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Abstract 

A key question in entrepreneurship research is how certain individuals in different 

contexts are able to generate superior venture performance. Micro-entrepreneurs in 

emerging and transition economies lack access to various forms of capital to launch 

and grow new ventures, as they operate in settings characterised by resource scarcity 

and underdeveloped market institutions. To meet the need for tangible financial 

resources, lenders provide small loans to stimulate business development. Yet 

financial capital alone does not ensure successful business outcomes, raising questions 

as to how micro-entrepreneurs deploy intangible resources to drive growth. Based on 

in-person survey interviews conducted with 164 entrepreneurs receiving loans at 

community banks in Zhejiang Province, China, as well as qualitative field data, this 

study examines the impact of human capital, social capital, and psychological capital 

on the growth of micro-enterprises in China, with a focus on the moderating role of 

psychological capital. By integrating psychological capital with human capital and 

social network approaches, this study fills a research gap at the intersections of these 

three perspectives. The contributions of this study include establishing boundary 

conditions for these theories to explain how entrepreneurs overcome resource scarcity 

to grow ventures within a relational society undergoing a transition to a market 

economy. 
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Chapter 1  Introduction 

1.1 Overview 

This study examines drivers of growth for micro-entrepreneurship in China. It seeks to 

explain how successful entrepreneurs deploy their resources to generate growth within 

a business environment characterised by resource scarcity and institutional 

deficiencies. Drawing on human capital and social capital perspectives, the study 

integrates the concept of psychological resources of entrepreneurs as an important 

component for small-scale businesses operating under challenging conditions. In 

particular, an individual’s psychological resources, or ‘psychological capital’
1
 are 

presented as a catalyst that influences the deployment of other resources to achieve 

venture performance. The study contextualises the application of these concepts, 

particularly social capital, to Chinese entrepreneurs operating within a traditionally 

relational society in the midst of an ongoing market transition.  

This introductory chapter outlines the main themes of this study and its overall 

objectives, and the structure of the thesis. It begins with a brief description of research 

relating to micro and small enterprise in emerging and transition economies,
2
 with a 

focus on China, as well as the concepts of human capital, social capital, and 

psychological capital. Next it explains the basis and justification for the research 

project, its framework and empirical approach, its theoretical contributions, and the 

gaps in the literature it intends to address. The chapter concludes by describing the 

overall contents and structure of the thesis. 

1.2 Research background  

A small body of research has begun to apply a range of management theories to 

explain the performance of entrepreneurs at the base of the economic pyramid 

(Adekunle, 2011; Bhagavatula et al., 2010; Honig, 1998), while related research 

addresses the subset of these entrepreneurs receiving microfinance loans (Bradley et 

                                                 

1
 Psychological capital, or an individual’s “positive psychological state of development” (Luthans et al., 

2007a, 2007b: 2), is further defined in section 1.3 and presented in detail in Chapter 5, It is often 

abbreviated as “PsyCap” (Luthans and Youssef, 2007). 
2
 See section 2.2.2 for a discussion of the difference between emerging and transition economies. 
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al., 2012; Bruton et al., 2011). A common theme pertains to individual and 

environmental factors influencing the performance of small-scale and necessity-based 

micro-entrepreneurs
3
 in constrained settings. While these previous studies examine 

various individual effects on new ventures from human capital (Honig, 1998), social 

networks (Bhagavatula et al., 2010; Bradley et al., 2012), and psychological attributes 

(Adekunle, 2011), the current study proposes an overarching framework to understand 

how entrepreneurs in China combine and deploy a range of intangible resources to 

overcome scarcity and institutional challenges in their unique environment. 

While most entrepreneurs operate under conditions of resource constraint (Baker and 

Nelson, 2005), the constraints faced by small and emerging-economy entrepreneurs 

are often extreme, as they lack access to multiple forms of capital to develop new 

ventures (Bruton et al., 2013), including financial, human, and social capital 

(Hoskisson et al., 2000; McMullen, 2011). As a consequence, firms with fewer 

resources must leverage more efficiently the scarce resources that they have (Baker et 

al., 2003; Starr and Macmillan, 1990) as the synergy achieved through integrating 

resources builds capabilities to enhance performance (Sirmon et al., 2007).  

Resource constraints are an especially salient issue in Asia, where, despite dramatic 

economic growth, two billion people continue to live on less than US$ 2.00 per day 

(£1.50) (Chen and Ravallion, 2012), including more than 150 million people in China 

(World Bank, 2016). Investment in the micro-, small, and medium-sized enterprise 

(MSME) sector has been pursued as a pathway to foster entrepreneurship at the base 

of the pyramid, relieve poverty, and boost economic development (Bruton et al., 

2013). Although the individual enterprises are small, the aggregate of more than 100 

million MSMEs in Asia is significant and considered critical to the growth of the 

region’s economies (De Mel et al., 2008; Stein et al., 2010). 

                                                 

3
 Necessity-based entrepreneurship describes individuals who launch ventures in order to meet basic 

economic needs (Naudé, 2010), driven not by high-quality entrepreneurial opportunities but rather by a 

lack of good formal employment options in the vicinity (Bradley et al., 2012). These motivations have 

been described as “push” as opposed to “pull” motivations (Stephan et al., 2015). 
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To fuel entrepreneurship and overcome the lack of financial resources, over the last 

two decades, lenders have increasingly established microlending programmes 

worldwide (Phan, 2009), including in China (Geraci et al., 2010). Banks, government 

agencies, and non-governmental organisations provide microfinance loans to an 

estimated 200 million borrowers worldwide, usually in poorer communities (Maes and 

Reed, 2012). Yet financial capital alone is not sufficient to ensure entrepreneurial 

performance (Bradley et al., 2012; McMullen, 2011). Other resources are needed to 

overcome environmental constraints and drive growth.  

1.3 Research motivation 

The primary focus of entrepreneurship research is to understand why some individuals 

in some settings are more successful than others in launching and growing new 

enterprises (Shane and Venkataraman, 2000; Yang and Li, 2008). To enhance this 

understanding, a significant body of research focuses on entrepreneurs’ individual-

level characteristics, attitudes, and motivations (Baum and Locke, 2004), including 

human capital stocks (Brüderl et al., 1992; Colombo and Grilli, 2005; Davidsson and 

Honig, 2003). An additional stream of research addresses the linkages between 

entrepreneurs’ social networks and business performance (Aldrich et al., 1987; Jack, 

2005; Ostgaard and Birley, 1994; Stam et al., 2014), as economic activity is embedded 

in social relationships (Aldrich and Zimmer, 1986; Granovetter, 1985; Uzzi, 1996) 

and individuals interact with the external environment via network ties to gain access 

to resources (Granovetter, 1983; Hoang and Antoncic, 2003; Lin, 2001a). Finally, 

research at the macro level addresses the broader landscape of entrepreneurship, 

applying institutional and cultural theories to understand contextual influences on 

entrepreneurs. 

A large body of research examines the value of human capital to entrepreneurs, 

including skills and knowledge gained through education, employment, and 

entrepreneurial experience (Berge et al., 2010; Crook et al., 2011). Likewise, the value 

of social networks to entrepreneurs has been studied from structural, relational, and 

resource perspectives, examining such elements as network size, strength, and 

resources, including business-oriented networks (Adler and Kwon, 2002; Guo and 

Miller, 2010; Nahapiet and Ghoshal, 1998) and socio-emotional ties (Baron, 2007; 
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Brüderl and Preisendörfer, 1998). In emerging and transition economies, 

entrepreneurs often access resources and navigate unpredictable business 

environments via network ties (Welter and Smallbone, 2011; Wright et al., 2005). In 

China, this includes guanxi networks (Chen et al., 2013; Tang, 2010), defined as a 

web of social connections comprising both instrumental and affective relationships 

(Bian, 1997; Tsui et al., 2000).
4
 

Yet the impacts of human capital (Brüderl et al., 1992; Cassar, 2014; Davidsson and 

Honig, 2003; Unger et al., 2011) and social capital (Florin et al., 2003; Stam et al., 

2014; Zhao and Aram, 1995) are not consistently robust. While much research focuses 

on the benefits of social networks to entrepreneurs, negative influences – the ‘down 

side’ or costs, liabilities, and disadvantages of social capital – have also been found 

(Kreiser et al., 2013; Li, 2007; Sigmund et al., 2015). These mixed findings suggest 

that additional contingency elements are needed in order for entrepreneurs to deploy 

their resources as effectively as possible, for instance, amplifying the benefits of 

human and social capital while providing a buffer against negative influences (Baron 

et al., 2016; Kreiser et al., 2013).  

Over the last decade, a growing body of literature has introduced the concept of 

psychological capital, or an individual’s “positive psychological state of 

development” (Luthans et al., 2007a, 2007b: 2). Comprising four sub-dimensions – 

self-efficacy, optimism, hope, and resilience – psychological capital has demonstrated 

positive effects on work outcomes in many organisational settings (Luthans and 

Youssef, 2004). Yet to date, little work has examined the role of psychological capital 

for entrepreneurs, or the effect of psychological capital in combination with other 

resources (Newman et al., 2014b). This study views psychological capital as a catalyst 

that facilitates entrepreneurs’ application of other resources, allowing them to 

synergise and deploy those resources to grow new ventures within the challenging 

settings that characterise emerging economies. By integrating the psychological 

capital perspective with social network and human capital approaches, the study aims 

                                                 

4
 See section 4.8.1 for further definition and discussion of guanxi. 
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to establish boundary conditions for applying these concepts in a micro-

entrepreneurship context in China.  

While theories refer to questions of what, how and why, boundary conditions address 

where, when, and to whom theories apply, often based on contextual factors (Busse et 

al., 2016; Whetten, 1989). By placing borders on time and space (e.g., small 

entrepreneurs in China in the 21st century), boundary conditions limit generalisability 

of theories (Whetten, 1989). Boundary conditions can be explored through addition of 

moderators or mediators to models, or by refining constructs (Busse et al., 2016), as 

seen here with the examination of PsyCap as a moderator and refinements to the 

social capital view for entrepreneurs in a Chinese setting. 

China provides a particularly rich social and economic context in which to examine 

entrepreneurship. Given the country’s economic reforms and transition to a market-

based economy, entrepreneurs face a range of challenges when launching and growing 

ventures. To describe China’s modern interplay of state and market forces, scholars 

apply unique terms (Hofman et al., 2015) such as “Authoritarian Capitalism” (Witt 

and Redding, 2014). This context provides both fertile and frustrating ground for 

enterprise, as volatile and dynamic environments present both opportunities and 

challenges for entrepreneurs. In this setting, the development of human capital 

through education and experience addresses scarcity in competencies, while guanxi 

networks have historically been a means to access resources via social ties. To this 

equation, the current study adds the emerging construct of psychological capital, a 

resource believed to have great potential for enhancing performance under challenging 

conditions (Luthans and Youssef, 2007). 

On a practical level, official efforts to foster entrepreneurship often fail, in part due to 

a lack of knowledge about the inputs into successful ventures (Davidsson and Honig, 

2003) based on mixed findings regarding the impact of individual and environmental 

factors (Zhao et al., 2010). Attempts to support entrepreneurship in an emerging-

economy setting provide a key example. As China undergoes a transition to a market-

based economy, entrepreneurs operate in a context of scarce resources as well as 

institutional dysfunction (Atherton and Newman, 2016; Du and Mickiewicz, 2016). 
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Despite the growth of lending programmes to address credit scarcity, it is apparent 

that financial capital is not sufficient to ensure entrepreneurial performance (Bradley 

et al., 2012; McMullen, 2011). Overcoming environmental challenges to launch 

successful ventures also requires effective deployment of a range of non-financial 

resources.  

This study addresses the question: How do micro-entrepreneurs in China deploy 

personal resources to drive the growth of new ventures? Adopting a mixed-methods 

approach to empirical research, in-depth face-to-face structured interviews were 

conducted using a specialised questionnaire among 164 entrepreneurs in Zhejiang 

Province, preceded and followed by collection of qualitative interview data in the 

field. China was considered a suitable location for empirical study due to its 

impressive economic growth suggesting entrepreneurial opportunity, significant 

internal and external constraints facing micro-entrepreneurs who operate at the 

margins of that opportunity, and the historical reliance on guanxi-type network ties. 

That is, the study of social capital is particularly relevant in a setting where social 

relationships have traditionally been considered valuable, and the study of overcoming 

constraints to entrepreneurship particularly appropriate among a population that faces 

significant institutional and resource constraints on growth. 

1.4 Gaps and contributions 

This study responds to several gaps in the current literature, making a number of 

contributions to address those gaps and extend existing theory. 

1.4.1 Research gaps 

First, mainstream entrepreneurship research to date indicates inconsistent effects of 

human capital and social capital endowments on venture outcomes. Scholars have 

therefore recommended the exploration of moderators of the impact of human capital 

(Marvel et al., 2016; Unger et al., 2011) and social capital (Adler and Kwon, 2002; 

Martinez and Aldrich, 2011; Stam et al., 2014) on venture performance. Research on 

psychological capital, meanwhile, has focused largely on employee performance, with 

few studies addressing its potential value to entrepreneurs (Hmieleski et al., 2015; 

Newman et al., 2014b). In addition, the moderating influence of psychological capital 
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has rarely been studied (Abbas et al., 2013; Cheung et al., 2011). Thus, the effect of 

entrepreneurs’ psychological capacity on the deployment of other resources and the 

resulting impact on performance remain unclear (Kilduff and Brass, 2010; Stam et al., 

2014). 

Second, though much research has focused on the positive aspects of social capital for 

entrepreneurs (Adler and Kwon, 2002; Birley, 1985; Stam et al., 2014), including the 

benefits of guanxi in a Chinese context (Chen et al., 2013; Guo and Miller, 2010; 

Tsang, 1998), fewer studies address the potential negative influence of social capital 

(Luo et al., 2012) or the declining influence of guanxi in China (Atherton and 

Smallbone, 2013; Guthrie, 1998). Scholars have therefore called for greater focus on 

disadvantages and costs arising from network ties (Gedajlovic et al., 2013; Hoang and 

Yi, 2015). In addition, given mixed effects of social capital on venture outcomes, the 

influence of different network dimensions remains unclear. For instance, the impact of 

strong versus weak ties remains unresolved (Elfring and Hulsink, 2007; Hite and 

Hesterley, 2001), while relatively few studies address networks from a resource 

perspective (Batjargal, 2003; Lin, 2001a). Therefore, the literature also recommends 

further research regarding the resources accessed via networks (Kilduff and Brass, 

2010; Gedajlovic et al., 2013) as well as contingencies influencing the relationship 

between social networks and firm performance (Martinez and Aldrich, 2011). 

Next, there is a dearth of research on small-scale as well as necessity-based 

entrepreneurship in emerging markets (Bruton et al., 2008, 2011). While a growing 

body of literature addresses entrepreneurs in the developing world, these studies tend 

to focus on high-growth ventures and affluent areas. Thus far, management scholars 

have done little work to understand the mechanisms, processes, and outcomes of 

ordinary entrepreneurship among individuals closer to the base of the economic 

pyramid, including those receiving microfinance loans. The few management studies 

in this area take a macro-level approach, applying institutional theory and employing 

qualitative methods to explore newly recognised phenomena (Bruton et al., 2013). 

Now, scholars have called for greater focus on micro-level factors involving 

individual entrepreneurs, such as social and psychological factors (Bruton et al., 2011; 
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Khavul, 2010), employing quantitative methods and explanatory forms of research 

(Roodman, 2012). 

Finally, studying micro-entrepreneurs in China answers calls for greater 

contextualisation of entrepreneurship research to specific settings (Kiss et al., 2012). 

Context matters, in terms of grounding theoretical concepts in specific contexts while 

establishing limits for generalisability across time, space, and culture (Meyer, 2015; 

Tsui, 2006). For example, the value of social networks and how entrepreneurs deploy 

network ties vary based on cultural and institutional setting (Batjargal, 2010; Stam et 

al., 2014). Much early entrepreneurship research focused on individual characteristics 

of founders, and subsequent work addressed the broader institutional environment. 

Recently, researchers have called for contextualisation of individual attributes to 

external environments (Zahra and Wright, 2011), as conditions facing entrepreneurs 

within emerging and transition economies demand different approaches (Manev and 

Manolova, 2010). 

1.4.2 Contributions 

In addressing these gaps, this study aims to make two broad contributions with greater 

management relevance and two more specific contributions pertaining to the context.  

First, the study contributes to both the entrepreneurship and psychological capital 

literatures by demonstrating main and moderating effects of psychological capital for 

entrepreneurs. Few studies demonstrate a main effect of founders’ psychological 

capital on firm outcomes, though this is a valuable finding regarding enterprise in 

general, and not merely micro-enterprise. Similarly, very few studies examine the 

moderating role of psychological capital, and the current study, to the best of my 

knowledge, is the first to examine the interaction of psychological capital with human 

and social capital variables. While human capital and social capital influence venture 

outcomes, the effects differ based on entrepreneurs’ psychological resources, which 

may amplify some positive influences and buffer negative ones. Thus, the study 

answers calls to examine contingencies to the relationships between human and social 

capital dimensions and firm performance (Martinez and Aldrich, 2011; Marvel et al., 

2016; Unger et al., 2011). 
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Second, the study reveals the down side of social capital by demonstrating negative 

effects of certain network elements. This too constitutes a broad contribution relevant 

beyond the field of entrepreneurship. Integrating structural, relational, and resource 

dimensions of networks, key findings pertain to differences in the resources accessed 

via business advice networks versus those accessed via emotional support networks. 

The size of one’s networks and the strength of one’s relationships may be an asset or a 

liability depending on the resources inherent in those networks. These results 

contribute useful nuances to the discussion of strong ties versus weak ties as well as 

the resources accessed via networks. The study also makes a modest contribution to 

understanding the “double-edged sword” of guanxi relationships, which entail not 

only benefits but also obligations, while explaining why some types of guanxi matter 

to certain individuals but less to others. 

At a more specific level, this study expands the small body of management research 

focusing on small entrepreneurs in emerging economies, including micro-

entrepreneurs receiving microfinance loans. The results provide empirical 

confirmation that financial capital is not sufficient to drive venture performance, while 

explaining the vital role of other forms of capital. The study is among the first to apply 

rigorous quantitative methods to examine psychological capital among this 

demographic, which is useful because psychological capital is conceptualised as a 

motivational resource that matters most when conditions are difficult, as is the case in 

transforming economies. 

Finally, two particularly surprising results, explained in greater detail in the body of 

this thesis, lead to an unexpected contribution regarding resource substitution as a 

strategy for small emerging-economy entrepreneurs. Specifically, rather than having 

enhancing effects, psychological and social resources may substitute each other, 

suggesting two forms of emerging entrepreneurship in China, the individualistic 

independent entrepreneur and the interdependent networked entrepreneur. These 

findings provide a vivid example of how firms lacking resources can leverage what 

they have to pursue business goals (Baker et al., 2003; Baker and Nelson, 2005), 

drawing a new link between the social network approach and resource substitution 

perspective. In doing so, this study enhances understanding of strategic actions 
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employed by entrepreneurs to cope with economic and institutional obstacles in 

constrained settings (Webb et al., 2010). This theoretical contribution has particular 

significance for entrepreneurs dealing with resource scarcity in the context of 

relationship-based cultures where the entrepreneurial history differs from the West. 

1.5 Research goals and questions 

This study has four primary goals: 

1. To expand our nascent understanding of the role of psychological capital in 

venture growth, especially as a “catalyst” resource which moderates the effect 

of other resources such as human capital and social capital. 

2. To refine existing knowledge regarding the impact of social networks on 

venture growth – including both positive and negative aspects of social capital 

– by applying structural, relational, and resource dimensions of the network 

perspective. 

3. To explore boundary conditions for these concepts in a Chinese context in 

which micro-entrepreneurs face significant resource constraints and 

institutional dysfunction within a broader environment undergoing transition 

to a market-based economy. 

4. To analyse how entrepreneurs receiving small loans deploy a range of 

intangible resources in order to generate growth, to better understand the role 

of such resources in addition to financial capital. 

In keeping with these goals, this study addresses the following research questions:    

(1) How do micro-entrepreneurs in challenging settings effectively deploy 

resources such as human, social, and psychological capital to drive the growth 

of new ventures?  
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(2) What is the particular role of psychological capital in terms of moderating 

the effects of other resources, such as social capital and human capital, on 

venture outcomes? 

1.6 Significance of the study 

Understanding the processes and mechanisms of micro-enterprise is critical for 

several reasons. First, growth in transition economies such as China relies on 

successful entrepreneurship (Ahlstrom and Ding, 2014; McMillan and Woodruff, 

2002), with growth rates higher in regions with more start-ups (Berkowitz and 

DeJong, 2001). In countries with strong government control, entrepreneurship 

increases competition and provides a dynamic option outside of state-owned firms 

(McMillan and Woodruff, 2002). In terms of economic development, 

entrepreneurship has been described as the driving force that will transform emerging-

market countries into global economic powers (Bruton et al., 2008).  

MSMEs are a key facet of entrepreneurial growth in emerging economies, particularly 

in China. An estimated 400 million formal and informal MSMEs currently do 

business in emerging markets, accounting for more than half of employment and one-

third of GDP (OECD, 2013; Stein et al., 2010). In China, more than 50 million 

MSMEs (Chen, 2006; World Bank, 2011), three-quarters of them considered “micro”, 

generate 80 percent of jobs and more than 60 percent of China’s GDP (Accion, 2016; 

Kushnir, 2010). Indeed, the MSME sector is considered the source of the majority of 

productivity improvements in the Chinese economy (Deng et al., 2013). 

Such enterprise is useful because, despite rapid growth in the global economy over the 

last three decades, as much as one-third of the world’s population is still estimated to 

live on less than US$ 2.00 (£1.50) per day (Chen and Ravallion, 2012). A significant 

percentage of these individuals are located in large Asian economies such as China 

and India, which have been the key drivers of growth in the developing world. With 

an estimated 150 million people in China living on less than US$ 2.00 per day, and 

another 200 million on less than US$ 3.00 per day (World Bank, 2016), China’s 

growing divide between rich and poor threatens political and social stability (See, 

2009). The growth of private enterprise in China has been a pivotal force in 
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addressing this gap, lifting hundreds of millions of people out of poverty (Economist, 

2016) while expanding the middle class fourfold between the mid-1990s and 2009 

(Ravallion, 2009). Continued private-sector development, and particularly MSME 

growth, provides a pathway to increased prosperity in areas of China that have not 

benefited from significant foreign direct investment (Atherton and Smallbone, 2013). 

Entrepreneurship, often fuelled by SME and microfinance loans, offers a strategy for 

people to participate in markets and improve their socio-economic status (Bruton et 

al., 2013; Phan, 2009). In recent years, China’s government has attempted to enhance 

market access by encouraging the development of small business lending (Turvey and 

Kong, 2010). While some new ventures expand to become larger firms, creating jobs, 

even those that remain small provide a living for people with few opportunities in the 

formal economy. These enterprises also help to grow the market at the base of the 

pyramid, as small entrepreneurs engage with the larger economy (Prahalad, 2005). 

Yet relatively little is known about the inputs and outcomes of micro-enterprise, the 

individual entrepreneurs, and the drivers of successful ventures near the base of the 

pyramid. 

1.7 Boundaries of the study 

In pursuing these goals, the current research was bounded in several ways. First, the 

units of analysis include the individual micro-entrepreneur and the growth of the 

enterprise at the firm level. This approach adopts the perspective represented in the 

management literature whereby the trajectory of new ventures closely reflects founder 

attributes and resources (Cassar, 2014; Crook et al., 2011; Unger et al., 2011), and 

answers calls for a better understanding of the micro–macro link, for instance between 

networks of top managers and firm outcomes (Peng and Luo, 2000).  

Regarding location, the empirical phase of the study took place over the course of 

three months in semi-urban counties surrounding Taizhou prefecture, Zhejiang 

Province, on the east coast of China. By focusing data collection in this area, the study 

was able to limit the effect of the regional differences in economy and government 

that are characteristic of China (Du and Mickiewicz, 2016). While many management 

studies in China tend to focus on affluent, international-level cities such as Shanghai 
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and Beijing, the current study sought out a more local business environment. Thus, it 

provides a snapshot of micro-enterprise in the highly entrepreneurial province of 

Zhejiang, taking care to access individuals in areas outside major commercial cities 

who operate at the margins. 

Much research on small business and micro-entrepreneurship focuses on financial 

constraints in lending and the lack of start-up capital. This study emphasises 

intangible resources, essentially controlling for financial capital by surveying 

recipients of microfinance loans. Engaging this audience extends the reach of the 

research to explain how microcredit borrowers deploy internal resources once they 

have access to finance. 

In targeting the micro-entrepreneur audience, two metrics are relevant: firm size 

(based on employment) and loan size. Firm size is typically based on number of 

employees, yet the International Finance Corporation (IFC) reports that there is no 

consistent international threshold for micro versus small enterprises (Kushnir, 2010). 

While China’s National Development and Reform Commission does not distinguish a 

micro level, their threshold for small business is 300 employees;
5
 other countries 

define micro as fewer than 10 employees (EUR-Lex, 2016; Kushnir et al., 2010). In 

keeping with these guidelines, the average firm size in this study was 9.7 employees, 

with a maximum of 70. In addition, study participants were sought who received loans 

averaging less than RMB 100,000 (£10,000), the recommended threshold for 

microfinance in the Chinese context (Du, 2010; Geraci et al., 2010).
6
 By establishing 

these boundaries, the study maintains a focus on small-scale enterprises at the upper 

edge of the micro definition, with potential to generate employment and boost 

economic development.  

                                                 

5
 See Chapter 2 for a further discussion of firm size. 

6
 See Chapter 7 for a further discussion of loan size. 
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1.8 Conclusion: thesis overview 

This introductory chapter has described the nature of the study, the major themes 

covered, the research questions, and the research conversations to which the project 

contributes. It has presented the key objectives, gaps in the literature which the study 

aims to address, and main theoretical contributions. The methodology chosen to 

examine the research questions has been introduced, and the practical significance and 

boundaries of the study presented. The rest of this thesis is structured as follows.  

Chapter 2 discusses the empirical context of the research regarding entrepreneurship 

in emerging and transition economies, with a focus on China and small-scale 

enterprise. Key terms are defined, and a conceptual discussion of growth and a 

description of China’s entrepreneurial environment, including resource scarcity and 

institutional dysfunction, are included. This chapter provides the economic and 

cultural backdrop for the literature reviews in Chapters 3 through 5, the theoretical 

model and hypotheses in Chapter 6, and the mainly quantitative empirical work in 

Chapters 7 through 9. Chapter 2 ends with a summary of a preliminary study that 

explored the Chinese micro-enterprise, with further details available in Appendix F. 

Chapter 3 focuses on human capital, providing an overview of the management 

literature on human capital pertaining to micro-enterprise in transition economies, 

especially China. It discusses inputs or antecedents to human capital and linkages 

between venture outcomes and specific dimensions such as education, entrepreneurial 

experience, and industry experience. Scarcity of human capital relevant to emerging-

economy environments and small entrepreneurs is discussed, as well as previous 

research indicating mixed results for human capital dimensions under different 

conditions. Finally, the chapter presents gaps in the literature which the study intends 

to address, including contingencies influencing the impact of human capital on firm 

performance and the relationship of human capital to other intangible resources. 

Chapter 4 addresses social capital, reviewing the key literature regarding social 

networks and entrepreneurs. Different dimensions of networks are presented from the 

structural, relational, and resource perspectives, as well as their relationship to venture 

performance. The overview serves as a basis to examine network size, tie strength, 
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and resources accessed via networks such as business advice and emotional support. 

The chapter incorporates issues relating to social capital of micro-entrepreneurs in 

constrained settings, the use of networks to overcome scarcity and institutional 

deficiencies, and negative effects of social ties. This includes discussion of research 

on guanxi networks and entrepreneurs in China. The chapter concludes by presenting 

gaps in the research relating to the current study, including contingencies affecting the 

link between networks and business outcomes and negative aspects of social capital.  

Chapter 5 introduces the concept of psychological capital, defining the construct and 

the sub-dimensions of self-efficacy, hope, optimism, and resilience. Prior research 

findings are explored regarding effects of psychological capital on work outcomes, 

while the relevance of PsyCap and its application to entrepreneurs in emerging and 

transition economies is discussed. The extant literature provides a platform to examine 

main and moderating effects of psychological capital on performance of 

entrepreneurs. Finally, the chapter presents gaps in the literature, including the role of 

psychological capital as a moderator and its relationship with other resources, such as 

human capital and social capital, which the study aims to address. 

Chapter 6 integrates key concepts from the four previous chapters. Key findings and 

research gaps from these chapters are summarised followed by presentation of the 

study’s theoretical model and hypotheses to be tested. Based on the literature, this 

chapter proposes positive effects on venture performance from human capital 

dimensions such as education and experience, and positive and negative effects from 

social capital dimensions pertaining to network size, tie strength, and network 

resources. Hypotheses are proposed on the main effect of psychological capital on 

venture performance and its moderating effects on the relationship between human 

capital and social capital, on the one hand, and venture growth, on the other. The 

chapter presents the justification for these effects specific to micro-entrepreneurs in 

the context of China’s economic transition. 

Chapter 7 presents the research design, methods, and rationale for the methodological 

approach. The chapter examines purposes, parameters, advantages, and disadvantages 

of cross-sectional explanatory research and survey interview methodology. Efforts to 



 

 16  

 

integrate emic and etic perspectives and cultural dimensions are discussed. Following 

this is a presentation of the sampling strategy to reach the population of small-scale 

entrepreneurs in an emerging-economy setting. Steps taken for survey design and 

translation, validation procedures, training and monitoring of field researchers, and 

survey administration and data collection are reported. The section describes in detail 

the outcome, predictor, control, and moderating variables, as well as the measures and 

scales used and the approach to data analysis.  

Chapter 8 reports findings from the quantitative survey, which tests hypotheses 

regarding revenue growth and human capital, social capital, and psychological capital. 

This section reports steps taken to address common method variance, 

multicollinearity, and missing data. The measures are tested for validity and 

reliability. Descriptive statistics of the sample population and correlations are 

provided. The results of the multiple regression analysis on the main outcome 

variable, revenue growth, are presented, including main effects of the predictors and 

interaction effects of psychological capital with human capital and social capital. The 

significant interactions are plotted and explained. The relevant qualitative data 

collected during the survey process are presented to enrich the quantitative findings. 

Chapter 9 summarises the overall findings of the study, interprets the results in detail, 

presents the new theoretical contributions, and describes the practical implications of 

the findings for entrepreneurs and policymakers. A short section regarding effect sizes 

(regression coefficients) and statistical significance is included. The discussion 

emphasises the relevance of the main effects of human capital and social capital, both 

positive and negative, to the growth of small enterprise in resource-constrained 

environments. The meaning of the contingency effects, including unexpected findings, 

is also explored. The chapter concludes with a description of the study’s limitations 

and recommendations for future research directions.  

The Appendices include Supplementary Data Analyses pertaining to the second 

outcome variable, tests for curvilinearity, and statistical checks. Also included are 

English and Chinese versions of the questionnaire and a summary of the preliminary 

qualitative study that took place prior to launching the current study.  
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Chapter 2  Context of Micro-Entrepreneurship in China 

2.1 Introduction 

Entrepreneurship is considered vital to economic growth in all economies, and micro- 

and small enterprises play a key role in this growth, especially in a large emerging 

economy like China (OECD, 2013; Yang and Li, 2008). Scholars and policymakers 

have touted entrepreneurship for its potential to raise living standards and foster 

development at the base of the economic pyramid (Bruton et al., 2008; McMullen, 

2011). Yet significant barriers exist to micro-enterprise, including resource constraints 

and dysfunctional institutions that hamper entrepreneurial efforts. This situation raises 

questions regarding how small-scale entrepreneurs can best leverage their internal 

resources to overcome environmental obstacles to foster new ventures. 

This chapter describes the context of entrepreneurship in an emerging economy, with 

a focus on micro-enterprise and China. A brief discussion of the relevant literature is 

presented, including the role of microfinance in providing tangible financial resources 

to enterprises. This discussion provides a backdrop on which to pose research 

questions examining the intangible drivers of venture growth among Chinese micro-

entrepreneurs.  

2.2 Overview of emerging-economy entrepreneurship and definitions 

 

2.2.1 Entrepreneurship as an engine of growth 

Entrepreneurship is widely viewed as a crucial engine of economic and social 

development (Ahlstrom and Ding, 2014; Huang, 2008; Shane, 2003) and a key driver 

of economic growth in emerging and transition economies (McMillan and Woodruff, 

2002). Scholars have argued that entrepreneurship is a transformative force that will 

“push the emerging economies forward as the states of the developing world quickly 

grow to be major economic forces” (Bruton et al., 2008: 5). 

The MSME sector is a key element in this growth. Worldwide, an estimated 400 

million formal and informal MSMEs currently do business in emerging markets (Stein 
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et al., 2010), with three-quarters of these firms considered “micro” (Kushnir et al., 

2010). In the developing world, MSMEs generate more than half of employment and 

one-third of GDP, according to a conservative estimate based on a count of formally 

registered firms (Stein et al., 2010). By comparison, the European Union (EU), where 

formally registered firms are the norm and thus easier to count, describes SMEs as the 

“backbone of its economy”, representing 90 percent of EU businesses and responsible 

for two-thirds of jobs (EUR-Lex, 2016).  

China is an exemplar of this transformative growth, especially among small 

businesses (Huang, 2008). China is estimated to have at least 50 million formal 

MSMEs (Chen, 2006; Kushnir et al., 2010) and more than 100 million MSMEs in 

total including informal firms (Liu, 2011). They generate 80 percent of jobs and more 

than 60 percent of China’s GDP (Accion, 2016; Chen, 2006; Kushnir, 2010). Until the 

recent downturn, the MSME sector in the East Asia/Pacific region was growing at 

eight percent per year (Kushnir, 2010; Kushnir et al., 2010). As noted by Lee and 

Tsang (2001: 598), “The miraculous economic growth of the Asia Pacific region is, 

without doubt, a reflection of the underlying entrepreneurial spirit in the region, and 

deserves greater research attention”. 

When studying entrepreneurship in this context, a few definitions regarding emerging 

economies, micro-enterprise, and growth are useful to refine the discussion. 

2.2.2 Definition of emerging and transition economy 

There is some debate among scholars regarding the definition of an emerging 

economy. This current project adopts the view of Hoskisson et al. (2000: 249), who 

define emerging economies as “low income, rapid growth countries using economic 

liberalisation as their primary engine of growth”. This designation includes economies 

that have undertaken significant economic reform to foster development and have 

undergone sustained economic growth (Tracey and Phillips, 2011). In cases such as 

China, it also includes transition economies which are in the process of shifting from a 
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centrally planned economy to one adopting greater market liberalisation.
7
 Meyer and 

Peng (2016) have noted, for instance, that transition economies in Central and Eastern 

Europe can be considered a subset among emerging economies, and therefore the use 

of the broader term “emerging economy” is also appropriate. While China progresses 

on a path to become the world’s largest economy, it continues to hold a “secondary 

emerging” designation with the Financial Times Stock Exchange (FTSE, 2015), based 

on a range of market and development measures. China’s unique status reflects 

remarkable growth rates and significant entrepreneurial potential combined with 

continuing obstacles to pursuit of that potential. For the purposes of this study, the 

terms “emerging economy” and “transition economy” are both used, with the former 

encompassing the developing world in general, and the latter specific to centrally 

planned economies undergoing transition to a market-based system. 

2.2.3 Definition of micro and small enterprise 

Different countries use different thresholds to define micro and small enterprise, 

typically based on number of employees, so that international agencies studying 

entrepreneurship tend to address MSMEs as one economic sector (Kushnir, 2010; 

Stein et al., 2010). While China’s National Development and Reform Commission 

does not set an official threshold between micro and small enterprise, the National 

Bureau of Statistics designates businesses as small (versus medium) if they have fewer 

than 300 employees, with different thresholds by industry (e.g., fewer than 500–600 in 

manufacturing/transport and fewer than 100 in wholesale/retail) (Liu, 2008). Other 

countries, such as Korea, Peru, Yemen, and Uzbekistan, distinguish between micro 

and small business, with micro typically being fewer than five to 10 employees 

(Kushnir, 2010), consistent with the micro/small distinction in the EU (EUR-Lex, 

2016). 

                                                 

7
 The FTSE (2015) applies market criteria to categorise developed versus various levels of emerging 

economies. These categories include “Advanced Emerging”, such as Brazil and Mexico, “Secondary 

Emerging”, such as China, India, and Indonesia, and “Frontier”, such as Bangladesh, Kenya, and 

Nigeria. 
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Practically speaking, most new ventures begin at a micro level, with fewer than 10 

employees. This study takes a particular interest in enterprises with potential to grow 

from micro to small, thus generating employment. The mean firm size in the sample is 

9.7 employees with a cap of 70 employees; of firms sampled, more than 85 percent 

had 20 or fewer employees and 98 percent had 50 or fewer. Thus, the study focuses 

solidly on the MSME category, with an emphasis on micro- to small enterprise.  

2.2.4 Venture growth as a measure of entrepreneurial performance 

Scholars and practitioners gauge performance of enterprises in various ways, so that 

outcomes vary widely in entrepreneurship research (Marvel et al., 2016). They include 

such measures as firm survival (Cooper et al., 1994), receiving financing (Honig, 

1998), completing a business plan (Delmar and Shane, 2004), and engaging in nascent 

entrepreneurial activities and first sales (Davidsson and Honig, 2003).  

As an overall gauge of venture performance, financial metrics are frequently used, 

such as sales, profit, and return on assets. In a review of 109 entrepreneurship studies 

in 14 top journals between 1993 and 2014, Marvel et al. (2014) found that financial 

performance measures were the most typical outcome variable. However, other 

measures are considered appropriate when financial data are not available or a specific 

non-financial measure such as well-being merits interest. Among financial measures, 

growth has been described as the quintessential indicator of venture performance 

(Baum and Locke, 2004; Covin and Slevin, 1997), as it reflects meaningful and 

measurable gains in well-understood economic terms (Baum et al., 2001). Therefore, 

empirical studies often measure venture performance based on sales growth and 

profitability (Richard et al., 2009; Stuart and Abetti, 1990). 

Scholars have noted that revenue growth and profitability measure different, albeit 

related, dimensions of firm performance, as newer firms may experience revenue 

growth but not yet be profitable (Lee and Tsang, 2001). In addition, among CEOs, 

revenue growth was considered the single most important indicator of financial 

performance (IBM, 2004). Many entrepreneurship studies therefore choose revenue 

growth as an appropriate measure of growth (Davidsson and Wiklund, 2001; Marvel 

et al., 2016).  
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Choosing a firm-level outcome variable such as revenue growth answers calls to 

address the micro–macro link, for instance, between aspects of senior executives and 

overall firm performance (Peng and Luo, 2000). For small firms, the individual 

entrepreneur or CEO is likely to exert a major direct influence on all aspects of the 

company to a greater extent than in a larger firm (Baum and Locke, 2004), with the 

development of new ventures in particular reflecting founders’ characteristics, actions, 

and resources (Baum et al., 2001; Covin and Slevin, 1997; Hmieleski et al., 2015). 

Therefore, examining growth, and specifically revenue growth, as the outcome 

variable provides a meaningful gauge by which to assess the performance of new 

ventures. 

2. 3 Entrepreneurship in China 

 

2.3.1 Modern history of private enterprise 

Entrepreneurship began to emerge in China in the 1970s reform period, following 

nearly a century of political and social turbulence, warfare, and the collectivisation of 

production that occurred after the 1949 establishment of Communist rule (Ahlstrom 

and Ding, 2014; Chow and Tsang, 1994; Chu et al., 2011). Even earlier, under 

imperial rule, scholars note that private enterprise faced significant hindrances due to 

lack of property rights and a focus on government hierarchy as the centre of power 

(Ahlstrom and Ding, 2014; Atherton and Newman, 2016). Thus, widespread 

entrepreneurship in the context of a modern liberalised market-based economy 

represents a primarily new phenomenon in China (Yang and Li, 2008). 

 

Entrepreneurship is considered a key facet in the transition from a centrally planned 

economy to a market-based one (Luthans and Ibrayeva, 2006; Zahra et al., 2000). 

During China’s official opening-up era from 1978 onward, economic reforms initiated 

by Deng Xiaoping aimed to create conditions for development of small business as 

well as township and village enterprises (Ahlstrom and Ding, 2014; Tang, 2010). 

Despite significant ongoing barriers, the shift from a centrally controlled economy to a 

more competitive market system opened the door to record growth rates (Anderson et 

al., 2003; Yang and Li, 2008), with private-sector expansion boosting the Chinese 
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middle class from 174 million in the mid-1990s to 806 million in 2009 (Ravallion, 

2009). 

In recent years, China has engaged in official efforts to develop institutions and 

policies to support the development of private enterprise. Policy mechanisms relevant 

to MSMEs include the SME Promotion Law of 2003, which was introduced to 

improve support for the development of small businesses by reducing institutional 

barriers for smaller firms, bolstering technical innovation, and enhancing the 

competitive status of private enterprise in relation to privileged state-owned firms 

(Chen, 2006; Liu, 2008). In 2007, a draft Property Law was introduced, 

acknowledging rights to private property and affording business owners some nominal 

protection against excessive or illegal taxes and expropriation of assets (Atherton, 

2008). Finally, in 2014, the government also simplified its cumbersome registration 

process for new businesses.  

 

Despite these official improvements amidst a process of overall market liberalisation, 

China remains a challenging environment for small private enterprise. In China, as in 

other transition economies, the operating environment is characterised by resource 

scarcity and institutional deficiencies (Wright et al., 2005; Li and Peng, 2008). Given 

ongoing economic transition, environmental uncertainty is high (Wright et al., 2005), 

many entrepreneurs lack resources for growth (Li and Peng, 2008), and the 

development of market-supporting institutions has been particularly difficult (Li et al., 

2014), as discussed below. 

 

2.3.2 Institutional dysfunction 

Emerging and transition economies in general and China in particular are considered 

harsh operating environments for entrepreneurs, in part due to poorly developed 

market institutions. As the transition to a market-based economy continues, China is 

in the process of forming market and institutional structures (Chen et al., 2012; Zhou 

et al., 2005). Economic reforms have created enormous business opportunities, as seen 

in the country’s impressive growth rates, as well as challenges for entrepreneurs, who 

continue to operate under conditions of institutional uncertainty (Tang, 2010; Yang 

and Li, 2008). Entrepreneurs contend with inconsistency in regulations and their 
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application, lack of clarity regarding property and ownership, an uncertain relationship 

with officials who lack experience in private enterprise, and mixed views regarding 

the role of entrepreneurs (Atherton, 2008; Tsai, 2004). 

 

Given a gradual approach to institutional reform that combines a one-party political 

system with a market economy, China has relative institutional stability compared to 

other large transition economies such as Russia, which are characterised by 

institutional instability and voids (Batjargal, 2007a; Puffer et al., 2010). Scholars have 

noted that China’s institutional and economic conditions “cannot be captured under 

traditional notions of capitalism” (Hofman et al., 2015: 5), which has inspired labels 

such as “Authoritarian Capitalism” (Witt and Redding, 2014), “Capitalism with 

Chinese Characteristics” (Peck and Zhang, 2013), and “Centrally Managed 

Capitalism” (Lin, 2010). Further, the role of government in China has been described 

as “intrusive and opaque” (Du and Mickiewicz, 2016). This description portrays an 

institutional environment of interference and control that is also unpredictable, 

difficult to understand, and fraught with uncertainty. 

 

Strong rule of law can improve the climate for entrepreneurs (Stephan et al., 2015), for 

instance by protecting property rights, lowering transaction costs, and enhancing 

predictability (Estrin et al., 2013). High-quality institutions have a positive impact on 

commercial entrepreneurship (Estrin et al., 2013), including through legal and 

regulatory protection (Levie et al., 2014). Yet institutions may act as either obstacles 

or facilitators of economic activity (McMullen, 2011). Overzealous government 

involvement in business, such as in highly complex regulations (Levie et al., 2014), 

discourages growth (Estrin et al., 2013; Hessels et al., 2008). Entrepreneurs in China 

report time-consuming and stressful problems dealing with conflicting layers of 

official bureaucracy at local, provincial, and national levels as well as unpublished 

regulations and unpredictable dictates from courts of law (Chu et al., 2011). 

 

In addition to control, China lacks supportive institutions to foster SME development, 

despite officially stated support for SMEs. The 2003 SME Promotion Law attempted 

to create favourable conditions for business by setting up officially sanctioned SME 
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support systems at local level (Atherton, 2008; Chen, 2006). However, these systems 

have not yet come to fruition beyond a pilot phase, due to significant obstacles 

including lack of local government ability and motivation to provide business support, 

as well as lack of capability among service providers and underdeveloped demand 

among SMEs (Atherton and Fairbanks, 2006; Atherton and Smallbone, 2013). 

 

As noted, uncertainty and unpredictability further complicate the situation. For 

instance, institutional environments and the “rules of the game” vary in different 

regions of China (Du and Mickiewicz, 2016; Smallbone and Xiao, 2009). This creates 

challenges for geographic expansion of small enterprises, as well as interaction across 

boundaries (Bruton and Ahlstrom, 2003; Tsang, 1994; Xu, 2011). Frequent changes 

and inconsistency in the rules due to institutional flux lead to “rule ambiguities” in 

which information is unreliable and business transactions are uncertain. While these 

ambiguities have created market opportunities that some entrepreneurs have 

successfully exploited, they also heighten risk assumed by private enterprise due to 

institutional failures (Atherton and Newman, 2016). 

