility and requires
around-the-clock care.

A small staff consisting of Newell, Gus, Cammie and Ham oversees business operations.
Newell is an attorney who has worked for the firm since 1991 after a period of working in large
law firms "downtown." Gus and Cammie were hired in the 1980s and Ham dates back to the
1970s. Gus is blue collar, the operations manager/supervisor of work crews, Cammie is a
secretary and Ham is the bookkeeper who emigrated from a central-American country many
years ago.

In the mid-1990s Dov, then in the eightieth decade of his life, decided that he no longer
wished to run the operations day-to-day. Actually, he had felt that way for some time but now
was desperate enough to get "out from under" it all that he was seriously contemplating a move.
The change was facilitated by the fact that an old and trusted friend, an executive in another
industry, was retiring from that job and might be available. In the eyes of many, either Micah or
Georg could have led the firm, but according to Dov Micah wanted to stay on the West Coast too



much of the time and could not run things properly from there. As for Georg, Dov stated that
Georg was happy where he was and it would be wrong to ask him to relocate. For their parts
both Georg and Micah felt that between them they could fashion a viable leadership system for
the firm if given the opportunity. After all, they were both college graduates with graduate
business education to their credit and many years of experience in the firm. In any event, Dov's
old friend, Forest, agreed to assume the presidency. An affable former railroad man, he was
readily accepted by all concerned and it was felt that with his experience and network he could
be very helpful.

Davir Corporation owned and operated various types of real estate including a public
parking lot adjacent to a professional sports stadium. It was the policy of Davir (or practically
speaking, Dov) to avoid the nuts and bolts of operations insofar as possible. Thus the parking,
like maintenance and repair, was leased out to others. Every three years or so bids would be
solicited from various parking operators. Bids were basically based on the Davir Corporation
getting a certain percentage of the gross receipts, somewhere around 30 to 35 per cent. The
balance would go to the operator who would be responsible for licenses and fees, insurance,
payroll and maintenance and all other related expenses, if any.

SLIPPERY SLOPE

At this point in time, soon after Forest joined the firm, Gus and Newell began advancing
a proposition that they be allowed to operate the parking directly as one of their duties in Davir,
with a small raise. Raises had been meager lately, their families were growing, and they needed
some extra income. They were convinced that they could oversee the parking as efficiently as
any outsider could and it would be a win-win situation for all. But Dov would have none of it.
He was concerned that the "boy's" focus would shift from the primary business to this other
operation, and he didn't want the direct liability and payroll issues to impact the firm. The boys
then proposed to create their own firm, staffed with an outside professional manager whom they
would only oversee after hours (most stadium events were at night and on weekends anyway),
and they would pay Davir fifty per cent of the proceeds. Neither Dov nor Forest liked the idea of
the boys moonlighting or the possible conflict of interest. But on the other hand they could not
ignore either the higher percentage to the firm or the argument that subcontracting the
opportunity to a stranger would be unjust when Newell and Gus were ready to step in. Thus it
was with some misgivings that they agreed finally to give the boys a chance with the
understanding that if the parking began to interfere with their other work they would give it up.
And so the Newgus Parking Company was formed.

Almost from the start the new arrangement exceeded expectations. Revenue to Davir
almost doubled to nearly $100,000 per year net of taxes, a significant figure for the family
business whose total gross revenue was between two and three million dollars a year. At the
same time the boys were doing much better. Their share covered their leased cars, cellular
telephones and provided additional income as well, though they were very cagey about the
amount. Dov became angry when he sensed that their income might be excessive, and when
they began using hourly company employees (on their own time) to help with the parking. He
complained that Gus and Newell had an undeserved windfall because the operation essentially
managed itself while they skimmed the profits. When Gus and Newell began asking for raises
again after several years Georg sat down with them and laid out Dov's concerns about the
parking, hoping to get a good accounting of their actual income so he could intercede with Dov
and get them a raise. Georg felt that once the air was cleared Dov would be more reasonable.
However, Newell and Gus became very defensive, Gus even raising his voice before storming



out of the room. When he calmed down Gus approached Georg and volunteered to go over the
income and expenses of Newgus with him.

DISSEMBLING
Georg was relieved and eager to sit with the boys. Gus claimed not to have exact figures with
him (which Georg took to be true) but could give Georg a rough accounting. Georg took notes
as Gus began to roughly estimate the income and expenses for the last several years but
unexpectedly stopped after about a half hour and exclaimed, "This is silly. We'll give a full
accounting at the right time." Georg didn't understand this turn of events but in any event he felt
he had enough data to work with. His MBA training had taught him that he didn't need perfect
information to get a satisfactory understanding of a situation, and he was shocked when his
analysis showed that the "boys" together were earning an extra one hundred fifty to two hundred
thousand dollars annually from the parking, far more than the modest amount they were
claiming. Georg still hoped to be able to keep the peace between Dov and the boys and did not
begrudge them their profits (after all, the parent company was doing very well too), but he could
no longer in good conscience fight for their raises.