 

The overall result is a challenging business environment. According to the World 

Bank’s 2013 Doing Business report, China ranked a mediocre 91 out of 181 countries 

in terms of ease of doing business. Further empirical work suggests an even more 

hostile environment. In a study of 32 highly developed and transitional economies, 

scholars found that China ranked low on several measures of an institutional 

environment friendly to entrepreneurs. These included regulations related to ease of 

start-up process,
8
 bankruptcy, and intellectual property protection; to availability of 

financial capital; to control of corruption; and to public image of entrepreneurs 

(Walter and Block, 2016). Poor control of corruption, for example, has been found to 

reduce entrepreneurs’ growth aspirations (Bowen and De Clercq, 2008; Estrin et al., 

2013). Walter and Block (2016) found that China ranked the lowest in terms of 

friendly regulations, access to financial capital, corruption control, and education 

levels (affecting human capital of both entrepreneurs and their potential employees). It 

                                                 

8
 Prior to the 2014 improvement in the business registration process. 
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was also on the lower end of the scale for public image of entrepreneurs. While 

China’s level of entrepreneurial activity is nonetheless high, the authors note that the 

difficulty of doing business affects the results of entrepreneurship, for instance the 

financial and non-financial rewards. A sample of the countries featured in Walter and 

Block’s (2016) study, and China’s place among them, is shown in Table 2.1. 

In summary, despite official emphasis on expansion of the private sector, Chinese 

entrepreneurs still face significant obstacles, including a harsh, unpredictable 

institutional environment and very limited practical support (Guo and Miller, 2010).  

 

Table 2.1 Ranking of Institutional Environments for Entrepreneurs 

Entrepreneurial 

environment measure 

Lowest 

country 
China 

South 

Korea 
Japan UK US 

Highest 

country 

Entrepreneur-friendly 

regulations 

-4.08 

(China) 
-4.08 -.49 1.33 2.14 2.84 

3.54 

(Finland) 

Financial capital 

availability 

3.27 

(China) 
3.27 3.86 4.20 4.90 5.04 

5.11 

(Norway) 

Corruption control 
-.57 

(China) 
-.57 .44 1.31 1.43 1.72 

2.46 

(Denmark) 

Public image of 

entrepreneurs 

.29 

(Hungary) 
.40 .31 .32 .49 .75 

.83 

(Denmark) 

Average education 

(years of schooling) 

6.84 

(China) 
6.84 11.25 11.16 13.14 11.05 

13.14 

(UK) 

Entrepreneurship 

education* 

1.99 

(UK) 
2.71 2.49 2.19 1.99 2.74 

2.74 

(USA) 

Level of 

entrepreneurial activity 

.10 

(Denmark) 
.30 .41 .22 .17 .29 

.41 

(S. Korea) 

* Degree to which entrepreneurs believe their schooling formed entrepreneurial attitudes and skills  

 

Table based on data from Walter and Block (2016)9
  

 

2.3.3  Resource constraints 

In addition to institutional challenges, firms in emerging economies face significant 

resource constraints (Hitt et al., 2005; Li, 2007; Uhlenbruck et al., 2003). These 

include constraints to human capital, financial capital, and infrastructure needed for 

                                                 

9
 Data include findings from Flash Eurobarometer Survey on Entrepreneurship No. 28 on 11,230 

individuals in 32 countries, as well as other sources including the World Bank’s Doing Business report. 
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business development (Hoskisson et al., 2000; Meyer and Peng, 2016). Access to 

finance is the top problem cited by MSMEs in 139 countries, including China 

(Kushnir et al., 2010; Stein et al., 2010). More than 85 percent of MSMEs in East Asia 

lack access to sufficient credit (such as loans or overdraft), compared to less than 20 

percent lacking such access in the UK and Western Europe, and 40 to 55 percent in 

Eastern Europe and Central Asia (Stein et al., 2010). 

The MSME sector in China faces significant constraints accessing credit from formal 

institutions (World Bank, 2011). An estimated 38 million smaller ventures lack formal 

financial services to foster business development (Accion, 2016). Indeed, one study 

has noted that “the rural market is begging for more credit” (Wharton, 2007: 1), as 

supply in these regions is restricted by government controls on interest rates and the 

tendency to extend credit to larger firms and state-owned enterprises (Ahlstrom and 

Ding, 2014; Schwarz et al., 2015). Caps on interest rates have made it difficult for 

lenders to charge higher rates to cover risks and costs stemming from MSME lending, 

while many banks lack the capacity to assess credit risk among small clients without 

credit history or collateral (World Bank, 2011). Despite some gains in recent years 

(see section 2.4 on microfinance), demand for financial capital generally outstrips 

supply in areas outside of China’s major cities (Tang, 2011). 

In addition to financial constraints, necessity-based enterprise is often linked with 

lower human capital stocks (Block and Sandner, 2009; Stephan et al., 2015). In China, 

scholars have noted that domestic firms face scarcity of internal capabilities and 

resources (Li et al., 2009), with small private firms lacking leadership and 

management skills (Atherton and Smallbone, 2013). This dearth of internal 

capabilities may drive efforts to obtain competencies and resources from external 

sources via networks (Jiang et al., 2016). How Chinese entrepreneurs navigate the 

uncertain institutional terrain and overcome constraints, for instance via relational 

mechanisms, has been a key theme in the management literature (Yang and Li, 2008). 

The ability of individuals to interact with a difficult external environment is crucial 

given that China’s transition to a market-based economy is a long-term process still in 

an intermediate phase (Peng, 2003; Yang and Li, 2008). 
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2.3.4 Necessity-based entrepreneurship  

Environmental constraints to enterprise are particularly acute among necessity-based 

entrepreneurs. In less developed settings, options for formal paid employment may be 

limited, especially for those at the base of the economic pyramid. Given few choices 

in the immediate environment, individuals may launch new ventures in order to meet 

daily economic needs (Naudé, 2010), so that entrepreneurship is not inspired by 

opportunity but driven by necessity (Bradley et al., 2012; McMullen et al., 2008). 

Scholars have noted that rates of necessity-based entrepreneurship are higher in 

resource-poor countries and regions (Amorós et al., 2009; Hessels et al., 2008). For 

instance, necessity-based entrepreneurship is more prevalent in post-Communist 

Eastern European nations than in Anglo-Saxon countries (Stephan et al., 2015). In 

addition, in contexts where market institutions are undeveloped or dysfunctional, 

individuals are less likely to have the option of corporate entrepreneurship, or “intra-

preneurship”, that is available in more developed economies (Walter and Block, 

2016). In such settings, Walter and Block (2016) note, the decision to become an 

entrepreneur is viewed as a “utility-maximizing” option. 

 

Despite this reality, most entrepreneurship research to date has focused on highly 

developed countries, often in Western settings in the US, Canada, the UK, and Europe 

as well as affluent Eastern settings such as Hong Kong, Singapore, and Japan (Bruton 

et al., 2013; Luthans and Ibrayeva, 2006). There is a dearth of entrepreneurship 

research at the individual firm level in transition economies such as Russia, China, and 

Vietnam (Manev and Manolova, 2010). The extant research in the developed settings 

tends to treat entrepreneurship as a conscious career choice on the part of 

entrepreneurially minded people (Baron et al., 2016; Markman and Baron, 2003) who 

engage with the opportunity nexus to discover and exploit opportunities (Shane, 

2003). The distinction between “push” and “pull”, or necessity versus opportunity 

entrepreneurship, is important (Stephan et al., 2015). Studies in developed settings 

tend to assume that entrepreneurs fully choose to become and remain entrepreneurs, 

freely opting in or out based on their personal propensities in relation to the challenges 

of business ownership (Baron et al., 2016). In addition, in more affluent settings, 
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individuals are thought to select occupations based on factors such as abilities, 

personality, values, and organisational elements (Markman and Baron, 2003).  

 

This situation is likely to differ in settings of necessity, where individuals may “opt 

for” entrepreneurship to meet basic needs and cannot easily “opt out” later, regardless 

of their individual business abilities or inclinations (Naudé, 2011; see also Bhola et al., 

2006; Minniti and Bygrave, 2005). In the US, Baron et al. (2016) also argue that 

individuals are drawn to the “romance” of being an entrepreneur,
10

 a less likely 

occurrence where conditions are harsh and the dominant culture assigns lower status 

to entrepreneurship (Chu et al., 2011; Walter and Block, 2016).  

 

Necessity-based entrepreneurs and small-scale enterprise in general represent the 

audience that microfinance lenders aim to reach with small loans to fuel micro-

enterprise, as discussed in the next section. 

 

2.4 The phenomenon of microfinance 

Over the last three decades, microfinance lenders have emerged as an important 

source of credit for micro-enterprise. Microfinance is defined as the provision of 

small-scale financial services, including small business loans, to lower-income clients 

with the aim of supporting economic development through the growth of 

entrepreneurial activity (Bruton et al., 2011; Khavul et al., 2013). Modern 

microfinance is widely believed to have begun with the founding of the Grameen 

Bank in Bangladesh by economist Muhammad Yunus, who received the 2006 Nobel 

Peace Prize for his efforts to alleviate poverty. While informal moneylenders have 

existed for centuries in China and other countries (Phan, 2009; Tsai, 2004), 

microfinance based on the Grameen model specifically aims to improve access to 

market opportunities for individuals underserved by commercial banks (Midgley, 

                                                 

10
 In interviews conducted for the current study, several middle-aged entrepreneurs communicated that 

they specifically did not want their children to become entrepreneurs but instead to go to university and 

obtain a secure, high-status job with an established organisation. 
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2008). In recent years, the global microfinance industry – including non-governmental 

organisations, governments, private firms, and community banks – has grown to an 

estimated US$ 20 billion (£15 billion) (Dieckmann, 2007), reaching more than 100 

million borrowers worldwide (Lutzenkirchen and Weistroffer, 2012).  

 

2.4.1 Entrepreneurs and microfinance  

Entrepreneurs receiving microfinance loans represent a subset of emerging-economy 

enterprise. Microfinance is intended to close a gap in provision of credit and other 

financial services to low-income populations in resource-constrained settings, while 

specifically addressing financial obstacles to start-ups. In the MSME landscape, 

microfinance offers an option at the low end of the scale serving micro- and small 

businesses, overlapping with (and sometimes serving as a bridge to) SME finance 

(Stein et al., 2010). Microfinance is thus framed as both a financial and a social 

investment in economic development (Phan, 2009). It injects financial capital into 

poorer communities to leverage the population’s human capital toward entrepreneurial 

production, future capital accumulation, and production surplus as a means to 

eradicate poverty (Midgely, 2008; Phan, 2009). 

As microfinance programmes have gained increasing popularity,
11

 the phenomenon 

has also stimulated debate regarding the impact of lending on entrepreneurship. The 

extent to which microfinance supports enterprise development in emerging markets 

has been the focus of a growing body of research in the field of development 

economics (Cassar et al., 2007; Feigenburg et al., 2010; Giné and Karlan, 2008; 

Karlan, 2007; Zeller, 1998). By conducting randomised experiments, researchers have 

sought to evaluate the success of microfinance initiatives. However, little empirical 

evidence has yet established that microfinance leads to successful individual ventures 

or overall economic development (Armendáriz and Morduch, 2010; Odell, 2010). 

Studies examining the impact of microcredit lending on the creation and growth of 

                                                 

11
 And some notoriety: microfinance programmes in some settings such as India and Mexico have been 

criticised for high interest rates, over-indebtedness among clients, and undue pressure for loan 

repayment, sometimes leading to tragic results (Roodman, 2012). 
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small enterprise have yielded mixed results (Banerjee et al., 2010; Karlan and Zinman, 

2011) and have also been criticised for faulty research design (Duvendack et al., 2011; 

Roodman, 2012). While scholars have argued for a generally beneficial effect of such 

loans on the lives of recipients (Chliova et al., 2015), evidence to date is inconclusive. 

2.4.2 Microfinance in China 

When examining the outcomes of Chinese entrepreneurs receiving microfinance, it is 

useful to understand the specific context of microfinance in China. 

Beginning in the mid-1990s, China’s central government officially sanctioned 

microfinance lending as a tool for enhancing access to financial resources and 

alleviating poverty (Turvey and Kong, 2010). Microcredit loans were seen as an 

important avenue of support for rural entrepreneurs given significant hurdles in 

accessing formal sources of finance from the banking sector due to high levels of 

asymmetric information and strict collateral requirements (Khavul, 2010). Following 

trials by scholars at the Chinese Academy of Social Sciences (CASS) in 1994, the 

government began to provide capital to local governments and financial institutions 

for the purposes of supporting microfinance initiatives (Park and Ren, 2001; Tsai, 

2004). This led to a proliferation in the number of foreign and domestically owned 

microfinance providers operating in China.  

Between 1999 and 2005, the People’s Bank of China expanded the services of local 

Rural Credit Cooperatives to provide loans to rural households following layoffs at 

state-owned enterprises (World Bank, 2011). After lending regulations were 

liberalised in late 2004, a new designation of “Microcredit Companies” (MCC) was 

created to expand lending to the MSME sector. Thousands of lending-only MCCs 

have since registered, although they cannot accept deposits and have no definite legal 

status. Beginning in 2006, hundreds of Village Township Banks commenced 

operations in small rural towns, providing a broader range of financial services under 

the auspices of the China Banking Regulatory Commission (CBRC) (Cerny and Tou, 

2010; Du, 2010). During this time, the China Postal Savings Bank also began to 

provide small loans via its 37,000 branches across the country. Finally, between 2005 

and 2010, supported by the China Development Bank and the World Bank, 12 large 



 

31 

 

local commercial banks launched a microcredit pilot project to demonstrate the 

feasibility of commercial lending to small business (Bai, 2010; World Bank, 2011). In 

recent years, peer-to-peer lending platforms and the Alibaba Group e-commerce 

company have also joined China’s growing microfinance market (Riecke, 2014). 

 

The Grameen microfinance model has undergone adaptation to the Chinese market 

and culture (Sun, 2003). For instance, the size of microfinance loans tends to be larger 

than in smaller emerging economies, due to the size of the Chinese economy and the 

emphasis on creating employment. Thus, the CBRC set a cap of RMB 300,000 

(£30,000) on “microloans” and policy experts recommend a micro definition of RMB 

100,000 (£10,000) or slightly higher in coastal regions (Du, 2010, 2011).
12

 In addition, 

group lending as promulgated by the Grameen Bank is less commonly practised due 

to lack of group cohesion and resistance to participation costs, leading to a stronger 

focus on individual household loans (Park and Ren, 2001; Schwarz and Schwarz, 

2014).  

 

While scarcity in start-up capital still widely exists, especially in China’s remote rural 

areas (Tang, 2011; Wharton, 2007), the credit situation has improved dramatically 

over the last decade. For those entrepreneurs who have successfully secured 

microfinance loans from the plethora of lending options, the question turns to non-

financial constraints and intangible resources. 

 

2.4.3 Human capital and credit-plus 

Financial capital is not the only resource lacking among necessity-based entrepreneurs 

(Li et al., 2009; Stephan et al., 2015), which may partly explain the lack of robust 

results from microfinance lending schemes. Acknowledging this lack, in recent years, 

lenders have begun to offer “credit-plus” business support to improve borrowers’ 

ability to start and manage a business, that is, to improve their human capital. The 

Asian Development Bank, for instance, has specifically called for lenders to integrate 

                                                 

12
 While microloans of below RMB 5,000 (£500) are offered in some settings, loans of RMB 50,000 to 

100,000 (£5,000 to £10,000) are more typical (Du, 2010). For comparison, in 2012, per capita GDP in 

Zhejiang Province was RMB 68,000 (£6,800). 
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loans with vocational and technical training and market information services (Zhuang 

et al., 2009). Similarly, policymakers have encouraged a greater emphasis on 

supporting client enterprises rather than merely requiring loan repayment (Datar et al., 

2008). 

Increasingly, lending institutions are experimenting with some form of management or 

business training and support services for nascent entrepreneurs (Afrin et al., 2010; 

Karlan and Valdivia, 2011). These credit-plus services may take many forms, from 

single consultations offered in tandem with loan approval to ongoing monitoring and 

business visits by lending personnel, or from seasonal workshops and annual meetings 

to a year-long training programme. The support may be individual or group-based and 

formal or informal in nature, and may focus on a range of topics, including financial 

literacy, business administration, marketing, accounting, or sector-specific skills 

(Schwarz and Bao, 2014). Regardless of variations in form, such programmes are 

intended to help microfinance clients overcome significant non-financial constraints to 

business development (CARE International, 2012). 

The integration of business support services with microfinance loans raises the 

question of the efficacy of such services. While experts argue for the potential benefit 

of credit-plus programmes (Bruhn et al., 2010; McKenzie and Woodruff, 2012), 

empirical evidence is mixed. On the positive side, business support led to higher 

income among borrowers in Mexico (Biosca et al., 2011), lower default rates in 

Bolivia (Marconi and Mosley, 2006), better business practices in Pakistan (Giné and 

Mansuri, 2011), and stronger sales but not firm survival in Bosnia–Herzegovina 

(Bruhn and Zia, 2011). Other studies suggest less robust effects. Minimal benefits 

were seen among borrowers attending a financial literacy programme in Indonesia 

(Cole et al., 2009), while mixed effects occurred in Tanzania, where men business 

owners improved their results but women business owners did not (Berge et al., 2011). 

Karlan and Valdivia’s (2011) large-scale evaluation of a microfinance credit-plus trial 

in Peru found clients improved their business practices, yet saw little change in 

revenue. Similarly, female entrepreneurs in Sri Lanka enhanced their business 

practices after training, but did not increase sales or profits (De Mel et al., 2012). As 
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seen with microfinance lending, credit-plus programmes are a popular idea whose 

efficacy has not yet been demonstrated in terms of entrepreneurial outcomes. 

2.4.4 Management theories applied to microfinance 

While economists and development scholars have studied microfinance and credit-

plus programmes, they remain a new and relatively under-researched domain in the 

entrepreneurship literature (Ahlstrom et al., 2011). As a result, entrepreneurship 

scholars have called for greater exploration of the role played by microfinance in 

terms of stimulating entrepreneurial activity and new venture creation (Bruton et al., 

2011; Khavul et al., 2010, 2013). Focusing on large-scale randomised experiments, 

extant work by development economists has not sought to understand the mechanisms 

and processes underlying ventures founded by microfinance borrowers. Given mixed 

findings in previous studies, the range of management theories offers an effective 

approach to provide more explanatory forms of research regarding entrepreneurs 

receiving microfinance loans. As discussed by Roodman (2012: 156), an explanatory 

approach is better suited to “help us understand the mechanisms that link cause and 

effect”. Management scholars have also noted that the field of necessity-based 

enterprise, including microfinance, is ripe for quantitative as well as qualitative 

investigation (Bruton et al., 2013). 
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2.5 Going forward: Key research issues in context 

Entrepreneurs receiving microfinance loans are a subset of small-scale entrepreneurs, 

facing the same problem: how to overcome resource scarcity and institutional 

dysfunction to grow new ventures. In this sense, the microfinance phenomenon 

provides a natural experiment regarding the provision of financial capital and how 

micro-entrepreneurs succeed once they have overcome the initial financial hurdle. 

However, little attention has been paid to the complementary role that intangible non-

financial resources play for micro-entrepreneurs to succeed in a transitional-economy 

context, as discussed below. 

 

2.5.1 Dearth of research 

Despite the growth of entrepreneurship as a field of research, and increased attention 

to emerging and transition economies, including China, management studies on small-

scale and necessity-based entrepreneurship remain sparse. The majority of studies on 

entrepreneurship still aim to reach high-growth start-ups in major cities, with a paucity 

of research targeting micro and small ventures in less developed contexts (Bruton et 

al., 2008; Luthans and Ibrayeva, 2006). In 2008, management scholars observed that 

“there is virtually no research on the poor in the subsistence economies of the 

developing world” (Bruton et al., 2008: 5). An update in 2013 found only minor 

improvements. Between 2003 and 2013, 81 research articles on enterprise at the 

bottom of the pyramid outside of Europe and North America appeared in Financial 

Times-listed business journals
13

 (Bruton et al., 2013), totalling approximately 2 

percent of all articles published during that period. Half of these appeared in the 

Journal of Business Ethics, and most took an institutional perspective rather than 

examining the performance and strategy of individual entrepreneurs. A review of 

entrepreneurship research in transition economies found just slightly better coverage, 

with 129 articles published over 20 years in major journals yet only 14 of these papers 

employing data analysis at the individual firm level (Manev and Manolova, 2010). 

                                                 

13
 The authors of this literature review do not include many high-quality journals not on the FT-45 list, 

which they use as a reference point for the prevalence and prominence of research on this topic. Also, 

their count includes important work from an institutional perspective beyond the scope of the current 

study. 
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A key reason for this gap is the difficulty of conducting rigorous field research among 

micro-entrepreneurs in emerging-economy settings (Imas et al., 2012; Tsai, 2002). 

Challenges for researchers include language barriers, cultural differences, low levels 

of out-group trust, respondents’ lack of familiarity with surveys and interviews, low 

education and literacy levels, and reluctance to share sensitive information with 

strangers, as well as environmental factors such as weather and transportation (Tan et 

al., 2009; Webb, 2014). Access to reliable data is also difficult. For instance, in a 

study of micro-enterprises in India, the researchers noted: “These entrepreneurs rarely 

keep physical records of the transactions and most of the contracts with suppliers and 

buyers are drawn orally. Given the small size of operations and lack of record-

keeping, proper accounts of their transactions are hard to come by” (Prajapati and 

Narayan, 2011: 234). 

Despite these difficulties, management scholars have called for more work on 

emerging-economy enterprise at the base of the pyramid. As noted by Luthans and 

Ibrayeva (2006: 96), “Despite our rapidly escalating understanding of entrepreneurs 

and the entrepreneurial process … there is still very little knowledge about 

entrepreneurial functioning in transition economies in general, and in harsh 

environments”. This is important, because major differences in institutional 

infrastructure in developed and emerging economies influence the development of 

enterprise and market exchange (Hitt et al., 2000). Scholars have therefore called for 

greater examination of the strategic actions that entrepreneurs in poorer regions use to 

overcome economic and institutional barriers (Prahalad and Hammond, 2002; Webb et 

al., 2009, 2010). 

2.5.2 Focus on intangible resources 

Amidst the scarce literature, a few studies have begun to identify the factors that 

influence the success of loan recipients through theoretical and qualitative work.
14

 For 

example, a qualitative study in Latin America makes the research proposition (not yet 

                                                 

14
 Additional research views microfinance as an empirical setting in which to advance institutional 

theory (e.g., Battilana and Dorado, 2010; Khavul et al., 2013) and to explore entrepreneurial finance, 

including crowdfunding and peer-to-peer lending (Bruton et al., 2015). 
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tested) that the success of lending in creating high-performing businesses depends on 

the behaviour and outlook of clients, including their future orientation, decision-

making discretion, and ability to manage relationships in their social network (Bruton 

et al., 2011). A theoretical paper proposes that the dearth of human capital and social 

capital in resource-poor environments poses as much constraint to enterprise as lack of 

credit (McMullen, 2011). An empirical study of Kenyan loan recipients agrees, stating 

that “capital is not enough” as business outcomes rely on innovation as well as human 

and social capital (Bradley et al., 2012). 

Among micro-entrepreneurs not receiving loans, a few studies (described in detail in 

subsequent chapters) address intangible resources, with mixed results. For instance, an 

early study of micro-entrepreneurs in Jamaica explores determinants of success 

including human capital and financial capital as well as social measures (Honig, 

1998). In an ethnographic case study among entrepreneurs in Sri Lanka, the authors 

argue that success depends on management skills and creative mobilisation of scarce 

resources via social networks (Kodithuwakku and Rosa, 2002). Meanwhile, very few 

studies apply psychological capital to any entrepreneurs, let alone small-scale or 

emerging-economy entrepreneurs who face high levels of risk, uncertainty, and 

anxiety (Hmieleski and Carr, 2008; Welter and Smallbone, 2011), as well as economic 

stress (Cole et al., 2009).  

Taken together, this handful of studies support the development of a theoretical 

approach regarding how nascent ventures apply intangible resources to overcome 

resource constraints (Guo and Miller, 2010; Li, 2007; Wright et al., 2005) and 

counteract ineffective institutions and uncertain environments (Estrin et al., 2013). Yet 

no overarching framework for deployment of these resources has yet been fully 

developed or tested. Applying various management theories, the combined force of 

different forms of capital may allow even the smallest firms to develop competitive 

advantage (Luthans and Youssef, 2004).  

2.5.3 Contextualisation and individual-environmental factors 

Finally, scholars have called for greater contextualisation of entrepreneurship research 

(Zahra and Wright, 2011), for instance, to better integrate cultural elements 
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influencing entrepreneurs (Welter and Smallbone, 2011). Examples of this include 

evaluating theoretical approaches from highly developed markets for relevance to 

specific emerging-economy settings (Kiss et al., 2012; Shenkar and von Glinow, 

1994), or developing new indigenous theory (Li, 2012). Theories developed in the US, 

for instance, are not necessarily generalisable and should be tested in other, especially 

non-Western contexts (Tsui et al., 2007). The unique conditions found in different 

emerging and transition economies require different entrepreneurial approaches 

(Manev and Manolova, 2010; Peng and Heath, 1996). 

While many studies on emerging and transition economies have adopted an 

institutional perspective (Wright et al., 2005), scholars have called for greater 

attention to attitudes and cognitions of individual entrepreneurs as well as stronger 

engagement with the social dimension of context (Zahra and Wright, 2011). Studying 

entrepreneurs in context can also benefit from a more integrated approach that 

incorporates psychological elements to explain the interaction between individuals and 

their environment (Luthans and Ibrayeva, 2006).  

Entrepreneurship in emerging and transition economies has become well established 

as a research area within entrepreneurship research over the last two decades (Shane, 

2012). In both developed and emerging contexts, extant research has tended to divide 

into two approaches, focusing either on the individual characteristics of the 

entrepreneur or on the influence of institutions and the external environment (Shane, 

2003). The current study acknowledges both perspectives by examining 

entrepreneurs’ individual attributes and external interactions via networks within the 

larger operating environment. Examining the interplay of individual and 

environmental factors can help to explain how certain entrepreneurs overcome 

resource constraints and institutional deficiencies. 

This dual, contextualised focus is appropriate given China’s current entrepreneurial 

environment. Yang and Li (2008) described three phases of the transition from a 

centrally planned system to a market-based economy. The first phase is marked by 

highly relational exchanges to address resource gaps and institutional deficiencies, as 

informal institutions substitute for formal ones (Peng, 2003). The third and final phase 
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features a formalised rule-based framework. In between these two poles is the current 

intermediate phase, incorporating elements of old and new, which, given an 

incremental approach to reform, is likely to be a long-term reality for China (Yang and 

Li, 2008). 

2.6 Preliminary study: Business support for micro-entrepreneurs  

The current study grew out of two earlier research projects developed while living and 

working for four and a half years in Zhejiang Province, China (2011–2015). The first 

project developed a conceptual framework by which provision of microfinance loans 

fosters new venture creation and existing venture growth by enhancing the 

psychological and social capital of microfinance borrowers. Specifically, the study 

proposed that business support provided by microfinance lending institutions, and 

particularly interaction among borrowers within lending groups, should help to 

engender greater psychological and social resources for recipients of microfinance 

loans. Published in the International Small Business Journal (Newman et al., 2014a), 

this theoretical paper adopted a global perspective intended to be relevant across many 

countries, with a focus on antecedents of intangible resources among entrepreneurs. 

Following this theoretical article, an exploratory field study was launched among 

microfinance borrowers in China. In preparation for the study, the concept of 

psychological capital was discussed with senior officials at two leading Chinese 

organisations. Discussions took place with managers at the Yucheng/YouChange 

Foundation and at Accion China, the first an influential state-supported development 

organisation and the second a large microfinance lender active on several continents, 

at their respective headquarters in Beijing. The concept of PsyCap was considered to 

have validity and value in the modern Chinese context, especially for organisations 

interested in economic and social development (Gao, 2011; Yuan, 2011).  

 

In particular, this qualitative study aimed to understand business support provided by 

loan officers in the Chinese context and in the absence of group-based lending. Based 

on 48 interviews with clients and loan personnel at lending institutions in two regions 

of China, the study found evidence of development of human capital, social capital, 
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and psychological capital embedded in informal business support between loan 

officers and clients. The paper identified significant barriers, advantages, and 

disadvantages to the provision of business support. Versions of this paper were 

presented at the Asia Pacific Journal of Management Special Issue conference, 

December 2012, and the Academy of Management, August 2014 (Schwarz and 

Schwarz, 2014). A summary of this exploratory qualitative study leading to the 

current project is presented in Appendix F. 

This previous work established the relevance of human, social, and psychological 

capital for MSMEs, and focused on antecedents to these capitals among entrepreneurs, 

assuming positive effects on venture outcomes. However, based on the literature and 

the exploratory work, the actual impact of specific dimensions of human capital, 

social capital, and psychological capital on new ventures remains an open question. 

This is therefore the focus of the current study.  
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Chapter 3  Human Capital 

3.1 Introduction 

This chapter presents a brief overview of the relevant management literature on 

human capital, including antecedents or inputs to the concept as well as the links 

between its different dimensions and firm performance. In the context of 

entrepreneurship in particular, the relationship between human capital and new 

venture outcomes is discussed. Next, research is presented regarding specific aspects 

of human capital in emerging economies, with a focus on China, as well as in 

combination with other entrepreneurial resources. Finally, research gaps are identified 

in relation to human capital and entrepreneurs, which motivate the current study. 

3.2 Overview of human capital  

 

3.2.1 Definition and approach 

Human capital is the sum of an individual’s cognitive resources, including knowledge, 

skills, abilities, and expertise acquired through personal and work experiences, 

education, training, and inborn traits and talents, that can be used to perform tasks or 

to generate economic benefit (Becker, 1964; Coff, 2002; Crook et al., 2011). 

Management research explores human capital from two important angles: (1) its effect 

on performance, with various dimensions of human capital serving as predictors, and 

(2) its antecedents or inputs, with the outcome being an overall level of human capital, 

such as knowledge, ability, or skills. The current study focuses on the former 

approach, using dimensions such as education and experience as proxies to assess 

levels of human capital (per Hitt et al., 2001) and their subsequent effect on firm 

performance. 

3.2.2 Effect on outcomes and performance 

Human capital is vital to businesses (Pfeffer, 1994), as a firm’s performance is based 

on its resources and capabilities (Barney, 1991), which provide competitive advantage 

to generate returns (Peteraf, 1993). Indeed, differential levels of human capital are 

considered a main reason why some firms perform better than others (Barney, 1991; 
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Barney et al., 2001). In a meta-analysis of 66 management studies, including small 

and large firms as well as entrepreneurial ventures, Crook et al. (2011) find that 

various dimensions of human capital (discussed in greater detail in the next sections), 

including education, industry work experience, and entrepreneurial experience, have a 

significant influence on firm performance, with an average effect size of R=.21 

(aggregated N=12,163 observations). The authors therefore recommend investment in 

human capital as an effective means to generate firm performance. This analysis 

confirms earlier work asserting that investments in human capital have value for 

organisations (Becker, 1975), including investments in the management of human 

capital, such as formal education and training (Huselid, 1995). 

3.2.3 Human capital and entrepreneurs 

A rich literature examines human capital attributes of the entrepreneur and their 

effects on performance of new ventures, based on the assumption that the functioning 

of start-ups primarily revolves around the founder and his or her resources (Ardichvili 

et al., 2003; Cassar, 2014; Shane, 2000; Unger et al., 2011). Founder characteristics 

matter (Brüderl et al., 1992), as characteristics of the entrepreneurial CEO will tend to 

influence firm outcomes more directly than they might in a larger organisation (Baum 

and Locke, 2004; Pfeffer, 1994).   

The link between human capital and outcomes of entrepreneurial ventures has been 

widely explored, yet mixed results are often seen (Cassar, 2014; Crook et al., 2011; 

Florin et al., 2003). Applying human capital theory to new business ventures, the 

landmark study by Brüderl et al. (1992) analysed business survival among 1,849 

founders in Germany. These authors found that general human capital, such as 

schooling, enhances entrepreneurs’ productivity, while entrepreneur-specific capital 

such as work experience enhances founders’ assessment and selection of 

opportunities, both contributing to firm survival. In their study, years of schooling, 

years of work experience, specific industry experience, and prior self-employment all 

demonstrated positive, significant effects on venture survival (although long-term 

employment showed diminishing return for entrepreneurs). In their multi-level study 

of 307 CEOs in the woodworking industry, Baum et al. (2001) examined effects of 

CEOs’ specific competencies and motivations on venture growth. They found that 
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industry-specific competencies (as well as motivation and strategy) directly predicted 

growth, while general organisational competencies (as well as environment) had 

significant indirect effects on growth. 

Human capital benefits entrepreneurs by enhancing their ability to discover and create 

opportunities (Marvel, 2013) and to pursue those opportunities by accessing start-up 

financing and other needed resources (Dimov, 2010). In particular, an individual’s 

prior knowledge as well as personality contributes to entrepreneurial alertness to better 

recognise, evaluate, and develop opportunities (Ardichvili et al., 2003). A study of 305 

small ventures in the Israeli tourism industry found that the human capital of the 

founder, especially managerial skills, had the strongest influence on firm performance, 

compared to organisational capital (internal structure and planning) or physical capital 

(Haber and Reichel, 2007). 

Human capital of founders can compensate for lack of other resources, such as 

financial capital in new enterprises (Chandler and Hanks, 1998). In a longitudinal 

study of 119 German enterprises, the human capital of the owner, including education, 

training, and work experience, was an important predictor of firm growth (Rauch et 

al., 2005). In a meta-analysis of 70 samples (N=24,733) from research on human 

capital and entrepreneurship over 30 years, Unger et al. (2011) found a small but 

significant effect of human capital variables on venture outcomes (R=.098), especially 

for younger businesses (R=.14). 

Regarding research design and measures, the majority of studies of human capital and 

entrepreneurship (66 percent) examine direct effects of human capital on outcomes 

(Marvel et al., 2016). Education, work experience, and entrepreneurial experience are 

the most popular measures, accounting respectively for 39.9 percent, 26.6 percent, and 

19.8 percent of human capital measures used in studies in top management and 

entrepreneurship journals between 1993 and 2014 (Marvel et al., 2016). While these 

aspects are considered investments in actual human capital or indirect predictors 

(Davidsson, 2004) rather than actual human capital outcomes (Unger et al., 2011), 

they are widely used given the relative ease of accessing such data as opposed to 

measuring knowledge and skills (Marvel et al., 2016). The current study adopts 

similar measures, at the “micro-unit of analysis and focusing on the individual 
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entrepreneur” (Marvel et al., 2016: 8), while also exploring new elements regarding 

moderation, combinations of resources, and the external context, given the 

inconsistent results in previous research. 

3.3 Dimensions of human capital 

As seen in these studies, education and experience of the entrepreneur, including 

industry employment experience and entrepreneurial start-up experience, are 

frequently used as proxies for human capital endowments. Both formal education and 

different types of work experience are important sources of professional knowledge 

(Hitt et al., 2001), in terms of both explicit know-how and tacit knowledge (Polanyi, 

1967). The resources embedded in these human capital dimensions are believed to 

contribute to new venture outcomes and provide a buffer against the liability of 

newness (Stinchcombe, 1965), and to help weather shocks (Cooper et al., 1994). 

While general human capital, such as life experience, increases venture survival 

(Brüderl et al., 1992; Cooper et al., 1994), it is also important to consider types of 

human capital relevant to specific contexts (Becker, 1975; Brüderl et al., 1992). These 

include education, industry employment experience, and entrepreneurial start-up 

experience, which are discussed below. 

3.3.1 Education 

Formal education is seen as a vital investment in human capital (Becker, 1964). 

Education increases knowledge, skills, self-confidence, and problem-solving ability 

(Cooper et al., 1994), productivity (Brüderl et al., 1992), and the analytical and 

technical skills needed to run a business (Lee and Tsang, 2001), with the majority of 

management studies finding positive returns of education attainment to individuals 

and organisations (Brüderl et al., 1992; Cooper and Gimeno-Gascon, 1992).  

Formal education serves not only as a source of explicit knowledge but as an indicator 

of employment options. That is, those without higher education may be pushed into 

entrepreneurship without time or capacity to make good opportunity choices, whereas 

educated founders may have the luxury of choosing only the most promising 

entrepreneurial opportunities, given they have the back-up choice of formal 
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employment. Brüderl et al. (1992: 229) note that “people with few human capital 

resources are often forced into self-employment … [I]f unemployment is the incentive 

for setting up a business, there may not be time to look for good opportunities, make 

detailed plans, and seek advice”. Finally, a strong link has been established between 

formal levels of education, economic growth, and earnings growth (Becker, 1964; 

Hanuschek and Kimko, 2000; Hewlett, 2002). 

For entrepreneurs in particular, research indicates a strong positive effect of formal 

education on venture outcomes such as growth (Roper, 1998; Shane, 2003; Storey, 

1994). This result tends to be consistent across time and context. Entrepreneurs in the 

South Pacific considered education and training as critical to their success (Yusuf, 

1995), while levels of formal education were positively associated with self-

employment earnings among entrepreneurial individuals in the US (Robinson and 

Sexton, 1994). In a study of 1,853 small firms in Ireland, Roper (1998) found a 

positive association between entrepreneurs’ education level and growth, while CEOs 

in an earlier survey of American entrepreneurial firms said they believed most of the 

knowledge needed by entrepreneurs could be acquired through formal schooling 

(Hood and Young, 1993). 

On the other hand, some studies find an insignificant or slightly negative effect of 

education on entrepreneurial outcomes (Davidsson and Honig, 2003; Lee and Tsang, 

2001; Tan and Tay, 1994), for instance among self-employed Canadians receiving 

microfinance loans (Gomez and Santor, 2001). Curvilinear effects have occasionally 

been observed, suggesting diminishing returns to enterprise for postgraduate education 

(Stuart and Abetti, 1990). While these findings are important to acknowledge, they 

tend to relate to very developed contexts, such as Sweden and Singapore, where 

higher education has long been widely available and diminishing returns appear for 

certain types of education at the higher margin. These findings also raise questions 

about contingency effects influencing the usually beneficial impact of education. 

Measures of formal education typically utilise either total years of education or an 

ordinal scale of education levels. In highly developed economies, the scale may start 

with the lowest category of “did not complete” secondary or high school, and then 
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include separate categories for junior college/two-year associate degree, college/four-

year university degree, and postgraduate education. In emerging economies, it is more 

appropriate to begin the scale at primary school, given lower overall levels of 

education in these settings. 

3.3.2 Industry experience 

While formal education enhances explicit knowledge, employment experience offers 

the opportunity for “learning by doing”, building tacit knowledge within a specific 

field (Pisano, 1994). Specifically, work experience in a similar business to the new 

venture increases tacit knowledge of markets, products, and industry processes as well 

as fostering useful relationships, for instance with customers, suppliers, or other 

contacts who provide information and support, reducing the liability of newness 

(Cooper et al., 1994; Stinchombe, 1965). Industry experience may also improve the 

entrepreneur’s ability to select promising opportunities (Brüderl et al., 1992). 

In terms of outcomes, prior experience in the same industry as the entrepreneurial 

start-up has a positive relationship with venture survival and growth (Brüderl et al., 

1992; Cooper et al., 1994). Baum et al. (2001) found that industry-specific 

competencies of CEOs had direct positive impacts on venture growth at the firm level, 

while both industry and management experience had positive effects on venture 

growth (measured as rate of revenue growth) among 168 Singaporean entrepreneurs of 

Chinese heritage (Lee and Tsang, 2001).  

In recent research, Cassar (2014) found a significant positive relationship between 

industry experience and likelihood of a new business meeting or exceeding 

performance expectations, in part due to development of better forecasting abilities. 

The study recommends seeking same-industry employment experience prior to 

founding a new venture, as well as entrepreneurs seizing on their natural advantage of 

prior employment within an industry. The author states: “[I]ndustry knowledge plays 

an important role in the human capital of those who evaluate business opportunities” 

(Cassar, 2014: 149). While this benefit is typically positive, an exception may occur if 

entrepreneurs with industry experience become entrenched and persevere when it is 

not worthwhile to do so (Dimov, 2010).  
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Studies of entrepreneurs have adopted different approaches to measuring prior 

industry experience. Some scholars (Hmieleski et al., 2015) used a continuous 

variable based on the number of years employed in the industry, whereas Brüderl et al. 

(1992) used a dichotomous dummy-coded variable for prior industry experience (0=no 

1=yes). Encompassing a broader approach, Cassar (2014) used both measures and 

found similar results. 

3.3.3 Entrepreneurial experience 

Entrepreneurial experience is gained by starting one or more previous ventures. As 

individuals engage in repeated venture start-ups over time, they become serial 

(sequential start-ups) or portfolio (simultaneous start-ups) entrepreneurs (Westhead 

and Wright, 1998). In either case, additional learning is thought to occur with the 

launch of each new venture (Zhao et al., 2005), as entrepreneurs expand their 

expertise and understanding of the entrepreneurial process (Wright et al., 1998). Like 

industry employment experience, start-up experience is an example of “learning by 

doing”, which can improve tacit knowledge (Dimov, 2010; Polanyi, 1967), 

entrepreneurial judgement (Colombo and Grilli, 2005; Corbett, 2005), and the ability 

to access and utilise key information (Cooper et al., 1995). 

In the literature, start-up experience is believed to facilitate the business owner gaining 

increased knowledge of markets (Wright et al., 1997), technical and managerial know-

how (Wright et al., 1998), and access to sources of entrepreneurial finance (Starr and 

Bygrave, 1992). Even the experience of failed ventures may have value, in terms of 

improving future opportunity identification (Minniti and Bygrave, 2001). 

Empirically, entrepreneurial start-up experience has generally had positive effects on 

new venture growth (Brüderl et al., 1992; Columbo and Grilli, 2005) as well as on 

profitability (Bosma et al., 2004). In particular, entrepreneurial-specific human capital 

gained by such experience enhances the ability to recognise and pursue opportunities 

(Ucbasaran et al., 2008). Using longitudinal panel data of nascent entrepreneurs in the 

US, Dimov (2010) also found that entrepreneurial experience has indirect positive 

effects on venture emergence by increasing the founder’s opportunity confidence. 

Despite these positive impacts, however, some studies find no effect or negative 
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effects from entrepreneurial experience. For example, if habitual entrepreneurs 

become “stuck in their ways” and do not adapt to new circumstances (Wright et al., 

1998), negative effects are seen, especially in dynamic environments (Hmieleski et al., 

2015).  

Prior research takes different approaches to measuring entrepreneurial experience, 

with a common strategy being to use a dichotomous dummy code for having founded 

previous ventures (0=no 1=yes) (Brüderl et al., 1992; Cooper et al., 1995). Other 

studies count the number of previous ventures launched (Stuart and Abetti, 1990). 

Cassar (2014) used both measures, and found no significant difference in effects on 

performance between the two measures. 

3.4 Human capital in emerging economies 

To a great extent, studies of entrepreneurs in emerging economies find similar returns 

to human capital to those seen in studies in more developed settings. That is, effects of 

human capital dimensions are largely positive, with some mixed returns. In less 

developed economies, the individual endowments and characteristics of entrepreneurs 

can be expected to have particular value for firm performance given a context in 

which external resources are scarce and institutional infrastructure may be 

undeveloped or ineffective (Manev et al., 2005). Previous research finds that certain 

emerging economies, such as China, can be especially hostile environments for 

entrepreneurs due to institutional challenges such as low corruption control, low 

protection of intellectual property rights, and regulatory obstacles related to formal 

start-up and bankruptcy procedures (Ahlstrom and Ding, 2014; Du and Mickiewicz, 

2016). In such cases, human capital assets such as formal education help to arm 

entrepreneurs with greater know-how, leaving them better equipped to navigate 

systemic challenges (Walter and Block, 2016).  

In addition, as noted below, internal human capital stocks tend to be lower in 

emerging economies where access to higher levels of formal education is more limited 

and recent entrepreneurial traditions (and thus business experience) are lacking. In 

China, for instance, smaller private firms face significant constraints on internal 
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capabilities given a scarcity of leadership and management skills to sustain growth, 

while government officials also lack business knowledge and experience to provide 

adequate support services (Atherton and Smallbone, 2013). Given these internal and 

external constraints, when higher human capital is successfully developed, it 

constitutes a significant competitive advantage for firms. The next subsection takes a 

brief look at the entrepreneurship literature focused on human capital within emerging 

markets to shed further light on this topic. 

3.4.1 Human capital and venture performance in emerging economies 

A dearth of human capital is a key contributor to MSME failure in emerging 

economies. Among start-up firms in Pakistan, a lack of management ability was 

among the “critical failure factors” for SMEs (Hussain et al., 2010). These authors 

found that related internal factors included lack of education, training, and work 

experience, and lack of technical knowledge and financial and accounting 

information. On the positive side, for female-owned businesses in Pakistan, work 

experience in the same industry sector showed clear links to improving new venture 

performance (Roomi, 2011).  

In China, entrepreneurs cited strong management skills as a necessary condition for 

success, and lack of management training as one of their top three business challenges, 

in addition to unreliable employees and intense competition (Chu et al., 2011). Tang 

(2010) notes that Chinese entrepreneurs with greater human capital such as business 

ability and entrepreneurial mind-set, as well as network ties, can better locate 

opportunities leading to growth. A technical assistance project to provide start-up 

training among MSMEs in two provinces saw positive impacts in terms of job 

creation among participants (Atherton and Smallbone, 2013). As seen in other 

settings, human capital of founders can also substitute lack of financial capital for new 

start-ups in major Chinese cities (Xiao and Ramsden, 2016). 

In a study of 201 micro-entrepreneurs in Kenya, Bradley et al. (2012) found that 

family business experience and business expertise (based on technical skills, business 

training, and work experience) were positively associated with profits, the latter 

mediated by innovation. In Jamaica, Honig’s 1998 study of 215 small entrepreneurs 
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found strong positive returns to vocational training (an investment in human capital), 

as well as links between years of business experience and profits. For these founders, 

starting capital mattered but did not differentiate success beyond a certain threshold, 

confirming the need for both human and financial resources. 

Research to date suggests that human capital in general, and education and training 

specifically, are likely to have a greater impact on venture success in less developed 

economies (Unger et al., 2011). This is due in part to the necessity-based nature of 

entrepreneurship in such settings, whereby individuals start businesses due to a lack of 

other opportunities (Bradley et al., 2012; Hessels et al., 2008). The lower general level 

of education and management experience, combined with greater variance in people’s 

education levels, heightens the value of education as a rarer resource (Unger et al., 

2011). In contrast, in countries where education levels are more uniformly high, the 

impact of education on entrepreneurship is not clearly seen (Lerner et al., 1995). 

3.4.2 Human capital and microfinance 

Small firms funded by microfinance loans are a subset of entrepreneurial ventures in 

emerging economies. The literature indicates that the need for human capital among 

such firms is equally strong, but that it is frequently lacking. For instance, micro-

entrepreneurs with weak business skills in sub-Saharan Africa were more likely to 

generate modest or poor returns (Berge et al., 2010), while microcredit recipients in 

India and Indonesia have demonstrated very low financial literacy, impacting on 

business success rates (Cole et al., 2009). Studying micro-entrepreneurs across 

countries in Asia, Africa, and Latin America, Odell (2010) found that lack of 

knowledge and experience significantly hampered business development.  

On the positive side, Bruton et al. (2011) found that microfinance entrepreneurs with 

high-performing businesses in Latin America displayed more financial understanding 

than those with low-performing or failed enterprises. This qualitative paper develops 

(but does not test) propositions related to effects of individual qualities and actions of 

successful micro-entrepreneurs, such as their future orientation and active 

management of social relationships. McMullen (2011: 196), in a theoretical paper 

citing Bruton et al. (2011), proposed that a lack of human capital, as well as social 
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capital, are constraints to necessity-based entrepreneurs as much as lack of financial 

capital. Entrepreneurial outcomes, the author stated, “can be attributed to a lack of 

different types of capital (financial, human, social, political, etc.), but discussion to 

date has primarily emphasized financial capital”. 

3.4.3 Human capital and credit-plus training 

Understanding that developing entrepreneurial skills is vital to the success of small 

businesses (Afrin et al., 2010) and that human capital can be enhanced via education 

and experience, many lending institutions are now attempting to bolster clients’ 

human capital via credit-plus programmes. Such programmes are akin to SME 

business support and assistance services, but typically serve a lower sector reaching 

micro-enterprise. The purpose of credit-plus training and support is to go beyond 

providing financial capital, as micro-entrepreneurs in emerging economies encounter 

more than credit constraints (Berge et al., 2010; De Mel et al., 2008). Lenders thus 

provide services that range from one-time classes, consulting, or coaching to longer-

term courses on financial management or vocational skills, offered in tandem with 

loans and, in some cases, group-lending schemes (Armendáriz and Morduch, 2010; 

Karlan and Valdivia, 2011).  

Research that investigates formal credit-plus programmes has found a mildly positive 

impact on firm performance: given training, some business owners engaged in better 

business practices (Karlan and Valdivia, 2011), improved performance (Berge et al., 

2010), and reduced default rates (Marconi and Mosley, 2006). In particular, Karlan 

and Valdivia’s (2011) thorough evaluation of a credit-plus programme demonstrates 

both the value and the limits of human capital development under difficult conditions. 

Their multi-year randomised control trial with a large microfinance lender in Peru 

provided group business training to 4,500 clients in 239 village banks via a third-party 

organisation that had worked with 30 lenders in 18 countries. Despite some positive 

results, logistical barriers, time constraints, and client resistance made training 

challenging to implement and standardise. In addition, human resource issues can 

further complicate the process for such programmes, given the difficulty of recruiting, 

training, and retaining qualified personnel to provide ongoing business support to 

small entrepreneurs, often under harsh conditions (Battilana and Dorado, 2010).  
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Despite the necessity and value of business support and training such as in credit-plus 

programmes, the empirical links with business performance indicate only modestly 

positive results. Human capital is clearly one component in the micro-

entrepreneurship process, but the lack of consistently robust impacts suggests not only 

constraints to support services, but also the involvement of other factors.
15

 

3.4.4 Human capital in the Chinese context 

While it is valuable to review a range of past studies relating to human capital and 

entrepreneurs, including micro-entrepreneurs, context matters (Meyer, 2015; Tsui, 

2006). Returns to education in Europe, for instance, are likely to differ in a setting 

such as China, because secondary and even tertiary education have been widely 

accessible for decades in many Western settings to a degree not seen in many 

emerging economies. Likewise, in settings that have transitioned to more 

entrepreneurial economies only since the 1980s (Manev et al., 2005), the history and 

impact of entrepreneurial experience are likely to vary from results observed in more 

advanced market-based economies. 

Human capital, entrepreneurship, and Chinese history have a complex relationship. 

Two reasons have to do with recent history regarding schooling, and more recent 

economic developments influencing the nature of entrepreneurship. For middle-aged 

to older Chinese still of working age born prior to the early 1960s, average education 

levels can typically be expected to be low, as most secondary schools (and all 

universities) closed at the beginning of the Cultural Revolution, while the few 

remaining open focused on Communist ideology (Domes and Näth, 1977).
16

 

Education levels can be expected to be somewhat higher for those born after 

approximately 1963, who had greater opportunity for secondary education as the 

schools re-opened. A third wave of Chinese, born after the introduction of the one-

                                                 

15
 The phenomenon of microfinance and attempts to boost entrepreneurial skills and performance were 

previously explored in Chapter 2.  
16

 This reversal followed the state’s investment in human capital such as basic health care and 

expansion of primary and secondary education during the early Communist period.  
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child policy in 1980, can be expected to have still higher average levels of education, 

as many parents invested resources in a single child.
17

 

Another generational consideration relevant to the Chinese context is the relative 

dearth of entrepreneurial history between 1949 and 1979 due to the government-run 

economy and predominance of state-owned enterprises. Family business experience 

and a strong social context of entrepreneurship would thus tend to be rare among older 

generations of Chinese, who may have forayed into entrepreneurship only after the 

economic opening up began under Deng Xiaoping in the 1980s (with some exceptions 

relating to private farming). In contrast, younger to middle-aged Chinese who grew up 

during the opening-up period of economic development may have had greater family 

and social exposure to a context of entrepreneurial ventures.
18

 

3.5 Human capital alone is insufficient 

Human capital of entrepreneurs is an important predictor for performance. However, 

as noted above, returns to human capital are not entirely robust, for instance, for 

typical dimensions such as education (Lee and Tsang, 2001; Stuart and Abetti, 1990; 

Tan and Tay, 1994), entrepreneurial start-up experience (West and Noel, 2009; Wright 

et al., 1998), and industry experience (Dimov, 2010; Hmieleski et al., 2015). 

3.5.1 Mixed returns for performance  

In their 18-month longitudinal study of 380 nascent entrepreneurs compared to a 

control group of 608 non-entrepreneurs in Sweden, Davidsson and Honig (2003) 

looked at several entrepreneurial outcomes, including gestation activities and first 

sales and profits. While formal education, including general schooling and specific 

business classes, and prior start-up experience influenced nascent entrepreneurial 

activities, they did not positively predict first sales or profitability. Exploring these 

                                                 

17
 Empirical results of this study support these findings regarding the distribution of education by age. 

18
 In Bradley et al. (2012), for instance, the question was asked, “Did your parents ever work for 

themselves or run their own business?” Brüderl et al. (1992) gathered similar data related to self-

employment history of the founder’s father. While this line of inquiry might be relevant to younger 

Chinese from entrepreneurial families, it was not thought to be widely appropriate for all generations in 

the Chinese setting. 
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mixed findings, especially the lack of returns to education, Davidsson and Honig 

(2003: 322) observed that human capital “clearly facilitates entrepreneurial discovery 

and to some extent the ability to get ahead with the exploitation process”, but 

concluded that it was “not enough to ensure its successful completion.” 

This argument, based on a study in Sweden, reflects similar comments by authors in 

both developed and emerging economies that see human capital alone as valuable but 

not sufficient to generate performance (Bradley et al., 2012; Hmieleski and Corbett, 

2008), leading to the exploration of other influences on venture outcomes.  

3.5.2 Influence of other factors 

Numerous other factors may influence the effects of human capital dimensions on 

venture performance. Potential moderating influences include individual attributes of 

the entrepreneur, the entrepreneur’s connection to their environment via social 

networks, and wholly external factors such as industry environment and larger 

economic forces. 

For instance, given only modest or statistically non-significant main effects of human 

capital on sales and profits, Davidsson and Honig (2003: 322) found strong positive 

main effects for different dimensions of social capital. The authors proposed, but did 

not test, that “human capital facilitates success only in conjunction with adequate 

levels of appropriate social capital”. They, and other scholars, have called for greater 

investigation into the role of entrepreneurs’ social capital as well as human capital and 

the effects of large or diverse social networks (Bosma et al., 2004; Marvel et al., 

2016).  

Given differences in the results of many human capital studies over the last three 

decades, Unger et al. (2011) also called for examination of moderators or 

contingencies to the impact of human capital variables on entrepreneurial success. 

Similarly, Marvel et al. (2014) recommended examination of moderators relative to 

human capital and venture outcomes, including research integrating human capital, 

social networks, and motivational perspectives relevant to entrepreneurs. 
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3.6 Gaps and research opportunities 

This review of the relevant literature presents the main current ideas relating to 

individual human capital as a driver of growth for small enterprises, including in 

emerging economies. Gaps in the human capital literature include the following: 

 Limited work has been carried out regarding the impact of specific dimensions of 

founders’ human capital on venture growth in combination with other types of 

capital, for instance social capital and psychological capital (Bosma et al., 2004; 

Brüderl et al., 1992; Davidsson and Honig, 2003). While previous studies have 

examined each of these capitals individually, few studies have examined all three 

together (see Hmieleski et al., 2015 for one exception in the US). In addition, 

when previous results are mixed or inconclusive, as they have been regarding the 

impact of human capital on growth, it is appropriate to seek moderators. The 

current study answers calls to examine contingencies to the effect of human capital 

on venture outcomes (Marvel et al., 2016; Unger et al., 2011). 

 

 While a few studies have addressed the combination of human capital with other 

intangible resources, few if any have yet undertaken a detailed exploration of 

human capital in tandem with other resources for micro-entrepreneurs in a 

resource-constrained emerging-economy setting. This is important because human 

capital conditions are different (more constrained); because social capital or 

guanxi ties are traditionally valuable, but also entail obligations (Park and Luo, 

2001; Tsui et al., 2000); and because psychological capital is thought to make the 

most difference under very trying conditions (Luthans and Youssef, 2004). 

 

 To date, most work on human capital of small-scale and necessity-based 

entrepreneurs in very constrained settings has come from micro-economists. 

Management scholars have thus far done very little research on this topic (Bruton 

et al., 2013). The current study addresses questions about drivers of MSME 

growth by applying management theory, which is better suited than economics to 

unpacking the how and why of resource deployment by micro-entrepreneurs. 
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In their review of human capital research, Marvel et al. (2014) called for more studies 

integrating a motivational perspective with research on entrepreneurs and human 

capital. They noted: “Motivation helps the entrepreneur to acquire necessary human 

capital and provides the impetus and energy to implement needed actions” (Marvel et 

al., 2016: 14). The current study answers this call by viewing entrepreneurs’ 

motivation through the lens of psychological capital.  

3.7 Conclusion  

This chapter has described the major literature on human capital as it relates to 

entrepreneurship and specifically to micro-entrepreneurs and new ventures in 

emerging economies such as China. The literature serves as a basis in the current 

study for examining direct effects of human capital dimensions, including education, 

industry experience, and start-up experience, on performance. The literature also 

exhibits certain gaps, particularly at the intersection with other theoretical 

perspectives, revealing a need to examine moderators influencing the relationship 

between human capital and performance, to focus more on entrepreneurs in emerging 

economies, and to understand how human capital works in combination with other 

entrepreneurial resources. The next chapter looks more closely at social capital. 
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Chapter 4  Social Capital 

4.1 Introduction 

The previous chapter discussed human capital and entrepreneurs in the context of 

venture performance and emerging and transition economies. Increasingly, research 

indicates that human capital alone is not sufficient to generate superior venture 

performance, and in fact social capital plays a critical role in driving entrepreneurial 

outcomes. Scholars note that an exclusive focus on a firm’s internal resources (such as 

human capital) ignores external resources that may be found within social networks 

(Li et al., 2007), with social capital providing an important “contextual complement” 

to human capital (Aldrich and Zimmer, 1986; Liao and Welsch, 2005: 348). As noted 

by Davidsson and Honig (2003: 323): “While human capital factors can explain 

discovery and, to some extent progression of the exploitation process, it is only when 

applied within the context of a relevant social structure that such qualities can help 

achieving successful outcomes”.  

This chapter presents an overview of the relevant management literature on social 

capital, including the evolution of social capital research and the different dimensions 

of the concept. Social capital in the context of entrepreneurship is discussed, in 

particular its positive and negative relationships with venture outcomes. Research is 

presented regarding specific aspects of social capital in transition economies, with a 

focus on China and guanxi, as well as contingencies influencing the effect of social 

capital on venture performance. Finally, research gaps in the social capital literature 

relevant to entrepreneurship in this context are discussed. 

4. 2 Overview 

 

4.2.1 Definition of social capital 

Social capital embodies the actual and potential resources embedded within 

relationships among individuals and groups (Nahapiet and Ghoshal, 1998), including 

the structure of the network and the assets that may be leveraged from it (Bourdieu, 

1986; Burt, 1992). Within organisation and management research, social capital has 
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also been described as “the goodwill that is engendered by the fabric of social 

relations and that can be mobilized to facilitate action” (Adler and Kwon, 2002: 1).  

4.2.2 Role of social networks 

A social network is a group of actors, either individuals or collectives, connected by a 

web of ties between the “ego”, or focal individual, and the “alters”, or others with 

whom the ego has relationships (Granovetter, 1973; Zhou et al., 2009). As Salancik 

(1995: 1) noted, “Networks are constructed when individuals, whether organisations 

or humans, interact”. Economic activity between companies and people is embedded 

within networks of social relationships, which include both weak and strong ties 

(Granovetter, 1985, 1992). Social capital developed within such networks affords 

individuals with preferential access to financial, knowledge, and social resources 

(Bourdieu, 1986). For instance, entrepreneurs’ network ties may provide access to 

valuable information and resources that facilitate discovery and exploitation of 

opportunities (Birley, 1985), enhancing firm survival and growth (Brüderl and 

Preisendörfer, 1998; Honig, 1998). However, risks and costs associated with social 

networks may also have significant negative influences (Adler and Kwon, 2002; 

Coleman, 1988).  

With roots in sociological and relational perspectives, social network analysis 

blossomed in the 1970s and 80s based on the work of Granovetter (1974) and Lin 

(1999; Lin and Wen, 1988) on how people utilise networks to find jobs. More 

recently, the social network perspective has been applied to entrepreneurs. 

Applications of the social capital lens over the last four decades support the concept of 

social networks as a set of linkages between the individual, collective, and external 

environment that require maintenance and investment while also facilitating the 

pursuit of goals for individuals and groups (Adler and Kwon, 2002), especially for 

entrepreneurs (Birley, 1985). 
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4.2.3 Dimensions of social capital 

While debate continues regarding boundaries and definitions of network dimensions 

(Cope et al., 2007; Light and Dana, 2013), social capital has frequently been examined 

along three axes, corresponding to structural, relational, and resource dimensions 

(Granovetter, 1990; Hoang and Antoncic, 2003; Nahapiet and Ghoshal, 1998; Stam et 

al., 2014). The structural dimension of social capital pertains to network patterns as a 

whole, including size, density, heterogeneity (diversity), and the position of the 

individual within the network structure, such as centrality (Granovetter, 1990; Ruef, 

2002). Relational social capital (Coleman, 1988; Gulati et al., 2011) focuses on the 

bonds and interactions among network ties, in particular describing them as weak or 

strong, with the latter closely related to the phenomenon of embeddedness 

(Granovetter, 1985; Uzzi, 1996). Finally, the resource dimension of social capital 

describes network relationships based on tangible and intangible resources held and 

exchanged among individual actors through their web of connections (Granovetter, 

1983; Lin, 2001a; Podolny and Baron, 1997). While Shane (2003) organises his 

review of entrepreneurship literature based on venture phase, it is useful to look at 

research on social capital and entrepreneurs based on social capital dimensions. 

4.3 Structural social capital 

Structural approaches to social networks focus on the pattern of connections among 

actors within a network (Burt, 1992), including such elements as network size and 

composition, as well as the focal actor’s position within the overall structure. 

Structural aspects relevant to the current study are described below. 

4.3.1 Network size 

Network size is the total number of direct network ties, or alters, with whom an 

individual maintains contact (Marsden, 1990). For social capital research, size has 

been described as “the most intuitive network measure” (Hoang and Yi, 2015: 11) in 

terms of quantifying the structural dimension. 

The greater the number of an entrepreneur’s contacts, the greater the opportunity to 

gain resources and information through those ties (Greve and Salaff, 2003; Hoang and 



 

60 

 

Antoncic, 2003). Such resources may be either tangible or intangible. For instance, 

larger networks help entrepreneurs locate clients and suppliers as well as financial 

resources and prospective employees (Brüderl and Preisendörfer, 1998; Hansen and 

Allen, 1992). Networks including a broad range of individuals increase access to 

information to discover opportunities (Aldrich and Zimmer, 1986). Network size has a 

relationship to diversity, as larger networks have greater potential for access to diverse 

resources (Batjargal, 2003) and are more likely to be heterogeneous, with ties from a 

variety of professional and educational backgrounds (Batjargal et al., 2009).  

For founding entrepreneurs, larger network size often enhances outcomes, as size of 

network is positively related to the number of employees (Hansen, 1991), founding 

activities (Kreiser et al., 2013), and sales growth of new ventures (Reynolds and 

White, 1997). The number of direct network ties of entrepreneurs in Russia, China, 

France, and the US had a positive relationship with revenue growth (Batjargal et al., 

2009). For female entrepreneurs in Israel, the size of advice networks was also 

associated with revenues (Lerner et al., 1995), while larger boards of directors 

enhanced survival rate among new Canadian organisations (Singh et al., 1986). In 

general, the number of ties is positively related to entrepreneurs’ business ideas and 

opportunities (Singh et al., 2000). 

Yet conclusions on the effects of network size are far from definitive. Some studies 

find little or no evidence that entrepreneurs’ network size impacts venture outcomes 

such as survival (Batjargal, 2003; Reese and Aldrich, 1995). A study of 146 

entrepreneurs in Germany found network size had significant positive effects for 

actual revenue but not for revenue growth, when combining networks across three 

categories (financial help, physical resources, and knowledge/information) (Semrau 

and Sigmund, 2012).  

Larger networks can prove a double-edged sword. While providing access to valuable 

resources, network relationships also require significant investment to develop and 

maintain (Adler and Kwon, 2002; Kreiser et al., 2013). Network contacts may expect 

reciprocity in terms of resources and favours, and social commitments can distract 

attention from running the business (Jennings and McDougald, 2007; Lewis, 2006). 
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Maintaining large networks demands time and attention which entrepreneurs could 

better devote to other business activities (Weiler and Bernasek, 2001). Batjargal et al. 

(2009: 2) note that “networks can hinder venture growth because the costs of building 

and maintaining extensive networks can exceed the benefits obtained from them”. 

Contingencies of the impact of network size have not been fully explored. One study 

brought together size and network type, finding that size of strategic information and 

task advice networks had positive effects on managers’ promotions in a large US-

based corporation (Podolny and Baron, 1997). Yet the authors note that smaller 

networks were more useful as a source of social support in the corporate environment. 

For entrepreneurs, other scholars have proposed a connection between network size 

and venture survival for newer and smaller organisations, suggesting contingencies of 

age and size (Aldrich and Fiol, 1994). Empirical effects, however, remain unclear. 

4.3.2 Centrality 

Centrality refers to the position of the focal actor within a network, and how well the 

individual is connected, for example, the extent to which an individual possesses an 

egocentric network with many direct alter ties (Kilduff and Brass, 2010; Marsden, 

1990). Centrality affects the individual’s access to information (Jackson, 2014) as well 

as opportunities for brokering among unconnected individuals (Burt, 2004). Centrality 

and size are related, as both factors influence the amount of resources available to the 

individual (Hoang and Yi, 2015). People possessing a greater number of network ties 

are considered more central, while people with fewer contacts are seen as peripheral 

(Landis, 2016). Indeed, network size has been used as a basic measure of centrality 

(Jackson, 2014; Marsden, 1990), in part because centrality can be difficult to measure 

(Hoang and Yi, 2015).  

4.3.3 Heterogeneity  

Network heterogeneity focuses on the diversity of characteristics among alters or 

between the ego and alter (Granovetter, 1990; Qureshi et al., 2016), with less diverse 

or homophilic ties sharing demographic or experiential attributes (e.g., race, gender, 

hometown, education, etc.) while heterophilic ties offer a broader diversity of 

backgrounds. Diverse network ties, as opposed to homogeneous ones, are thought to 
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provide access to unique knowledge and opportunities for innovation (Ruef, 2002) as 

well as novel advice and fewer proscriptions on behaviour (Aldrich, 1999). For 

entrepreneurs, diverse networks are helpful in the process of identifying more 

opportunities (Singh et al., 2000), opening a new business (Renzulli et al., 2000), and 

expanding a start-up (Hansen, 1995; Ostgaard and Birley, 1996; Zhao and Aram, 

1995). Network diversity enhances entrepreneurial performance, although the effect is 

stronger for newer versus older firms, high-technology versus low-technology 

ventures, and firms in established economies versus those in emerging economies 

(Stam et al., 2014).  

Network size has also been used as a proxy to measure diversity, based on the idea 

that larger networks are likely to be broader-ranging and that diversity enhances small 

firms’ access to a wider range of information and support (Elfring and Hulsink, 2007; 

Renzulli et al., 2000). Others propose that homogeneous networks (which are often, 

but not always, smaller networks) with shared language and cognitions facilitate more 

in-depth knowledge sharing (Nahapiet and Ghoshal, 1998). 

4.3.4 Other structural dimensions 

The copious social capital literature addresses numerous other structural dimensions 

of social networks that are beyond the scope of this study. Briefly, these include 

density (versus sparseness), constraint, indirect ties, and structural holes. 

 

Density refers to the level of redundancy among network ties based on whether alters 

are also connected to each other as well as to the ego, and thus have access to the same 

(redundant) sources of information (Granovetter, 1990). Dense or closed networks are 

tightly interconnected, whereas in sparse or open networks (Coleman, 1988), the ego’s 

ties tend not to know each other (Burt, 1992). Density is thus measured by the number 

of actual ties in a network divided by the total number of possible ties (Kilduff and 

Brass, 2010). Network closure (Coleman, 1988) describes networks in which most ties 

are known to each other, have access to overlapping sources of information, and 

develop norms for trust, support, monitoring, and reciprocity. Closed networks are 

considered to have a higher level of constraint, or connection and redundancy among 

network ties due to high levels of interlocking connection.  
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Burt’s theory of structural holes (1992) focuses on the advantage of holding a 

mediating or broker position, in which one is connected to others who themselves are 

not connected. “Structural hole” refers to the absence of a link between two alters who 

are both linked to the focal actor, creating a network gap that can then be spanned 

(Burt, 1992).  Such a network position has strategic value for entrepreneurs (Batjargal, 

2010) as it enhances preferential access to resources (Burt, 2005); however, the 

application of structural holes theory to collective societies is not considered 

appropriate in certain contexts, such as employees in high-commitment organisations 

(Xiao and Tsui, 2007). For entrepreneurs, structural holes facilitate revenue growth of 

new ventures, especially in settings with adverse institutional orders such as China 

and Russia; structural holes also correlate closely with network size (Batjargal et al., 

2013). 

4.4 Relational social capital 

Relational social capital (Granovetter, 1992; Gulati et al., 2011) describes the bonds 

and interaction among network contacts, with a particular focus on the quality and 

strength of network ties (Liao and Welsch, 2005). As noted by Kilduff and Brass 

(2010: 327): “Tie strength is a function of time, intimacy, emotional intensity, and 

reciprocity”. For instance, more frequent interaction between two actors over time 

tends to amplify influence and focus in the relationship, intensifying the bond 

(Bourdieu, 1986; Nahapiet and Ghoshal, 1998). Indeed, measures of dyadic tie 

strength are typically based on frequency of contact (e.g., daily versus monthly), 

duration of the relationship, and perceived closeness (Burt, 1992, 1997).  

Drawing a connection between social capital and guanxi in Western and Eastern 

contexts, Li (2007: 232) describes strong social capital as “personalised access based 

on sentimental ties in an ego-centric network”, while weak social capital refers to 

“depersonalised access based on instrumental ties in a communal network”. Strong 

ties have also been defined as “friends” while weak ties are considered 

“acquaintances” (Krackhardt, 1992). 
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As explored below, findings are mixed as to whether weak or strong ties best enhance 

business outcomes (Shane, 2003). Both weak and strong ties have value depending on 

the context and what resources individuals hope to gain (Adler and Kwon, 2002), with 

both potentially offering advantages in differing contexts (Batjargal, 2003). 

4.4.1 Strong ties 

Strong ties are close, intimate bonds involving a considerable investment of time and 

emotion (Granovetter, 1983; Krackhardt, 1992; Ruef, 2002; Uzzi, 1996). They are 

related to the concept of embeddedness, in which individuals are embedded within a 

network of social ties with whom they have repeated, long-term interactions 

(Granovetter, 1985; Uzzi, 1996). Economic exchanges thus take place within the 

context of these ongoing social relations (Polanyi, 1967), which over time come to be 

characterised by trust, reciprocity, and deeper levels of private information exchange 

(Kilduff and Brass, 2010). 

The presence of strong ties in one’s social network confers certain benefits. Strong ties 

foster trust and cooperation (Uzzi, 1997), elicit willingness to help (Hansen, 1999), 

and reduce opportunism and monitoring costs (Nahapiet and Ghoshal, 1998; Putnam, 

1993). Trust among strong ties can facilitate complex or sensitive processes involving 

sharing of proprietary information and knowledge creation (Nahapiet and Ghoshal, 

1998). Strong ties are considered more effective than weak ties for transferring 

complex or fine-grained information, or tacit knowledge, among individuals (Uzzi, 

1997), as well as for both social support and preferential access to resources 

(Krackhardt, 1992; Uzzi, 1997).  

However, strong ties can also have negative effects. Over-embeddedness, for example, 

is when people rely excessively or exclusively on their strong ties (Uzzi, 1996) to the 

extent that they are constrained by the obligations and commitments in these close 

relationships and neglect new information and opportunities from external sources 

(Uzzi, 1997). For entrepreneurs, over-reliance on strong ties may cause owners to 

access redundant information from close contacts instead of more varied knowledge or 

opportunities from distant ties outside their networks (Arregle et al., 2013; Li et al., 

2013). People may also be constrained by the opinions and demands of their inner 
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circle, limiting their time, ability and willingness to engage in external relationships 

(Bradley et al., 2012; Woolcock, 1998).  

Strong ties require more maintenance than weak ties (Hansen, 1999), as they entail 

obligations and expectations of asymmetrical reciprocity or favours (Li, 2007; 

Renzulli and Aldrich, 2005). Commitment to strong ties prevents entrepreneurs from 

switching to new and better sources of advice (Li et al., 2013), as previous success 

(Levitt and March, 1988) discourages new approaches to business problems. This can 

lead to “collective blindness” among individuals and their strong ties (Nahapiet and 

Ghoshal, 1998: 245). At worst, strong ties may even condone or encourage corrupt or 

illegal actions (Portes and Sensenbrenner, 1993).  

Empirically, returns to strong ties are mixed among entrepreneurs. The presence of 

strong ties in their networks, including family and close friends, has been shown to 

enhance three-year survival rates among young firms (Brüderl and Preisendörfer, 

1998) as well as to increase profitability (Aldrich et al., 1987). For founding 

entrepreneurs, strong ties may be a source of initial financial capital as well as social 

support (Gimeno et al., 1997; Shane, 2003). Among US entrepreneurs, increases in tie 

strength for founders’ direct network relationships had a negative effect on founding 

activities (Kreiser et al., 2013). Meanwhile, Baker and Nelson (2005: 256) found that 

obligations of embedded ties constrained growth for some ventures, while those that 

managed to avoid constricting “social entanglements” were better able to pursue 

growth. 

4.4.2 Weak ties 

By definition, weak ties involve a less intimate bond than strong ties, that is, less 

frequent or intense contact or shorter relational duration. Such ties are viewed as 

acquaintances rather than close friends, and often emphasise transactional exchange 

relationships over affective bonds (Hoang and Yi, 2015; Jack, 2005). Weak 

connections tend to be broader-ranging, going beyond one’s individual social group, 

and may serve as bridges, for instance to other groups, resources, or sources of 

information (Granovetter, 1995; McEvily and Zaheer, 1999), and to people of 

different status in terms of wealth and power (Lin, 1999, 2001a). Thus, the value of 
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weak ties resides partly in their role as bridges to groups with which the focal actor 

would otherwise have no connection, and as information channels in these 

relationships (Burt, 1992). As noted by Cope et al. (2007: 214), “these ‘weaker’ ties 

allow the individual to reach outside his or her immediate contacts to secure a wider 

range of information.”  

For job seekers in Western settings (Granovetter, 1973; Lin and Wen, 1988), weak ties 

serve as “communication bridges” providing non-redundant information to help them 

find employment. Such ties provide access to alternative information within changing 

markets and typically demand less social maintenance than strong ties (Hansen, 1999), 

while serving as a source of innovative ideas and opportunities (Ruef, 2002) as well as 

creativity (Perry-Smith, 2006). These “arm’s length” relationships are considered 

especially useful in settings of competitive, market-based economic exchange, 

especially involving numerous actors (Uzzi, 1997).  

Weak ties generate benefits in business, including access to diverse information, 

opportunities, and resources (Burt, 1992; Granovetter, 1973). For instance, firm 

founders in the financial industry were more likely to use distant ties than strong ties 

to identify new business opportunities (Kaish and Gilad, 1991), while weak ties 

operating as bridges to distant groups were able help entrepreneurs locate suppliers 

and customers (Batjargal, 2003). Weaker connections also allow entrepreneurs to 

maintain their strategic flexibility in exchanges, rather than being constrained by pre-

existing commitments or obligations (Burt, 1992; Jack, 2005). They are free to take 

action and pursue opportunities without being constrained by societal expectations 

(Burt, 1992). 

Despite the advantages, weak ties also exhibit potential disadvantages. For instance, 

due to the absence of highly developed trust relationships, information gained from 

weak ties may not be as reliable or frequent as knowledge gained from strong ties 

(Farh et al., 1998). Weak ties are usually less helpful than strong ties in terms of 

wielding influence (Bian, 1997) or eliciting willingness to transfer costly resources 

(Stam et al., 2014). Communicating with weak ties may pose risks for firms if 
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problems and opportunities are leaked to low-trust acquaintances (Bradley et al., 2012; 

Woolcock, 1998). 

4.4.3 Contingencies of tie strength 

Despite much discussion of strong and weak ties for entrepreneurs, the conclusions 

that have been drawn on the empirical links between tie strength and venture 

performance are not definitive (Hoang and Antoncic, 2003; see also Rowley et al., 

2000). Scholars have therefore begun to seek contingencies of the relationship (Hoang 

and Antoncic, 2003; Stam et al., 2014), such as firm age, venture phase, tie function, 

and industry environment. In a study of German entrepreneurs, overall tie strength 

across three combined categories of networks had significant positive effects on actual 

revenue, but not on revenue growth, negatively moderated by firm age (Semrau and 

Sigmund, 2012); that is, strong ties boosted revenue of younger firms. In contrast, 

others argue that weak ties are useful for the growth of newer firms and strong ties 

reflect stable business relationships at a later phase (Walker et al., 1997).  

Some authors hint at the value of tie strength based on task contingency (Adler and 

Kwon, 2002), whereby weak ties provide broad information benefits (Burt, 1992; 

Granovetter, 1973) and strong ties promote solidarity and cooperation (Coleman, 

1988). In addition, business owners are more likely to call upon strong or core ties 

than peripheral ties for social support (Renzulli and Aldrich, 2005). Finally, recent 

work suggests contingencies based on industry environment: among US 

entrepreneurs, strong ties were positively related to performance in dynamic industry 

contexts and negatively related in more stable environments, while weak ties had 

negative links to performance in dynamic environments and no effect in stable 

industry contexts (Hmieleski et al., 2015). 

To summarise, weak ties are considered valuable for access to novel, basic, and broad 

sources of information (Granovetter, 1973, 1974; Hansen, 1999) and to innovative 

ideas and opportunities (Ruef, 2002), while strong ties are preferable for transfer of 

fine-grained, complex information and tacit knowledge (Hansen, 1999), for wielding 

influence (Bian, 1997), and for exchanges based on trust (Uzzi, 1997) such as transfer 

of resources (Batjargal, 2003). 
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Overviews of the entrepreneurship literature emphasise the benefits of an extended 

social network that includes both strong and weak ties (Ardichvili et al., 2003; Stam et 

al., 2014), echoing earlier arguments by Uzzi (1996) for a balanced network, although 

the optimal configuration and additional contingencies remain an empirical question.  

4.5 Resource social capital 

While network analysis in the 1990s downplayed resources in favour of a structural 

approach (Gedajlovic et al., 2013; Powell and Smith-Doerr, 1994), the resource view 

of network resources has increasingly gained traction (Adler and Kwon, 2002; Burt, 

1997; Podolny and Baron, 1997). The network resource approach focuses on networks 

as a means by which actors, especially entrepreneurs (Adler and Kwon, 2002; 

Batjargal, 2003), gain access to resources through their social contacts (Granovetter, 

1983). Thus, social capital is in part defined by the resources held by network contacts 

(Burt, 1992; Hoang and Antoncic, 2003), or “informal access to others’ resources due 

to social ties” (Li, 2007: 231). Network resources refers to tangible and intangible 

resources located in different types of social networks to which actors may gain access 

for their own use (Lin, 2001a). 

Early work on entrepreneurs’ networks found that they rely on contacts to gain access 

to a range of resources that facilitate discovery and pursuit of opportunities, including 

information, advice, and social support (Aldrich and Zimmer, 1986; Birley, 1985). 

More recent studies reflect upon and refine this view. Entrepreneurs are likely to draw 

upon different networks to leverage ties for various utilities (Lechner et al., 2006). De 

Koning and Muzyka (1999) proposed a framework including an inner circle of 

(typically, non-business) ties, an intermediate “action set” of resource providers and 

business partners, and a broader network of weak ties providing primarily information. 

Meanwhile, Renzulli and Aldrich (2005) delineate three network utilities that enhance 

firm growth: tangible resources (such as financial capital or material goods), advice, 

and emotional support, with similar resources such as business information and social 

support noted in other studies (Adler and Kwon, 2002; Kilduff and Tsai, 2003; 

Wellman et al., 2002). Business advice and emotional support are described below. 
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4.5.1 Business advice and emotional support 

Early research on social capital focused on networks as channels or sources of 

information, advice, and knowledge resources (Coleman, 1988). Entrepreneurs benefit 

from informal individual business contacts (Birley, 1985) as a source of knowledge 

and information (Uzzi, 1996), with specific benefits including preferential access to 

information, advance timing, and referrals to useful and knowledgeable actors (Burt, 

1997) as well as business ideas and strategic advice (Hoang and Yi, 2015), all of 

which facilitate the recognition and exploitation of opportunities (Aldrich, 1999; 

Shane, 2003). 

Business advice ties are those that provide business information, ideas, or guidance to 

the entrepreneur (Anderson et al., 2007; Ozgen and Baron, 2007), facilitating 

exploitation of entrepreneurial opportunities. Business ties are a source of information 

about legal processes, regulations, financial resources, and managerial practices 

(Cromie and Birley, 1992; Renzulli and Aldrich, 2005). Such ties may also provide 

business owners with tips that eventually link them with prospective employees, 

customers, suppliers, and distributors (Brüderl and Preisendörfer, 1998). Business 

contacts, including suppliers and customers, may also provide information or 

inspiration for new product ideas (Deng et al., 2013). Finally, advice networks help 

entrepreneurs to deal with uncertainty through enhanced understanding of market 

forces (Arregle et al., 2013), to better recognise opportunities, and to keep abreast of 

new developments, for instance in regulations, product innovation, or technology 

(Batjargal, 2003, 2007b).  

A second intangible resource derived from networks is emotional support (Adler and 

Kwon, 2002; Renzulli and Aldrich, 2005; Wellman et al., 2002). Entrepreneurs rely on 

network ties as a source of emotional support to pursue their goals (Jack, 2005; 

Renzulli and Aldrich, 2005). Such contacts help individuals cope with the uncertainty 

that accompanies the entrepreneurial process (Anderson et al., 2007), provide 

supportive confidantes with whom to discuss hopes and challenges surrounding new 

ventures (Reynolds and White, 1997), and help preserve emotional stability for 

entrepreneurs taking business risks (Brüderl and Preisendörfer, 1998). Emotional 

support ties, often friends and family, provide a positive outlet to cope with stress 
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related to work and competition (Batjargal et al., 2013), while serving as a source of 

encouragement rather than specific advice or information (Davidsson and Honig, 

2003). 

While the value of business advice and emotional support via networks is assumed, 

less is known about such ties in relation to network size or tie strength, and how this 

relationship affects outcomes. A few studies have begun to explore links among the 

different dimensions in this context. For instance, Lerner et al. (1995) found that a 

greater number of contacts (i.e., larger network size) in advice networks had positive 

effects on revenues; in Canada, meanwhile, the survival rate of new organisations 

benefited from larger boards of directors (Singh et al., 1986). In Davidsson and 

Honig’s (2003) study of Swedish entrepreneurs, the main social capital predictor of 

first sales was entrepreneur’s participation in a business networking group, implying a 

weak tie, though this was not tested. In a study of US corporate managers, size of 

strategic information and task advice networks was positively related to promotions, 

while social support networks tended to be smaller (Podolny and Baron, 1997). 

Despite these initial findings, few studies explicitly integrate the resource dimension 

with structural or relational dimensions to illuminate mechanisms of business advice 

and emotional support functions in networks. 

4.5.2 Bonding, bridging and notes on measurement 

Many analyses refer to two different kinds of social capital, “bonding” (Coleman, 

1988; Putnam, 2000) and “bridging” (Burt, 1992), even treating these two concepts as 

analogous (respectively) to strong ties and weak ties. Bridging ties are considered the 

sole link between two otherwise disconnected groups by which information or 

influence travels (Granovetter, 1973). Often, bridging ties are in fact weak ties, and 

vice versa, in terms of intimacy and frequency of interaction; however, they do not 

have to be weak to serve as bridges (Bian, 1997), as social contacts acting as bridges 

may be either strong or weak in terms of intimacy or frequency of contact (Burt, 

1992).  

It is difficult to discuss social capital concepts without some discussion of 

measurement, given the lack of clear consensus on how to define and measure 
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network elements. For instance, in network studies, both direct and indirect ties may 

be considered, as well as actual (observed) versus perceived (reported) ties (Marsden, 

1990). For the purposes of this study, “network” refers to family, friends, 

acquaintances, and business contacts with whom the entrepreneur reports direct links 

at the individual level, i.e., dyadic ego–alter ties in egocentric networks (Dubini and 

Aldrich, 1991; Maurer and Ebers, 2006), rather than clusters or bridges (e.g., to 

indirect ties). The term “tie strength” refers to strong or weak dyadic ego–alter ties 

rather than using the terms bonding or bridging, although the broader information 

benefits of the latter are discussed as a potential function. 

In collecting data on egocentric networks, surveys as well as mixed methods are 

considered effective means to analyse structural, relational, and resource qualities of a 

network tie (Gedajlovic et al., 2013). Questionnaires are the most typical method for 

collecting data, with the most common questionnaire being the “name generator” 

using a “fixed choice” approach (e.g., “To whom do you most often turn for advice 

and information?”) (Bhagavatula, 2013; Burt, 1985). Compared to a position-

generator method (e.g., naming government or industry contacts), the name-generator 

method is biased toward strong ties, which respondents can more readily recall (Lin, 

2001a). 

In gauging tie strength, measurement must begin at a fundamental level of strength 

equivalent to at least acquaintanceship. That is, the alter needs to be strong enough to 

have been named as a contact, so that the range from weak to strong tie is in fact from 

a moderate to a very strong level of acquaintance, not from an absolute stranger to an 

intimate. This is an important point, given inconsistencies in the research regarding 

diverse measures of weak or strong ties. 

4.6 Social capital and entrepreneurs 

Scholars have described entrepreneurship as a social endeavour (Schoonhoven and 

Romanelli, 2001), given that entrepreneurs are embedded within social structures that 

both facilitate and constrain their actions (Aldrich and Zimmer, 1986). Shane (2003) 

notes that social ties play a key role in entrepreneurs’ opportunity discovery, decisions 

to exploit, resource acquisition process, and venture performance. 
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A significant body of research on social capital of entrepreneurs offers a broad range 

of findings on the link to entrepreneurial performance, and contingencies influencing 

this relationship (Stam et al., 2014). However, widely different approaches to defining 

and measuring social capital make it difficult to state generalities or compare results in 

a precise way (Anderson et al., 2007; Cope et al., 2007).  

4.6.1 Networks and new venture performance 

The influence of social networks on entrepreneurs, and specifically on new venture 

development, was first studied by Birley (1985), who found that informal ties such as 

family, friends, and colleagues provide more help assembling resources (e.g., supplies, 

equipment, space, employees) than do formal institutional ties. Subsequently, Aldrich 

and Zimmer (1986) explored the extent to which entrepreneurs are embedded in 

complex and continuing networks of social relations which serve to facilitate or 

constrain entrepreneurial activity, including access to resources and opportunities. 

Since these early studies, the social network lens has increasingly been applied to 

understand the creation and development of new ventures, especially how networks 

enhance access to resources, improving entrepreneurial effectiveness. 

Early studies of entrepreneurs’ networks and venture performance generally find 

positive effects. For instance, Aldrich et al. (1987) find that entrepreneurs’ use of 

networks to gain access to resources has a positive relationship with eventual profits, 

while Hansen (1995) finds that size of and frequency of contact with entrepreneurs’ 

networks are strongly associated with first-year growth. Studying more than 200 new 

ventures in England, Ostgaard and Birley (1994) draw connections between personal 

networks of owner-managers and firm competitive strategy, with networks providing 

access to external resources that new ventures lack internally.  

As both network theory and measures have become more intricate, their application to 

entrepreneurs has become more sophisticated and varied. While effects are generally 

positive, many results are mixed as authors increasingly seek contingencies to network 

effects on venture performance. In their longitudinal study of 380 nascent 

entrepreneurs in Sweden, Davidsson and Honig (2003) find that social ties (“bonding” 

and “bridging”) are strong predictors of successful entrepreneurship, indeed stronger 
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than human capital. Studying entrepreneurial discussion networks in four Western 

countries, Greve and Salaff (2003) find larger networks provide vital information and 

resources from “knowledgeable others”. However, in a study of 275 new US ventures, 

Florin et al. (2003) find mixed results for social capital (total number of business and 

personal contacts, based on firm alliances and directorships at related firms). That is, 

social ties had no effect on sales growth, but positive effects on ability to accumulate 

financial capital and return on sales. Social capital also leveraged productivity of other 

resources, such as financial capital. 

Significant discussion has emerged regarding the role of strong and weak ties. For 

instance, Hite and Hesterley (2001) and Maurer and Ebers (2006) argue that newer 

firms require strong ties and cohesive networks for resource acquisition, although the 

latter authors also call for investigation of contingencies affecting whether social 

capital is an advantage or disadvantage. In contrast, Elfring and Hulsink (2007) find 

that diverse and weak tie networks are beneficial for new firms. Meanwhile, a few 

studies find no significant benefits to entrepreneurs from social capital (Aldrich and 

Reese, 1993; Johannisson, 1996; Liao and Welsch, 2005), while others propose 

negative effects from “too much social capital”, whereby networks enforce conformity 

or links to unsuccessful ties, dampening entrepreneurial development (Light and 

Dana, 2013: 603). 

Summarising the majority of quantitative work over nearly two decades, Stam et al. 

(2014) seek insights on these mixed findings. Their meta-analysis of 61 independent 

samples from 59 studies (N=13,263) conducted between 1995 and 2012 finds a 

positive significant association between entrepreneurs’ social capital, or personal 

networks at the individual level, and firm performance (r=.21). The study finds that 

weak ties, structural holes, and network diversity have significant links to firm 

performance, while acknowledging the lack of consensus regarding precise definitions 

of “strong” versus “weak”. Moderators of the relationship between social capital and 

performance include firm age, industry, and institutional context. The analysis finds 

that newer firms benefit more from weak ties, while older firms benefit from larger 

networks and strong ties. Structural holes and network diversity matter more in high-

tech industries. Weak ties and diversity matter more in established economies, while 
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strong ties matter more in emerging economies (Stam et al., 2014). The authors call 

for further exploration of contingencies, as well as of differences in social capital 

among emerging-economy entrepreneurs. 

4.7 Social capital and entrepreneurs in emerging economies 

As a subset of entrepreneurship studies, in recent years, the social capital perspective 

has increasingly been applied and adapted within the context of emerging economies, 

including studies on China. By leveraging social networks to gain resources external 

to the firm (Li et al., 2007), social capital is one way that emerging-economy ventures 

can overcome resource constraints to compete (Wright et al., 2005). In particular, 

entrepreneurs rely on social networks to navigate adverse institutional orders common 

to emerging-economy markets (Welter and Smallbone, 2011; Xin and Pearce, 1996), 

increasing economic efficiency by solving information and commitment problems 

(Munshi, 2014). 