The situation continued to fester for several more years, and then Georg had another
shock related to the parking. Because of a certain other situation that arose, Newell, the lawyer,
entered into discussions with Micah unknown to Georg or Dov about revising the Davir-Newgus
parking contract to give them a virtually uncancellable lease with no expiration date. The
rationale was that if something happened to disenfranchise Davir with respect to their other
assets, at least the lease of the parking to a third party would survive. Newgus would then turn
the lease over to the family at some point. When Micah asked Newell for a side letter about that,
Newell convinced him as the company attorney that it was not a good idea as it could jeopardize
the survival of the agreement if the letter ever came to light. To make matters even worse,
Micah had apparently agreed to modify the lease at some point so that the area it encompassed
was greatly expanded and covered virtually every piece of vacant land on the parcel near the
stadium. Nothing further could be built on the land without the cooperation of Newgus.

CONFLICT OF INTEREST

The way this all came to light was that a real estate developer became interested in
buying out the Davir shareholders with plans to develop the property. In the course of their due
diligence the existence of the Davir-Newgus agreement was exposed in its entirety. Dov was
furious when he learned of the non-cancellation clause and apoplectic when he learned that the
lease now covered all of the vacant land on the now very valuable twenty-plus acre parcel. He
demanded that the boys give up their lease immediately so that negotiations could go forward,
because as long as the property was encumbered by the parking lease the developers would not
be interested in its purchase. But the boys were hesitant.

By now Dov had moved away and so Micah handled the direct discussions with Newell
and Gus though the latter two continued to discuss other matters long distance with Dov. At this
point Newell and Gus did not deny the verbal agreement in their discussions with Micah and
promised that they would cancel the lease when the time came but, inasmuch as there was a
chance that the buyers might pay them to get the lease it would be foolish to simply walk away.
On the contrary, the buyers put Dov on notice that he would have to deliver the property free and
clear and that any sums paid to get Newgus out of the picture would reduce the price they paid to
Dov and the other shareholders. In a further act of duplicity, the income from the parking
operation that Newell and Gus claimed to the prospective buyers was far greater the amount they
had communicated to Micah and Georg.



Micah and Georg were at their wits end. The "boys" were going back on their promise to
cancel when necessary. The said they had their families to think of, they had no company
pensions, when the business was sold they would not even have health insurance, they had had
no raises in years (they did not mention the yearly bonuses). Dov screamed to Micah and Georg
that he would fire Newell and Gus if they did not cancel. But even if that were to happen the
lease would still be in effect. Yes, the company could sue for breach of contract and might or
might not win, the boys might sue for wrongful termination, and the only sure consequence
would be that the property would be tied up in court for years and there would be no sale. Micah
and Georg were eager for a buyout. It would change forever the fortunes of the family.
Although there were other negotiating points, the parking was without question the biggest
obstacle to the deal.

In order to keep things moving along Micah gave Dov assurances that the boys would
sign over the lease "soon." But privately he knew that they were stonewalling. Micah and
Georg "knew" that Dov would never pay the boys for the lease he thought they should not have
had in the first place; his sons had seen Dov burden the company with too many expensive
litigations in the past based on "principle." They saw a train wreck about to happen because
Newell and Gus refused to accept Micah's and Georg's verbal promise of "just compensation"
after the deal was consummated. They demanded severance packages in writing.

Micah and Georg began discussing between themselves and with the boys a secret
severance package that they would guaranty from their own funds. Based on what Micah and
Georg stood to earn, Gus and Newell would receive about 25% of their share, but as a percentage
of the full deal it would have been only a couple of percent.. They all knew if Dov found out
before the sale it would all fall apart. If he found out after the fact it would be too late for him to
do anything about it but he would lose all respect for his sons. They did not want that, nor did
they like the idea of being "blackmailed" or deceiving their father.

CONCLUSION

Georg and Micah found themselves on the horns of a moral and a business dilemma. It
was in the best interests of everyone in the family to sell the business and move on with their
lives. If the sale fell through the business might not survive for long and Dov would spend his
few remaining years struggling with it instead of enjoying himself. The same situation existed to
a greater or lesser extent for all the family members. Besides that, Gus and Newell had been
invaluable to the firm many times over the years, sometimes even courageous. They had been
abused verbally and emotionally by Dov. But they had also been slackers, often working far
under their potential. At one time Georg had to resort to disabling a computer game they were
playing during business hours to get them to focus on their work. Georg and Micah harbored
ambivalent feelings about Gus and Newell and about the personal "hit" they would have to take.

QUESTIONS
1. What should Micah and Georg do? Should they "rise above principle" and agree to the
"blackmail" of Gus and Newell for everyone's sake including Dov's? In doing so Micah and
Georg know they will be going against their father's wishes even if it was in his best interest.
But Dov was not the only stakeholder -- other family members are counting on the sale going
through. And it is easy to rationalize that Newell and Gus deserve something after all these
years. On the other hand, they were deceitful and disingenuous in their dealings with Micah and
deserve to be punished. Besides, they could be only bluffing.
2. Should Micah and Georg tell Dov what is really going on? It will probably kill the deal if
he find