4.7.1 Overcoming institutional deficiencies 

Many studies of entrepreneurs in emerging economies point to the value of social 

capital in overcoming weak, inefficient, and ineffective institutions (Li et al., 2014; 

Stam and Elfring, 2008; Xin and Pearce, 1996). When formal mechanisms and 

institutions do not adequately support market activity, informal mechanisms such as 

personal networks become more important (Ren et al., 2009; Sirmon et al., 2007). 

Facing dysfunctions, contradictions, and lack of clarity, for instance among official 

agencies, policies, and enforcement (Bat, 2010a; Xu, 2011), individuals rely on 

network ties in order to advance business goals (Chen et al., 2013) and to protect 

themselves (Djankov et al., 2006). 

Conducting business through networks of relationships provides a method to navigate 

uncertain, turbulent, or hostile environments and counteract ineffective institutions (Li 

et al., 2007), for instance by locating suppliers, investors, and clients (Batjargal, 

2007c), as well as scarce resources (Aidis et al., 2008; Li et al., 2014). Where legal 

structures are unreliable, for instance, where enforcement of property rights or 

contracts is lacking, entrepreneurs may prefer to do business with network ties 
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(Bradley et al., 2012). Where institutional structures are dysfunctional, social ties are 

relied upon to achieve business goals efficiently (Xin and Pearce, 1996), helping 

entrepreneurs to reduce transaction costs of doing business in more challenging 

settings (Khanna and Palepu, 2010). 

Social networks also provide access to improved information, trust, and productivity 

in the face of environmental uncertainties. For entrepreneurs in emerging economies, 

as in more developed settings, social networks provide a critical route for information 

to discover and pursue opportunities. As noted by Luo (2003), such ties help nascent 

firms reduce costs and increase value by facilitating the exchange of knowledge as 

well as resources. Enhanced information flows through network ties help small and 

new ventures overcome resource constraints (Li et al., 2009) and access timely 

information given poor transparency and communication (Luo, 2003; Tang, 2010). 

Given that MSMEs possess fewer internal resources than larger firms, their ability to 

innovate and grow depends in part on leveraging information gained from network 

ties (Deng et al., 2013; Kogut and Zander, 1992). Particularistic social ties also reduce 

risk in contexts of low generalised trust, where enforcement of rules and norms of 

behaviour are uncertain (Batjargal, 2007b). 

4.7.2 Venture outcomes in emerging and transition economies 

As in more developed economies, numerous studies find mainly positive effects of 

social capital on firm performance in emerging economies, and specifically China, 

with some exceptions and inconsistencies. A large international study based on 42 

countries (Estrin et al., 2013: 6) finds that social ties with other entrepreneurs may 

partially reduce negative impacts of deficient institutional environments, such as weak 

property rights systems, noting that “local social networks may be especially 

important for individuals and entrepreneurial teams starting new growth-oriented 

ventures in weak institutional contexts”. Applying social capital measures to 160 

small businesses in a transitional economy in Bulgaria, Manev et al. (2005) find that 

ties to business partners, suppliers, customers, and institutions have a significant 

positive association with both entrepreneurial orientation and business performance. 

The authors argue for the particular value of such ties in an environment of resource 

scarcity, poor institutional development, and lack of entrepreneurial tradition. 
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Due to the cultural tradition of guanxi and ongoing institutional challenges, network 

ties have been valuable to Chinese entrepreneurs (Guo and Miller, 2010; Park and 

Luo, 2001), especially as many new ventures in China lack the internal resources to 

independently capture opportunities without such ties (Li et al., 2014). Indeed, a study 

of new technology firms in China finds that high-growth firms are distinguished from 

low-growth ventures by the range and intensity of business networking (Zhao and 

Aram, 1995). In addition, Tang (2010: 467) notes that entrepreneurs in China with 

greater network ties can better locate opportunities leading to growth, as different 

kinds of social capital help entrepreneurs discover and pursue opportunities: “‘who 

you know’ affects ‘what you know’”. For instance, structural social capital leads to 

more information and advice, while relational capital fosters emotional support and 

trust.  

Reflecting this focus on both structural and relational capital, a key debate revolves 

around strong and weak ties. As noted by Granovetter (1995), discussions of the effect 

of weak versus strong ties must consider the institutional context. While some 

scholars posit that emerging-economy entrepreneurs need strong ties and small 

cohesive groups to navigate the entrepreneurial process, cope with unreliable 

institutions, sustain trust, and access resources (Bradley et al., 2012; Xiao and Tsui, 

2007; Xin and Pearce, 1996), others suggest that larger networks and weak ties are 

more useful, as small and close-knit networks tend to block flows of new information 

(Batjargal, 2007a, 2010). 

In their meta-analysis of 59 studies, Stam et al. (2014) find that strong ties are 

significantly linked to performance in all settings, with a marginally stronger 

significant effect in emerging economies (r=.19 versus r=.12), but that weak ties are 

also significantly linked to performance, with a stronger effect in established 

economies than in emerging economies (r=.12 versus r=.06). The authors suggest 

additional unexplored moderators may influence the modest differences found 

between emerging-economy and established-economy entrepreneurs. 

In a study of nascent firms in a post-conflict environment in Bosnia–Herzegovina, 

scholars found that the presence of strong ties in the owners’ business discussion 
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networks had positive effects on growth (Efendic et al., 2014). Overall, the positive 

impact of networks on new ventures is stronger in highly relationship-oriented 

cultures such as China than in less relationship-oriented cultures such as the US 

(Batjargal et al., 2009).  

4.7.3 Social capital and necessity-based entrepreneurs 

Small ventures, some funded by microfinance loans, are a further subset of 

entrepreneurs in emerging economies. Due to extreme difficulties accessing reliable 

data, rigorous studies utilising comparable measures of social capital among such 

entrepreneurs remain rare. In one of the first high-profile studies among this 

population, focusing on 215 micro-enterprises in Jamaica, Honig (1998) found that 

social capital significantly increased venture profitability, albeit with social capital 

operationalised as frequent church attendance (the primary avenue for community 

involvement in a context lacking secular organisations) and being married (in a 

context where legal marriage connotes social status and access to network resources).  

In a survey of 214 MSMEs in Vietnam, Le and Nguyen (2009) examine effects of 

different kinds of networks on use of bank loans. Analysing tie strength (based on the 

extent of network use), they find that personal networks as well as supplier networks 

reduce the need for bank financing, while reliance on customer and government 

networks promoted use of bank lending. A key facet of the study is the finding that 

different types of networks, e.g., official, managerial, and social, play different roles 

for emerging-economy MSMEs. In a similar vein, Kodithuwakku and Rosa (2002) 

conducted a long-term qualitative study based on a land settlement project in Sri 

Lanka. Among 300 families involved in the project, the most successful entrepreneurs 

(top 15 percent) were distinguished by their ability to generate value from social 

networks, creatively leveraging ties to overcome resource scarcity through reciprocal 

exchange relationships to gain access to knowledge, credit, loans, facilities, materials, 

machinery, and shared labour.  

More recently, a survey of 767 women-owned enterprises in Pakistan found that 

weak-tie social capital measures such as informal networking and participation in 

community activities had the strongest effects on sales growth and employment, 
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compared to non-significant effects of strong-tie indicators such as help from family 

and friends (Roomi, 2011). In their survey among 148 male entrepreneurs in the 

textile and handloom industry in India, Prajapati and Narayan (2011) found that their 

social capital measures of network size and strength had a strong positive association 

with subjective measures of performance.  

Possibly the most rigorous management study to apply social network analysis to 

necessity-based enterprises in an emerging economy has been Bhagavatula et al.’s 

(2010) study of 107 weavers in India’s handloom industry. Using the name-

generator/interpreter approach to collect ego-oriented network data, the authors 

analyse the effect of network characteristics on resource mobilisation (available 

credit) and opportunity recognition (number/range of clients and product pricing). 

They find that tie strength has a significant positive effect on resource mobilisation 

and no effect on opportunity recognition, while network size has no significant effect 

on either. Meanwhile, network constraint had a positive link with resource 

mobilisation and a negative link with opportunity recognition. The authors conclude 

that different ties contribute toward different goals, such as resource acquisition for 

strong ties and opportunity recognition for weak ties (Bhagavatula et al., 2010).  

A few studies examine social capital among microfinance recipients.
19

 Based on a 

qualitative study in Latin America, Bruton et al. (2011) propose, but do not test, that 

micro-entrepreneurs’ success creating high-performing businesses depends in part on 

the ability to manage relationships in their social network. In a quantitative study of 

201 entrepreneurs receiving microcredit loans in Kenya, Bradley et al. (2012) find 

                                                 

19
 Additional research by micro-economists and development scholars focuses on specific topics in 

social capital among microfinance lending groups beyond the scope of the current project, such as (1) 

social networks and diffusion of microlending and insurance practices in India (Banerjee et al., 2014) 

and China (Cai et al., 2015); (2) social capital developed through participation in lending groups and 

collective organisations (Cassar et al., 2007; Feigenberg et al., 2010; Mosley et al., 2004; Narayan and 

Pritchett, 1997); and (3) the role of social capital and social sanction in loan monitoring and repayment 

(Ito, 2003; Karlan, 2007). 
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mixed effects for social capital. For instance, the number of ties between the 

entrepreneur and members of their lending group led to higher levels of innovation, 

but did not influence profit growth. Number of family members or close friends 

involved in the business (viewed as strong ties) was not significantly related to 

performance, while number of business associates involved was negatively related to 

profits. Finally, in a study of 430 loan recipients in poorer neighbourhoods in Canada, 

Gomez and Santor (2001) found that both the size of the individual’s network and the 

strength of social ties enhanced entrepreneurial performance in terms of self-

employment income. 

In summary, effects of social capital for small entrepreneurs in emerging economies 

are frequently positive, but are not consistent and, as in developed economies, are 

subject to contingencies. While research generally concurs that social networks have 

particular value for entrepreneurs in relational cultures and adverse institutional 

contexts, debate and exploration continue as to which dimensions matter and under 

what conditions. 

4.8 Guanxi 

 

4.8.1 Guanxi definition 

The Chinese phenomenon of guanxi entails a web of interpersonal relationships 

encompassing both affective and instrumental ties that help to organise economic and 

social life (Bian, 1997; Tsui et al., 2000). The term guanxi refers to particularistic 

dyadic ties; the overall guanxi web, while unique to Chinese culture (Tang, 2010), is 

considered akin to social networks in a Western context (Guo and Miller, 2010). 

Guanxi has been described as “the Chinese version of particularistic ties with unique 

features”, including “interpersonal relationships that facilitate or constrain social 

exchange” (Batjargal, 2007c: 610). 

Several different yet overlapping definitions of guanxi exist (Batjargal and Liu, 2004; 

Park and Luo, 2001), including (1) a system of close personal relationships with a 

strong emotional component, prioritising family or core ties (Fan, 2002; Tang, 2010); 
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(2) a broader web of instrumental ties formed for utilitarian purposes (Park and Luo, 

2001; Yang, 1994); and (3) an overarching framework based on Confucian principles 

of affiliation to enhance social order (Tsui et al., 2000; Yeung and Tung, 1996). The 

latter approach emphasises particularistic ties emerging from relational bases, such as 

personal versus business ties, in which the relational base influences the strength and 

nature of the bond. In addition to kin relationships, shared experiences such as work, 

study, or ancestral base establish the grounds for guanxi (Tsang, 1998). 

The guanxi web has been described as a system of concentric circles, dominated at the 

core by immediate family, while extended family, friends, classmates, colleagues, 

business associates, and acquaintances occupy surrounding circles at increasing 

degrees of distance (Park and Luo, 2001; Tsui and Farh, 1997). The inner circle of 

affective ties, usually kin or very close friends, reflects the Confucian view of family 

as the core unit of society, assuming trust, unconditional loyalty and strong obligations 

(Tsui and Farh, 1997). Moving outward, an intermediate ring of familiar 

acquaintances and colleagues mixes reciprocal and affective relations, while an outer 

ring comprises distant acquaintances who may share a basic social identification and 

are engaged in utilitarian or transactional exchanges (Tsui and Farh, 1997; Yang, 

1994).  

4.8.2 Guanxi and social capital 

Guanxi and social capital (and the study of social networks originating in the West) 

are distinct phenomena with overlapping concepts and dimensions. Key aspects of 

guanxi include reciprocity, trust, and role obligations, in keeping with the relational 

bases emerging from Confucian dyadic principles of association (Tsui and Farh, 

1997). Thus, relationships are organised along dimensions of family versus non-

family, affective versus instrumental, and personal versus contractual (Chen et al., 

2013). For strong emotional ties, i.e., family and close friends, loyalty and non-

reciprocal obligation are expected, with loss of face (mianzi) if obligations are not met 

(Tsui and Farh, 1997; Yang, 1994).  

In contrast to Western social networks and the “strength of weak ties” (Granovetter, 

1973), Chinese guanxi is skewed toward strong ties (Bian, 1997; Farh et al., 1998). 
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Networks are often restricted to relatives and friends (Bian, 1994; Wang, 2013; Zhang 

and Li, 2003), for instance, who provide help or wield influence in job searches (Bian, 

1997; Bian and Ang, 1997). Clusters of guanxi ties tend to form based on shared 

experiences (e.g., schooling or hometown) and thus are homogeneous in background, 

values, and knowledge (Farh et al., 1998; Lin, 2001b). In comparison to Western 

approaches to relational demography, the nature of guanxi typically emerges from a 

relational base (e.g., personal versus business), although demography may influence 

the nature and strength of the tie (Farh et al., 1998; Tsui and Farh, 1997). 

The social capital perspective has been applied to study guanxi ties, for instance, in 

examining the impact of the social capital within guanxi ties on organisational 

performance (Luo et al., 2012). Social network analytical techniques, largely 

developed in the West, have also been applied to guanxi networks (Chen et al., 2013; 

Wellman et al., 2002), for instance, to study egocentric networks of individuals in 

Chinese settings (Bian, 1997; Bian and Ang, 1997; Xiao and Tsui, 2007). Surveys are 

the most common method for guanxi studies, using name-generation and 

interpretation approaches in the form of either a print questionnaire or a structured 

face-to-face interview (Bian, 1997; Xiao and Tsui, 2007). Using such methods, it is 

possible to describe the extent of guanxi by counting the total number of connections 

(Luo et al., 2012), as well as to gauge guanxi quality based on tie strength between the 

ego and alters (Chen et al., 2013; Chen and Chen, 2004). Scholars have also described 

resources inherent in guanxi ties, such as information versus support functions 

(Wellman et al., 2002). The application and adaptation of social network research 

techniques to guanxi contribute to a common framework for Eastern and Western 

studies regarding social relationships (Chen et al., 2013). 

4.8.3 Value of guanxi in business  

In recent years, the role of guanxi has been studied by management scholars for new 

and established firms (Luo et al., 2012; Park and Luo, 2001). Many scholars consider 

guanxi ties vital to the success of enterprises in China (Tsang, 1998; Yeung and Tung, 

1996) in facilitating business interactions in a relationship-based culture (Guo and 

Miller, 2010). 
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In a meta-analysis of 53 quantitative studies of 20,212 organisations examining effects 

of guanxi ties on firm performance, Luo et al. (2012) apply social capital theory to 

understand how guanxi ties of Chinese managers accrue social capital benefits for 

their firms. They find positive significant effects of guanxi on performance from both 

business and government ties, with the former having stronger effects on operational 

performance and the latter on economic performance. While business ties have 

universal value (Guo and Miller, 2010), government ties are more important to state-

owned enterprises, a change from earlier studies that found such ties benefited non-

state organisations during an earlier stage of China’s economic transition (Park and 

Luo, 2001; Peng and Luo, 2000; Xin and Pearce, 1996). 

In a broad review of 210 studies, Chen et al. (2013: 186) track the development of 

guanxi research, including impact on business outcomes, describing guanxi strategy as 

“a dominant antecedent of firm performance”. For example, guanxi helps businesses 

overcome institutional barriers to establish new ventures (Guthrie, 1998; Xin and 

Pearce, 1996), obtain venture capital referrals and funding (Batjargal, 2007b), and 

boost firm performance via access to opportunities, information, and resources (Park 

and Luo, 2001), contingent on firm size, industry context, and ownership (Peng and 

Luo, 2000). 

4.8.4 Mechanisms of guanxi 

In business relationships, guanxi ties provide access to information, influence, and 

resources that help to build competitive advantage and navigate the challenges and 

changes of the institutional terrain (Luo et al., 2012). While broad guanxi networks 

facilitate dissemination of general information (Lin et al., 2001b), stronger guanxi ties 

lead to more knowledge and information sharing in organisations (He et al., 2009; 

Shin et al., 2007). Guanxi also influences the flow of resources (Luo et al., 2012; 

Wellman et al., 2002), with strong ties more likely to wield influence for instance in 

securing jobs through official sources (Bian, 1997).  

Guanxi ties can serve specialised purposes, for instance, providing access to tangible 

resources, or enhancing feelings of interpersonal connectedness (Wellman et al., 

2002). Delineating different kinds of Chinese social capital, Tang (2010) noted that 
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some ties provide information and advice benefits while others offer more social and 

emotional support. Guanxi can also smooth business interactions through norms of 

reciprocal cooperation (Luo et al., 2012). 

Finally, guanxi ties help businesses overcome barriers and challenges due to turbulent 

business environments and ineffective institutional infrastructure (Gu et al., 2008; Xin 

and Pearce, 1996), including weakness of market-supporting institutions, opaque 

regulations (Peng and Luo, 2000), and poor official communication (Tang, 2010). One 

scholar has noted that: 

Reliance on social networks and trust appears to be a characteristic of 

shortage economies with weak legal infrastructures, like Russia and 

China, where powerful officials control access to resources. In such an 

environment the accumulation of guanxi is necessary to achieve most 

goals, from acquiring housing to starting a business. (Saxenian, 2005: 

4) 

In unpredictable environments, guanxi thus provides a substitute for institutional 

infrastructure (Li, 2007; Peng, 2003), so that business leaders can access resources, 

information, and support to pursue business objectives (Xin and Pearce, 1996). 

4.8.5 Costs and contingencies 

As with the broader concept of social capital, guanxi relationships incur costs to the 

entrepreneur. The development and maintenance of business guanxi require 

significant investment, which can reduce or reverse advantages conferred (Adler and 

Kwon, 2000; Luo et al., 2012; Park and Luo, 2001). Given the strong affective nature 

of “inner circle” guanxi, the drawbacks are similar to those of over-embeddedness in 

strong tie networks. That is, information provided by strong ties becomes redundant, 

people rely too heavily on strong ties rather than seeking external sources of ideas and 

opportunities, and individuals must honour obligations or lose face (Tsui and Farh, 

1997; Yang, 1994). In emphasising affection or trust over competence, research has 

also found that business owners hire family and friends rather than the most qualified 

individuals (Jun and Si, 2010).  
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Mixed effects of guanxi on performance give rise to the study of contingencies. For 

instance, the influence of guanxi is thought to be stronger for smaller and newer firms 

versus large firms, for enterprises with lower managerial ability and limited resources 

(Park and Luo, 2001; Zhou et al., 2005), and for those in low-growth versus high-

growth sectors (Peng and Luo, 2000). Venture phase may also be relevant, as 

qualitative case studies of Chinese entrepreneurs in Beijing and Shanghai suggest that 

strong core ties are more important at launch and broad weak ties during growth 

phases (Guo and Miller, 2010). Effects based on type of tie, specifically government 

versus business ties, have also been studied (Luo et al., 2012). Interestingly, while 

close ties to government are widely viewed as important in China, they also increase 

official monitoring of firms’ behaviour, for instance regarding social and 

environmental performance (Hofman et al., 2015). Finally, some scholars find that 

guanxi is becoming less important to Chinese MSMEs due to the increased transition 

to a market economy (Tan et al., 2009). 

4.8.6 Declining influence of guanxi 

Some scholars argue that the influence of guanxi ties and practices in Chinese society, 

and particularly its importance for business, is decreasing due to continued market and 

institutional reforms (Atherton and Newman, 2016; Guthrie, 1998; Li et al., 2008; Luo 

and Chen, 1997; Tan et al., 2009). Yet others argue that guanxi has been an embedded 

force within Chinese culture for 5,000 years and will persist as a reflection of cultural 

values (Guo and Miller, 2010; Yang, 1994) and a strong informal norm (Li, 2007) that 

emphasises social relationships over attainment of individual goals (Farh et al., 1998).  

Whether the status quo is being challenged or maintained, the practice of guanxi in 

China has undergone adaptations in order to complement more market-oriented 

strategies (Tan et al., 2009; Yeung and Tung, 1996). For instance, the practice of 

reciprocal favours and gift-giving that was a crucial part of an informal framework of 

exchange during the country’s early reform period has become less necessary in recent 

years (Atherton and Newman, 2016). In addition, scholars have observed that guanxi 

practice as a “backdoor” means of corruption has declined since that early phase 

(Guthrie, 1998). Meanwhile, others note that guanxi ties based on affective relations 

are likely to endure (Guo and Miller, 2010), regardless of modern market conditions 
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and institutional reform (Li, 2007), just as social networks exist in other countries with 

high levels of economic development. In an attempt to reconcile opposing 

perspectives regarding guanxi, Luo et al. (2012) assert the continued value of business 

ties to facilitate market and information exchange, against the waning value of 

government ties, due to improvements in institutional conditions. Overall, Chen et al. 

(2013: 179) describe these changes as “paradoxical challenges of Chinese guanxi in an 

increasingly marketised modern China”. 

4.8.7 Gaps in guanxi literature 

Despite a growing body of literature on guanxi, certain gaps remain, as highlighted in 

a recent comprehensive review (Chen et al., 2013) and a meta-analysis (Luo et al., 

2012) authored by long-time leaders in guanxi research: 

 There is a need for conceptual clarity regarding dimensions and resources of 

guanxi ties. For instance, many macro-level studies do not address guanxi quality 

or tie strength, a critical aspect of the relationship, while guanxi research on 

egocentric networks of individuals has rarely examined structural features such as 

size (Chen et al., 2013). 

 

 Given the costs and potential disadvantages of guanxi, there is a need to address 

the double-edged sword of positive and negative implications (Chen et al., 2013: 

190). Few empirical studies test negative effects of guanxi on business outcomes 

(Luo et al., 2012). 

 

 Macro-level studies of guanxi tend to focus on positive effects of network ties and 

resources within them on firm performance, adopting a “simplistic guanxi-

performance view” (Chen et al., 2013: 189). Given mixed results (Luo et al., 

2012), it is important to seek contingencies affecting the relationship between 

guanxi and performance, applying additional theoretical perspectives.  
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 Finally, scholars have called for examination of the mechanisms by which guanxi 

connections boost venture performance (Chen and Chen, 2012; Tsang, 1998), for 

instance information, influence, support, and other network resources. 

 

4.9 Contingencies to social capital 

As debate continues regarding the links between network ties and entrepreneurial 

growth (Maurer and Ebers, 2006; Stuart and Sorensen, 2007), scholars have called for 

examination of contingencies that influence the effect of entrepreneurs’ social capital 

on venture outcomes (Martinez and Aldrich, 2011). Previous work indicates that firm 

age, industry, and institutional context influence the impact of social networks on 

venture outcomes (Martinez and Aldrich, 2011; Stam et al., 2014). Others assert the 

value of tie type, for instance government ties as a critical resource for Chinese 

entrepreneurs (Park and Luo, 2001; Xin and Pearce, 1996), while more recent work 

suggests that the necessity of government ties is declining for private firms (Guo and 

Miller, 2010; Luo et al., 2012). While networks are clearly important to Chinese firms, 

social capital alone is not enough to generate performance (Peng and Luo, 2000). 

Individual contingencies are also discussed, such as how an entrepreneur’s individual 

characteristics influence deployment of social capital, affecting outcomes (Hoang and 

Yi, 2015). This research direction reflects early literature on social capital, which 

views individuals as socially embedded but not “oversocialised” in the sense that 

individuals are influenced but not completely controlled by their social contexts 

(Coleman, 1988; Granovetter, 1985). The study of social networks thus does not rely 

solely on the effect of relationships but also includes individual properties (Kilduff 

and Brass, 2010) such as motivational (Marvel et al., 2016) and psychological 

(Gedajlovic et al., 2013) characteristics. 

As social networks both incur obligations and confer advantages, questions emerge as 

to how entrepreneurs can best generate value from their networks. Scholars have noted 

that the value of social capital hinges on the individual’s ability to derive benefits 

from network ties (Portes, 1998), including for entrepreneurs in emerging economies 
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(Bhagavatula et al., 2010). Scholars examining the down side of networks therefore 

suggest greater focus on individual “modifiable characteristics” of entrepreneurs who 

“co-specialise” with social capital to enhance their access to beneficial resources in 

networks (Kreiser et al., 2013). 

While social capital is clearly important to entrepreneurial performance, empirical 

findings are mixed (Hoang and Antoncic, 2003; Stam et al., 2014). Entrepreneurs may 

differ in their ability to generate value from social networks (Fang et al., 2015; Lin, 

1999), yet little work exists regarding this topic (Baron, 2007; Stuart and Sorenson, 

2007). Scholars have therefore recommended more attention be paid to the effect of 

entrepreneurs’ individual attributes on their application of networks to pursue business 

outcomes (Kilduff and Brass, 2010; Stam et al., 2014). 

4.10 Gaps and research opportunities 

Despite considerable research, debate continues regarding whether and how various 

elements of social capital influence entrepreneurial performance. Stam et al. (2014: 

153) note, “The dimensions of entrepreneurs’ social capital that enhance small firm 

performance … remain an open question”. Three important dimensions in the social 

capital research are the structural approach, based on patterns of connections (Aldrich 

and Zimmer, 1986; Burt, 1992; Granovetter, 1990); the relational approach (Coleman, 

1988; Gulati et al., 2011), including Granovetter’s weak ties (1973) and Uzzi’s 

concept of strong ties and embeddedness (1996); and the resource approach 

(Granovetter, 1983; Podolny and Baron, 1997) based on Lin’s (1999) social resource 

concept regarding resources embedded in social networks.  

In view of these dimensions, key gaps remain in the research, including: 

 The resource aspect of social capital: Much early research on social capital 

focused on structural aspects of networks, such as centrality, followed by a large 

body of work on relational aspects such as strong and weak ties. Much less 

empirical work has focused on the resource dimension (Gedajlovic et al., 2013; 

Lin, 1999), leading scholars to call for greater attention to the resources moving 
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through network channels (Kilduff and Brass, 2010). In particular, the extant 

research fails to distinguish clearly between the effects of structural elements (such 

as size), relational elements (such as strength), and resources (such as knowledge 

or trust) (Gedajlovic et al., 2013). 

 

 Contingencies of strong/weak ties: The frequent use and imprecise definition of 

the terms “weak” and “strong” ties leave much room for ambiguity as to the nature 

of the interaction as well as the kind of resources transmitted via strong versus 

weak ties. Thus, the influence of strong versus weak ties on firm outcomes 

remains unclear. Some researchers find that young firms need strong ties (Hite and 

Hesterley, 2001), while others find that weak ties are more useful (Elfring and 

Hulsink, 2007). The role of tie strength relative to the resource dimension, as well 

as contingencies influencing the effect of strong and weak ties, has not been well 

studied. 

 

 Down side: While much has been written about the benefits of social capital to 

entrepreneurs, the disadvantages or costs have received much less attention. Extant 

research addressing negative aspects of networks tends to focus on detriments to 

outsiders excluded from cohesive networks (Deakins et al., 2007) or cultures that 

discourage commercial entrepreneurship (Light and Dana, 2013), rather than the 

direct disadvantages or costs to the entrepreneur of his or her own network (Adler 

and Kwon, 2002). Few empirical studies test negative effects of social ties on 

business outcomes (Luo et al., 2012), leading scholars to call for greater focus on 

how network relationships may hamper entrepreneurial activity (Gedajlovic et al., 

2013; Hoang and Yi, 2015). 

 

 Emerging-economy environment: The value of social networks varies in different 

institutional contexts (Stam et al., 2014), yet most work on social capital and 

entrepreneurs published in top management journals continues to focus on highly 

developed and Western economies, with only a modest showing for emerging-

economy entrepreneurs. Thus, the boundaries of social network theory, which was 
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largely developed within a Western context, have not been thoroughly tested in 

settings of extreme resource constraint in emerging economies. 

 

 Gaps in the guanxi literature specifically include a need to address the influence of 

resources, tie quality, and network structure; to describe the potential down sides 

of guanxi; and to work toward a clearer understanding of contingencies 

influencing the link between guanxi relationships and business outcomes (Chen 

and Chen, 2012; Luo et al., 2012). 

 

 Numerous scholars call for greater examination of contingencies influencing 

effects of social capital (Adler and Kwon, 2002), specifically on venture outcomes 

(Martinez and Aldrich, 2011). For instance, network research has failed to fully 

account for human agency, including psychological factors and the motivation to 

utilise social networks (Kilduff and Brass, 2010), as well as the degree to which 

entrepreneurs’ personalities may influence the value of social networks (Stam et 

al., 2014), including their ability to leverage social networks for benefit 

(Kodithuwakku and Rosa, 2002). Such contingencies may reflect motivational 

factors (Marvel et al., 2016) and psychological attributes (Gedajlovic et al., 2013), 

including malleable characteristics of entrepreneurs that facilitate access to 

network resources (Kreiser et al., 2013: 560). 

Addressing this call for examination of contingencies, as well as psychological factors 

influencing venture outcomes, the next chapter introduces the concept of 

psychological capital of entrepreneurs and examines the research relevant to venture 

performance, including in an emerging-economy context. 
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4.11 Conclusion 

This chapter has presented the major social capital literature as it pertains to 

entrepreneurs and specifically to small entrepreneurs within emerging economies in 

Asia. The literature to date provides a springboard to examine the effect of specific 

dimensions of social capital on performance, including structural, relational, and 

resource perspectives. Several gaps emerge from the literature review, such as the 

effects of different network resources on performance, negative impacts of specific 

kinds of social capital, and the potential for contingencies influencing the impact 

between social capital and performance. The next chapter looks more closely at 

psychological capital. 
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Chapter 5  Psychological Capital 

5.1 Introduction 

This chapter provides an overview of psychological capital, or PsyCap, defining the 

construct and its dimensions, reviewing the literature, and describing key findings 

regarding psychological capital and its relationship to individual and firm performance 

and entrepreneurs. Limitations, critical aspects, and possible negative impacts of 

PsyCap are presented. The relevance and application of psychological capital in 

emerging economies and specifically China are discussed. Research using 

psychological capital as a moderator is then examined, followed by a discussion of 

PsyCap in relation to other resources. Finally, research gaps in the literature are 

described, relevant to human capital, social capital, and entrepreneurship. 

5.2 Overview of psychological capital  

Drawing from research on positive organisational behaviour (Seligman and 

Csikszentmihalyi, 2000), Luthans and colleagues developed the concept of 

psychological capital to capture an individual’s psychological capacities that can be 

measured, developed, and exploited for individual or organisational effectiveness 

(Luthans, 2002; Luthans and Youssef, 2004; Luthans et al., 2007a). From their work, 

psychological capital emerged as a higher-order construct encompassing the 

measureable individual qualities of self-efficacy, hope, optimism, and resilience 

(Luthans et al., 2007a, 2007b). In the last decade, a rapidly expanding body of 

literature, including more than 60 articles in ranked management and entrepreneurship 

journals, has examined the role of psychological capital in organisations, including 

within entrepreneurial start-ups (Ardichvili, 2011; Newman et al., 2014b). Within 

management theory, the PsyCap construct is grounded in the resource-based 

perspective in terms of illuminating linkages between strategic resources and 

organisational performance (Crook et al., 2008). It also reflects recent scholarship on 

the micro-foundations of resources and capabilities, in which scholars call for greater 

exploration of individuals’ mindsets (including for example their motivations) and 

interactions (Foss, 2011) to better understand how firms deploy human abilities to 

generate economic value (Coff and Kryscynski, 2011). 
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PsyCap has particular relevance for entrepreneurship research: in order for new 

ventures to generate superior performance, entrepreneurs must be motivated and able 

to deploy other assets to achieve their business goals (Coff and Kryscynski, 2011). 

PsyCap serves as such a motivational force because, as one PsyCap researcher puts it: 

“These psychological resources provide a source of motivational energy that fuels 

goal striving and persistence at work regardless of circumstances” (Wernsing, 2014: 

2).  

5.2.1 Definition and perspective 

Psychological capital is defined as “an individual’s positive psychological state of 

development” or “motivational propensity to accomplish tasks and goals” (Luthans et 

al., 2007b: 2, 8). The latent construct of PsyCap comprises four sub-dimensions that 

describe the extent to which an individual (1) has confidence to work toward success 

in challenging tasks (self-efficacy); (2) exhibits a positive attitude about succeeding at 

present and in the future (optimism); (3) exhibits persistence toward the achievement 

of goals, and when necessary redirects paths to goals in order to have a greater chance 

of success (hope); and (4) shows the ability to bounce back and achieve success when 

faced with challenges and adversity (resilience) (Luthans et al., 2007b).  

Via these four sub-dimensions, PsyCap has been shown to have strong links to 

behaviour and performance, as noted by leading PsyCap scholars: 

Individuals higher in PsyCap are likely to be energized and put forth 

effort that is manifested in higher performance over extended periods 

of time. Overall, PsyCap should facilitate the motivation for 

intentional, agentic behavior toward successfully accomplishing goals 

and tasks leading to better performance than those lower in PsyCap. 

(Avey et al., 2011: 9)  

The four sub-dimensions of psychological capital (self-efficacy, optimism, hope, and 

resilience) were selected based on prior published research as well as specific criteria 

for inclusion. For a construct to be included, it needed to be well grounded in theory 

or research, possess valid measures, and be state-like (as opposed to trait-like) in that 

it is subject to change and can be developed for performance (Luthans et al., 2006, 

2010). Each of the four sub-dimensions is described briefly below. 
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5.2.2 Self-efficacy 

The concept of self-efficacy emerged from Bandura’s social cognitive theory (1997), 

and refers to an individual’s belief in their ability to motivate themselves, deploy 

cognitive resources, and take action to undertake tasks and achieve a high standard of 

performance (Stajkovic and Luthans, 1998). Individuals with high levels of self-

efficacy believe they can overcome adversity, control outcomes, and persist toward 

completion of goals despite significant challenges, while those with low self-efficacy 

generally do not believe they will succeed (Bandura, 1997). Regarding performance, 

people high in self-efficacy will apply their efforts in the direction of goals they 

believe they can achieve (Avey et al., 2011). 

5.2.3 Optimism 

Optimism describes an individual’s expectation of positive outcomes (Carver and 

Scheier, 2002). For people high in optimism, positive expectations motivate them in 

pursuit of goals while coping with challenges. In contrast, those with pessimistic 

outlooks are more likely to be hindered by doubt and negative expectations, and are 

thus more likely to give up when faced with adversity (Scheier et al., 2001). 

Optimistic people make internal attributions regarding past successes, and maintain 

positive expectations regarding future results (Avey et al., 2011). Compared to self-

efficacy, individuals’ optimism tends to be more stable across time and context, yet 

optimism still varies within individuals based on positive experiences and conscious 

development (Seligman, 1990).  

5.2.4 Hope 

Hope is described as “a positive motivational state that is based on [a] ... sense of 

successful (a) agency (goal-directed energy) and (b) pathways (planning to meet 

goals)” (Snyder et al., 1991: 287). Agency refers to the motivation or will to achieve 

successful outcomes in specific tasks, while pathways describe the route or means by 

which a task can be accomplished. Hopeful individuals possess both the willpower to 

successfully complete a given task (agency) and a viable means (pathway) to do so 

(Luthans et al., 2008a), helping them to generate myriad solutions to solve problems 

(Avey et al., 2011). 
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5.2.5 Resilience 

Resilience describes an individual’s ability to rebound from adverse experiences as 

well as to cope with risk, uncertainty, or failure (Masten and Reed, 2002). Resilient 

individuals have the ability to adapt when faced with negative experiences, remaining 

flexible to changing demands, open to new experiences, yet emotionally stable 

(Tugade and Fredrickson, 2004). They can respond positively despite setbacks and 

continue to persevere (Avey et al., 2011). As seen with other psychological qualities 

such as self-efficacy, research suggests that resilience is state-like and can change over 

time or be developed through conscious effort (Coutu, 2002). There is increasing 

evidence that resilience influences employee performance (Luthans et al., 2005), in 

particular empowering individuals to navigate turbulent and demanding workplaces 

(Tugade and Fredrickson, 2004). 

5.3 Validity and reviews 

The construct of PsyCap is measured using a 24-item questionnaire,
20

 and has been 

tested for discriminant and internal validity in a variety of organisational settings 

(Peterson et al., 2011) and countries (Wernsing, 2014). Confirmatory factor analysis 

(CFA)
21

 in prior studies has shown that PsyCap is best considered as a second-order 

factor (Avey et al. 2010a; Luthans et al., 2007b, 2008b), with the measurement items 

and the four sub-dimensions fitting well the single higher-order construct of PsyCap. 

Since PsyCap was introduced more than 10 years ago, four papers have provided an 

overview of research applications for the construct: a meta-analysis, a review of the 

PsyCap questionnaire’s psychometric properties, a literature review, and an 

international analysis (Avey et al., 2011; Dawkins et al., 2013; Newman et al., 2014b; 

Wernsing, 2014). These papers confirm the veracity of PsyCap as a construct while 

making recommendations for its refinement and the refinement of the measurement 

instrument, as well as for future research, as follows. 

                                                 

20
 Permission was granted by Mindgarden, Inc. to translate and use the 24-item PsyCap questionnaire. 

Copyright laws prohibit reproduction of the questionnaire within doctoral theses or other publications. 
21

 Confirmatory factor analysis (CFA) is a statistical technique that was developed to test whether a 

construct's measures are consistent with that construct or 'factor', that is, whether the data actually fit 

the theoretical model (Klein, 2005). See sections 5.3 and 8.4 for more on CFA pertaining to this study. 
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5.3.1 Meta-analysis and psychometric review 

In a meta-analysis of 51 independent research samples (N=12,567)
22

, Avey et al. 

(2011) report a mean Cronbach’s alpha reliability score of .88 for the four-factor 

construct. The authors report significant positive relationships between PsyCap and 

employee attitudes, desirable work behaviours, and performance, and significant 

negative relationships between PsyCap and undesirable employee attitudes and 

behaviours, in a range of settings, including the US, Australia, China, and India.  

Meanwhile, an analysis of the construct’s psychometric properties found high internal 

validity, with 28 of 29
23

 studies showing Cronbach’s alpha scores considerably above 

the .70 minimum (Dawkins et al., 2013). The authors confirm the utility of the 

construct in management studies and recommend technical and theoretical 

improvements going forward, for instance regarding measurement (e.g., 

reconsideration of the three reverse-worded items), clarification of state versus trait-

like qualities via longitudinal studies, and careful consideration of additional 

dimensions to the current four-factor construct.
24

 

5.3.2 Research applications and global relevance 

In a systematic literature review, Newman et al. (2014b) examine the role of PsyCap 

as a predictor, mediator, and moderator of work outcomes, as well as antecedents to 

PsyCap. They confirm that PsyCap has positive effects not only on the behaviour, 

attitudes, and performance of individuals but also on a range of outcomes such as 

innovation, creative performance, job search behaviour, safety climate, and lack of 

absenteeism. They suggest possible measurement improvements, and call for greater 

analysis of the mechanisms underlying PsyCap’s effects on outcomes at the 

individual, team, and organisation level, as well as identification of moderators 

influencing the relationship between PsyCap and its outcomes. 

                                                 

22
 The meta-analysis by Avey et al. (2011) included 15 published journal articles and 30 new studies 

not yet published from the US, China, India, and Australia. 
23

 Dawkins et al. (2013) excluded numerous studies that did not meet their stringent methods criteria. 
24

 For the current study, the decision was made to eliminate three reverse-worded items, per Dawkins et 

al. (2013). See Chapter 7 for methods. Other recommendations from Dawkins et al. (2013) have not yet 

been agreed upon or widely implemented by PsyCap scholars. 
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A further study examines measurement variance across national contexts (Wernsing, 

2014). Using data for 56,363 employees in a transnational firm in 12 countries 

representing global cultures (Brazil, China, Germany, India, Italy, Mexico, Poland, 

South Africa, Sweden, Turkey, the UK, and the US), the study finds that respondents 

have a similar understanding of PsyCap in different cultures, but also identifies some 

measurement invariance in responses. Confirmatory factor analyses (CFAs) on data 

for each country meet minimum standards for model fit, with the statistical tests such 

as comparative fit index (CFI) and root mean square error of approximation (RMSEA) 

yielding acceptable results of CFI>.90 and RMSEA<.08.
25

 This confirms that PsyCap 

is an appropriate construct in different cultural settings. (Results by country are shown 

in Table 5.1.) However, the study notes that a three-factor model, omitting optimism, 

is a slightly better fit for the data in some settings, perhaps due to redundancies of 

optimism with other dimensions or difficulty translating colloquial English into a 

locally relevant equivalent. Given the acceptable fit for the four-factor construct in 

China, the current study continues to apply the original model.
26

  

In other work, PsyCap has been compared to the previously developed framework of 

the “Big Five” personality traits of extroversion, conscientiousness, agreeableness, 

emotional stability, and openness to experience (Barrick and Mount, 1991). Unlike 

such measures, which are relatively stable over time, PsyCap is considered state-like 

rather than trait-like. That is, it is subject to change and development over time 

(Luthans et al., 2010), as seen in longitudinal re-test studies of subjects (Luthans et al., 

2007b). Lee and Choi (2014) also indicate that PsyCap is distinct from the Big Five 

personality traits, controlling for these traits in their study of PsyCap and employee 

outcomes among 373 employees from 10 companies in South Korea. They find that 

individual levels of PsyCap positively predicted self-performance ratings, work 

happiness and subjective well-being after controlling for individual personality traits.  

                                                 

25
 Based on thresholds discussed by Hu and Bentler, 1999. For more on CFA, CFI, and RMSEA 

relevant to PsyCap and the current study, see sub-section 8.4.2. 
26

 The four-factor model for the China sample had acceptable CFI=.93 and RMSEA=.076, compared to 

the US sample with CFI=.91 and RMSEA=.078. The three-factor model was a slightly better fit both in 

China (CFI .95 and RMSEA .072) and in the US (Wernsing, 2014). 
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Table 5.1  PsyCap in 12 Countries: Means, Variance, and Reliability  

Source: Wernsing (2014) 

 

5.3.3 Limitations of PsyCap 

In addition to positive effects, critical review of PsyCap is useful because too high a 

level of PsyCap or its subdimensions may distort an individual’s judgment and 

decision-making and prevent acknowledgement of personal limits and organisational 

faults (Hayward et al., 2006; Judge et al., 1997; Vancouver et al., 2002). Looking at 

the subdimensions of PsyCap, self-efficacy levels of entrepreneurs usually have strong 

associations with firm performance (Zhao et al., 2005; Markman et al., 2002; Baum 

and Locke 2004). However, very high levels of confidence may lead to hubris 

harming entrepreneurial efforts (Hayward et al., 2006), as individuals become 

overconfident in their abilities, performance, and judgments (Judge et al., 1997). As 

noted by Bandura (1997), extreme overconfidence may lead people to take on tasks 

that are overly challenging. Similarly, work on negative self-efficacy (Vancouver et 

al., 2002; Vancouver et al., 2001) finds that inflated self-efficacy can be debilitating, 

while related research finds small amounts of self-doubt (i.e., modest levels of self-

efficacy) may inspire individuals to work harder to achieve performance (Baum and 

Locke, 2004), suggesting a curvilinear relationship between efficacy and performance. 

 

Similar limits are seen for optimism, which is a useful quality in terms of social image, 

self-presentation, and selling (Helweg-Larsen et al. 2002). However, over-optimism 

can lead to illusions in favour of a desired outcome (Shepperd et al. 2002). Thus, 
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entrepreneurs with too much optimism may fail to evaluate opportunities carefully, 

become overconfident, and take risky shortcuts to decisionmaking (Hmieleski and 

Baron, 2009; Hayward et al. 2006). Thus, some studies find that optimism has a 

curvilinear relationship with individual performance (Brown & Marshall, 2001; Judge 

& Ilies, 2004), suggesting too much optimism can be harmful. 

 

Additional critical review focuses on the quality of PsyCap’s psychometric properties 

(Dawkins et al. 2013); while this recent analysis confirmed validity and utility of the 

construct, it also noted certain weaknesses and recommended possible improvements. 

These include eliminating the construct’s three reverse-worded items (e.g., “If 

something can go wrong for me at work, it will.” ) as they tend to be less reliable and 

may not translate well to other languages, and adding other dimensions relating to 

emotional intelligence to the four-factor construct. Scholars have not yet agreed on 

these changes, which might strengthen the construct going forwards. 

 

In a second critical review, Wernsing's 2014 study analyses PsyCap's measurement 

variance across national context by examining data from more than 56,000 employees 

at a multinational corporation in 12 countries representing major world cultures. 

While the construct proved broadly applicable, some problems occurred with the 

subdimension optimism, including in China and the US. While the four-factor model 

including optimism showed acceptable fit in both China and the US, a three-factor 

model eliminating optimism showed slightly better fit for Chinese and American 

employees, suggesting limits to the benefits of optimism, as noted by other scholars. 

 

With these limitations in mind, the next sections will discuss the role of PsyCap as a 

predictor of work outcomes. 

 

5.4 PsyCap in the workplace 

To date, the majority of empirical work involving PsyCap has focused on its 

relationship with the work outcomes of employees within organisations, with a 

smaller, more recent body of work focusing on entrepreneurs. A brief discussion of 

PsyCap as it pertains to employees and employee outcomes is provided below, 
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followed by a specific discussion of PsyCap in an entrepreneurial setting and its 

relationship with performance.  

5.4.1 PsyCap and employee attitudes and behaviour 

Dominating the growing PsyCap literature, numerous studies examine the relationship 

between the PsyCap levels of employees and their individual and work outcomes. For 

instance, links have been observed between employees’ individual levels of PsyCap 

and their attitudes, including job satisfaction, organisational commitment, and staying 

intentions (Avey et al., 2010a; Luthans et al., 2007b). In a meta-analysis of 51 

independent samples, significant positive associations were found between the PsyCap 

of employees and desirable outcomes such as well-being, organisational commitment, 

and job satisfaction, with r ranging from .48 to .57 (Avey et al., 2011). Significant 

negative links are seen between undesirable outcomes (e.g., cynicism, stress) with r 

ranging from -.29 to -.49 (Avey et al., 2011). 

PsyCap has been found to be significantly associated with employee behaviours such 

as organisational citizenship behaviours, (reduced) absenteeism, and (reduced) job 

search behaviour (Avey et al., 2008, 2010a; Chen and Lim, 2012). The 2011 meta-

analysis found significant positive associations between PsyCap and desirable 

organisational citizenship behaviours (r=.45), and a significant negative association 

with deviant behaviours (r=-.42) (Avey et al., 2011). PsyCap has also been found to 

have positive implications for individuals’ well-being and stress relief in the 

workplace (Cole et al., 2009; Culbertson et al., 2010). Finally, a positive relationship 

has also been found between PsyCap and creativity (Rego et al., 2012a; Sweetman et 

al., 2011), as well as problem-solving ability and innovation (Luthans et al., 2011). 

5.4.2 PsyCap and performance 

Moving to work performance, a positive association has been established between 

PsyCap and individual-level job performance, even after controlling for individual 

personality and core self-evaluations (Luthans et al., 2007b). In a longitudinal study, 

increases in employees’ PsyCap over time were positively related to financial 

performance, in terms of individual sales figures, as well as to supervisor-rated 

performance (Peterson et al., 2011). Similarly, PsyCap was positively related to 
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financial outcomes and manager-rated performance of financial services employees 

(Avey et al., 2010b). At a group level, the PsyCap of team members in the retail 

industry was aggregated and found to have positive links to group performance 

(Clapp-Smith et al., 2009). The 2011 meta-analysis (Avey et al., 2011) found 

significant positive associations between PsyCap and employee performance as 

measured by supervisor evaluations (r=.35), self-rated performance (r=.33), and 

objective measures such as sales (r=.27). 

Although PsyCap was originally conceptualised and examined in the US, the positive 

relationship between PsyCap levels and job performance of employees has also been 

observed in settings outside the US, including among workers in Portugal (Rego et al., 

2012a, 2012b), Vietnam (Nguyen and Nguyen, 2012), and Taiwan and mainland 

China (Liu, 2013; Sun et al., 2012; Zhong, 2007). Notably, among Chinese workers in 

state and private factories, PsyCap had a positive association with job performance 

(Luthans et al., 2005) even when controlling for tenure (Luthans et al., 2008b). 

Wernsing’s 2014 study of PsyCap among employees across 12 countries included 

large emerging economies such as Brazil, China, India, and South Africa, indicating 

comparable levels of PsyCap in these settings. (See Table 5.1.)  

5.4.3 PsyCap and leadership 

Scholars have recently begun to integrate perspectives from the PsyCap literature and 

the field of leadership studies to examine the influence of leadership on followers’ 

work outcomes. This is relevant because business owners or entrepreneurs act as 

leaders of their firms, influencing employees and their performance. For instance, the 

PsyCap of organisational leaders was found to be positively related to followers’ 

PsyCap, which then positively influenced followers’ performance (Walumbwa et al., 

2010). In a study of global leaders in Fortune 100 multinational companies, leaders’ 

PsyCap levels were also found to have positive links to followers’ PsyCap, mediated 

by the quality of the relationship (Story et al., 2013). In addition, authentic leadership 

styles (Wooley et al., 2011) as well as transformational leadership (McMurray et al., 

2010) have been found to be linked to followers’ PsyCap levels. 
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5.4.4 PsyCap as a mediator of performance 

Other studies have examined PsyCap as a mediator between various antecedents and 

work performance, but infrequently as a moderator. Known antecedents to 

psychological capital include a supportive organisational environment (Luthans et al., 

2008a), interventional activities such as goal-setting, brainstorming, and vicarious 

learning (Luthans et al., 2006), and leadership styles (Peterson et al., 2009; 

Walumbwa et al., 2010). For instance, PsyCap has been found to mediate the 

relationship between leadership and outcomes. In a recent study, PsyCap was found to 

mediate the relationship between transformational leadership and followers’ 

organisational citizenship behaviours and job performance (Gooty et al., 2009). In 

addition, PsyCap mediated the link between authentic leadership and employees’ 

creativity (Rego et al., 2012a), and between perceived supervisor support and job 

performance (Liu, 2013).  

The consistent linkages seen between levels of PsyCap and work outcomes, including 

the influence of leaders’ PsyCap, opens the door to a discussion of PsyCap in an 

entrepreneurial setting. This is of interest as entrepreneurs are not only workers 

themselves, but also lead their own companies.  

5.4.5 PsyCap as a moderator of outcomes 

While PsyCap has been widely studied as a main predictor and a mediator of work 

outcomes, very little research has been undertaken examining its contingency effects 

on outcomes. This is surprising given that PsyCap is conceptualised as a resource with 

potential motivational and buffering effects. Three relevant studies, mentioned below, 

examine PsyCap’s contingency effects, although none focuses on entrepreneurs.  

In a study of 231 employees from various organisations in Pakistan (Abbas et al., 

2013), PsyCap was found to moderate the negative relationship between perceived 

organisational politics and job satisfaction, such that those with higher PsyCap 

experienced fewer ill effects. PsyCap also moderated the positive relationship between 

organisational politics and turnover intentions, such that high-PsyCap employees were 

more likely to consider leaving a politically charged workplace. In a study of 264 

schoolteachers in China, PsyCap moderated relationships between emotional labour 
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on the job and burnout as well as job satisfaction, with the associations weaker for 

teachers high in PsyCap (Cheung et al., 2011). Similarly, a study of 390 student 

employees in the US looked at levels of stress and the tendency to behave in an 

uncivil manner at work (Roberts et al., 2011). Individual levels of PsyCap moderated 

the effect of job stress on incivility so that the link between stress and “bad behaviour” 

was weaker for people higher in PsyCap.  

These studies point to two important functions of psychological resources. First, 

PsyCap can serve as a buffer, or “threat neutraliser”, insulating individuals from 

otherwise negative influences (Abbas et al., 2013: 1,826). For instance, “individuals 

high in PsyCap may better cope with these stressors and, as a result, respond more 

positively [while] individuals low in PsyCap may react to a threatening situation with 

negative emotion” (Roberts et al., 2011: 6). At the same time, PsyCap can motivate 

problem-solving actions, as “psychological resources … equip individuals with the 

cognitive and emotional resources necessary to push them away from a threatening 

political workplace” toward more positive work options (Abbas et al., 2013: 1,826).  

The dual roles of PsyCap as enhancer of positive effects and buffer of negative effects 

of workplace phenomena have important implications going forward, not only for 

employees but also for entrepreneurs. The next section discusses the role of PsyCap 

for entrepreneurs in developed and emerging-economy settings. 

5.5 PsyCap and entrepreneurs 

Despite much work investigating the construct of PsyCap among employees and 

within organisational settings, only limited research has examined PsyCap in an 

entrepreneurial setting. Yet psychological strength is particularly relevant to 

entrepreneurs because it is thought to endow individuals with internal resources to 

cope with the challenges that are an integral part of the entrepreneurial process 

(Hmieleski and Carr, 2008; Newman et al., 2014a). In particular, PsyCap has the 

potential to make a significant difference for individuals in trying circumstances 

(Luthans and Youssef, 2007), for instance those striving to overcome resource 

constraints in difficult operating environments.  
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Underlying recent work on PsyCap and entrepreneurs is previous work on the sub-

dimension of self-efficacy, as well as other attributes of entrepreneurs. Previous 

studies have found a positive relationship between self-efficacy and venture growth 

and performance (Baum and Locke, 2004; Chandler and Jansen, 1997; Hmieleski and 

Corbett, 2008). High levels of self-efficacy increase goal-setting and -seeking 

(Bandura, 1997) and enhance entrepreneurs’ belief in their ability to handle challenges 

(Bullough et al., 2014). Indeed, Dimov (2010: 1,128) describes how self-efficacy is 

viewed as a “distinct characteristic of entrepreneurs…and an important factor in the 

decision to become and persevere as an entrepreneur” (see also Chen et al., 1998). 

Incorporating the concept of self-efficacy with other dimensions, research on PsyCap 

finds a positive relationship with entrepreneurial processes and outcomes. For 

instance, entrepreneurs with higher PsyCap may be more likely to view resource 

constraints as challenges than as threats (Chadwick and Raver, 2013), manage conflict 

effectively (Zou et al., 2016), have higher growth aspirations (Kauko-Valli and 

Haapanen, 2013), and experience lower levels of stress (Baron et al., 2016). PsyCap 

has also been found to be a valuable resource to start-ups in dynamic industry 

environments (Hmieleski and Carr, 2008; Hmieleski et al., 2015). 

5.5.1 PsyCap and dynamic environments 

Hmieleski and co-authors (Hmieleski and Carr, 2008; Hmieleski et al., 2015) were the 

first to clearly establish a positive link between entrepreneurs’ psychological capital 

and new venture performance. In a study of 223 entrepreneurs in the US, they found 

that PsyCap effectively predicted performance (r=.16, p<.05) especially in dynamic or 

unpredictable industry environments. That is, the relationship of PsyCap with venture 

performance became more positive as industry dynamism increased (r=.44, p<.01). 

Although the study examined the main effects of PsyCap and how it interacts with the 

industrial environment to predict the performance of US entrepreneurs, it failed to 

examine other contingency factors of the PsyCap/performance relationship. 

5.5.2 PsyCap and stress 

In a study of 160 US entrepreneurs, Baron et al. (2016) applied Attraction–Selection–

Attrition theory (Schneider et al., 1995) to show that individuals who select and 
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persevere in entrepreneurship have a high ability to tolerate stress, thus reporting 

lower levels of perceived stress than the general population, in part due to high levels 

of PsyCap. In addition, the study found that age moderated the effects of PsyCap on 

stress reduction. That is, the level of PsyCap was negatively related with the level of 

perceived stress, and this effect was stronger for older entrepreneurs. The authors 

concluded that PsyCap is a valuable internal resource helping individuals to deal with 

the stresses of entrepreneurship (Baron et al., 2016).  

Baron et al. (2014) also found a significant positive relationship between PsyCap and 

firm performance, as measured by a subjective self-report measure of performance 

relative to other new ventures in the same industry. The authors report this effect as 

r=.34 (p<.01) but then use performance as a control, with subjective well-being as the 

main outcome variable.
27

  

5.5.3 PsyCap and threat perceptions 

In a study of 105 Canadian entrepreneurs enrolled in a government business 

development programme, Chadwick and Raver (2013) also examined how 

entrepreneurs cope with environmental stressors, theorising that those with higher 

psychological capital are more likely to view resource constraints as challenges rather 

than as threats (Chadwick and Raver, 2013). In this way, PsyCap may influence their 

interpretation of events, moderating the relationship between resource constraints and 

improvement activities. Their mixed-methods study proposes that those who perceive 

resource constraints as a threat may be unable to cope due to stress, and thus fail to 

engage in activities needed to succeed. The authors also suggest that those who view 

constraints as a challenge are better able to take action to improve their situation, 

reframing them in a positive light. 

                                                 

27 
This study found a positive main effect of PsyCap on growth. However, its actual outcome variable 

was subjective well-being of entrepreneurs, a non-financial measure. In terms of methodological 

limitations, as a postal survey the response rate was 9.86 percent. 
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5.5.4 PsyCap and conflict management 

A study of entrepreneurs receiving venture capital (VC) in Beijing and Shanghai 

established that PsyCap helps entrepreneurs cope with conflict, in part by enhancing 

feelings of security in their interactions (Zou et al., 2016). Based on nine in-depth 

interviews with recipients of VC funding, the authors explore how entrepreneurs 

manage conflict in the post-investment phase of the VC relationship. They find that 

PsyCap empowers entrepreneurs to cope with conflicts in the asymmetric power 

relationship with funders, for instance by choosing a conflict management strategy 

such as collaboration, competition, accommodation, and/or avoidance. Specifically, 

entrepreneurs with high self-efficacy, hope, optimism, and resilience were more likely 

to adopt collaborative strategies to resolve conflict (although those high in self-

efficacy and resilience also engaged in competing strategies).  

5.5.5 PsyCap and growth aspirations  

In a study of 407 Finnish entrepreneurs, Kauko-Valli and Haapenen (2013) argue that 

PsyCap is necessary in order for entrepreneurs to create competitive advantage in the 

face of the complexity and uncertainty inherent in the entrepreneurial process. Of the 

four dimensions of PsyCap, hope and, to a lesser degree, self-efficacy were most 

closely related to the growth aspirations of entrepreneurs, suggesting greater potential 

for venture growth, job creation, and contribution to economic development. 

5.6 PsyCap and entrepreneurs in emerging economies 

Of these five studies on PsyCap and entrepreneurs, three were undertaken in North 

America, one in northern Europe, and one among educated high-tech VC 

entrepreneurs in China’s largest cities. While only a few studies focus on PsyCap and 

entrepreneurs generally, even fewer focus on the psychological resources of small-

scale entrepreneurs in emerging economies, in part because of the obstacles to 

collecting sensitive data in remote locations. The conditions in emerging economies 

are challenging, quality data are difficult to access, and rigorous field studies are often 

not feasible (Webb, 2014). Nonetheless, some findings have emerged. 
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In a study of 432 Nigerian entrepreneurs, Adekunle (2011) applied personal agency 

belief to measure business performance among micro-enterprises in the food and 

agricultural processing industries. He found that self-efficacy (based in part on the 

concept of entrepreneurial self-efficacy developed by Chen et al., 1998) accurately 

predicted growth in a range of outcomes, including annual growth in savings, 

employees, profits, and sales. In a study of 384 entrepreneurs in two business districts 

in central Uganda, Baluku et al. (2016) found that psychological capital as well as a 

combined measure of entrepreneurs’ financial, material, and knowledge resources 

both had significant positive associations with entrepreneurial success. In particular, 

self-efficacy increased entrepreneurs’ belief in their likelihood of succeeding when 

pursuing business opportunities (Baluku et al., 2016). 

In a study of 148 micro and small enterprises in the textile and handloom industry in a 

cluster of artisans in Gujarat, India, Prajapati and Narayan (2011) found that the self-

efficacy of micro-entrepreneurs had a significant positive relationship with subjective 

measures of performance. In fact, with a large effect size (β=.62), the relationship of 

self-efficacy to self-reports of performance was stronger than the effects of any 

demographic variable or human or social capital measure in the study. The authors 

observe: “The present research revealed that the entrepreneur’s belief in her/his 

capabilities to organise and execute various business tasks is essential for the overall 

development of enterprise” (Prajapati and Narayan, 2011: 241). 

In a study of 133 small businesses in central Asia, Luthans and Ibrayeva (2006) found 

that entrepreneurs’ self-efficacy had a positive impact on performance, while the 

dynamic and hostile operating environment in Kazakhstan and Kyrgyzstan had a 

negative effect. The authors note the role of self-efficacy in coping with difficult 

conditions:  

The harsh entrepreneurial environment ... characterized by dynamism 

and hostility, may be taken as both a threat and an opportunity. Highly 

efficacious entrepreneurs in harsh ... economies, who face daily 

frustrations and constant problems, may be more likely to increase 

effort and persist on the task which, if well executed, produces 

successful outcomes”. (Luthans and Ibrayeva, 2006: 96–97) 
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Overall, these studies suggest that psychological dimensions have a positive influence 

on entrepreneurs’ attitudes and outcomes, which is highly relevant to transition and 

emerging-economy settings.
28

  

5.7 Gaps and research opportunities 

This chapter reviews research to date on psychological capital and its impact on 

performance, including research done on entrepreneurs and within emerging-economy 

contexts such as China. Gaps in the PsyCap literature which the current study aims to 

address include the following: 

 PsyCap as a driver of financial performance 

Very little work has been conducted to date examining the influence of PsyCap on 

entrepreneurial outcomes. While a few studies indicate a positive association 

between PsyCap and entrepreneurial outcomes, the literature in this area is still 

sparse. Scholars have called for greater study of PsyCap across different types of 

jobs, including entrepreneurial endeavours (Avey et al., 2011), as well as greater 

attention to the mechanisms by which PsyCap affects outcomes at the individual 

and firm level (Newman et al., 2014b). 

 

 PsyCap in emerging economies 

While several studies address PsyCap among employees in emerging economies, 

including China, very few do so for entrepreneurs in emerging markets. In 

addition, methodological rigour is an issue for such studies. Given the dearth of 

studies and the potential for impact, scholars have called for greater understanding 

of how PsyCap works in international settings (Luthans and Avolio, 2014) 

including harsh and high-risk environments typical of transition and emerging 

economies (Adekunle, 2011; Luthans and Ibrayeva, 2006). 

 

                                                 

28
 To further explore cultural validity, the concept of PsyCap was discussed in 2011 with Jiakai Yuan at 

the YouChange Foundation and Ms Helena Gao at Accion China, the first a state-supported 

development organisation and the second a large microfinance lender, at their respective headquarters 

in Beijing. 
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 Moderating effects of PsyCap 

In the entrepreneurship literature, scholars have typically focused on the effects of 

financial capital (Reynolds and White, 1997), human capital (Cassar, 2014; Crook 

et al., 2011; Davidsson and Honig, 2003; Unger et al., 2011), and social capital 

(Aldrich and Zimmer, 1986; Birley, 1985; Florin et al., 2003; Stam et al., 2014; 

Zhao and Aram, 1995) on venture outcomes. However, the influence of PsyCap in 

combination with other resources has received scant attention. The moderating 

effects of PsyCap has rarely been examined for employees (Abbas et al., 2013; 

Cheung et al., 2011; Roberts et al., 2011), and never, to my knowledge, for 

entrepreneurs. This is surprising given PsyCap shows evidence as a motivational 

and enhancing resource, as well as having buffering effects. As has been noted:  

The relationship between PsyCap and work outcomes might … 

be stronger when the individual has higher levels of human 

and/or social capital, because the beliefs and motivation 

associated with … PsyCap may help channel and put to best use 

these other forms of capital. (Newman et al., 2014b: 132) 

 

This relationship has not yet been tested, creating an opportunity to study PsyCap’s 

synergies with other entrepreneurial resources, as the current study intends to do. 

5.8 Conclusion 

This chapter has discussed the relevant literature on psychological capital, establishing 

its validity and application within management studies over the last decade. In 

particular, PsyCap has been shown to have a positive relationship with attitudes, 

behaviour, and performance in the workplace. Although the construct was developed 

in the West, it is seen to have consistent effects in other settings, including large 

emerging economies such as China. The construct also demonstrates limitations, as 

levels of PsyCap and its subdimensions may become too high, generating negative 

impacts. Yet the body of literature examining the role of PsyCap among entrepreneurs 

and as a moderator is still sparse, especially within emerging economies. The next 

chapter pulls together key findings and research gaps from human capital, social 

capital, and psychological capital to present a conceptual framework and hypotheses 

for entrepreneurs in an emerging-economy context. 
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Chapter 6: Theoretical Framework and Hypotheses 

6.1 Introduction 

This chapter presents the theoretical model and hypotheses based on the literature 

reviewed in earlier chapters. As seen in the previous chapters, over the last three 

decades, the impact of human capital and social capital on new venture performance 

has been widely explored in the entrepreneurship literature, yielding inconsistent 

effects on venture outcomes. In recent years, this research has expanded to include 

entrepreneurs in emerging economies, including micro-entrepreneurs and recipients of 

microfinance loans, who operate under conditions of severe resource constraint and 

challenging institutional orders.  

Over the last decade, a newer body of literature has begun to address the role of 

psychological capital as an internal resource with the potential to help individuals to 

cope with the challenges of entrepreneurship. Yet questions remain regarding several 

key topics, including (1) contingencies influencing the effect of human capital and 

social capital on venture outcomes, including the role of psychological resources; (2) 

the positive and negative impact of different dimensions of social networks; (3) the 

contextualisation of these concepts to China, a relationship-oriented culture 

undergoing a shift to a market-based economy; and (4) the application of these 

concepts to small and micro-entrepreneurs, who have rarely been addressed in the 

management literature. 

The larger questions underlying this study pertain to drivers of venture growth in an 

emerging-economy setting, how entrepreneurs deploy their individual attributes and 

networks to achieve growth, and the boundary conditions for applying these concepts 

to entrepreneurs in the Chinese context. Three theoretical areas are tapped to address 

these questions. Human capital, emerging from the field of economics, is an 

individual’s reservoir of knowledge, abilities, and skills based on education and 

experience (Becker, 1964). Social capital, originating in sociology, describes the sum 

of actual or perceived resources inherent in networks of relationships (Granovetter, 

1985; Nahapiet and Ghoshal, 1998). Finally, psychological capital, drawn from the 
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field of organisational behaviour, describes an individual’s psychological strength, 

comprising the qualities of self-efficacy, hope, optimism, and resilience, that can be 

measured, developed, and exploited for individual or organisational effectiveness 

(Luthans, 2002; Luthans and Youssef, 2004). Thus, human capital is considered “what 

you know”, social capital “whom you know” (and who knows you), and PsyCap “who 

you are” and “who you are becoming” (Luthans et al., 2006; Luthans and Youssef, 

2004). 

These concepts are applied specifically to the Chinese context in which the transition 

to a modern market-based economy is still ongoing (Yang and Li, 2008), small 

entrepreneurs face significant constraints to launching and growing businesses 

(Atherton and Newman, 2016; Du and Mickiewicz, 2016), economic activity has 

traditionally been embedded in relationships (Guo and Miller, 2010; Tsang, 1998), 

and scholars are currently debating whether the influence of guanxi is declining in the 

modernised economy (Guthrie, 1998; Li et al., 2008; Luo et al., 2012; Tan et al., 

2009). 

6.2 Research gaps 

 

As described in detail in each of the literature chapters, this study addresses several 

critical gaps in the research, which are summarised below and listed in Table 6.1. 

6.2.1 Contingencies to human capital and social capital  

 

Previous research finds inconsistent effects of entrepreneurs’ human capital (Brüderl 

et al., 1992; Crook et al., 2011; Davidsson and Honig, 2003; Unger et al., 2011) and 

social capital (Aldrich and Zimmer, 1986; Florin et al., 2003; Stam et al., 2014) on 

venture outcomes. Scholars have therefore called for examination of contingencies 

influencing the effect of human capital (Marvel et al., 2016; Unger et al., 2011) and 

social capital (Adler and Kwon, 2002; Martinez and Aldrich, 2011) on new ventures. 

Despite a growing literature on the effects of psychological capital on individual and 

firm outcomes (Newman et al., 2014b), the moderating influence of psychological 

capital has received scant attention, with a few studies focusing on employees (Abbas 
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et al., 2013; Cheung et al., 2011; Roberts et al., 2011) and none, to my knowledge, 

addressing entrepreneurs.  

Psychological capital scholars propose that it is a resource that has the potential to 

make a great difference under highly challenging conditions (Luthans and Youssef, 

2004), although this proposition has not been fully tested empirically. Yet there 

remains a lack of understanding regarding the influence of the entrepreneur’s 

psychological resources on the use of other resources such as social capital, which has 

shown inconsistent results in previous studies (Gedajilovic et al., 2013). Psychological 

capital is conceptualised as a motivational resource that can have both enhancing and 

buffering influences. Applying this concept to entrepreneurs intends to fill a gap in the 

research regarding how psychological factors, motivation, and personality affect one’s 

ability to deploy networks to generate value (Kilduff and Brass, 2010; Kodithuwakku 

and Rosa, 2002; Stam et al., 2014). 

6.2.2 The down side of social capital, the resource dimension, and guanxi  

 

Despite copious research on social capital and entrepreneurs (Aldrich and Zimmer 

1986; Cope et al., 2007; Shane, 2003; Stam et al., 2014), researchers tend to focus on 

the benefits of social networks and much less on the down side, especially regarding 

the disadvantages to individuals from their own networks (Adler and Kwon, 2002). 

The empirical literature examining the negative impacts of social ties on business 

outcomes is sparse (Kreiser et al., 2013; Luo et al., 2012), inspiring calls for greater 

attention to this topic (Gedajlovic et al., 2013; Hoang and Yi, 2015). Similarly, in the 

Chinese context, researchers have expressed interest in further work on down sides of 

guanxi-type networks, as well as contingencies influencing whether effects are 

positive or negative (Chen et al., 2013; Luo et al., 2012). 

In addition to this gap, there is a need for more nuanced and integrated perspectives on 

social networks and entrepreneurs. While early research often took a structural 

approach, for instance, regarding network patterns and position, and later work 

adopted a more relational approach, examining strong and weak ties, few studies have 

addressed the resource dimension of networks (Batjargal, 2003; Gedajlovic et al., 
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2013; Lin, 1999). Researchers have therefore recommended more research addressing 

the specific resources which can be accessed via network ties (Gedajlovic et al., 2013; 

Kilduff and Brass, 2010). In this study, integrating structural, relational, and resource 

approaches to social capital may also shed light on the unresolved question regarding 

the effects of strong versus weak ties on firm outcomes (Elfring and Hulsink, 2007; 

Hite and Hesterley, 2001).  

6.2.3 Contextualisation of research to China and to small-scale ventures 

 

Much entrepreneurship research (as well as research on human, social and 

psychological capital) has been carried out in highly developed economic and 

institutional contexts, such as the US and Europe. There remains a need to better 

contextualise research to a range of settings (Meyer, 2015), re-evaluating approaches 

from highly developed markets for relevance to specific settings in emerging markets 

(Kiss et al., 2012). Unique conditions often favour different entrepreneurial strategies 

(Manev and Manolova, 2010), so that factors that are relevant in one setting become 

more pronounced in another setting. In the process of contextualising, it is also 

valuable to question previous assumptions (Zahra, 2007), for instance, the positive 

effects of social capital. As such, exploring research in different settings and paying 

attention to context is not only important for developing a more accurate 

understanding of what works best in the specific context in question, but also for 

developing a more complete general theory.  

Contextualisation matters (Meyer, 2015; Tsui, 2006) because conditions differ greatly 

in terms of institutional development and access to resources for entrepreneurs 

(Ahlstrom and Ding, 2014). For instance, Chinese micro-entrepreneurs face scarcity in 

human capital endowments due to constraints on education and business experience 

(Atherton and Smallbone, 2013; Chu et al., 2001). In addition, the value of social 

networks varies under different institutional and cultural contexts (Batjargal, 2010; 

Stam et al., 2014). In China, guanxi-type social networks have traditionally been 

valuable for gaining access to resources and surmounting institutional obstacles, but 

also entail obligations and reciprocity (Park and Luo, 2001; Tsui et al., 2000). Finally, 

psychological capital has been little explored among entrepreneurs in this context. 
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There is therefore a need for greater application and adaptation of these constructs to 

the Chinese context to understand their influence as well as the boundaries of this 

influence. 

6.2.4 Mechanisms and processes of necessity-based entrepreneurs  

 

The research gap for necessity-based entrepreneurship is particularly acute (Bruton et 

al., 2008). The growing body of literature on enterprise in emerging economies tends 

to focus on high-growth ventures in affluent urban settings. There is a dearth of 

management research on small-scale and necessity-based entrepreneurship amongst 

individuals outside these affluent locations (Bruton et al., 2013), especially 

quantitative research at the level of the individual entrepreneur, including recipients of 

microfinance loans (Khavul, 2010). While development scholars have studied this 

phenomenon from a micro-economics perspective (Armendáriz and Morduch, 2010; 

Banerjee et al., 2010; Karlan and Zinman, 2011), these studies tend to focus on 

lending programmes and the provision of financial capital. Studies of the individual 

micro-entrepreneurs and the businesses they launch have been rare (Bruton et al., 

2011), despite the value that management scholars can bring to “explanatory forms of 

research” on this topic (Newman et al., 2014a: 171). 
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Table 6.1  Research Gaps 

 

Contingencies to human and social capital,  

and the role of psychological capital 

1 
Understanding how contingencies influence the effect of entrepreneurs’ human 

capital and social capital on venture outcomes 

2 
Analysing the moderating (as well as main) effect of psychological capital on 

firm revenue, applying psychological capital in a new way 

The down side and resource aspect of social networks and guanxi 

3 
Understanding the positive and negative influence of guanxi-type social network 

ties in the context of China’s economic transition 

4 
Analysing the resource dimension of networks to clarify previously inconsistent 

effects of social network size and strength on performance 

Contextualisation to the Chinese setting 

5 
Contextualising entrepreneurship research and concepts to a relationship-oriented 

culture in which market-based enterprise is a fairly recent phenomenon   

Small-scale entrepreneurship in emerging markets 

6 

Expanding the sparse management literature to understand mechanisms 

influencing performance of micro and small entrepreneurs, including those 

receiving small and microfinance loans 

 

6.3 Conceptual framework and main effects 

 

This study proposes a conceptual framework bringing together individual attributes of 

entrepreneurs – human capital and psychological capital – with a social network 

perspective to understand how human capital and social capital influence venture 

outcomes contingent upon psychological capital of the entrepreneur, while adding 

important nuances to the examination of social capital dimensions.  

Management scholars have called for exploration of contingencies affecting 

entrepreneurs’ motivational ability to deploy resources to generate rents (Marvel, 

2014; Unger et al., 2011). This study views PsyCap as that motivational ability, 

facilitating entrepreneurs’ deployment of other resources such as human and social 

capital, allowing them to synergise and deploy those resources to launch and grow 

new ventures within challenging settings. This reflects work describing self-efficacy 

(a sub-dimension of psychological capital) or positive psychological resources as a 
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“defining characteristic” of entrepreneurs (Chen et al., 1998; Dimov, 2010; Markman 

and Baron, 2003).  

A seen in Figure 6.1, classic dimensions of human capital are used – including 

education level, start-up (entrepreneurial) experience, and industry experience – for 

which past results have often been inconsistent. Meanwhile, three elements of social 

capital are brought together from the structural, relational and resource dimensions: 

network size, dyadic tie strength, and network resource (operationalised here as 

business advice networks and emotional support networks) (Baum et al., 2001; 

Semrau and Sigmund, 2012). Combining these elements results in four specific social 

capital variables – business advice network size, emotional support network size, 

business advice tie strength, and emotional support tie strength – each of which can be 

measured for dyadic tie strength, and all of which focus on the entrepreneur’s direct 

individual network egocentric ties with alters.  

The outcome of interest is venture growth. As discussed in Chapter 2, financial 

performance measurements such as revenue growth are frequently used to gauge 

venture performance in empirical studies of entrepreneurship (Marvel et al., 2016; 

Stuart and Abetti, 1990). Sales growth rate is considered an appropriate variable 

(Davidsson and Wiklund, 2001) because it provides a critical indicator of firm 

performance reflecting meaningful, measurable gains in economic terms (Baum et al., 

2001). Revenue growth is a more fitting gauge than profit as newer ventures may be 

growing but not yet generating significant profit (Lee and Tsang, 2001). In addition, 

growth has been described by scholars as representing the “essence of 

entrepreneurship” (Baum et al., 2001; Covin and Slevin, 1997), as a firm-level 

outcome that provides a “micro–macro” link with individual characteristics, such as 

network ties among top executives (Peng and Luo, 2000). 

The model below (Figure 6.1) illustrates the proposed relationships among the 

variables: 
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Figure 6.1 Moderation Model: Psychological Capital
29

 Moderates the Main 

Effects of Human Capital and Social Capital on Revenue Growth 

 

 

  

                                                 

29
 Both main and moderating effects of psychological capital are proposed. 
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6.3.1 How and why human capital affects growth 

 

As discussed in Chapter 3, research spanning five decades suggests the benefit of 

human capital to firms (Becker, 1964; Pfeffer, 1994), including entrepreneurial start-

ups (Ardichvili et al., 2003; Marvel et al., 2016; Shane, 2000). Investments in human 

capital, such as schooling, work experience, and start-up experience are considered 

indicators of enhanced knowledge and skills (Davidsson, 2004; Marvel et al., 2016). A 

recent meta-analysis of 66 management studies on human capital, including new 

enterprises, found that education, work experience, and entrepreneurial experience 

generally had a positive relationship with firm performance (Crook et al., 2011), while 

another meta-analysis focusing on entrepreneurial ventures found that human capital 

dimensions positively affected outcomes in 70 studies conducted over 30 years (Unger 

et al., 2011).  

Specifically, education is considered to build explicit knowledge and provide career-

long advantages (Becker, 1964; Hitt et al., 2001), benefiting entrepreneurs by 

enhancing productivity (Brüderl et al., 1992), increasing technical and analytical skills 

(Lee and Tsang, 2001), and enhancing knowledge and ability to solve problems 

(Cooper et al., 1994). Educational attainment is positively linked with new venture 

outcomes (Shane, 2003; Storey, 1994) in settings ranging from the UK, Ireland, and 

Germany (Casson, 2010; Rauch et al., 2005; Roper, 1998; Westhead, 1995) to the US 

(Reynolds and White, 1997; Robinson and Sexton, 1994) and the South Pacific 

(Yusuf, 1995) and Hong Kong (Wong, 1986). 

Work experience enhances tacit knowledge (Polanyi, 1967) via “learning by doing” 

(Pisano, 1994). Entrepreneurs benefit from industry experience by gaining knowledge 

of products, processes, and markets (Cooper et al., 1994), improving ability to 

recognise opportunities (Brüderl et al., 1992), and strengthening forecasting skills 

(Cassar, 2014), thus reducing the liability of newness (Stinchombe, 1965). Start-ups 

founded by entrepreneurs with industry experience in Singapore showed higher 

growth rates (Lee and Tsang, 2001), as did new firms led by CEOs with industry-

specific competencies in the US (Baum et al., 2001). 
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Start-up experience also builds tacit knowledge through practical experience (Dimov, 

2010; Shane, 2003), as individuals with such experience better understand the 

entrepreneurial process (Wright et al., 1998). Serial entrepreneurs learn with each 

launch (Zhao et al., 2005), including failures (Minniti and Bygrave, 2001), improving 

their ability to recognise and pursue opportunities (Ucbasaran et al., 2008), to access 

and apply critical information (Cooper et al., 1995), and to exercise entrepreneurial 

judgement (Corbett, 2005). For these reasons, entrepreneurial start-up experience has 

been positively associated in empirical studies with new venture growth (Brüderl et 

al., 1992; Columbo and Grilli, 2005) as well as with profitability (Bosma et al., 2004).  

Although fewer rigorous studies address human capital of necessity-based 

entrepreneurs in emerging economies, research suggests that formal education and 

training, as well as experience, benefit venture performance, for instance among small 

entrepreneurs in Jamaica (Honig, 1998), Pakistan (Roomi, 2011), sub-Saharan Africa 

(Berge et al., 2010). Conversely, lack of investment in human capital hampered 

performance among SMEs in Pakistan (Hussain et al., 2010), entrepreneurs in China 

(Chu et al., 2011), and micro-entrepreneurs in Asia, Africa, and Latin America (Odell, 

2010), including India and Indonesia (Cole et al., 2009).  

A number of studies find limited effects on performance from education (Davidsson 

and Honig, 2003; Hmieleski et al., 2015; Lee and Tsang, 2001; Stuart and Abetti, 

1990), and non-significant or slightly negative associations with industry or 

entrepreneurial experience (Dimov, 2010; Florin et al., 2003; Wright et al., 1998). 

However, these findings are largely from affluent contexts where access to human 

capital investments such as higher education and professional work opportunities have 

long been widely available to a majority of the population, thus reducing the distinct 

advantage of such resources. 

In an emerging-economy setting, where resources are constrained and access to 

human capital investments are more limited, formal education and specific types of 

experience should continue to confer a strong advantage on entrepreneurs (Chu et al., 

2011; Manev et al., 2005; Unger et al., 2011). This should be particularly true for 

China, where access to high-quality secondary and tertiary education has been limited 
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for much of the population, while widespread entrepreneurship only experienced a 

revival beginning with economic reforms in the late 1980s. In addition, human capital 

endowments should be especially valuable among emerging-economy entrepreneurs 

because such assets as education and experience equip individuals with the knowledge 

to operate in hostile environments characterised by scarce resources and institutional 

challenges (Walter and Block, 2016). 

Thus, 

 

H1a Entrepreneurs’ level of education is positively associated with 

revenue growth of ventures. 

H1b  Prior industry experience of entrepreneurs is positively 

associated with revenue growth of ventures  

H1c  Start-up experience of entrepreneurs is positively associated 

with revenue growth of ventures.  
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6.3.2 Social capital: How and why business network size affects growth 

 

As discussed in Chapter 4, different networks provide access to different intangible 

resources for entrepreneurs, such as business advice and emotional support, affecting 

venture outcomes. The current study brings together structural, relational, and 

resource dimensions of social networks, proposing different effects on firm 

performance from structural (size) and relational (strength) aspects of these network 

resources. The research literature features extensive discussion of “strong” versus 

“weak” ties, and to some degree network size, yet reveals inconsistent findings 

regarding effects of these network dimensions on entrepreneurs. Extending this 

previous work, the current study proposes that the size of networks and the strength of 

ego–alter ties may be beneficial or detrimental based on the network resource type; 

specifically, it proposes that larger networks and weaker ties are useful for business 

advice, while smaller networks and stronger ties are more valuable for emotional 

support, as described below. 

Business advice ties provide valuable business information, ideas, or guidance to the 

entrepreneur (Anderson et al., 2007; Ozgen and Baron, 2007), facilitating exploitation 

of entrepreneurial opportunities (Adler and Kwon, 2002; Baker and Nelson, 2005). 

Business ties are a source of information about legal processes, financial resources, 

and managerial practices (Cromie and Birley, 1992). Such ties may also provide 

business owners with tips and leads that eventually link them with new employees, 

customers, suppliers, and additional sources of information (Brüderl and 

Preisendörfer, 1998; Hansen and Allen, 1992). In their study of Swedish 

entrepreneurs, Davidsson and Honig (2003) found that the most important social 

capital predictor of a venture’s first sales was not personal social ties but the owner’s 

participation in a professional business networking group; Bosma et al. (2004) 

reported similar findings.  

For business advice contacts, a larger network should be beneficial. More ties have 

greater potential to provide broader business knowledge and information about 

opportunities, resources, and additional contacts. Larger networks are more likely to 

include members with diverse backgrounds, facilitating the assembly of diverse 
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resources and enhancing competitive advantage and thus performance (Batjargal et al., 

2009; Sirmon et al., 2007). Indeed, size has been used as a rough measure of network 

diversity (Elfring and Hulsink, 2007; Renzulli et al., 2000) and network centrality 

(Landis, 2016; Marsden, 1990), with both diversity and centrality linked to greater 

access to information and resources as well as positive outcomes (Hoang and Yi, 

2015; Jackson, 2014; Stam et al., 2014). While business advice ties require 

maintenance, the intangible resources gained from a large, possibly diverse, network 

should outweigh the cost, yielding an overall positive effect. 

Size of business networks, described as “information networks” and “action sets”, has 

been shown to have a positive association with pursuit of entrepreneurial opportunities 

and outcomes, including employment (Hansen, 1991) and employee payroll (Hansen, 

1995). Among female entrepreneurs in Israel, the founder’s number of advisors had 

positive links to revenue (Lerner et al., 1995), while the size of the board of directors 

reduced failure rates among new social service organisations in Canada (Singh et al., 

1986). Among entrepreneurs in Russia, China, France, and the US, Batjargal et al. 

(2009) found a positive relationship between total network size and revenue growth.  

A positive association between business advice network size and venture growth 

should be expected given that network ties with a diverse range of business-related 

contacts exposes entrepreneurs to a variety of novel ideas and broader sources of 

information, which should help them make decisions on the future direction of the 

business (Birley, 1985; Cope et al., 2007). Necessity-based entrepreneurs in 

constrained circumstances should especially benefit from accessing a range of timely, 

relevant information and advice via network ties as a means to contend with 

institutional deficiencies (Newman et al., 2014a).  

In China specifically, a wide range of business ties should help entrepreneurs 

overcome poor official communication (Tang, 2010), unpredictable, opaque rules, and 

lack of institutional transparency (Du and Mickiewicz, 2016). Previous work argues 

that China’s changing institutional context blended with traditional reliance on guanxi 

ties has led to smaller, denser networks that support trust and cooperation but hinder 

information flows (Batjargal, 2007a). Given this tendency toward smaller networks, as 
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well as constraints facing entrepreneurs in less central geographic locations outside 

larger cities, even modest increases in network size should enhance access to unique 

and useful knowledge and advice (Roomi, 2011). 

Overall, prior research on the effects of networks on venture outcomes tends to focus 

on either size or resource, while the current study integrates these elements, proposing 

that larger business advice networks in particular have a positive effect on 

performance. 

Thus, 

H2a  Entrepreneurs’ business advice network size is positively 

associated with revenue growth of ventures.  

6.3.3 Social capital: How and why emotional network size affects growth 

 

Emotional support networks are by definition more personal in nature than business 

advice networks. In contrast to large business advice networks, size is not necessarily 

a virtue for more personal emotional support networks. While these ties provide 

valuable emotional support during the entrepreneurial process, they may also (1) 

distract business owners’ time and energy from the business, (2) generate demands 

and extract costs, and (3) detract from profits by sustaining ties that fail to generate 

needed resources. 

Indeed, the literature suggests disadvantages to social networks, with size being a 

critical factor, albeit without specific reference to resources. For instance, larger 

networks require both time and attention to build and nurture, which might be better 

spent on business tasks (Weiler and Bernasek, 2001). Batjargal et al. (2009) note that 

the costs associated with developing and maintaining large networks may actually 

exceed the value of benefits extracted. Other studies address the socio-emotional 

element of networks (Tang, 2010; Wellman et al., 2002) but do not specifically 

address elements of size or strength. 
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While the literature discusses potential drawbacks to large network size, it only hints 

at the relationship between size and network resource type. Yet this distinction is 

important. Larger business advice networks also entail expectations and require 

maintenance; however, these business ties usually generate a range of needed 

resources in return, such as novel information, while the personal cost of maintaining 

a large emotional network is likely to more quickly outpace benefits received. For 

instance, an extensive circle of personal ties may divert the entrepreneur’s attention 

from their business and into social activities (Lewis, 2006), while creating “conflicting 

demands on the socioemotional attention” and “competing emotional commitments”, 

hindering rather than helping performance (Batjargal et al., 2009: 2; see also Jennings 

and McDougald, 2007).  

In China, emotional support networks of a highly personal nature are likely to occupy 

the inner circle of guanxi relationships, in which ongoing favours are expected and a 

significant investment of time and attention is required. According to Confucian 

dyadic principles of association (Tsui and Farh, 1997), such ties fall toward the 

affective and personal side of the guanxi spectrum versus the instrumental and 

contractual side (Chen et al., 2013). Thus, these inner-circle ties are likely to have an 

affective rather than an instrumental base, featuring unconditional loyalty and role 

obligations (Fan, 2002; Tang, 2010; Tsui and Farh, 1997). While such ties may have 

significant personal meaning, maintaining an extensive range of emotional ties with 

inherent obligations seems unlikely to increase business efficiency (Kim et al., 2009; 

Xin and Pearce, 1996). Following on from these findings, the current study proposes a 

disadvantage to greater size of emotional networks.
30

 

Thus, 

H2b  Entrepreneurs’ emotional support network size is negatively 

associated with revenue growth of ventures.  

                                                 

30
 The effect of emotional support network size is hypothesised here as linear and negative, in order to 

simplify the regression model. Curvilinear effects are tested and discussed in Appendix B. 
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6.3.4 Social capital: How and why business network tie strength affects growth 

 

A further down side of social capital relates to the relational dimension of networks, 

referring specifically to the strength of the dyadic ego–alter tie between the individual 

entrepreneur and his or her contacts.
31

 By definition, business advice ties are intended 

to be distinctly business-oriented rather than personal in nature, providing access to 

business resources such as advice and information.
32

 Yet business ties that become 

very strong may have a negative influence, as they (1) require time and energy to 

maintain, (2) demand reciprocal resources, and (3) place constraints on growth and 

innovation. 

Previous research analyses effects of tie strength without explicitly addressing 

network resources, with inconsistent results. For instance, weak ties are generally 

considered preferable for the transfer of general knowledge and basic information 

(Hansen, 1999), with the related bridging (rather than bonding) social capital having 

links to entrepreneurs’ first sales and profits (Davidsson and Honig, 2003). Discussion 

continues regarding whether new firms benefit most from strong ties (Brüderl and 

Preisendörfer, 1998; Hite and Hesterley, 2001; Maurer and Ebers, 2006) or from weak 

ties (Elfring and Hulsink, 2007; Walker et al., 1997), although these studies do not 

further distinguish ties based on resource type. 

Integrating the relational and resource dimensions of network ties allows closer 

analysis of business network tie strength versus emotional network tie strength. While 

strong ties should be useful for certain exchanges, such as socio-emotional 

interactions (Kim et al., 2009), influence (Bian, 1997), and access to tangible resources 

such as financial capital (Gimeno et al., 1997; Shane, 2003), weak ties should be 

preferable for business information and advice, impacting firm performance. 

                                                 

31
 The closeness of relationships among the alters/ties, independent of the ego/entrepreneur, or density, 

is not covered here. 
32

 In keeping with the name-generator method, respondents were asked to provide different names for 

business advice and emotional support ties, so there is no overlap in the two networks. 
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Strong ties can have negative effects. While such ties are thought to support fine-

grained information transfer (Hansen, 1999), they also have mixed benefits for 

entrepreneurs (Bradley et al., 2012). The dualistic nature of social capital generates 

liabilities as well as opportunities (Li, 2007). In particular, strong ties demand an 

investment of time, resources, and energy on the part of the business owner, which 

may overwhelm the benefits received, constraining growth (Kreiser et al., 2013; 

Sigmund et al., 2015). Baker and Nelson (2005: 346) describe “horror stories” of 

business owners who engaged in close friendships with business contacts, such as 

suppliers and clients, with negative outcomes, and who subsequently adopted a 

“strictly business attitude”. As the Chinese economy modernises and firms become 

more professionalised, entrepreneurs may also find that over-reliance on strong 

business ties provides insufficient access to high-quality advice and broad-based 

expertise to improve business practices (Atherton and Smallbone, 2013). 

 

The guanxi literature is meaningful here. Chinese guanxi networks have been 

described as concentric circles with the innermost circle composed of family or very 

close friends, entailing strong affective bonds and obligations (Park and Luo, 2001; 

Tsui and Farh, 1997). Business colleagues and familiar acquaintances occupy an 

intermediate circle of reciprocal relations mixing instrumental and affective bonds, 

while distant acquaintances inhabit the outermost ring (Tsui and Farh, 1997). Given 

this arrangement, business advice contacts will more appropriately inhabit the 

intermediate circle, where bonds are less strong and more instrumental reciprocity is 

expected (Yang, 1994). When tie strength is described as high among business advice 

contacts, it suggests relationships that contradict this pattern, indicating over-

embeddedness in relationships that (1) entail strong obligations without reciprocity 

and (2) constrain the information benefits that would be brought by weaker ties. That 

is, entrepreneurs do not experience a return on investment for these over-embedded 

strong business ties (Luo et al., 2012), while such ties can limit exposure and openness 

to new ideas (Adler and Kwon, 2000) – “the ties that bind may also turn into ties that 

blind” (Powell and Smith-Doerr, 1994: 393).  

In addition, guanxi ties are likely be homogeneous in their background, knowledge, 

and values, as strong ties tend to develop based on homophily (Farh et al., 1998) and 



 

126 

 

become more similar over time (Lin, 2001b). While this builds trust and fosters 

cooperation (Luo et al., 2012; Uzzi, 1997), the weakness of strong ties is in the lack of 

diversity, open-mindedness, and access to novel information (Lin, 2001a; Farh et al., 

1998; Adler and Kwon, 2000), which is likely to pose a liability for venture growth. 

Meanwhile, business advice contacts with weaker tie strength at an acquaintance level 

entail fewer obligations, less emotion, and more information – thus more appropriately 

serving their intended business purpose.
33

 Overall, strong network ties appear more 

useful for personal emotional support, while high levels of tie strength, beyond a basic 

level, represent a less valuable characteristic of business advice networks.
34

 

 

Thus, 

H2c  Entrepreneurs’ business advice network dyadic tie strength is 

negatively associated with revenue growth of ventures.  

6.3.5 Social capital: How and why emotional network tie strength affects 

growth  

 

While tie strength is not likely to be a positive attribute for business advice networks, 

as previously discussed, it is a positive aspect of emotional networks, considering the 

personal nature of such ties. However, the social capital literature frequently and often 

generically refers to strong ties without referring to the resource element, often 

yielding mixed effects on performance. 

Viewed from the resource dimension, emotional support networks provide a source of 

personal exchange (Adler and Kwon, 2002; Coleman, 1988), as entrepreneurs discuss 

their plans with close friends and family members (Jack, 2005; Reynolds and White, 

                                                 

33
 It is important to note that measurement of tie strength in this study does not begin at zero or even at 

the “stranger” (barely acquainted) level. The name-generator method is biased toward strong ties, as it 

requires the focal actor to recall a limited number of people who serve as sources of valuable business 

advice or emotional support. Thus, the lowest tie strength measure, once a contact is named, suggests an 

acquaintance with whom the entrepreneur has occasional contact (monthly) and a modest level of 

perceived intimacy, while the highest level entails daily contact, lifelong acquaintance, and high levels 

of perceived intimacy. This study therefore hypothesises linear negative effects as tie strength increases 

from the acquaintance level. 
34

 Business network tie strength is tested for curvilinear effects. See Appendix B. 
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1997). Such support should enhance the entrepreneurial process and venture 

outcomes, for instance, by increasing entrepreneurs’ willingness to take risks, make 

decisions, and engage in activities such as sales and marketing (Chen et al., 1998). 

Emotional support can also strengthen commitment and determination to grow the 

enterprise, pushing individuals to prioritise their business activities (Batjargal et al., 

2009). Indeed, support from family and personal friends was found to increase the 

likelihood of venture survival during the first three years among entrepreneurs in 

Germany (Brüderl and Preisendörfer, 1998). However, while these studies address the 

function of socio-emotional support, they do not specifically address measures of tie 

strength. 

Emotional support ties by nature are expected to be intimate so that trust develops and 

personal exchanges take place (Renzulli and Aldrich, 2005), interactions which are 

likely to involve emotional content such as encouragement rather than specific 

business advice (Davidsson and Honig, 2003). While more casual or distant business 

acquaintances are known to generate instrumental benefits (Granovetter, 1973; Ruef, 

2002), distant personal relationships are not likely to serve the purpose of providing 

the emotional support that helps entrepreneurs cope with the challenges of 

entrepreneurship (Anderson et al., 2005). 

Again the guanxi literature is relevant. Within the concentric circles that characterise 

guanxi, the strongest affective relations occupy the innermost circle of family or very 

close friends (Park and Luo, 2001; Tsui and Farh, 1997). Logically, emotional support 

would be expected to come from this affective base rather than from more distant, 

instrumental relationships with colleagues or acquaintances (Fan, 2002; Tsui and Farh, 

1997). When emotional support ties are described as being high in tie strength, they 

fulfil an appropriate role for this inner circle. In contrast, when ties named as sources 

of emotional support are described as low in strength, they contradict this role. This 

suggests low quality of guanxi (Chen et al., 2013), either too-heavy reliance on 

acquaintances for personal support, or people nominally from the inner circle who 

entail role obligations without actually providing emotional intimacy. 
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The value of emotional support networks lies in the quality of personal exchange that 

provides entrepreneurs with a sense of interpersonal connectedness (Wellman, Chen 

and Dong, 2002). Therefore, tie strength rather than size is the most salient feature of 

emotional support networks. 

 

Thus, 

H2d  Entrepreneurs’ emotional support network dyadic tie strength 

is positively associated with revenue growth of ventures.  

 

6.3.6 How and why PsyCap affects revenue growth 

 

As discussed in Chapter 5, over the last decade, psychological capital has emerged 

from the field of organisational behaviour as a construct encapsulating “an 

individual’s positive psychological state of development” (Luthans et al., 2007a: 3) 

and the “motivational propensity to accomplish tasks and goals” (Luthans et al., 

2007b: 548). As a higher-order latent construct, PsyCap encompasses four measurable 

dimensions: self-efficacy, hope, optimism, and resilience (Luthans et al., 2007a, 

2007b).  

PsyCap has been applied in many work settings, with positive links to individual 

outcomes and, to some degree, firm outcomes (Avey et al., 2011; Newman et al., 

2014b), but much less frequently for entrepreneurs and venture performance. Within 

established firms, PsyCap improved employee attitudes (Luthans et al., 2008b; Larson 

and Luthans, 2006), behaviour (Avey et al., 2008; Chen and Lim, 2012), and 

performance at the individual (Peterson et al., 2011) and group (Clapp-Smith et al., 

2009) levels. The construct has demonstrated reliability and relevance across world 

cultures (Wernsing, 2014). A few studies have applied PsyCap to entrepreneurs in 

highly developed settings, with one study in the US demonstrating a significant 

positive main impact of psychological capital on venture growth (Hmieleski et al., 

2015). Other studies have found links between entrepreneurs’ PsyCap and outcomes 

such as growth aspirations (Kauko-Valli and Haapanen, 2013), reduced stress (Baron 

et al., 2016), and better conflict management (Zou et al., 2016). While the construct of 

PsyCap has not yet been rigorously applied among entrepreneurs in emerging 
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economies, related constructs such as self-efficacy have been linked with venture 

performance in Nigeria (Adekunle, 2011), Uganda (Baluku, 2016), and 

Kazakhstan/Kyrgyzstan (Luthans and Ibrayeva, 2006). 

PsyCap should be expected to have positive effects on performance because it arms 

individuals with internal resources to deal with the risks and difficulties of 

entrepreneurship (Hmieleski and Carr, 2008; Newman et al., 2014a), especially in 

harsh operating environments (Luthans and Ibrayeva, 2006; Luthans and Youssef, 

2007). PsyCap motivates people to work harder and longer to achieve goals despite 

challenging circumstances (Avey et al., 2011; Wernsing, 2014). Entrepreneurs benefit 

from such motivation as it helps them deploy other personal resources in pursuit of 

business goals (Coff and Kryscynski, 2011). In addition, entrepreneurs’ PsyCap may 

affect firm performance by enhancing PsyCap of their employees (Story et al., 2013; 

Walumbwa et al., 2010). In their meta-analysis of the construct, Avey et al. (2011: 9) 

note: “Overall, PsyCap should facilitate the motivation for intentional, agentic 

behavior toward successfully accomplishing goals and tasks leading to better 

performance”. 

Applying each of PsyCap’s four sub-dimensions (self-efficacy, hope, optimism, and 

resilience) strengthens the case. Self-efficacy fosters both goal-setting and -seeking 

(Bandura, 2012), enhancing confidence to face challenges (Bullough et al., 2014; 

Dimov, 2010). People high in self-efficacy believe in their ability to surmount 

challenges and persevere toward achieving high goals against odds. Self-efficacy has 

been described as a distinguishing characteristic of entrepreneurs (Chen et al., 1998; 

Markman et al., 2002) and a key element in the decision to pursue and persist in 

entrepreneurship (Zhao et al., 2005). Given significant levels of risk and uncertainty in 

emerging economies, self-efficacy can be expected to boost entrepreneurs’ ability to 

persist in the face of adversity. Hope, meanwhile, includes both the will to move 

forward and the identification of pathways to do so (Snyder et al., 1996). Previous 

research on improvisational behaviour finds that entrepreneurs’ success is influenced 

by goal-setting activity and by envisioning pathways to accomplish goals (Baker and 

Nelson, 2005; Hmieleski and Corbett, 2008), which are key components of hope. 

Given that entrepreneurs in resource-constrained emerging markets engage in 
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improvisational behaviour (Mair and Marti, 2009), hope can be expected to help such 

individuals identify and pursue paths to successful ventures. 

Optimism, the expectancy of positive outcomes, generates positive returns for 

entrepreneurs up to a point, after which over-optimism may lead to negative returns 

(Brown and Marshall, 2001). Hmieleski and Baron (2009) find that entrepreneurs in 

the US tend to be more optimistic than the general population, with highly optimistic 

entrepreneurs undervaluing new information and learning less from experience than 

those who are moderately optimistic. In an emerging-economy context, however, 

lower levels of optimism are expected among entrepreneurs, who face significant 

challenges and harsh conditions (Newman et al., 2014a). In such settings, optimism 

will still have a positive effect on new venture performance. Finally, resilience 

endows individuals with the ability to persist despite adverse circumstances, a critical 

asset for entrepreneurs facing resource constraints (Markman et al., 2005). By 

enhancing individuals’ endurance, adaptive skills, and problem-solving abilities 

(Bullough et al., 2014), resilience can be expected to have a positive effect on new 

venture performance. Based on this literature, the current study proposes a positive 

main effect of PsyCap.  

Thus, 

H3 Psychological capital of entrepreneurs is positively associated 

with revenue growth of ventures.  
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6.4 Moderating effects of psychological capital 

 

Moderating variables may influence the relationship between predictors (X) and the 

outcome variable (Y) in various ways, for instance, amplifying, weakening, or even 

reversing the effect of X on Y (Andersson et al., 2014; Baron and Kenny, 1986; 

Cohen et al., 2003). In the current study, amplifying and weakening effects are 

proposed for PsyCap on the relationship between predictors and revenue growth. 

Thus, PsyCap is expected to amplify or enhance the proposed positive effects of 

education, business advice network size, and emotional support network strength on 

revenue growth. In these cases, it is hypothesised that increasing the level of the 

moderating variable (PsyCap) will increase the strength of the predictor’s effect on 

venture growth so that combined they have a stronger, synergistic effect. Meanwhile, 

PsyCap is expected to weaken or buffer the proposed negative effects of emotional 

network size and business network tie strength, such that increasing the level of the 

moderator (PsyCap) decreases the predictor’s negative effect on the growth. Thus, it is 

possible, as hypothesised here, for the same moderating variable – in this case, 

PsyCap – to have a positive (enhancing) moderating effect or a negative (buffering) 

moderating effect on other variables in the model (Abbas et al., 2013; Tabachnick and 

Fidell, 2013) 

The interactions hypothesised for human, social, and psychological capital (Luthans 

and Youssef, 2004) reflect the concept of resource bundling, in which the synergistic 

integration of resources builds capabilities to enhance business performance (Sirmon 

et al., 2007). Combining complementary resources makes the collective result greater 

than the sum of individual parts (Segars et al., 1998), as the complex interaction of 

resources within a firm generates growth (Coad and Planck, 2012). Likewise, a lack of 

any particular resource affects the functioning of the whole. For instance, Cho and 

Menor (2012) found that even for small retailers, modest variations in the combination 

of intangible resources (e.g., technical competence, market knowledge) led to 

important differences in performance. As noted by Shane (2012), exploiting 

entrepreneurial opportunities requires innovative ways of recombining resources. The 

combined forces of human, social, and psychological capital provide a lens from 

which to view the deployment of intangible resources among entrepreneurs.  
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PsyCap is viewed in this equation as a motivator and amplifier of positive elements, 

given that it is defined as the “motivational propensity to accomplish tasks and goals” 

(Luthans et al., 2007b: 2). It is also viewed as a buffer against negative impacts, that 

is, “buffering the influence of various challenges thrown at the individual” (Newman 

et al., 2014b). A few empirical studies demonstrate buffering effects of PsyCap, for 

instance moderating the relationship between emotional labour and burnout among 

teachers in China (Cheung et al., 2011), between job stress and uncivil work 

behaviour among student workers in the US (Roberts et al., 2011), and between 

perceived organisational politics and job satisfaction among employees in Pakistan 

(Abbas et al., 2013). Surprisingly, given its inherent motivational properties, PsyCap 

has only rarely been studied as a moderator.  

6.4.2 How and why PsyCap moderates effects of education on growth
35

 

 

Previous research calls for examination of moderators of the relationship between 

human capital and entrepreneurial outcomes (Marvel et al., 2016; Unger et al., 2011). 

Given continuing debate over the magnitude of the human capital effect (Baum and 

Silverman, 2004; Haber and Reichel, 2007), it is useful to seek contingencies. 

Motivational factors are among these contingencies, as scholars describe the 

importance of individuals integrating their skills, knowledge, and ability with the 

necessary motivation to take action (Locke, 2000; Marvel et al., 2016). In order for 

new ventures to achieve their performance goals, entrepreneurs must be motivated to 

deploy human capital assets such as education (Coff and Kryscynski, 2011). As noted 

by Newman et al. (2014b: 1): “[F]or human capital to generate superior rents for the 

organization, organizational members must be motivated to first deploy their human 

capital and then deploy it in the right way”.  

PsyCap embodies this motivational force, as self-efficacy entails belief in one’s ability 

to become motivated to pursue goals, while optimism engenders positive expectations 

                                                 

35
 To simplify the model and reduce the number of variables relative to the sample size, interactions of 

PsyCap with industry experience and start-up experience were eliminated from the subsequent analysis. 

See Appendix C. 
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to succeed in this pursuit. Meanwhile, hope comprises both the willpower to achieve 

goals as well as viable means or pathways to do so, and resilience provides the 

endurance to persist forward through adversity. Functioning as a motivator, for 

instance, self-efficacy enhances the ability of entrepreneurs to deploy knowledge and 

skills gained through education (Stajkovic and Luthans, 1998). This deployment of 

educational assets is critical; as Hmieleski and Corbett (2008) emphasise, it is 

important to be able to apply knowledge. PsyCap also helps individuals to apply their 

cognitive abilities effectively; scholars have proposed, for example, that individuals 

higher in PsyCap are more likely to view constraints as challenges rather than as 

threats (Chadwick and Raver, 2013). The positive beliefs inherent in PsyCap will help 

individuals better channel and apply knowledge and skills gained through education 

toward productive outcomes (Newman et al., 2014a) by synergising resources to 

benefit business performance (Sirmon et al., 2007). In this perspective, education and 

PsyCap are seen as complementary resources that produce synergistic benefits for 

performance.  

Thus, 

H4a  The positive association between entrepreneurs’ education and 

revenue growth of ventures is stronger at higher levels of 

psychological capital.  
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6.4.3 How and why PsyCap moderates effects of business network size 

 

In this study, PsyCap is proposed as a motivational resource in terms of providing 

entrepreneurs with the energy and impetus to maintain network ties effectively and 

extract resources from a larger business network. This view is consistent with previous 

work suggesting that social capital acts as a complement to other resources (Adler and 

Kwon, 2002). Indeed, a confident, persevering, and well-connected individual (i.e., 

one with high PsyCap and a large network) has been portrayed as the ideal image of a 

successful entrepreneur (Markman and Baron, 2003). A larger business advice 

network provides greater sources of information, ideas, and expertise, while PsyCap 

provides the motivation to engage with a wide range of contacts, putting the social 

capital to use (Newman et al., 2014a). PsyCap motivates entrepreneurs to maintain ties 

and extract value from them; a synergistic or resource multiplication effect is therefore 

hypothesised (Ross and Mirowsky, 2006). 

Specifically, self-efficacy should provide the confidence to engage proactively with 

business ties and to extract knowledge, for instance making requests and inquiries for 

the benefit of the business. People high in self-efficacy tend to be more assertive in 

interactions, and should be better equipped to say no to inconvenient requests that 

arise from large business networks, thus maintaining high benefits versus costs in the 

relationship. Meanwhile, optimistic people communicate in a positive way, and can be 

expected to manage a broad range of ties diplomatically, while persuading contacts to 

provide information, given their expectancy of positive outcomes. A hopeful outlook 

should help entrepreneurs envision paths by which business ties can provide 

information, advice, and referrals. Finally, resilient entrepreneurs should be able 

maintain their focus and absorb a range of positive and negative advice without 

becoming distracted or yielding to every request or suggestion. 

While maintaining a larger business network may cause some work stresses or 

emotional labour, individuals high in PsyCap are less likely to experience burnout 

(Cheung et al., 2011) or engage in unprofessional behaviour (Roberts et al., 2011) due 

to negative influences. They are also able to set limits and push away from politically 

negative work situations (Abbas et al., 2013). The ability to manage the demands of a 
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large business network smoothly should be especially valuable in a context where 

reciprocity is valued among a web of instrumental business ties (Guo and Miller, 

2010; Luo et al., 2012). 

In this study, the main effect of a larger business network is proposed as positive, and 

PsyCap is expected to amplify this effect, such that two positives should yield more 

positive effects in terms of growth. 

Thus, 

H4b  The positive association between entrepreneurs’ business 

advice network size and revenue growth of ventures is stronger 

at higher levels of psychological capital.  

 

6.4.4 How and why PsyCap moderates effects of emotional network size 

 

While too large of an emotional support network is expected to have a negative effect 

on revenue growth, PsyCap can act as a buffer for entrepreneurs (Newman et al., 

2014b). Higher levels of PsyCap have been shown to help neutralise stress related to 

work environments (Abbas et al., 2013; Roberts et al., 2011) and to improve conflict 

management abilities (Zou et al., 2016). In the current study, PsyCap is proposed as a 

buffer that helps business owners better navigate the demands of larger personal 

networks, receiving desired emotional support without incurring undue obligations in 

return, and enhancing the ability to set limits and focus on work. Thus, individuals 

with higher PsyCap levels can be expected to experience less “drag” on their venture 

outcomes from many demanding emotional ties. 

PsyCap reduces the tendency to engage in “bad relationship behaviour” when stressed 

(Roberts et al., 2011). Thus, if larger emotional networks create too many demands, 

entrepreneurs higher in PsyCap are less likely to behave in an uncivil manner, thus 

preserving any benefits to the relationship, including harmony, which is particularly 
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valued among in-group members in the Chinese context (Friedman et al., 2006; 

Wheeler et al., 1989). PsyCap can neutralise threats, insulating individuals from 

negative influences and allowing them to respond positively in negative situations 

(Abbas et al., 2013) without alienating others. Entrepreneurs with greater 

psychological resources are also better able to manage conflict in their relationships 

(Zou et al., 2016), which should help them to engage productively with larger social 

networks. 

Large emotional networks may distract entrepreneurs from business tasks (Weiler and 

Bernasek, 2001), divert attention toward social activities (Lewis, 2006), and generate 

“competing emotional commitments” (Batjargal et al., 2009: 2), potentially hampering 

venture performance. Higher levels of self-efficacy should help individuals feel more 

comfortable setting limits on these personal requests and activities that do not generate 

value. People high in resilience can be expected to maintain their focus, and thus not 

get drawn into social activities and demands of a large emotional network. Hope 

should increase the entrepreneur’s determination to find pathways to success while 

managing emotional commitments, rather than giving up or giving in to personal 

pressures. Finally, optimistic people can be expected to take a collaborative stance, 

communicating positively, to maintain harmony in a larger web of emotional 

relationships. Thus, PsyCap should provide a buffer to better manage a large 

emotional network in a guanxi context, where role obligations (Tsui and Farh, 1997) 

and harmony (Friedman et al., 2006; Wheeler et al., 1989) are valued among personal 

ties. 

Thus, 

H4c The negative association between entrepreneurs’ emotional 

support network size and revenue growth of ventures is weaker 

at higher levels of psychological capital.  
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6.4.5 How and why PsyCap moderates effects of business network tie strength 

 

While strong ties with business advice contacts are predicted to have a negative effect 

on growth, PsyCap is expected to weaken or buffer this ill effect. Entrepreneurs with 

greater psychological resources are better able to manage conflict in their 

relationships, especially ties involving asymmetric power (Zou et al., 2016). In the 

current study, PsyCap is expected to give business owners more confidence, 

persistence, and drive to negotiate the demands of strong business ties, extracting 

useful business advice and information while setting limits on investments of time, 

energy, and resources expected in return. Thus, entrepreneurs with higher PsyCap 

levels should experience strong business ties as less of a drag on venture growth. 

Previous studies indicate that PsyCap weakens the link between an individual’s stress 

and the tendency to engage in uncivil behaviour at work (Roberts et al., 2011). Thus, 

if strong business ties create pressure on the entrepreneur, those higher in PsyCap are 

better able to engage in professional behaviour and still extract some gains from the 

relationship. In addition, high PsyCap helps individuals cope with perceived 

organisational politics, such as might be experienced in over-embedded business 

networks (Abbas et al., 2013), either by neutralising threats (Roberts et al., 2011), 

reducing perceived stress (Baron et al., 2016), or empowering them to leave overly 

politicised situations (Abbas et al., 2013). In a Chinese context, psychological 

resources allow the individual to respond positively and act collaboratively, 

maintaining harmony (Friedman et al., 2006; Wheeler et al., 1989), even in 

relationships that feel demanding or claustrophobic. 

Applying the sub-dimensions of PsyCap, entrepreneurs high in self-efficacy are likely 

to feel more confident interacting and even disagreeing with business advisors, 

including strong ties who become overbearing, and can better maintain their stance 

rather than accommodating every request. Hopeful individuals envision different 

pathways to success (Luthans et al., 2008a) and should be able to consider the opinion 

of close advisors as one of many possible pathways, rather than feeling threatened or 

simply yielding to external advice (Zou et al., 2016). High-optimism people 

communicate in positive ways and thus should be able to sustain harmonious 
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interactions, so that strong business ties become more collaborative. Finally, 

entrepreneurs with high resilience may be better able to persevere in executing their 

business vision, even when over-embedded strong ties might limit that vision. 

Thus, 

H5a The negative association between entrepreneurs’ business 

advice network dyadic tie strength and revenue growth of 

ventures is weaker at higher levels of psychological capital. 

 

 

 

6.4.6 How and why PsyCap moderates effects of emotional network tie strength 

 

The main effect of strong emotional ties on revenue growth is predicted as positive, 

and PsyCap is proposed to have a positive moderating or amplifying effect on this 

relationship, increasing venture growth. As an enhancer of positive elements, the 

cognitions and motivational assets inherent in PsyCap should help entrepreneurs more 

effectively channel and apply the benefits of their personal relationships (Newman et 

al., 2014b). 

Individuals higher in PsyCap may find it easier to reciprocate positive emotions in 

relationships, avoiding uncivil behaviour (Roberts et al., 2011) due to their existing 

levels of optimism, self-efficacy, and hope, as well as to persist in maintaining strong, 

long-term ties due to resilience. These strong ties entail both benefits and obligations 

(Hansen, 1999), typical of the innermost circle of guanxi (Li, 2007; Tsui and Farh, 

1997). People with higher PsyCap should be better able to extract benefits as well as 

meet role responsibilities with strong ties, while insulating themselves against undue 

stress and emotional labour in relationships (Baron et al., 2016; Cheung et al., 2011). 

For instance, PsyCap may help them to engage proactively in relationships, finding 

collaborative approaches rather than using accommodation or avoidance strategies 

(Zou et al., 2016).  
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Specifically, high-self-efficacy individuals tend to feel more secure in interactions, 

investing time and energy to achieve win–win outcomes. Hopeful individuals are 

likely to maintain their resolve to solve problems together, communicating positively 

with their network ties. People high in optimism seek opportunities to communicate 

and frame personal interactions in a positive light, while resilient individuals persist in 

seeking collaborative solutions, without avoiding or yielding to personal pressures. 

This ability to navigate close relationships smoothly allows individuals to maintain 

harmony among in-group members (Friedman, Chi, and Liu, 2006; Wheeler et al., 

1989), preserving strong ties in keeping with guanxi principles (Fan, 2002; Tsui et al., 

2000) without sacrificing business goals. 

In another case of resource multiplication or synergy, positive impacts of strong 

emotional bonds are expected to interact with positive psychological resources to 

enhance outcomes, consistent with prior theory suggesting that social capital has a 

complementary relationship with other resources (Adler and Kwon, 2002).  

Thus, 

H5b The positive association between emotional support network 

dyadic tie strength and revenue growth of ventures is stronger 

at higher levels of psychological capital. 
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Table 6.2  Hypotheses  

Hypotheses 

H1a 
Entrepreneurs’ level of education is positively associated with revenue 

growth of ventures. 

H1b 
Prior industry experience of entrepreneurs is positively associated with 

revenue growth of ventures. 

H1c 
Start-up experience of entrepreneurs is positively associated with revenue 

growth of ventures. 

H2a 
Entrepreneurs’ business advice network size is positively associated with 

revenue growth of ventures. 

H2b 
Entrepreneurs’ emotional support network size is negatively associated with 

revenue growth of ventures. 

H2c 
Entrepreneurs’ business advice network dyadic tie strength is negatively 

associated with revenue growth of ventures. 

H2d 
Entrepreneurs’ emotional support network dyadic tie strength is positively 

associated with revenue growth of ventures. 

H3 
Psychological capital of entrepreneurs is positively associated with revenue 

growth of ventures. 

H4a 
The positive association between entrepreneurs’ education and revenue 

growth of ventures is stronger at higher levels of psychological capital. 

H4b 

The positive association between entrepreneurs’ business advice network 

size and revenue growth of ventures is stronger at higher levels of 

psychological capital. 

H4c 

The negative association between entrepreneurs’ emotional support network 

size and revenue growth of ventures is weaker at higher levels of 

psychological capital. 

H5a 

The negative association between entrepreneurs’ business advice network 

dyadic tie strength and revenue growth of ventures is weaker at higher levels 

of psychological capital. 

H5b 

The positive association between emotional support network dyadic tie 

strength and revenue growth of ventures is stronger at higher levels of 

psychological capital. 
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6.5 Conclusion 

As a bridge between the literature reviews and the empirical sections, this chapter has 

proposed a conceptual framework and hypotheses, with specific theoretical 

justifications for each of the propositions. The chapter has presented the research 

questions and reiterated gaps in the relevant streams of literature – psychological 

capital, human capital, and social capital – as they relate to entrepreneurship in 

emerging economies. As seen in the model, this study aims to examine the main effect 

of three dimensions of human capital, four dimensions of social capital, and the main 

and moderating effects of psychological capital on the relationship with venture 

growth to understand how Chinese micro-entrepreneurs deploy these resources to 

generate growth. The next chapter discusses the research methodology employed to 

address the research question and test the hypotheses. 
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Chapter 7  Research Methodology 

7.1 Introduction 

To address the research questions, this study features a quantitative survey conducted 

in face-to-face interview format, which was preceded by significant qualitative 

fieldwork on separate but related topics among micro-entrepreneurs in China over the 

course of three years (Schwarz and Schwarz, 2014; Schwarz et al., 2015). Prior 

qualitative experience helped to enhance understanding of the research context, 

develop a realistic approach to field methods in an emerging-economy context, flesh 

out the key theoretical constructs in the study, and inform the development of an 

appropriate survey instrument. The quantitative study proposes and tests hypotheses 

relating to micro-entrepreneurs receiving small business loans in China. In addition, 

qualitative data from survey respondents are included to further explain unexpected 

findings.  

This chapter discusses the research approach, methodology, research strategy, and 

study design. The specific methods employed, reasons for their use, and details of 

execution in the field study and data collection process are then discussed. 

7.2 Research approach 

The selection of a research approach is based upon the nature of the study and 

research questions addressed. The positivist approach is predicated on the view that 

the social sciences imitate the natural sciences, with data being based on the senses 

and objective fact, and applies theory to develop hypotheses which are then tested 

(Bryman, 2004). Meanwhile, interpretivism posits that the social sciences differ from 

the natural sciences in that they deal with people rather than inanimate objects or 

natural forces, and thus focus on subjective meanings underpinning social phenomena 

(Creswell, 1997). In short, positivist research focuses on explaining, while 

interpretivist studies focus on understanding (Bryman, 2004). 
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Different research approaches have different strengths and weaknesses. Positivist 

research assumes that an objective, value-free approach is possible and desirable while 

applying methods designed for the natural sciences to human beings and social 

phenomena. Thus, such research tends to provide breadth and representation but may 

sacrifice depth, precision, and nuance. Interpretivist approaches, meanwhile, offer 

credibility and depth but are thought to lack generalisabllity and objectivity (Easterby-

Smith et al., 2012). While interpretivism has increasingly become more appreciated as 

a pathway to understanding newly recognised social phenomena, the positivist 

approach continues to hold sway in much management research (Bell and Thorpe, 

2013). This study adopts a positivist approach while endeavouring to incorporate 

some contextual benefits of qualitative work. 

Within these larger parameters, survey methodology is useful to collect primary data 

from larger sample populations when it is not possible to directly observe behaviour 

(Babbie, 2007). Although direct observation of behaviour might be preferable to 

reporting, this would entail experimentation or ethnographic research, which are 

logistically difficult, costly, and time-consuming. Archival data can be an efficient 

solution, although researchers cannot control the source, quality, or form of such data 

(Creswell, 1997; Sacket and Larson, 1990). 

Given these barriers, surveys are a popular approach, being efficient, anonymous, and 

less intrusive than experimentation and observation. In addition, the fieldwork 

involved in face-to-face surveys allows greater contextualisation than remote 

collection, experimentation, or archival data. The survey method facilitates targeting 

of a specific population and assessment of internal states that are not observable 

(Sacket and Larson, 1990). The advantages of survey research include the ability to 

reach a large number of respondents, gather a significant quantity and breadth of data, 

and achieve accuracy at a reasonable cost. The disadvantages of survey research 

include sacrificing depth for breadth, some cost, investment of time, risk of sampling 

error, and the need to train survey administrators (Kerlinger and Lee, 2000). 

Temporal parameters are also important. Cross-sectional research takes place at a 

singular point in time, while longitudinal research typically refers to two or more 
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periods of data collection over a longer period of time in order to observe change 

(Bryman, 2004). Thus, cross-sectional research provides a “snapshot” of one moment 

in time for the individuals or organisations of interest. A cross-sectional design is 

chosen here, as it is considered appropriate for examining relationships among 

different variables, particularly for quantitative surveys intended to test hypotheses 

(Bryman, 2004; Saunders and Lewis, 2012). 

In addition, research may pursue different purposes, including exploratory (e.g., for 

new phenomena), descriptive (addressing who, what, when, and to some degree, how 

questions) or explanatory (addressing why questions) (Bryman, 2004; Saunders and 

Lewis, 2012). The main purpose of the current study is to examine relationships 

among variables representing intangible resources and venture outcomes. Thus, the 

nature of the study is explanatory. 

Finally, scholars have discussed the role of “emic”, or culturally specific, versus 

“etic”, or culturally general, approaches, particularly in Chinese management research 

(Barney and Zhang, 2009; Cavusgil and Das, 1997; Leung, 2009). The current 

research is inherently etic, given that it entails explanation of behaviour by an external 

social scientist in terms that are intended to be relevant across cultures. At the same 

time, efforts are made to incorporate an emic perspective by presenting additional 

qualitative information to give voice to the local participants in the study. In addition, 

in its approach to social capital, the study attempts to integrate the Chinese concept of 

guanxi based on the Confucian dyadic principles of association (Chen et al., 2013; 

Tsui and Farh, 1997) to better understand social network behaviour in the Chinese 

context. In this regard, the study heeds the advice of leading scholars on emic–etic 

approaches as well as Chinese management research. That is, in developing and 

applying theory, it is important to consider both Western and Eastern philosophical 

traditions (Barney and Zhang, 2009; Whetten, 2009). Further, as Leung (2009: 6) 

states, researchers “confronted with a management phenomenon in the Chinese 

context [should] muster all the relevant constructs to formulate the best theoretical 

model possible”, thus attempting some “theoretical fusion” between East and West. 
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7.3 Research methods 

The population for this study is micro and small entrepreneurs operating in an 

emerging-economy setting, particularly areas of “semi-development” where business 

opportunities exist but resources are likely to be constrained. China was chosen as the 

setting for the study given its global economic significance, large population, high 

growth rates (suggesting entrepreneurial opportunity), 200 million people living in 

below middle class standards, and cultural context in terms of social ties typically 

being considered valuable to entrepreneurs. Reaching small-scale entrepreneurs in an 

emerging economy poses methodological challenges typically not encountered in 

highly developed economic settings with straightforward access to public records, 

more transparent institutions, higher levels of out-group trust, and general familiarity 

with survey practices (Webb, 2014). The sampling strategy and survey design in this 

study therefore reflect the need to overcome considerable barriers to collecting reliable 

information from this population. 

7.3.1 Sampling strategy, population, and criteria 

Among the methodological challenges of this research is the fact that few databases or 

directories exist from which to generate a random sample of Chinese entrepreneurs. 

Working with a typical community lending institution facilitates access to 

entrepreneurs across multiple industries, enhances response rates, allows separate 

collection of performance data from the lender, and has the added benefit of 

addressing the topic of entrepreneurship based on microfinance and SME loans, an 

emerging theme in the management literature. From December 2011 to April 2014, 

research environments were explored and qualitative interviews conducted among 

lending institutions in northern, western, and eastern China. This period included 

visits to Fuping Microfinance in Shanxi Province and the Association for Rural 

Development Yilong in Sichuan Province, and meetings with influential national-level 

organisations involved in economic development and microfinance activities, such as 

the Youchange Foundation, CreditEase, and the Chinese Academy of Social Sciences. 

(All are members of the Chinese Association of Microfinance.) Ultimately, a large 

financial institution based in Zhejiang Province was chosen because its clientele is 

representative of MSMEs served by community banks throughout the region. The 
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bank is a non-state controlled city commercial bank formed by the aggregation of 

eight local credit unions, reaching 60,000 micro-enterprises and SMEs in a range of 

industries. The bank's primary focus is on SME finance and microlending for small 

enterprises unable to obtain loans from traditional lenders, and was one of the key 

partners in China Development Bank's Microfinance Project. The bank specifically 

advertises ‘microfinance’ and SME products, with 93% of its loan portfolio 

comprising loans of less than RMB 1 million (<£100,000) (KPMG, 2005; TZB, 2015). 

While clients are not the ‘poorest of the poor’ as more often seen among NGO 

lenders, the study drew a sample from the lowest group of borrowers, accessing loan 

products averaging RMB 100,000 (£10,000).Zhejiang Province was chosen because it 

is one of several regions of China which have somewhat greater freedom to 

experiment with small lending models combined with fewer institutional constraints to 

entrepreneurship than might typically be expected under a centrally controlled party 

system (Liu, 2011). While Zhejiang is fully representative of China in a cultural sense, 

it is also one of the most entrepreneurial and prosperous regions of China, and in this 

regard a study conducted there offers some generalisability to entrepreneurial 

populations and settings elsewhere in the world.  

The survey was administered to entrepreneurs receiving small business loans 

averaging less than RMB 100,000. The aim was to rule out extremely small loans 

(<RMB 10,000) not genuinely used to fund small business, yet also exclude higher-

level entrepreneurs who may not face significant resource constraints. RMB 100,000 

has been recommended in China as an appropriate dividing line between micro-

enterprise and SME lending,
36

 although higher levels are justifiable in more developed 

regions such as China’s east coast. To ensure an entrepreneurial focus, the enterprises 

were on average less than eight years old, and were independently and domestically 

owned. The respondents were the CEO or sole proprietor. 

                                                 

36
 Microfinance has been defined as a loan equalling no more than 1.5 times a client’s annual income in 

the given region or country (Geraci et al., 2010). In 2012, per capita GDP in Zhejiang Province was 

RMB 68,462.  
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The previous qualitative work in Shanxi and Sichuan Provinces, noted here and 

described in detail in Appendix F, focused on necessity-based micro-entrepreneurs 

receiving loans of RMB 5000 to 50,000 (£500–5,000). In contrast, the quantitative 

study targeted those at the upper level of micro closer to SMEs, reaching ordinary 

small-scale entrepreneurs with an average of junior high school education and firm 

size of 9.7 operating on the borders of a medium-sized city in China.  

7.3.2 Survey design, administration, and response  

Based on the previous fieldwork, a questionnaire was developed in English and 

translated using the back-translation procedure recommended by Brislin (1993). That 

is, it was translated from English into Mandarin Chinese by a bilingual native Chinese 

speaker and translated back into English by a different bilingual native Chinese 

speaker. The two versions were compared and any inconsistencies resolved. The 

survey instrument was pre-tested with four sample participants and minor adjustments 

made for clarity. As detailed below, established and validated scales and measures 

were used to measure the variables, such as psychological capital, on a Likert scale. 

While some dependent variables were reported by the key respondent (revenue growth 

and self-rating of performance by the entrepreneur), there was also a “check” 

dependent variable (lender rating of performance) reported by the lending institution 

for each respondent’s business, thus reducing common method bias. In addition, 

Harman’s one-factor test was conducted to check for common method bias. 

The survey was administered face-to-face in Chinese by trained native-speaker 

research assistants, monitored by the investigator in frequent daily communication and 

weekly meetings. The survey was administered in person because many micro-

entrepreneurs in China are not accustomed to written surveys and may also lack the 

formal education to read Chinese characters at a comfortable level. In addition, in 

certain emerging-economy environments where interactions tend to be relational 

rather than transactional, a relationship must be established in order to collect data 

(Bruton and Ahlstrom, 2003). Most local residents speak both Putonghua (the national 

language, “Mandarin” Chinese) and local dialect, although a small percentage speak 

only dialect. For the purposes of this study, only those respondents capable of 

speaking and understanding Putonghua were recruited in order to prevent 
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discrepancies arising from verbally interpreting the questionnaire in the local dialect. 

Additionally, it is probable that business owners capable of speaking only local dialect 

would be extremely constrained in their ability to grow a venture in modern China.  

Research assistants were students in undergraduate year 4 or on master’s programmes 

in finance, accounting, and international business, who had previous experience as 

interns in banking and other business settings. The research assistants underwent a 

half-day training course in research practices, ethics, and survey administration, 

followed by practice interviews arranged with local entrepreneurs who provided 

feedback to the investigator to improve students’ interviewing technique. 

Respondents’ participation was voluntary and confidential, and all ethics procedures 

were strictly followed. The project was approved by the UNNC Research Ethics 

Committee in May 2014 and data collection took place between June and September 

2014. 

The result was 176 completed questionnaires, with a good response rate of 59.1 

percent among the target audience. This rate was obtained due to embedding trained 

research teams in the reception areas of community banks to conduct the survey on a 

voluntary basis following scheduled appointments between entrepreneurs and bank 

personnel. Bank personnel were asked to mention the survey during the appointments 

but did not otherwise observe or require respondents’ participation in the survey. All 

entrepreneurs known to be receiving loans of RMB 300,000 and lower from the bank 

were approached by research teams after completing their appointments. To enhance 

credibility, a small sign was posted to indicate the research was being conducted by 

individuals from the University of Nottingham Ningbo China, a respected institution. 

Water and small sweets were offered to participants. The response rate of 59.1 percent 

compares favourably to response rates in other studies of entrepreneurs, for example, 

19.3 percent and 24.8 percent in the US (Hmieleski and Baron, 2009; Hmieleski and 

Corbett, 2008), 66 percent in China (Chen et al., 2011), and 30 to 40 percent in a four-

country study conducted in China, Russia, the US, and France (Batjargal et al., 2013).  
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7.3.3 Cultural awareness 

Cultural issues are critical, as the study takes place in China but much of the literature 

on entrepreneurship, human capital, social capital, and psychological capital originates 

in the West, employing research methods suitable for Western settings. It should be 

noted that the PsyCap scale has previously been applied in China (Luthans et al., 

2005, 2008b) and measures of social capital have widely been applied in Asia at large 

(Batjargal et al., 2013; Chen et al., 2013). Techniques to improve cross-cultural 

validity (as recommended by Cavusgil and Das, 1997) in this study include the 

following:  

 Review of design and survey by multicultural researchers 

 Recruitment and training of bicultural research assistants 

 Examination of constructs for cultural, functional, and linguistic equivalence. 

 

Survey interview design and administration also take note of the following (as 

recommended by Chen, 1995): 

 Decentring in translating questionnaires: Decentring tends to avoid direct 

literal translation, instead paraphrasing concepts then translating each item 

individually to achieve the best cultural translation of the idea rather than an 

awkward literal translation.  

 Survey distribution: Chinese respondents may be less accustomed to surveys 

than many Westerners, and may be cautious about revealing information and 

inclined to present a positive image. It is therefore better to personally 

administer a survey via respected native individuals (e.g., trained upper-level 

university students projecting a professional image); to introduce the 

questionnaire as an important project sponsored by a prestigious institution (in 

this case, the University of Nottingham Ningbo China) with the approval of a 

trusted entity (in this case, the bank and lending personnel); to provide clear 

instructions; and to assure confidentiality. To reduce social desirability bias in 

responses, care was taken to administer the survey in a one-to-one interaction 

between the researchers and respondents, without the presence of bank 

personnel. 
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In addition, a five-point instead of a six-point scale was used for the psychological 

capital measurement in order to provide a slightly simpler option for respondents not 

accustomed to surveys. Similar minor adaptations to the PsyCap measure are seen in 

other studies (Baron et al., 2016). 

7.3.4 Validation checks 

Within three months of the survey administration taking place, the data were checked 

from a randomly selected group of 31 entrepreneurs from the sample, re-administering 

sections of the survey by telephone in order to determine reliability of responses. In 

re-interviews, agreement was 90 percent for firm founding data, performance, and 

demographic data of the lead business contact (age, years known, education level). 

Data were considered reliable with an agreement rate of at least 80 percent (James et 

al., 1984).  

7.4 Measures 

In this study, the dependent variables focus on venture performance, particularly 

revenue growth, while the independent variables include measures of human capital, 

social capital, and psychological capital. The control variables are firm-level variables 

including industry, firm age, firm size and loan size, and individual-level variables of 

respondent’s sex and age.  Variables are summarised in Tables 7.3 and 7.4. 

7.4.1 Dependent/outcome variables 

Data were collected on different measures of venture performance. To reduce 

common method bias, data on venture performance were collected from both the 

lender and the entrepreneur.  

Revenue growth
37

 

Respondents were asked to provide sales revenue growth (as a percentage) for the last 

four years, or since the firm’s founding if less than four years. Revenue growth is 

                                                 

37
 See Chapter 2 for a conceptual discussion of venture growth measures. 
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commonly used to measure new venture performance (Baum et al., 2001; Brüderl and 

Preisendörfer, 1998) as it indicates the ability of the entrepreneur to seek and exploit 

opportunities and grow the firm (Gilbert et al., 2006). In Hmieleski and Baron (2009), 

the dependent variable is based on entrepreneurs’ average annual revenue growth and 

employment growth for the two years immediately prior to the survey. In Hmieleski 

and Corbett (2008), the dependent variable is sales revenue growth for the prior three 

years. In addition, the measure allows comparisons across many industries (Brush and 

Vanderwerf, 1992). A growth percentage is also useful because it allows the collection 

of performance data without asking entrepreneurs to provide exact sales and profit 

figures, which private companies may prefer to keep confidential (Arregle et al., 2013; 

Chen et al., 2011). Revenue growth equals the total of sales revenue growth 

percentages provided, divided by the number of revenue years. 

Lender rating 

After each individual survey, but within the same day, the bank loan manager was 

asked, in consultation with lending personnel most familiar with the client, to rate 

each firm’s current performance relative to competitors within the industry on a scale 

of 1 to 5 based on intervals of performance (1=lowest 20 percent, 2=lower 21–40 

percent, 3=middle 41–60 percent, 4=upper 21–40 percent, and 5=top 20 percent) (see 

Figure 7.1). The measure was adapted from a multiple-item subjective performance 

measure used previously with new ventures (Batjargal, 2005). This measure was 

included to reduce common method bias from obtaining all data from a single source, 

to provide a check on revenue growth, and to achieve a higher response rate on at least 

one outcome measure, in case entrepreneurs were reluctant to provide specific revenue 

growth figures. 

Every effort was made to standardise how bank managers rated firm performance, for 

instance (1) by clarifying that firm performance should be rated and not merely the 

likelihood of loan repayment and (2) by asking one loan manager in each of the five 

branches to choose the rating, after consultation with the loan officer most familiar 

with each case. The rating took place within one day of the bank issuing or renewing a 

loan, thus ensuring that the firm’s file was up to date and available to the rater. 
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Figure 7.1  Performance Rating Item from Survey 
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Overall 
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Adapted from Batjargal (2005)  

Respondent self-rating of venture performance 

Using the same question posed to lenders, entrepreneurs rated their own firm’s 

performance relative to competitors within the industry on a scale of 1 to 5. The 

measure was included as a robustness check and to improve response rates in case 

respondents were reluctant to reveal exact revenue growth percentages.  

A brief discussion of the three dependent variables and their correlations follows. 

7.4.2 Subjective and objective measures and inter-rater agreement 

Previous studies have relied upon self-reports of firm-level growth, for instance when 

objective data are not available (Lee and Tsang, 2001). Self-reported measures of firm 

growth have been found to have high levels of reliability and validity compared with 

objective and other subjective measures (Brush and Vanderwerf, 1992; Chandler and 

Hanks, 1993; Sigmund et al., 2015). While subjective measures have been criticised 

for potential biases (Venkatraman and Ramanujam, 1986), they have been shown to 

be reliable and to correlate well with objective performance measures (Dawes, 1999; 

Geringer and Hebert, 1991; Fey et al., 2009).  

For instance, Geringer and Hebert (1991) used a five-point Likert-type scale to gauge 

performance of international joint ventures, using questions such as, “In general, how 

satisfied has your firm been with the joint venture’s overall performance?” They 

confirmed significant positive correlations ranging from .24 to .60 between objective 

and subjective performance measures from the same party. Geringer and Hebert also 

confirmed significant positive correlations ranging from .37 to .93 between subjective 

performance assessments from different parties (e.g., parent companies and 

subsidiaries).  
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Likewise, Fey et al. (2009) used a self-reported subjective measure of multinational 

enterprise performance relative to firms within the same industry, gauging five items 

related to profitability, sales and other items on a five-point Likert scale. They 

employed this measure because financial data were not publicly available and would 

have been difficult to compare among different industries or countries. Previous 

studies indicate the reliability of self-reported subjective measures (Dess and 

Robinson, 1984; see also Delaney and Huselid, 1996; Youndt et al., 1996).  

For the current study, Spearman’s rank order correlations were used to examine the 

correlation among the three dependent variables: revenue growth (continuous percent, 

reported by respondent), respondent rating (ordinal, reported by respondent), and 

lender rating (ordinal, reported by lender). All three correlate positively and 

significantly with each other (p<.01). In particular, the subjective ordinal measures 

(respondent rating and lender rating) correlate well with objective measures of 

performance (revenue growth), while the external lender rating of performance 

correlates at an acceptable level with entrepreneurs’ reports of revenue growth (.46), 

all significant at the p<.01 level. In addition, the respondent rating and lender rating 

correlate well with each other at .61, significant at the p<.01 level. (See Table 7.1). 

Table 7.1 Correlations: Objective and Subjective Performance Measures 

Variable 
Revenue 

growth 

Lender 

rating 

Respondent 

rating 

Revenue growth 1.00 
  

Lender rating 0.46*** 1.00 
 

Respondent rating 0.38*** 0.61*** 1.00 

 
***p<.01   

Finally, the lender rating of performance is plotted against revenue growth reported by 

the entrepreneurs, as seen in Figure 7.2 with a consistent relationship evident between 

the two outcome measures. 
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Figure 7.2 Plot of Revenue Growth and Lender Rating  

 

Source: Own data 

7.4.3 Independent/predictor variables: Human capital 

Education 

Respondents were asked to indicate the highest level of education they had completed, 

based on five categories: (1) primary school, (2) junior high school, (3) senior high 

school, (4) junior college (two-year) or additional training beyond senior high school, 

and (5) four-year university degree. The categories are appropriate for entrepreneurs 

in an emerging-economy context in which formal schooling levels tend to be lower, 

with similar categories used in other studies (Baron et al., 2016; Chen et al., 2011).  

Entrepreneurial experience 

Respondents were asked the total number of businesses they had founded and the total 

years they had spent running their own businesses. The former is considered a valid 

measure because each founding is thought to increase the individual’s business 

knowledge (Wright et al., 1998; Zhao et al., 2005) and has been used in previous 
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studies (Hmieleski et al., 2015; Stuart and Abetti, 1990). After examining the data, it 

was found that using the number of start-ups was problematic for lower level 

entrepreneurs as it tended to assign value to repeated failures. In addition, using 

“number of years running own business” was problematic as it correlated too closely 

with firm and entrepreneur age. A dummy variable for prior start-up experience was 

therefore created (0=no 1=yes) (as seen in Cassar, 2014; Cooper et al., 1995) and used 

for hypothesis testing. 

Prior industry experience 

Employment experience prior to starting a business is a useful form of human capital 

for entrepreneurs, especially for gaining tacit knowledge within the same industry 

(Davidsson and Honig 2003; Drexler et al., 2010). For micro-entrepreneurs in 

emerging economies, work experience in the same sector is linked to new venture 

performance (Roomi, 2011). Respondents were asked about prior employment in the 

same industry as their current venture (Schoonhoven et al., 1990). A dummy variable 

was created to reflect prior industry experience (0=no, 1=yes). 

No multiple-item human capital scale was attempted because these individual 

variables measure different forms of knowledge and should not be expected to 

correlate highly (>.30). 

7.4.4 Independent/predictor variables: Social capital 

This study applies the name-generator method (Burt, 1992; Marsden, 1990) to collect 

data on two types of personal (ego-centric) network resources: business advice and 

emotional support. The name-generator method facilitates study of networks’ 

structural properties such as size and density, while reducing social desirability bias 

compared to the position-generator method (Batjargal, 2003). Each entrepreneur was 

asked to provide the surnames only of up to five people whom they had sought out for 

business advice or emotional support in the last six months – on average five names 

were found to be optimal in network surveys (Merluzzi and Burt, 2013). To enhance 

confidentiality, surnames only were provided, as surnames rather than forenames are 

common in China. The respondents were asked not to name any contact twice, to 

avoid multiplicity among the two networks. The respondents provided demographic 
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information about each contact/alter (sex, age, education, industry, location) and about 

the ego–alter relationship (closeness of bond, years acquainted, frequency of 

communication, relational base). The respondents also rated the relationships between 

these alters on degree of closeness/distance. The response options for the social capital 

section were adjusted to reflect environments typical of micro-entrepreneurs in 

emerging economies (e.g., by adding lower education levels and non-professional 

industries). Details of the name-generator method are seen in the survey interview 

questionnaire in Appendix D. 

Based on this data, four social capital variables were calculated for use in this study: 

 Business advice network size  

 Emotional support network size 

 Business advice network dyadic tie strength: entrepreneur to business 

advice contacts (ego–alter) 

 Emotional support network dyadic tie strength: entrepreneur to 

emotional support contacts (ego–alter). 

 

Dyadic tie strength is a multifaceted construct that incorporates frequency of ego–alter 

interaction, duration of the relationship, and emotional closeness (based on Collins 

and Clark, 2003; Granovetter, 1973). For tie strength, respondents were asked to rate 

the relationship with each contact as 1=distant, 2=close, or 3=especially close. They 

also provided number of years known, and how often they talked (1<monthly, 

2=monthly, 3=weekly, 4=daily). Responses were averaged for each of three items for 

two network resources to generate an average closeness, years known, and talking 

frequency for the business advice network, and for the emotional support network, 

then scores were standardised and aggregated to generate “business advice tie 

strength” and “emotional support tie strength” variables for each entrepreneur, as 

follows:  
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BUSINESS ADVICE NETWORK DYADIC TIE STRENGTH = 

Years known (average of business advice ties)  

+  

Closeness (average of business advice ties)  

+  

Talk frequency (average of business advice ties) 

 

 

EMOTIONAL SUPPORT NETWORK DYADIC TIE STRENGTH = 

Years known (average of emotional support ties)  

+  

Closeness (average of emotional support ties)  

+  

Talk frequency (average of emotional support ties) 

 

 

The measurement of network size in this study begins at zero, to differentiate those 

respondents who state they have “no” network from those who simply failed to 

respond to both resources (missing data). Measurement of dyadic tie strength does not 

begin at zero, as this would be impossible. There is a minimum threshold of dyadic tie 

strength once an alter is named as a valuable source of business advice or emotional 

support (e.g., an alter who has been known for <1 year, with whom contact occurs on 

a monthly basis, with a low level of perceived intimacy). 

7.4.5 Independent variable/moderator: Psychological capital 

Psychological capital is measured using a 24-item questionnaire
38

 developed by 

Luthans and Youssef (2007) and validated in numerous studies (Baron et al., 2016; 

Peterson et al., 2011), including with Chinese workers (Luthans et al., 2008b) and 

among participants with lower levels of education. In one study, 46 percent of 

respondents had not completed high school and another 41 percent had completed 

only high school (Luthans et al., 2008b). The original scale includes six questions for 

each of the four subconstructs hope, resilience, efficacy, and optimism. Mindgarden, 

Inc. granted permission to use the psychological capital measure and to translate it 

into Mandarin Chinese. The scale was translated from English by a fully bilingual 

                                                 

38
 The full PsyCap questionnaire is not reproduced here due to copyright restrictions. 
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native mainland Chinese speaker, then translated back into English by a different 

bilingual native mainland Chinese speaker, and any differences were resolved. The 

final Chinese version was reviewed by a third native mainland Chinese speaker with 

research experience in psychological aspects of entrepreneurship.  

As the psychological capital scale was initially developed for employees in 

companies, very slight adjustments were made during translation to make the scale 

appropriate for entrepreneurs. Other studies have also used the PsyCap measure in 

translation (Cheung et al., 2011; Luthans et al., 2008b; Rego et al., 2012b) and have 

reworded it slightly to suit different contexts (Chen and Lim, 2012; Walumbwa et al., 

2011). While some items were generically applicable and required no change, others 

contained phrases such as “this job” that were changed to “my business”. Examples 

are shown below: 

For several PsyCap items, no change was needed in the language, for example: 

 

Item: I feel confident analysing a long-term problem to find a solution. 

Item: There are lots of ways around any problem. 

Item: When things are uncertain for me at work, I usually expect the best. 

 

For other items, small changes were made to suit entrepreneurs rather than employees: 

 

Original I feel confident helping to set targets/goals in my work area. 

Adaptation: I feel confident setting targets or goals for my company. 

 

Original: I can think of many ways to reach my current work goals.  

Adaptation: I can think of many ways to reach my current business goals.  

 

Original: I feel I can handle many things at a time at this job. 

Adaptation: I feel I can handle many things at a time in my business. 

 

To test reliability of the PsyCap measure, Luthans et al. (2008a) has conducted a 

factor analysis with loadings from .89 to .98. Similarly, in the current study, an initial 
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reliability test was conducted, the four sub-constructs examined, and four items 

deleted, including two confusing reverse-worded questions for optimism, and one 

reverse-worded question and one question found to be culturally inappropriate for 

resilience. Then, scores for the PsyCap variable was calculated based on the means of 

the four sub-dimensions, providing equal weight to each of the four (i.e., two sub-

dimensions with four items each, two with six items each, not over-weighting for the 

six-item sub-dimensions). These changes are appropriate, given that Luthans and 

colleagues also offer a shorter 12-item PsyCap test which omits the same reverse-

worded items. In addition, a review of the PsyCap construct from a psychometric 

perspective specifically recommends eliminating the reverse-worded items, as reverse-

ordered items tend to reduce reliability of scales in general (Dawkins et al., 2013). In 

the current study, the Cronbach’s alpha on the 20-item PsyCap scale was as follows: 

Table 7.2 Reliability of Psychological Capital Scale 

 

Subconstruct Cronbach’s alpha 

Self-efficacy =.78 

Hope =.71 

Optimism =.70 

Resilience =.69 

Total for four subconstructs* =.84 

Total for all items (20)** =.90 

 

*one higher-order factor, four subconstructs 

**one higher-order factor, 20 items 
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Table 7.3  Dependent (Outcome) and Independent (Predictor) Variables 

Independent 

variables 
Operationalisation/Coding Source 

Education 1=primary school  

2=junior high school  

3=senior high school 

4=junior college or training beyond 

senior high school  

5=four-year university degree 

Baron et al., 2016; 

Chen et al., 2011 

Start-up experience Prior start-up experience 

y/n 

Hmieleski et al., 

2015 

Stuart and Abetti, 

1990 

Industry experience Prior employment in same industry 

y/n 

Roomi, 2011; 

Schoonhoven et al., 

1990 

Psychological 

capital 

20 items, four subconstructs: 

self-efficacy, hope, optimism, 

resilience 

Luthans and 

Youssef, 2007 

Business advice 

network size 

Contacts named 0–5 

Burt, 1992; 

Marsden, 1990 

Emotional support 

network size 

Contacts named 0–5 

Business advice tie 

strength 

Years known + Closeness + Talk 

frequency (average of BA ties) 

Emotional support 

tie strength 

Years known + Closeness + Talk 

frequency (average of ES ties) 

   

Dependent 

variables 

Operationalisation/Coding Source 

Revenue growth  Total sales growth revenue percentages 

for 1–4 years / number of revenue years 

provided 

Baum et al., 2001; 

Hmieleski and 

Baron, 2009 

Lender rating 1=lowest 20%, 2=lower 21–40%, 

3=middle 41–60%, 4=upper 21–40%, 

5=top 20% 

Batjargal, 2005 

Respondent rating 1=lowest 20%, 2=lower 21–40%, 

3=middle 41–60%, 4=upper 21–40%, 

5=top 20% 

Batjargal, 2005 
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7.4.6 Controls 

Data were collected on firm-level variables including firm age (2014 – year of firm 

founding), firm size (number of current full-time employees), loan size, and industry 

sector, as well as individual-level variables such as respondent age and gender 

(0=male and 1=female). Given that this study argues that financial capital alone is not 

sufficient to drive venture growth, it is important to control for business loans received 

by the respondent. Data were collected on length of the respondent’s relationship with 

the lender (in years), total number of loans from this lender, and current loan size. 

While length of lending relationship and number of loans correlate with each other 

(.59 p<.01), loan size does not correlate closely with the other two financial variables, 

so a multi-item financial capital scale was not created. Current loan size is used as a 

firm-level control.  

In addition to loan size, the five other controls were chosen based on individual and 

firm-level variables that are likely to affect venture outcomes and in consultation with 

the literature in terms of controls traditionally used in entrepreneurship studies. Age 

tends to have a curvilinear relationship (inverted U-shape) with entrepreneurial 

activity and venture performance (Lévesque and Minniti, 2006; Reynolds and White, 

1997; Shane, 2003) as very young people lack the experience and know-how for 

entrepreneurial activity, which increases in middle years and then decreases as older 

individuals develop higher opportunity costs or lower risk-taking propensity. Age is 

therefore controlled for here. Gender is also used as a control, as more men than 

women start businesses (Brush, 1992) and previous work suggests that gender 

influences the effect of network dimensions on growth (Batjargal et al., 2009). At the 

firm level, firm age tends to associate positively with venture outcomes, due to 

increased knowledge stocks and learning by doing (Gimeno et al., 1997; Shane, 2003). 

Likewise, firm size, measured as number of employees, is positively related to growth 

and income in start-up ventures (Gimeno et al., 1997; Westhead, 1995). Both are 

controlled for here. Finally, venture outcomes including revenue and profits vary by 

industry sector (Gimeno et al., 1997; Hmieleski et al., 2015; Shane, 2003), and thus 

industry is an additional firm-level control in this study. 

Table 7.4 summarises the control variables and coding.   
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Table 7.4  Control Variables 

Control Variable Measurement and Coding 

Firm level  

Firm age Years since founding, calculated as (2014 – founding year) 

Firm size Number of current full-time employees 

Loan size Current loan size in CNY (RMB) 

Industry
39

 1=manufacturing and construction 

2=agriculture and raw materials 

3=wholesale trade/retail/consumer 

4=services and professional 

Individual level  

Age Respondent’s age, calculated as (2014 – year of birth) 

Gender 0=male, 1=female 

 

7.5 Conclusion 

This chapter has discussed the overall methodological approach of the study, 

including the rationale for and the development of methods for the quantitative phase 

of the research. This included a discussion of the sampling strategy, survey design, 

translation, and administration as well as the process implemented for data collection 

and validation. The chapter presented the study variables in detail and scales and 

measures used for control, predictor, moderator, and outcome variables, in keeping 

with a cross-sectional survey interview methodology. 

  

                                                 

39 
Based on categories in Liu’s (2008: 42) work on SME development in China. 
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Chapter 8  Findings of the Quantitative Study 

8.1 Introduction 

This chapter describes the findings from the quantitative survey phase of the study and 

tests hypotheses regarding relationships between venture outcomes and human capital, 

social capital, and psychological capital. 

This chapter is structured as follows. Firstly, it presents descriptive statistics of the 

survey sample. Following this, steps to assess and reduce multicollinearity, common 

method variance, and missing data are discussed. Then, reliability and validity of key 

measures are determined. Correlations of main variables and the process and results of 

multiple regression analysis are then presented, followed by more in-depth analyses of 

interactions. Finally, qualitative evidence from the survey phase is presented to further 

explore the quantitative results. 

8.2 Sample description  

8.2.1. Descriptive statistics 

As seen in Table 8.1, among the survey sample of 164 entrepreneurs, the average age 

was 38.9 years (ranging from 24 to 59), with average firm age of 6.1 years and 

education levels including primary school (16.5 percent), junior high school (34.8 

percent), senior high school (20.7 percent), junior college (11 percent) and college or 

university (17.1 percent). The majority of entrepreneurs, 84.1 percent, were male 

while 15.9 percent were female. More than half the respondents, 57 percent, had prior 

start-up experience while 43 percent did not. Only 32 percent reported prior work 

experience in the same industry as their current venture, while 68 percent had no 

directly related industry employment experience. Micro-entrepreneurs in this study 

had a mean score of 3.81/5.00 on psychological capital, compared with 4.38/5.00 for 

entrepreneurs in the US (Baron and Hmieleski, 2014) and just slightly higher than 

employees in a large multinational firm in China (Wernsing, 2014). 

For firm demographics, mean firm size was 9.7 employees (standard deviation or s.d. 

13.74) and firm age was 6.10 (s.d. 5.8). Of 164 entrepreneurs, 15 percent were sole 
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proprietors (no employees), 33 percent had between one and four employees, 18 

percent had five to 10 employees, 21 percent had 11 to 20 employees, and 13 percent 

had more than 20 employees. For outcomes, mean revenue growth (annual average 

over four years) was 19.44 percent (s.d. 19.84), respondent performance (self) rating 

was 2.79/5.00 (s.d. .90), and lender rating was 2.60/5.00 (s.d. .82). For networks, the 

mean total network size was 2.43 (s.d. 1.25),
40

 including business advice networks 

1.57 (s.d. 1.12) and emotional support networks .87 (s.d. .60). For financial capital, 

average loan size was RMB 97,249 (s.d. 69,836), ranging from RMB 10,000 to 

310,000, with the mean number of loans from this lender totalling 2.03 (s.d. 1.75)
41

 

and the average length of lending relationship at 2.06 years (s.d. 1.95). The 

respondents’ firms represented a range of industries: 24 percent in manufacturing, 22 

percent in agriculture and raw materials, 33 percent in wholesale trade/retail 

trade/consumer goods, and 21 percent in the services and professional sectors.  

8.2.2 Correlations 

Pearson’s correlation coefficients were generated and are shown in Table 8.2. Several 

significant correlations occur with the main dependent variable and several predictor 

variables as well as controls. It is important to look at effect size and not only 

significance given the sample size. The predictors education, business advice network 

size, and emotional support network tie strength all have positive correlations with the 

outcome variable revenue growth, while predictors emotional support network size 

and business advice network tie strength correlate negatively with revenue growth. 

Looking at the four social capital variables, business advice network size correlates 

positively with emotional support network tie strength but negatively with emotional 

support network size and business advice network tie strength. Multicollinearity is not 

                                                 

40
 This compares to mean network size of Chinese software entrepreneurs of 3.92 (s.d. 1.45) (Batjargal, 

2007a). 
41 

Microfinance has been viewed as a bridge between informal/personal loans and formal bank credit for 

micro and small businesses (Stein et al., 2010), but long-term dependence on such loans is considered 

problematic. More than three-quarters (76.2 percent) of respondents were on their first or second loans 

from this lender, an additional 18.3 percent had received between three and five loans, and only 5 

percent had received more than five loans. There is no correlation (.00) between number of loans and 

revenue growth. 
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an issue among the social capital variables and many of the correlations are in the 

direction hypothesised (with some being statistically significant).  

One interesting relationship is that between age and education in China, which 

correlates at -0.43 (the historical reasons for this negative association of age and 

education are discussed in Chapter 2). The statistical relationship of the two variables 

is examined for multicollinearity below, and ultimately both important variables are 

included in the regression models. In addition, there is also a positive correlation 

between age and emotional support network tie strength, and a negative correlation 

between age and business advice network size, but age is not correlated with 

psychological capital or revenue growth. 

Table 8.1  Descriptive Statistics 

Variables Mean 
Standard 

Deviation 

1   Revenue growth 

(average % growth over last four years) 
19.44 19.84 

2   Lender rating* 2.60 / 5.00 .82 

3   Firm age (years) 6.10 5.80 

4   Firm size (current full-time employees) 9.70 13.74 

5   Loan size (in CNY) 97,249 69,836 

6   Entrepreneur age (years) 38.86 8.63 

7   Education** 2.77 1.32 

7   Psychological capital 3.81 / 5.00 .40 

8   Business advice network size 1.57 1.12 

9   Emotional support network size .87 .60 

10 Total network size 2.43 1.25 

11 Emotional support network tie strengthϮ
 .062 2.20 

12 Business advice network tie strengthϮ
 .009 2.15 

 

*Lender rating is based on firm performance relative to competitors in the industry, equivalent to 

quintiles of 1=lowest 20%, 2=lower 20–40%, 3=middle 41–60%, 4=upper 61–80%, 5=highest 81–

100%. 

**Education is an ordinal variable and therefore calculating a mean does not have the same relevance 

as it would for a scale variable. However, using a mean here provides a useful reference point for 

education level, with 1=primary, 2=junior secondary, 3=senior secondary, 4=junior college, 

5=university. 

Ϯ Mean is based on centred values and is therefore close to zero. 
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Table 8.2 Correlation Coefficients 

Variables 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 

1 
Revenue 

growth 
1.00 

             
  

2 Industry -0.05 1.00 
            

  

3 Firm age -0.02 -0.01 1.00 
           

  

4 Firm size 0.15 0.11 -0.01 1.00 
          

  

5 Loan size 0.09 -0.14 -0.05 0.31 1.00 
         

  

6 Age -0.01 -0.15 0.28 0.07 0.12 1.00 
        

  

7 Gender -0.06 0.15 0.02 -0.12 -0.01 0.03 1.00 
       

  

8 Education 0.17 0.14 -0.18 0.13 0.17 -0.43 0.02 1.00 
      

  

9 Start-up exper. -0.06 -0.06 -0.14 0.04 -0.09 -0.01 -0.02 -0.04 1.00 
     

  

10 Industry exper. -0.10 0.09 0.08 0.00 0.09 0.02 0.03 0.06 -0.06 1.00 
    

  

11 BA net size 0.20 -0.06 -0.05 0.00 0.10 -0.18 0.11 0.20 -0.04 -0.02 1.00 
   

  

12 ES net size -0.12 0.01 -0.12 -0.09 -0.02 0.05 0.20 -0.02 0.16 0.15 -0.03 1.00 
  

  

13 
BA net 

strength 
-0.22

*
 -0.03 0.20 -0.01 -0.03 0.06 -0.17 -0.27 -0.04 0.05 -0.12 -0.04 1.00 

 
  

14 ES net strength 0.16 -0.12 0.11 0.16 0.15 0.26
**

 0.03 -0.02 -0.07 -0.13 0.07 0.07 -0.16 1.00   

15 PsyCap 0.25
**

 -0.07 -0.05 0.09 0.07 -0.02 0.10 0.19 0.05 0.02 0.10 0.11 -0.12 0.17 1.00 
 

 
BA=Business Advice  ES=Emotional Support 

 

*=statistically significant at p<.10   **= statistically significant at p<.05  ***=statistically significant at p<.01        

Based on original dataset, coefficients with absolute value of .21 or greater are significant at the p<.10 level / coefficients of .25 or greater are significant at p<.05 

level / coefficients of .34 or greater are significant at p<.01 level. 
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8.3 Missing data 

 

8.3.1 Data preparation and missing values 

After initial input, the data were checked for accuracy, consistency, and missing 

values (Hair et al., 2011; Pallant, 2007). Dropping cases without significant values is a 

common procedure for dealing with missing data (Tabachnick and Fidell, 2013). Of 

176 surveys collected, 12 surveys were found to be lacking more than 15 percent 

overall of the data needed for analysis, and these cases were discarded as unusable 

(Hair et al., 2011). The 164 cases remaining accounted for 2,624 total values across 16 

variables of interest, of which 9.18 percent (241) of values were missing, with 90.82 

percent of values present (2,382). 

For these 164 cases and the 16 variables, three individual variables were missing more 

than 15 percent of their values: revenue growth, psychological capital, and one of the 

social capital variables (business advice network strength), which were missing 37.2 

percent, 18.9 percent and 17.7 percent of values respectively. Missing data on 

sensitive information such as revenue growth are not unusual in studies of 

entrepreneurs (Arregle et al., 2013). In such cases, it is useful to have additional 

sources of data on outcomes and a longer time frame (three to four years), as used in 

this study. Data were collected on two correlated measures of firm performance, a 

respondent subjective measure of performance and a performance rating from the 

lender. In addition, some degree of item non-response is not surprising for topics such 

as psychological capital and social networks, given the personal nature of questions 

and fairly lengthy blocks of questions. 

Two strategies for dealing with missing data are listwise deletion and multiple 

imputation (Fichman and Cummings, 2003; Graham et al., 2003; Rubin, 1987). In 

listwise deletion, when a case is missing values for one or more variables, the 

statistical analysis discards the entire case. For instance, when a respondent has 

declined to provide a single response, such as their age or an item in the 24-item 

PsyCap questionnaire, all of that respondent’s data are excluded from the dataset, 

reducing the size of the sample. In addition, listwise deletion of non-imputed data 
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reduces statistical power by decreasing sample size. While listwise deletion may 

introduce only minimal bias in many analyses, especially when fewer than 5 percent 

of cases are lost (Graham et al., 2003), multiple imputation is now considered the 

preferable approach to help reduce error and retain statistical power. Both methods are 

used in this study.  

8.3.2 Multiple imputation 

Multiple imputation replaces missing data by substituting values estimated on the 

basis of other information, allowing the analysis to retain all cases. Original methods 

of imputation increased “noise” in the dataset, so the process of multiple imputation 

was developed in order to impute and analyse several possible datasets and average 

results among them (Rubin, 1987). The goal is not to “guess” what value individual 

respondents might have given but rather to generate valid estimates of the population 

parameters, preserving the integrity of the dataset as a whole (Graham et al., 2003). 

Multiple imputation in SPSS therefore generates between five and 20 datasets, with 

each one imputing a different value for those missing, analyses each of the datasets, 

and then combines the parameter estimates and standard errors into one.  

Previous studies in top management journals have utilised multiple imputation for 

missing data. For instance, in the Academy of Management Journal, Mishina et al. 

(2010: 709) impute values when firm data were missing for several years. They note:  

Scholars have suggested that when some data are missing, multiple 

imputation of the missing data can be reliably employed to estimate 

values for the missing cases. Multiple imputation injects the 

appropriate amount of uncertainty when computing standard errors and 

confidence intervals … by deriving multiple predicted values for each 

missing case and using these predicted values to generate a range of 

possible parameter estimates. It then combines these estimates, 

approximating the error associated with sampling a variable assuming 

the reasons for nonresponse are known (i.e., measurement error) as 

well as the uncertainty associated with the reasons the data may be 

missing, thereby producing an average parameter estimate and 

appropriate standard error. 
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Similarly, also in the Academy of Management Journal, Jensen and Roy (2008: 504) 

use multiple imputation to handle missing data, conducting analyses on the pooled 

imputed dataset, while providing back-up analysis using listwise deletion of cases of 

missing data. The authors comment: 

Although multiple imputation is the preferred method for handling 

missing data when it cannot be assumed that the data are missing 

completely at random, we also report the results using listwise deletion 

of observations with missing data for comparison. 

In the current study, as a first step to multiple imputation, patterns of missing values 

were analysed to determine where and what amount of data were missing, possible 

cause of missingness (e.g., questions that are difficult, sensitive or time-consuming to 

answer; potential linkages in which lack of response on one item reduces response on 

another), and whether data were missing at random. In particular, patterns of missing 

data were analysed to check whether non-response on one key variable was related to 

non-response on others, including revenue growth, psychological capital and social 

capital variables. In this process, no extreme patterns emerged, with the most frequent 

pattern being full data and next most frequent patterns the lack of only one of the 

variables. As a further check on whether data were missing at random, independent 

samples t-tests were conducted to compare the mean scores on several other main 

variables for which full data were available between respondents who answered 

questions on revenue growth, psychological capital, and social networks versus those 

who did not (Chen et al., 1998). For each of the four items, dummy variables were 

created for “provided data” (0=no, 1=yes). The results found no significant difference 

in means on individual and firm-level demographics and other variables between 

respondents and non-respondents (see Table 8.3). This suggests the data were missing 

completely at random and that multiple imputation is therefore an appropriate 

procedure. 

Finally, multiple imputation techniques were conducted to replace the missing values. 

Data were imputed only for continuous quantitative variables, as full data were 

available for all categorical variables such as gender, education, industry, and 

dichotomous start-up and industry experience (IBM SPSS, n.d.). Given the small size 
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of the dataset, the low end of the acceptable range for number of imputations (5–20) 

was chosen. The two alternative dependent variables were included in the imputation, 

as it is appropriate to include other variables that are highly correlated to reduce 

standard error of the estimated parameters (Graham et al., 2003). Minimal constraints 

were placed on the data during imputation to ensure that impossible values were not 

generated.
42

 The resulting dataset comprises 164 complete cases with 16 variables 

(two dependent variables, six controls, seven predictors, and one moderator) with 

analyses then run listwise on the original dataset and the post-MI dataset. To reduce 

common method variance, hypothesis testing also took place on the alternative 

dependent variable, lender rating, as seen in the supplementary analysis. 

Table 8.3 Independent Samples t-Test for Non-response Bias on Revenue 

Growth, PsyCap, and Social Capital Versus Demographic Variables 

 

Variable Sig. level: 

Response to 

Revenue 

Growth 

Sig. level:  

Response to 

PsyCap 

Sig. level: 

Response to 

Business 

Advice 

Network 

Sig. level: 

Response to 

Emotional 

Support 

Network 

Respondent age .28 .19 .42 .40 

Education .24 .45 .95 .37 

Firm age .29 .84 .55 .14 

Firm size  .11 .37 .36 .45 

Loan size .71 .82 .71 .36 

Psychological 

capital 

.38 - .59 .92 

Network size .62 .35 - - 

Revenue growth - .44 .48 .26 

 

 

 

                                                 

42 
Constraints were: minimum values of 0 for firm size, revenue growth, and loan size; minimum–

maximum ranges of 0–5 for network sizes; minimum age 18 for entrepreneur. 
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8.4 Measurement and validity  

Prior to hypothesis testing, constructs were examined for reliability and validity. 

8.4.1 Reliability of psychological capital measure 

As discussed in the previous chapter, reliability of the psychological capital measure 

was tested for internal consistency using Cronbach’s Alpha with acceptable results of 

self-efficacy =.78, hope =.71, resilience =.69, and optimism =.70, the total for 

the four subconstructs (one higher-order factor, four subconstructs) =.84, and the 

total for all items (one higher-order factor, 20 items) =.90. Thus, the psychological 

capital construct can be considered reliable. 

8.4.2 Construct validity of psychological capital measure 

To check the construct validity of the psychological capital measure, confirmatory 

factor analysis (CFA) was conducted. CFA provides an assessment of construct 

validity by testing how well data fit the hypothesised model, based on previous theory. 

The procedure uses several statistical tests to evaluate model fit, including the root 

mean square error of approximation (RMSEA) and comparative fit index (CFI). 

RMSEA provides a metric that avoids problems with smaller sample sizes, and yields 

a value between 0 and 1, with smaller values suggesting a better model fit. 

Traditionally for RMSEA, a finding of <.06 is good, while any finding <.09 may be 

adequate. The CFI provides a metric to examine the difference between the actual data 

and the hypothesised relationship, and yields a test value between 0 and 1, with higher 

scores preferable, >.95 being good and >.90 acceptable (Baumgartner and Homburg, 

1996; Hu and Bentler, 1999).  

Prior to conducting CFA, the data were checked to gauge their appropriateness. The 

normality of the data was examined and found to have both skew and kurtosis <1, thus 

meeting the most stringent requirements for CFA (Kline, 2005) Also, the results of 

Kolmogorov–Smirnov and Shapiro–Wilk tests of data normality were non-significant 

for PsyCap. Thus, no data transformations were needed.  
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Then, the PsyCap measurement data underwent two confirmatory factor analyses, as 

seen in the psychological capital literature:  

1) A one-factor CFA to check how well the four subconstructs fit the higher-order 

construct of PsyCap. In previous work, loading the four subconstructs or 

dimensions onto one latent factor of psychological capital, Luthans et al. (2007b) 

found an acceptable fit with RMSEA=.048 and CFI=.924.  

 

2) A four-factor CFA to check how well the 20 indicator items fit the four 

subconstructs of self-efficacy, hope, resilience, and optimism. In previous 

analyses, loading the 20 items onto four subconstructs or dimensions, Luthans et 

al. (2007b) generated acceptable results with RMSEA=.046 and CFI=.934, while 

Peterson et al. (2011) found RMSEA=.07 and CFI=1.00. 

 

Table 8.4  Confirmatory Factor Analysis on PsyCap Construct 

Model CFI RMSEA 

One-factor model: four dimensions on 

PsyCap 
1.00 .001 

Four-factor model: 20 items on four 

dimensions  
.93 .086 

CFI=comparative fit index, RMSEA=root-mean-square error of approximation  

 

The results shown in Table 8.4 indicate that the construct is within acceptable limits 

for construct validity, with CFI of 1.00 / .93 and RMSEA of .001 / .086 respectively 

for the one-factor and four-factor models. Hypothesis testing in this study uses only 

the higher-order one-factor construct of PsyCap (rather than the four individual 

dimensions), which is the model displaying stronger validity here. 
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8.4.3 Common method variance 

Common method variance is variance that occurs due to measurement method rather 

than to actual variance in the constructs used (Podsakoff et al., 2003). In this study, 

several steps were taken to control for common method variance. First, data on firm 

performance (as a dependent variable) were collected not only from the entrepreneurs 

but also from the lending institution, thus separating sources of collection of the 

independent variables and at least one dependent variable. Analyses were then carried 

out using both the respondents’ reports of firm performance (revenue growth) and the 

lender rating of firm performance. Second, the survey instrument was designed to 

include a range of other questions juxtaposing between the queries regarding the 

dependent and independent variables. Finally, Harman’s one-factor test was conducted 

to check for common method variance, and all of the main variables underwent 

exploratory factor analysis by being entered into an unrotated principal components 

analysis. No single dominant factor emerged, as six factors displayed eigenvalues 

greater than 1 and the first factor accounted for just 13.8 percent of the variance, with 

the first six accounting for 59.1 percent (Podsakoff et al., 2003). This shows that 

common method variance does not appear to be not a major concern in this study. As 

noted previously, data were also validated via telephone calls to a randomly selected 

group of 31 respondents from the sample during a period of six to 12 weeks after the 

original data collection, with an agreement rate of 90 percent for firm founding data, 

venture performance, and demographic data of the first business network tie. 

8.4.4 Agreement of objective and subjective measures 

Two different dependent variables are regressed on the models: 1) revenue growth (as 

reported by the entrepreneur) and 2) lender rating (reported by the lender). One way to 

gauge the level of agreement between different raters is the Pearson correlation 

coefficient (Rubin and Babbie, 2011). The correlation between revenue growth and 

lender rating is strong and positive, with r=.49, p<.001. There is also a strong positive 

correlation between lender rating and a third measure of venture outcome, the 

respondent rating, with r=.57, p<.001. This suggests a reasonable level of agreement 

between the lender and the entrepreneur for responses regarding firm performance. 
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See section 7.4.2 for further analysis of agreement, and see Appendix A for 

regressions on lender rating. 

8.5 Preliminary analysis 

Multivariate analysis provides statistical techniques to examine relationships among 

more than two variables (Hair et al., 2011). In this study, hypotheses are tested via 

multiple regression, which is appropriate given multiple independent variables and the 

use of a single dependent continuous scale variable. Hierarchical ordinary least 

squares regression is used in order to enter control variables in blocks, prior to the 

predictor variables and the interaction terms, in order to understand what each variable 

contributes to predicting the dependent variable (Hair et al., 2006; Pallant, 2007). 

8.5.1 Generalisability and normality 

Important issues to consider prior to hypothesis testing are generalisability, normality, 

linearity, multicollinearity, and homoscedasticity. (Hair et al., 2006; Pallant, 2007; 

Tabachnick and Fidell, 2013). Small samples pose challenges regarding 

generalisability and replicability (Pallant, 2007). In gauging sample size and designing 

effective regressions, it is recommended to have a minimum ratio of 5:1, and 

preferably 10:1, in terms of number of cases per independent variable. This study has 

an original sample size of 164 cases and models containing between seven and 14 

variables, and is thus considered sufficient in terms of generalisability.  

The study’s generalisability is supported by three factors: (1)  the sample comes from 

‘ordinary’ small entrepreneurs operating in and around a medium-sized city rather 

than from elite high-growth entrepreneurs; (2) a positivist research approach is usually 

considered to have greater generalisability (Easterby-Smith et al., 2012); and (3) the 

diversity of the sample, for instance, a respondent age range of 24 to 59 years, 

education levels from primary to university, and industries ranging from light 

manufacturing to retail to agriculture to professional services. 
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Data were examined for normal distribution and outliers using histograms, skew and 

kurtosis measures, q-q plots, and the Kolmogorov–Smirnov (with Lilliefors 

Significance Correction) and Shapiro–Wilk tests of normality. Three outliers were 

removed from revenue growth, five from firm size, and two from loan size (these 

involved different cases). No data were transformed, as removal of a few outliers 

achieved most distributions within normal limits (approx. kurtosis and skew<+/-3).  

8.5.2 Curvilinearity 

It is important to check the assumption of linearity prior to hypothesis testing. Each of 

the independent variables was therefore checked for a possible curvilinear relationship 

with the dependent variables. Quadratic terms for each of the six continuous-scale 

independent variables were computed (the four social capital variables, education, and 

psychological capital) as well as entrepreneur’s age, and the results entered into 

individual hierarchical regressions, first the original variable, then the squared term, 

for revenue growth and then for lender rating. The regression results were then 

checked to see if a significant change occurred in R
2
 between the first and second 

models, and whether the quadratic term was significant, indicating a curvilinear 

relationship.  

The results for PsyCap and Education did not indicate a curvilinear relationship. 

Given these findings, the quadratic terms were not entered into the final regression 

models for hypothesis testing. Entrepreneur’s age showed a slight curvilinear 

relationship in a concave U-shaped direction, suggesting that revenue growth 

diminishes slightly with age and then rises; it is important to note that the 

entrepreneurs in this study have a limited age range from 24 to 59, and an inverted U 

relationship (revenues peaking at mid-life and falling) as seen previously (Lévesque 

and Minniti, 2006; Shane, 2003) therefore should not be expected. The results for 

three of the social capital variables suggested slight to moderate curvilinear 

relationships. Extreme effects (a full U-shaped curve or inverted U) were not observed 

in this study, perhaps because network size was capped at five names for each network 

resource (business advice and emotional support) (Merluzzi and Burt, 2013); it may 

therefore be supposed that very strong curvilinear effects of network size on revenue 
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growth do not occur until networks grow larger than five contacts. The results for the 

social capital variables are presented and discussed in the supplementary analysis in 

Appendix B. 

The main analysis treats these variables as linear, with the supplementary analysis 

incorporating quadratic terms for the social capital variables. The results in the 

supplementary analysis are not drastically different, but add depth to the main 

analysis.  

8.5.3 Tolerance and VIF coefficients 

Multicollinearity poses a risk in multiple regression when independent variables are 

highly correlated at a significant level (Hair et al., 2011; Pallant, 2007). When 

independent variables are correlated at .70 or greater, the recommended procedure is 

to omit one of the correlated variables (Pallant, 2007). According to Cohen (1988), a 

correlation of .5 or greater can be considered strong and may also be considered for 

omission.
43

 Collinearity checks were run for all variables, with particular attention 

paid to the independent variables. (Prior to creating interaction terms, the independent 

variables were also centred to avoid multicollinearity.) As seen in Table 8.5, 

Tolerance and Variance Inflation Factor (VIF) provide information on 

multicollinearity, with tolerance describing the variability in each independent 

variable that is not explained by other independent variables (Hair et al., 2006). 

Tolerance values should be greater than .10 to ensure only a minimal amount of 

multicollinearity (Pallant, 2007). Conversely, VIF values should be below 10, and 

preferably lower, as VIF is the inverse of tolerance (Hair et al., 2006; Pallant, 2007). 

For instance, a VIF of 1.6 would indicate that the variance for that particular 

coefficient is 60 percent greater than it would be were the predictor not correlated with 

the other predictors. In this study, tolerance values range from .59 to .88 and all VIF 

values are below 2, which indicates that multicollinearity is not a major issue in this 

                                                 

43
 In the current analysis, all correlations are <.5 with the closest among the IVs (controls) being 

Education and Age, which are negatively and significantly correlated at .43. Both variables are retained. 
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study. For quadratic terms, multicollinearity with the original variable is expected and 

not considered problematic in the regression. 

 

Table 8.5 Tolerance and VIF Coefficients 

Variables 

Collinearity 

statistics 

Tolerance VIF 

Industry .834 1.199 

Firm age .811 1.233 

Firm size .853 1.173 

Loan size .814 1.228 

Age .628 1.591 

Gender .865 1.156 

Start-up experience .882 1.133 

Industry experience .817 1.224 

Education .590 1.694 

Business advice network size .799 1.251 

Emotional support network tie strength .742 1.347 

Emotional support network size .784 1.276 

Business advice network tie strength .696 1.437 

Psychological capital .800 1.250 

Psychological capital x Education .711 1.407 

Psychological capital x Business advice network size .853 1.173 

Psychological capital x Emotional support tie strength .715 1.399 

Psychological capital x Emotional support network size .715 1.399 

Psychological capital x Business advice tie strength .669  1.495 

 

8.5.4 Hierarchical regression 

This study seeks to understand the relationships among human capital, social capital, 

psychological capital, and venture outcomes. Hierarchical ordinary least squares 

regression, or sequential regression, is used to test the hypotheses. For the models 

below, the most important variables of interest are entered into the regression later in 

order to gauge what they add to the model, over and above control variables 

(Tabachnick and Fidell, 2013). The R
2
 value is examined for goodness of fit to the 

model, with an R
2
 of 1 indicating a perfect fit and 0 representing no fit. However, R

2 

can be artificially inflated with the addition of more variables to the model. The 

adjusted R
2
 compensates for additional predictor variables in the model, providing the 
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percentage of variation in the outcome variables that can actually be explained by the 

variables in the model. The normal probability plot of residuals is also examined to 

check whether residuals are normally distributed. 

The same six models are run in three sets, as seen in Tables 8.6, 8.7, and A.1. 

 Table 8.6: Revenue growth regressed on six-step model using the main 

(imputed) dataset 

 Table 8.7: Revenue growth regressed on six-step model using the non-

imputed dataset with listwise deletion 

 Table A.1: Lender rating regressed on six-step model using the main 

(imputed) dataset. (See Supplementary Analysis in Appendix A.) 

 

8.5.5 Interactions 

As discussed in detail in Chapter 6, this study hypothesises and tests effects on 

venture outcomes from human capital, social capital, and psychological capital. 

Specifically, positive main effects on revenue growth are hypothesised for education, 

start-up experience, and industry experience. Likewise, certain dimensions of social 

capital are hypothesised to have positive effects on venture growth, specifically 

business advice network size and emotional support tie strength. However, some 

dimensions of social networks may have negative effects on performance when 

networks become too large or too close. Negative relationships are therefore 

hypothesised for business advice network tie strength and emotional support network 

size. After examining these main effects, psychological capital is introduced to the 

model as both a predictor and a moderator that influences the deployment of other 

resources.  

Interactions commonly assume different patterns (Andersson et al., 2014; Cohen et al., 

2003), as follows: 

(1) Enhancing: The moderator amplifies or enhances the effect of the 

predictor, as both variables initially impact the dependent variable in 
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the same direction. Increasing the level of the moderating variable 

increases the strength of the predictor. Together they have a stronger, 

synergistic effect. 

(2) Buffering: The moderator serves to weaken either a positive or negative 

effect of the predictor on the outcome variable. Increasing the 

moderator will decrease the predictor’s effect on the outcome. 

(3) Antagonistic: Both the moderator and the independent variable 

influence the outcome in the same direction, but added together the 

interaction of the variables moves in the opposite direction. Increasing 

the moderator will actually reverse the predictor’s effect. 

 

In this study, PsyCap was first proposed to have an amplifying influence, enhancing 

the positive effects of education,
44

 business advice network size, and emotional 

support network strength on revenue growth. Thus, PsyCap is expected to yield 

synergistic benefits on performance with human capital and two dimensions of social 

capital. Next, PsyCap was proposed to have a weakening influence on the negative 

effects of emotional network size and business network tie strength on revenue 

growth. Thus, PsyCap is expected to buffer entrepreneurs from these negative aspects 

of social capital.  

 

8.6 Results 

8.6.1 Results of main regression based on imputed dataset (Table 8.6) 

In Model 1, six control variables are entered, contributing 8 percent to explaining the 

variance in revenue growth, with a statistically significant relationship between 

revenue growth and firm age (β=-.09, p<.01) and between revenue growth and firm 

size (β=.27, p<.01). There is a weak effect from industry sector (β=-.06, p<.10). 

                                                 

44
 Industry experience and start-up (entrepreneurial) experience were checked for main effects and 

interaction effects with PsyCap, with no significant results. To reduce the number of variables in the 

model given the sample size and preserve degrees of freedom, interactions of PsyCap with industry 

experience and start-up experience were therefore eliminated from the subsequent analysis. See 

Appendix C for more on industry experience and start-up (entrepreneurial) experience. 
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In Model 2, human capital variables are added, contributing an additional 5 percent to 

the outcome. Start-up experience and industry experience have no effect, but 

education is positively and significantly related to revenue growth (β=.26, p<.01) 

In Model 3, social capital variables are entered, contributing 6 percent to the model. 

Network size variables are entered first, followed by tie strength variables (but all four 

in one step). Business network size is positively and significantly related to revenue 

growth (β=.13, p<.01) while emotional network size is negative and significant (β=-

.09, p<.01). The reverse is true for tie strength, as business network tie strength has a 

negative significant relationship with revenue growth (β=-.13, p<.01) while emotional 

network tie strength has a positive significant relationship (β=.13, p<.01).
45

 

In Model 4, psychological capital is entered, adding 7 percent to explaining the 

variance of the outcome, with psychological capital positively and significantly related 

to revenue growth (β=.27, p<.01). 

In Model 5 three interactions are entered, explaining a further 14 percent of the 

variance in revenue growth. The interaction between psychological capital and 

education (β=.42, p<.01) has a strong positive relationship with revenue growth, while 

the interaction of PsyCap and emotional support network size also has a positive 

effect, with β=.14, p<.01. However, surprisingly, there is a negative interaction 

between PsyCap and business advice network size (β=-.11, p<.01).
46

 

Finally, in Model 6, two further interactions are added, adding 4 percent to explaining 

the outcome. The interaction between PsyCap and business network tie strength is 

negative and significant (β=-.24, p<.01), while the interaction between PsyCap and 

emotional network size is not significant (β=.02 ns). 

 

                                                 

45
 Effect sizes do not differ greatly when the social capital variables are entered in a different order. 

46
 Interaction terms are entered in the same order as the main effect variables. 
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8.6.2 Results of non-imputed listwise deletion regression (Table 8.7)  

In Model 1, six control variables are entered, with none of the controls significant at 

the p<.10 level; contribution of controls to explaining the variance of revenue growth 

is 4 percent. Due to the small sample size when run with listwise deletion, only effect 

sizes >.25 are significant at the p<.05 level in this analysis. 

In Model 2, human capital variables are added, contributing 9 percent to the outcome, 

with education significant (β=.31) at the p>.05 level. 

In Model 3, social capital variables are entered, contributing an additional 21 percent 

to the outcome, including a strong positive effect from business network size (β=.45, 

p<.01). The other three variables are in the same direction as the imputed dataset but 

not significant, with emotional network size β=-.07 ns, business network tie strength 

β=-.13 ns, and emotional network tie strength β=.10 ns). 

In Model 4, psychological capital is entered, adding 3 percent to explain the variance, 

with an effect size of β=.21 significant only at the p<.10 level. 

In Model 5, the first three interaction terms are entered, accounting for 20 percent of 

the variance. There is a strong positive interaction between PsyCap and education 

(β=.64, p<.01), and a strong negative interaction between PsyCap and business 

network size (β=-.26, p<.05). The interaction between PsyCap and emotional network 

tie strength is positive and significant only at the p<.10 level (β=.24, p<.10). 

Finally, the last two interactions are entered, yielding a final 3 percent to explain the 

outcome. A negative but insignificant interaction is seen between PsyCap and 

business network tie strength (β=-.10 ns), and a positive but insignificant interaction 

between PsyCap and emotional network tie strength (β=.18 ns).  

The results of the non-imputed listwise deletion method are the same in all directions 

as the imputed dataset, but lacking in the same statistical power due to sample size. 
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Table 8.6   Effect of Human Capital, Social Capital and Psychological Capital on 

Revenue Growth (imputed dataset) 

 

*p<.10 **p<.05 ***p<.01  

For imputed dataset using revenue growth, n=890, based on five imputations of 164 cases added to 

original dataset of 70 cases (n of original dataset after listwise deletion). 

 REVENUE GROWTH 

Variables Model 

1 

Model 

2 

Model 

3 

Model  

4 

Model 

5 

Model 

6 

 β β β β β β 

Control Variables       

FIRM LEVEL       

  Industry -.06
*
 -.08

**
 -.05 -.02 -.05

*
 -.04 

  Firm age -.09
***

 -.08
**

 -.08
**

 -.07
**

 -.09
***

 -.12
***

 

  Firm size .27
***

 .24
***

 .22
***

 .21
***

 .18
***

 .22
***

 

  Loan size -.06 -.11
***

 -.12
***

 -.12
***

 -.10
***

 -.11
***

 

INDIVIDUAL LEVEL   .    

  Age .00 .11
***

 .09
**

 .08
**

 .04 .06
*
 

  Gender -.02 -.03 -.05
**

 -.07
**

 -.05
*
 -.08

***
 

         

Main Effects       

HUMAN CAPITAL       

  Start-up experience -- -.02 .00 -.03 -.09
***

 -.08
***

 

  Industry experience -- -.05 .00 .00 -.06
**

 -.05
*
 

  Education -- .26
***

 .19
***

 .13
***

 .06
*
 .10

***
 

       

SOCIAL CAPITAL       

  Business network size -- -- .13
***

 .12
***

 .10
***

 .11
***

 

  Emotional network size -- -- -.09
***

 -.10
***

 -.08
***

 -.11
***

 

  Business network strength -- -- -.13
***

 -.14
***

 -.20
***

 -.26
***

 

  Emotional network strength -- -- .13
***

 .10
***

 .20
***

 .24
***

 

       

  Psychological capital -- -- -- .27
***

 .28
***

 .25
***

 

       

Two-Way Interactions       

  PC*Education  -- -- -- .42
***

 .36
***

 

  PC*Business network size - -- -- -- -.11
***

 -.12
***

 

  PC*Emotional network size - -- -- -- .14
***

 .14
***

 

  PC*Business net. strength -- -- -- -- -- -.24
***

 

  PC*Emotional net. strength -- -- -- -- -- .02 

       

F-change 11.9*** 17.0*** 16.4*** 79.9*** 67.3*** 31.3*** 

R
2
 .08 .05 .06 .07 .14 .04 

F-ratio 11.9*** 14.1*** 15.5*** 21.4*** 33.5*** 35.3*** 

R
2
 .08 .13 .19 .26 .40 .44 

Adjusted R
2
 .07 .12 .18 .24 .38 .42 
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Table 8.7   Effect of Human Capital, Social Capital and Psychological Capital on 

Revenue Growth (non-imputed data, listwise deletion method) 

 

 

*p<.10 **p<.05 ***p<.01  For analysis using listwise deletion method, n=70. 

 

 REVENUE GROWTH  

Variables Model 

1 

Model 

2 

Model 

3 

Model 

4 

Model 

5 

Model 

6 

 β β β β β β 

Control Variables       

FIRM LEVEL       

  Industry -.10 -.09 .01 .04 -.07 -.06 

  Firm age -.06 .00 -.02 .01 -.09 -.10 

  Firm size .17 .17 .26
**

 .22
*
 .22

**
 22

**
 

  Loan size .00 -.03 -.14 -.11 -.09 -.08 

INDIVIDUAL LEVEL   .    

  Age .02 .17 .19 .15 .13 .09 

  Gender -.02 -.06 -.13 -.13 -.08 -.09 

         

Main Effects       

HUMAN CAPITAL       

  Start-up experience -- -.02 -.05 -.06 -.15 -.13 

  Industry experience -- -.10 -.08 -.10 -.08 -.11 

  Education -- .31
**

 .14 .08 .02 .04 

       

SOCIAL CAPITAL       

  Business network size -- -- .45
***

 .43
***

 .24
**

 .22
*
 

  Emotional network size -- -- -.07 -.09 -.04 -.07 

  Business network strength -- -- -.13 .-.12 -.22
*
 -.27

**
 

  Emotional network strength -- -- .10 .08 .19
*
 .26

**
 

       

  Psychological capital -- -- -- .21
*
 .38

***
 .44

***
 

       

Two-Way Interactions       

  PC*Education  -- -- -- .64
***

 .65
***

 

  PC*Business network size - -- -- -- -.26
**

 -.30
**

 

  PC*Emotional network size - -- -- -- .24
*
 .24

*
 

  PC* Business net. strength -- -- -- -- -- -.10 

  PC*Emotional net. strength -- -- -- -- -- .18 

       

F-change .46 1.95 4.54
***

 2.87
*
 7.94

***
 1.62 

R
2
 .04 .09 .21 .03 .20 .03 

F-ratio .46 .97 2.23
**

 2.34
**

 4.06
***

 3.89
***

 

R
2
 .04 .13 .34 .37 .57 .60 

Adjusted R
2
 -.05 .00 .19 .21 .43 .44 
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8.6.3 Interaction plots 

The regression results portray several significant interactions of psychological capital 

with the predictor variables: 

(1) The positive relationship between education and revenue growth becomes 

stronger as psychological capital increases.  

(2) The positive relationship between business network size and revenue 

growth becomes stronger as psychological capital decreases.  

(3) The negative relationship between emotional support network size and 

revenue growth becomes weaker as psychological capital increases. 

(4) The negative relationship between business network tie strength and 

revenue growth becomes stronger as psychological capital increases.  

 

To shed further light on these results, the interactions were plotted (Dawson, 2014), as 

seen in Figures 8.1 to 8.4, for four significant interactions in the main regression 

imputed data (Figures 8.1, 8.2, 8.3, and 8.4), with the two significant interactions 

plotted from the non-imputed (listwise deletion method) data as a back-up (Figures 

8.1a and 8.2a.).  

The figures shown on subsequent pages plot the predictor variables against revenue 

growth graphs at one standard deviation above and below the PsyCap mean (Aiken 

and West, 1991), using the plotting tools developed by Dawson (2016). 
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Figure 8.1 Effect of PsyCap* Education on Revenue Growth (imputed data) 

   

When PsyCap is low among entrepreneurs, then education does not compensate; in 

fact, outcomes are worse. When PsyCap is higher, then education has positive, 

enhancing effects on revenue growth. Education and psychological capital do not 

compensate for each other, but entrepreneurs with higher levels of PsyCap experience 

synergistic benefits from education. This confirms the theory that human capital alone 

is not enough to generate business outcomes, because other forms of capital (e.g., 

psychological) are needed to be able to deploy human capital. 

Figure 8.1a Effect of PsyCap* Education on Revenue Growth (non-imputed) 
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Figure 8.2 Effect of PsyCap*Business Network Size on Revenue Growth 

(imputed data) 

   

When PsyCap is low, then the size of the entrepreneur’s business advice network is 

positively related to revenue growth. When PsyCap is high, there is little impact from 

business network size. Thus, network size matters when PsyCap is low but much less 

so when PsyCap is high.  

Figure 8.2a Effect of PsyCap*Business Network Size on Revenue Growth (non-

imputed) 
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Figure 8.3 Effect of PsyCap*Emotional Network Size on Revenue Growth 

(imputed) 

 

 

As seen in the main analysis, too large of an emotional support network has a negative 

effect on revenue growth. In the interaction, high psychological capital buffers 

entrepreneurs against this negative effect, neutralising the demands of too many 

emotional ties, while those with low psychological capital are not buffered and suffer 

ill effects to business outcomes from the demands of too many emotional ties.  

It should be noted that Figures 8.1/8.1a and 8.2/8.2a show similar interactions for the 

imputed and non-imputed data. Interactions in Figures 8.3 and 8.4 are for imputed 

data only, as the interactions were statistically significant only in the imputed dataset, 

but not in the non-imputed data due to the smaller sample size and lack of statistical 

power (where n is reduced from 164 to approximately 70 due to deletion of cases 

missing even one value). For Figure 8.1 (imputed) vs. Figure 8.1a (non-imputed): the 

interaction of PsyCap and Education is similar but for 8.1a the lines actually cross, 

suggesting that those with low education and low PsyCap actually have slightly higher 

growth than those with low education and high PsyCap. This supports the finding that 

PsyCap and education do not substitute for each other, and may be linked to the 
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further finding that low PsyCap entrepreneurs rely on more on social networks to 

drive growth. 

Figure 8.4 Effect of PsyCap*Business Network Tie Strength on Revenue Growth 

(imputed) 

 

As seen in the main analysis, too-close business network ties generally have a 

negative effect on revenue growth. This negative relationship persists at high levels of 

psychological capital. Entrepreneurs with higher psychological capital experience 

negative effects from too-close business ties, who make demands and require 

maintenance, but these confident, high-PsyCap entrepreneurs apparently do not 

experience any concomitant benefits. Those with low psychological capital, however, 

do benefit from close business ties, just as they do from larger business networks. For 

these less confident entrepreneurs, close business ties appear to substitute or 

compensate for lack of psychological capital to help generate business outcomes. 
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8.6.4 Hypothesis testing results 

The results of hypothesis testing are shown in Table 8.8. The findings are significant 

for positive main effects of education, psychological capital, business network size, 

and emotional network strength on revenue growth. Surprisingly, start-up experience 

and industry employment experience are not significantly related to revenue growth. 

The positive relationship between education and revenue growth is stronger at higher 

levels of psychological capital. Again surprisingly, the positive relationship between 

business network size and revenue growth is moderated in the opposite direction by 

psychological capital, such that business networks make the most difference for those 

with lower psychological capital. As expected, the negative relationship between 

emotional network size and revenue growth is moderated by psychological capital, 

such that higher PsyCap buffers the negative impact of emotional network size. 

Regarding tie strength, the interaction moves in the opposite direction to that 

hypothesised for business network tie strength and revenue growth, with negative 

effects for those with higher psychological capital and positive effects for those with 

lower psychological capital. No significant interaction is seen for PsyCap and 

emotional network tie strength. 
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Table 8.8  Hypothesis Testing Results 

Hypothesis Result Model(s) 

H1a 
Entrepreneurs’ level of education is positively 

associated with revenue growth of ventures. 
Supported 

8.6, 8.7 

Model 2 

H1b 
Prior industry experience of entrepreneurs is 

positively associated with revenue growth of 

ventures. 

Not supported 
8.6, 8.7 

Model 2 

H1c 
Start-up experience of entrepreneurs is positively 

associated with revenue growth of ventures. 
Not supported 

8.6, 8.7 

Model 2 

H2a 
Entrepreneurs’ business advice network size is 

positively associated with revenue growth of 

ventures. 

Supported 
8.6, 8.7 

Model 3 

H2b 
Entrepreneurs’ emotional support network size is 

negatively associated with revenue growth of 

ventures. 

Supported 
8.6, 8.7* 

Model 3 

H2c 
Entrepreneurs’ business advice network dyadic 

tie strength is negatively associated with revenue 

growth of ventures. 

Supported 
8.6, 8.7* 

Model 3 

H2d 
Entrepreneurs’ emotional support network dyadic 

tie strength is positively associated with revenue 

growth of ventures. 

Supported 
8.6, 8.7* 

Model 3 

H3 
Psychological capital of entrepreneurs is 

positively associated with revenue growth of 

ventures. 

Supported 
8.6, 8.7 

Model 4 

H4a 
The positive association between entrepreneurs’ 

education and revenue growth of ventures is 

stronger at higher levels of psychological capital. 

Supported 
8.6, 8.7 

Model 5 

H4b 

The positive association between entrepreneurs’ 

business advice network size and revenue growth 

of ventures is stronger at higher levels of 

psychological capital. 

Not supported 

– interaction 

in opposite 

direction 

8.6, 8.7 

Model 5 

H4c 

The negative association between entrepreneurs’ 

emotional support network size and revenue 

growth of ventures is weaker at higher levels of 

psychological capital. 

Supported 
8.6, 8.7 

Model 5 

H5a 

The negative association between entrepreneurs’ 

business advice network dyadic tie strength and 

revenue growth of ventures is weaker at higher 

levels of psychological capital. 

Not supported 

– interaction 

in opposite 

direction 

8.6, 8.7* 

Model 6 

H5b 

The positive association between emotional 

support network dyadic tie strength and revenue 

growth of ventures is stronger at higher levels of 

psychological capital. 

 

Not supported 

 

8.6, 8.7 

Model 6 

*The effect for the non-imputed data listwise deletion regression (Table 8.7) goes in the same direction as 

the one for the imputed data (Table 8.6), but the relationship is not statistically significant.  
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8.6.8 Exploring unexpected interactions 

In summary, the interaction of PsyCap and education is as expected, that is, 

entrepreneurs with high PsyCap experience synergistic returns to education. Human 

capital, in the form of formal education, helps to generate venture performance, and 

other resources such as PsyCap help entrepreneurs to deploy this human capital. The 

interaction of PsyCap and emotional network size is also as expected, with PsyCap 

buffering negative effects caused by maintaining relationships and meeting demands 

of a large emotional network. 

Most interestingly, both interactions for business networks (size and strength) are 

opposite to the hypothesised direction. A synergistic interaction was expected for 

PsyCap*business advice network size (similar to the one seen for education) and a 

buffering interaction was expected for PsyCap* business advice network tie strength 

(similar to the one seen for emotional support network size). However, instead it was 

observed that both size and strength of business networks substitute for psychological 

capital, boosting performance of those entrepreneurs with low PsyCap while 

providing little benefit or even harm to those with high PsyCap. 

The unexpected interactions regarding business networks are further explored in the 

next section, based on qualitative data gathered during the survey process.  

8.7 Qualitative findings during quantitative study 

Because the survey interviews took place in person in a one-to-one setting, it was 

possible to observe each entrepreneur and make notes of their relevant comments 

during the survey process. These included field notes and additional notes recorded on 

questionnaires during the survey process. Useful findings from these ‘ad hoc’ 

qualitative data are summarised below, along with a description of the method for 

collecting and analysing this additional data. 

8.7.1 Method for collecting and analysing qualitative data 

This study was designed as a set of formal face-to-face interviews using a survey in 

paper format, in which trained researchers asked questions from the survey script and 
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completed the form as part of an in-person structured interview with respondents. 

While researchers were instructed to adhere to the structured format, they were also 

coached to conduct the survey in an approachable and conversational way, for 

instance acknowledging any parenthetical comments made by respondents. With 

permission, these comments, when they occurred, were recorded in the margins of the 

paper questionnaire and in field notebooks. (Notes were made by hand, as it was 

thought that entering data or comments into a laptop or handheld would interfere with 

the face-to-face interview process.) 

These notes were transcribed into an Excel spreadsheet (given the low volume of data, 

software such as Nvivo was considered unnecessary). It was then analysed for any key 

themes following completion of the survey administration and during the same time 

period as the quantitative data analysis. Data were organised into top-level categories 

with general concepts grouped, and subthemes identified in terms of describing the 

phenomena (Suddaby, 2006). This process allowed identification and organisation of 

the concepts. Top-level categories and subthemes included the following: 

1. Social Capital 

 no or few contacts ("I am alone", "no network for me") 

 importance of contacts ("you need someone to help", "we help each other")  

 business and emotional contacts are the same people/keep it in the family 

2. PsyCap 

 emphatic positive response ("definitely", ""I am particularly optimistic") 

 modest or reluctant response  

3. General entrepreneurship process 

4. Other 

 admissions requirements at UNNC 

 questions about researcher’s family/hometown 

 

Based on these themes, I decided to examine the PsyCap and social capital comments 

in particular because (1) they made up the bulk of the scant qualitative data and (2) I 
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was seeking further explanation for the unexpected interaction of PsyCap and social 

capital seen in the quantitative analysis. 

Based on the field notes, it was possible to identify the respondents who had made the 

comments and then examine their specific case data from the survey interviews. Using 

the qualitative material above and the quantitative survey information, such as PsyCap 

score, social network data, age, education, gender, industry, and revenue growth, it 

was then possible to develop mini-cases of respondents who made comments on 

topics related to PsyCap and social networks. 

In this process, the theme of the high PsyCap, low SoCap entrepreneur and the high 

SoCap, low PsyCap entrepreneur became apparent. Analysis of the quantitative data 

had yielded the finding that PsyCap and large or strong business networks did not 

enhance each other but instead substituted. The qualitative and quantitative findings 

together helped to create a more complete picture of these two paths to growth. 

8.7.2 Key findings 

The quantitative analysis illustrates a compensating effect in which business network 

dimensions compensate for low psychological capital to impact entrepreneurial 

outcomes. When the entrepreneur’s psychological capital is low, then size and 

strength of business advice networks are positively related to revenue growth. When 

psychological capital is high, there is almost no impact of business network size and a 

negative impact from business network tie strength. This suggests that business 

networks matter more when PsyCap is lower.
47

  

The qualitative data provide a valuable addition to the quantitative finding. In all, 20 

respondents explicitly said they had no network or were “alone”, while an additional 

                                                 

47
 This study did not enquire about the business person’s entire social network, but only about two 

specific network resources: sources of business advice and emotional support. Using Burt’s name-

generator method, the number of contacts for each resource is capped at five, so the maximum possible 

network size is 10. Given the constrained networks of these small entrepreneurs, the average total 

network size was 2.43, so that a network of three or more for these two resources would be above 

average for this population. 
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19 respondents said they had only one kind of network (emotional support or business 

advice) but not the other.  Brief cases comparing entrepreneurs with low/no networks 

to those with larger or closer networks, and the role of psychological resources, are 

shown below. Names have been changed to preserve anonymity. 

8.7.3 High psychological capital, low social capital 

Case 40: Mr Zhao 

Mr Zhao, a 42-year-old male with a senior-high-school education, has operated an 

apparel business in Ningbo Cixi since 2007. He was described by the loan officer as 

successful and previously having held a loan of RMB 500,000, although his current 

loan size was RMB 100,000. The entrepreneur described his levels of confidence and 

hope using strong positive words and phrases such as “surely” and “without doubt”. 

His psychological capital, at 4.27/5.00, was well above the average (3.81), particularly 

for self-efficacy at 4.50/5.00. His growth expectations for his business were also 

positive, as he expected to expand from about a dozen employees to 30 in the next five 

years. Due to a loss last year (after gains each prior year), the bank rated his 

performance as 3 (mid-range), while he rated himself higher, at 4 (top 40 percent). 

However, when asked about his network, he stated clearly, “No network for me. I 

am always alone in business.” After some thought, he could name only one business 

advice contact, a 37-year-old female supplier in the sales industry whom he has 

known for seven years and with whom he speaks weekly (she works in a city 80 

kilometres away). He cited no emotional support contacts at all, not even his wife or 

two children. Yet his outlook was positive. Discussing his business outcomes, the 

client said, “I suffered a loss in recent years. However, I did well in previous years,” 

he added, smiling. 

Case 101: Mr Hu 

Another example of high PsyCap but low reliance on business networks is Mr Hu, a 

Jinhua resident with a primary-school education. He has run a plastics manufacturing 

shop with four employees since 2013, having previously run a timber business. He 

described his mental state in strong positive terms, asserting “I am particularly 

optimistic”. At 4.00/5.00, his ratings for self-efficacy and optimism were particularly 
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high. Yet when asked about social networks, it took a considerably long time for the 

respondent to come up with an answer. Finally, he named one business advice contact, 

a local Mr Zheng, of similar background, whom he has known for two years and with 

whom he speaks weekly for trading purposes, and no emotional support contacts 

(again not even his wife and two children). When asked about advice and support, he 

said: “I support myself”. This answer reflected a previous comment during the 

PsyCap questionnaire in which he commented on the statement, “I can be on my own 

in my business if I have to”. His response: “That is the usual situation.” Nor has he 

experienced an ongoing business relationship with the lender or loan personnel, as this 

was his first loan of RMB 50,000. With revenue growth of 40 percent over the last 

year and high growth expectations (he expects to “double or triple” his sales in the 

next few years), Mr Hu was extremely positive regarding his self-sufficiency; at the 

end of the interview, he volunteered: “Nothing can beat me down”. 

Similar cases: Mr Xu, Mr Ge, Mr Wang 

Other respondents echoed the need for self-sufficiency rather than reliance on 

networks. For instance, Mr Xu, a 44-year-old male from Xianju, has run a biomass 

energy pellets business with five employees since 2013. With high performance (a 4 

rating from the lender, a top self-rating of 5, and above-average sales growth of 45 

percent), he cites only one contact, a long-time neighbour of similar background, who 

is the source of emotional rather than business support. “Nobody gives me valuable 

business advice”, he said; “I depend on myself.” Likewise, Mr Ge, a 32-year-old 

with a junior-high-school degree who runs a computer embroidery shop with four 

employees in Tiantai, could name only one network contact. “In doing business, I 

haven’t really faced any difficulties,” he claimed, “so cannot name any people who 

have provided suggestions.” His one contact is a local family member with a primary-

school education, with whom he is personally close. Yet Mr Ge’s outlook is bright, 

with psychological capital of 4.00, lender and self-ratings of 3 and 4 respectively, and 

expected sales growth of 11–30 percent.  

Echoing this theme, another businessman, Mr Wang from Jinhua, described his lack 

of network as, “I am alone. Nobody.” His one emotional support contact is a close 
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friend of similar background, also named Wang. Yet his confidence in his business 

future is high: the junior-high-school graduate has owned a machinery business with 

11 workers since 2012. With recent sales growth of 80 percent, he expects the number 

of employees to double and his sales to grow by more than 100 percent in the next few 

years. Similar comments from otherwise confident, successful entrepreneurs reflect 

feelings of isolation: “I don’t have these kinds of [network] people” and “I make all 

the decisions and take all the risks, so seldom seek help.” These entrepreneurs feel 

they can operate well on their own, with little need for large or close business 

networks. 

8.7.4 High social capital, low psychological capital 

In the other corner were successful entrepreneurs with relatively less self-confidence 

but productive and supportive networks. Two examples include the following: 

Case 42: Mr Wang 

Mr Wang, 46, a primary-school graduate from Cixi, has run a manufacturing business 

with 8–10 employees (some part-time) since 2009. With a low PsyCap score of 3.04, 

particularly for hope and self-efficacy, and a less ebullient approach, he finds network 

contacts crucial to his business: “You always need someone to help, right?” he said. 

His business advice contacts, previous colleagues also in the manufacturing industry, 

are distant from each other but close to him, typically an ideal configuration for low-

density and high structural holes. His business outcomes are respectable, with lender 

and self-performance ratings of 3. His growth expectations are positive but modest: he 

hopes to add employees but claims “it depends on the market” and estimates 10 

percent annual growth in the next few years.  

Case 15: Mr Chen 

Mr Chen, a 42-year-old businessman and junior-high-school graduate from near 

Tiantai, also described the value of network ties to his small business manufacturing 

metal fasteners, which employs five people. In his village, the family name is the same 

for the majority of residents. “We are doing the same business,” he explained; “We 

help each other.” Although his PsyCap was below average (3.23 versus 3.81), 
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particularly for resilience and hope, his business outcomes are solid, with lender and 

self-ratings of 3. He described a significant network of local contacts, some long-

standing and some new, all with similar backgrounds and named Chen, who provide 

business advice and support. He also has a long-standing relationship with the same 

bank, having received four loans in recent years. 

Case 67: Ms Dai 

Another respondent to describe a longer-term relationship with the lender is Ms Dai, a 

31-year-old serial entrepreneur who has sold bathroom accessories in Tiantai since 

2012. Her business employs 25 people (including some family members) and returns 

are respectable, with lender and self-ratings of 3 (out of 5) and revenue growth of 18 

percent, with solid expectations for future growth. Despite this success, her level of 

psychological capital is only average, yet she easily described a productive business 

advice network that is larger than average, encompassing several local men and 

women between 30 and 50 years old, many of them extended family working in the 

manufacturing industry. 

Case 108: Mr Chuan 

Another “low PsyCap/high network” example is Mr Chuan, a 51-year-old high-school 

graduate from Xianju. He runs a supermarket with 29 workers (some part-time and 

family members) that reaped profits of 25 percent in the past year. While his PsyCap 

score is unusually low at just 2.96, his network is larger and more diverse than typical 

for entrepreneurs working in these constrained circumstances. In particular, he was 

one of the few respondents to describe useful contacts in major economic centres such 

as Shanghai and Ningbo. Such cosmopolitan contacts are unusual and highly useful 

for small entrepreneurs working in otherwise isolated or constrained circumstances. 

8.8 Conclusion 

This chapter presented the findings from the quantitative survey phase of the study, 

supported by qualitative findings gathered during the survey process. The following 

chapters discuss the theoretical and practical implications of the results, present 

limitations of the current study, and make recommendations for further research.
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Chapter 9  Discussion, Implications, and Conclusion 

9.1 Introduction 

Previous chapters of this thesis have reviewed the research literature, identified 

important gaps, proposed research questions, models, and hypotheses, described the 

methodology, and presented findings from the empirical work. This final chapter 

summarises the research outcomes, explains the findings, discusses the theoretical 

contributions and managerial implications, describes limitations of the project, and 

proposes possible directions for future research. 

9.1.1 Summary of research 

This study addresses the question: How do micro-entrepreneurs in an emerging-

economy context deploy human capital, social capital, and psychological capital in 

order to launch and grow new ventures? Specifically, it examines the role of 

psychological capital as a catalyst that facilitates the use of other resources, given 

mixed results in the literature for traditional entrepreneurial resources such as 

financial capital and human capital. By integrating a psychological perspective with 

social network and human capital approaches, this study fills a research gap at the 

intersections of psychological capital, social capital, and human capital theories in the 

entrepreneurial context. The new theoretical contributions of this study include 

establishing boundary conditions to explain how human capital, social capital, and 

psychological capital drive entrepreneurial performance in an emerging-economy 

context where resources are scarce. These contributions are timely: whereas earlier 

structuralist approaches to social networks tended to minimise individual attributes in 

favour of network characteristics (Kilduff and Krackhardt, 1994; Kilduff and Tsai 

2003), increasingly, studies examining both individuals and their networks are gaining 

traction.  

To address these issues, the study included an in-person survey of 164 entrepreneurs 

receiving small business loans at community banks in Zhejiang Province, one of the 

most entrepreneurial provinces in China. The findings suggest that psychological 
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capital plays an important moderating role for deployment of other resources, 

amplifying positive effects of education on revenue growth while buffering negative 

effects caused by demands of large networks and strong ties. In addition, 

entrepreneurs may substitute business advice networks for psychological capital to 

generate growth, an important finding in a setting where resources are constrained, 

economic activity tends to be embedded in social relationships, and the economy is 

still undergoing transition to a market-based system. 

9.2 Summary of main effects 

As hypothesised, four of the predictor variables in this study – entrepreneur’s 

education, business advice network size, emotional support network tie strength, and 

psychological capital – all have significant positive effects on revenue growth. As 

hypothesised, two other predictor variables – emotional support network size and 

business advice network tie strength – have significant negative effects on revenue 

growth. These results indicate the importance of entrepreneurs’ individual human 

capital and PsyCap as key drivers of performance, while providing a more nuanced 

understanding of social networks by examining the role of specific network resources 

and dimensions. Specifically, the findings illustrate the value of larger networks and 

weaker ties for business advice and smaller networks and stronger ties for more 

personal emotional support. 

9.2.1 Human capital and its limits 

While education showed strong positive effects on revenue growth (β=.26, p<.01) two 

other human capital variables did not. Contrary to expectation, entrepreneurial start-up 

experience and industry experience did not have significant effects on revenue growth 

(β=.02 and .05, respectively.) Among the survey sample, 57 percent had start-up 

experience and 32 percent had prior industry experience, yet no effect was seen on 

venture outcomes. While the literature suggests that start-up experience usually has a 

positive effect on performance, it can also make habitual entrepreneurs less flexible to 

change, making them likely to repeat old patterns of behaviour that do not generate 

results under new circumstances (Wright et al., 1998).  
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While returns to formal education are typically positive (Brüderl et al., 1992; Roper, 

1998), they have not always been so robust in previous studies (Davidsson and Honig 

2003; Stuart and Abetti, 1990). However, these prior studies that found diminishing 

returns to education were largely done in affluent contexts, such as Sweden and 

Singapore, where secondary and tertiary levels of education have long been widely 

available. In the current study, formal education continues to show strong benefits for 

entrepreneurs in a Chinese setting where average education levels and availability of 

higher education are considerably lower compared with highly developed economies 

(Walter and Block 2016). 

Very recent research, published after the current study was conducted, sheds further 

light on the human capital findings. In a study of 223 CEOs of new ventures in the 

US, firm performance was analysed in both dynamic industry environments, 

characterised by unpredictability and rapid rates of change, and stable industry 

environments, characterised by risk but less rapid change (Hmieleski et al., 2015). The 

authors find that, in dynamic, unpredictable industry environments, entrepreneurial 

experience had a marginally significant negative effect on performance, while 

industry experience had non-significant effects.
48

 In contrast, in a more stable industry 

environment, entrepreneurial experience was positively related to performance. 

Finally, education had more positive effects in dynamic industry environments than in 

stable contexts. 

This new insight may help explain prior findings as well: for instance, in retrospect, 

Lee and Tsang’s (2001) finding that industry experience made a difference to 

Singaporean entrepreneurs of Chinese background may be in part attributable to the 

stable environment, as Singapore has strong rule of law, a highly developed economy, 

and, at the time of the study, low rates of entrepreneurship and risk-taking activity. 

Such a finding may not hold true under different circumstances on the Chinese 

mainland. In addition, other recent work also questions the value of experience in 

                                                 

48
 In addition, in dynamic industry environments, psychological capital and strong ties were strongly 

associated with venture outcomes. Only tie strength, not network resources, was measured. 
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certain settings. For example, Dimov (2010) argues that industry experience may 

increase entrepreneurs’ commitment and entrenchment in a specific field so that they 

persist even when the business opportunities presented are not the best. This may be 

particularly true of entrepreneurs with few other options in highly constrained 

environments. While it is beyond the scope of the current study to conduct a fine-

grained differentiation of industry environments or institutional contexts, the overall 

business environment for micro-entrepreneurs in an emerging economy tends to be 

unpredictable and fast-changing, or dynamic, and therefore the usual benefits from 

start-up and industry experience are not seen, in contrast to positive impacts of 

education. 

Finally, the non-significance of the findings for start-up experience and industry 

experience may be influenced by the operationalisation of the variables. A 

dichotomous measure was chosen due to challenges quantifying experience in the 

informal economy (e.g., people may launch a small ‘project’ while still an employee; 

they may have informal exposure to an industry) and to improve simplicity in a long 

questionnaire. However, if it were possible to accurately quantify these experience 

variables in a more detailed way, the results might prove to be curvilinear (i.e., 

experience has positive effects, up to a point). 

9.2.2 Main effects of social network dimensions 

Network size: Business advice versus emotional support networks 

As predicted, size of business network had a positive effect on growth (β=.13, 

p<.01).
49

 Such ties are valuable as sources of business information, ideas, resources, 

and opportunities (Anderson et al., 2007; Ozgen and Baron, 2007), facilitating 

exploitation of entrepreneurial opportunities (Adler and Kwon 2002; Cromie and 

Birley, 1992), and may also provide linkages to customers, suppliers, employees, and 

further information sources (Brüderl and Preisendörfer, 1998; Hansen and Allen, 

1992). The findings in the current study suggest that, all else being equal, it is the size 

                                                 

49
 For a discussion of effect sizes and significance, see section 9.5.1. 
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of business advice networks, rather than strength of business advice ties, that 

positively impacts growth. 

Previous studies have examined effects of entrepreneurs’ network size and network 

resources, but these two dimensions have rarely have been integrated in an explicit 

way. Among female entrepreneurs in Israel, the number of advisors reported by the 

entrepreneur was positively associated with firm revenue (Lerner et al., 1995). 

Similarly, Batjargal et al. (2009) note that larger networks help entrepreneurs in 

assembling a more diverse set of resources. In their study of entrepreneurs in China, 

Russia, the US, and France, they find a positive effect of network size on venture 

growth. However, this previous work does not distinguish size effects between 

different networks. Conversely, other work examines network resources and types but 

not size. Among nascent entrepreneurs in Sweden, the most valuable social capital 

predictor of first sales was not personal ties but whether entrepreneurs belonged to a 

business network organisation (Davidsson and Honig, 2003). Drawing from both the 

structural and the resource view of social capital, the current study brings together two 

elements of networks – size and resource – to suggest that larger business advice 

networks specifically have a positive effect on performance. 

Conversely, the size of emotional support network in this study had a negative effect 

on outcomes (β=-.09, p<.01). While the effect size is modest, the fact that it is 

negative at all is meaningful. This finding reflects previous literature that concluded 

networks can become too large, generating negative influence as they extract costs to 

maintain (Kreiser et al., 2013; Sigmund et al., 2015).
50

 Time and attention are among 

those costs. More personal ties may divert the entrepreneur’s attention from their 

business into social activities (Lewis, 2006), while time spent maintaining such ties 

could have been invested in business activities (Weiler and Bernasek, 2001). While 

larger business advice networks also require maintenance, they typically generate a 

range of needed resources in return, whereas the costs of maintaining large emotional 

                                                 

50
 See Appendix B for curvilinear effects of emotional support network size. 
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networks appear to outrun the benefits received. Indeed, Batjargal et al. (2009: 2) 

describe “competing emotional commitments” facing business owners, and note that 

“a large emotional support network can create conflicting demands on the 

socioemotional attention”, dragging down performance. 

Again, the existing literature discusses dimensions of network size and resources, but 

less frequently presents empirical findings explicitly integrating the two dimensions. 

This study brings together empirically these two strands and finds negative returns to 

larger emotional networks. Extant research examines the size of networks of 

entrepreneurs rather than the size of specific networks (e.g., business advice or 

emotional support). This study examines specifically the size of networks providing 

particular resources such as business advice and emotional support. 

Tie strength: Business advice versus emotional support networks 

Interestingly, the opposite effects are seen regarding network tie strength, defined as 

an entrepreneur’s description of the ego–alter bond between him or herself and the 

network contacts. As seen in this study, weaker business ties and stronger emotional 

ties are favoured in order to generate firm growth (with β=-.13 for business tie 

strength and β=.13 for emotional tie strength, both at p<.01). 

By definition, business advice ties tend to be business-oriented rather than personal in 

nature, and ties that become too close defy this definition, placing demands on time, 

resources and energy that overwhelm the benefits received, constraining growth 

(Kreiser et al., 2013; Sigmund et al., 2015). In addition, previous commitment to 

strong business ties may prevent entrepreneurs from switching to new and better 

sources of advice, blinding owners to new opportunities (Li et al., 2013). Previous 

research finds inconsistent effects of social networks on business outcomes, hinting at 

the distinction between size and resource without empirically examining specific 

effects. Much discussion in the literature focuses on weak versus strong ties without 

fully investigating the utility or resource of the tie. For instance, weak ties are more 

useful than strong ties for transferring basic information and general knowledge 

(Hansen, 1999) and bridging social capital or weak ties were linked with sales and 
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profits among entrepreneurs (Davidsson and Honig 2003), while strong ties showed 

mixed effects (Bradley et al., 2012). Business advice networks are useful, as long as 

the ties do not become too strong. 

By definition, emotional support networks are more personal in nature. Such ties are 

expected to be strong in order to foster trust and personal exchanges. While more 

distant or loose business advice networks generate benefits related to information and 

opportunities, distant personal relationships are not likely to provide the emotional 

support needed to weather the challenges of entrepreneurial life. Stronger, tighter 

network ties are especially useful as a form of personal exchange (Coleman, 1988), as 

entrepreneurs receive emotional support from their contacts (Jack, 2005; Renzulli and 

Aldrich, 2005). Emotional support can enhance entrepreneurs’ willingness to make 

decisions and take risks (Chen et al., 1998), and help them feel more committed to 

prioritising entrepreneurial activities (Batjargal et al., 2009). Indeed, among 1,710 

start-ups in Germany, entrepreneurs who received greater support from close ties 

(family and personal friends) were more likely to have ventures surviving beyond 

three years than those who did not receive such support (Brüderl and Preisendörfer, 

1998). As long as emotional networks do not become too large and demanding, strong 

emotional ties are beneficial.  

Amidst much discussion in the literature about strong versus weak ties, and 

inconsistent effects of social capital for entrepreneurs, the current study extends prior 

work specifically by showing how strong ties are useful for emotional support to 

weather the ups and downs of entrepreneurship, while tie strength is a less valuable 

characteristic of business advice networks.  

9.2.3 Positive main effect of psychological capital 

This study examines both the main and moderating effects of PsyCap on revenue 

growth. As hypothesised, psychological capital is seen to have a statistically 

significant positive main effect on revenue growth (β=.27, p<.01). While numerous 

studies have shown the positive impact of PsyCap on employee performance 

(Peterson et al., 2011) as well as leadership (Peterson et al., 2009), few studies have 
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yet confirmed this finding among entrepreneurs (Hmieleski et al., 2015) and none 

specifically among micro-entrepreneurs in a challenging setting such as an emerging 

economy.
51

 However, Luthans and Youssef (2007) argue that PsyCap has the greatest 

potential for enhancing performance when conditions are particularly trying (see also 

Newman et al., 2014a).  

The mechanism by which PsyCap influences entrepreneurs’ performance rests in the 

four subconstructs described above: self-efficacy, optimism, hope, and resilience. 

People high in self-efficacy believe in their ability to motivate themselves, overcome 

adversity, and succeed in achieving goals (Stajkovic and Luthans, 1998). Optimistic 

people are driven by high expectations to pursue goals despite challenges (Scheier et 

al., 2001), and are able to view challenges in a positive light (Rauch and Frese, 2007). 

Hopeful people possess both goal-directed agency or the will to succeed, as well as 

the pathways or means to do so (Snyder et al., 1991; Luthans et al., 2008a). Resilient 

people can “bounce back” from adversity and adapt to cope with risk, uncertainty, and 

failure (Masten and Reed, 2002), a particularly valuable quality in turbulent 

environments (Tugade and Fredrickson, 2004). As PsyCap comprises these four 

qualities, it can be expected to have a positive direct effect on venture performance.   

Notably, entrepreneurs’ education and psychological capital demonstrate very similar 

medium-sized effects, with coefficients of .26 and .27, suggesting both have 

considerable importance to entrepreneurial success. The effect sizes of positive social 

capital variables are on the small side, .13 for both business network size and 

emotional network tie strength, indicating that social ties play a less powerful role in 

venture outcomes than psychological resources and education. The latter finding 

reflects recent scholarship that guanxi-type networks, while valuable, are not as 

crucial to success as human capital endowments among entrepreneurs (Atherton and 

Newman, 2016; Guthrie, 1998). 

                                                 

51
 Following considerable review, it appears that only one study published in a top journal empirically 

links entrepreneurs’ PsyCap with venture performance, and that is not the main focus of the study 

(Hmieleski et al., 2015). 
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Next we look at how PsyCap as a moderator influences the relationship between 

predictor variables and business performance. 

9.3 Summary of interactions 

Interaction plots are shown in Figures 8.1 to 8.4 in Chapter 8. Moderating variables 

can have a variety of effects on the relationship between the predictor (X) and the 

outcome (Y), amplifying, weakening, or even reversing the effect of X on Y. This 

study finds amplifying and weakening effects of PsyCap on the relationship between 

predictors and revenue growth. As predicted, the PsyCap of entrepreneurs amplifies 

(or enhances) the positive effect of education on revenue growth (see Figure 8.1) and 

weakens (or buffers) the negative effect of large emotional networks (see Figure 8.3). 

Contrary to the hypotheses, higher levels of PsyCap weaken the positive effect of 

business advice network size (see Figure 8.2) and amplify the negative effects of 

business network tie strength (see Figure 8.4). The interaction of PsyCap and 

emotional network tie strength is not statistically significant. 

9.3.1 PsyCap and education 

Formal education has a positive main effect on revenue growth, as does PsyCap. 

Combined, the positive effect is even stronger. When PsyCap is high, then education 

has positive, enhancing effects on revenue growth. When PsyCap is low, then 

education does not compensate; in fact, the slopes show that outcomes are actually 

worse. Education and psychological capital do not compensate for each other, but 

entrepreneurs with higher levels of PsyCap experience synergistic benefits from 

education as it enhances the ability to deploy knowledge and skills gained in the 

educational process (Stajkovic and Luthans, 1998). PsyCap may also help 

entrepreneurs to view constraints as challenges rather than threats so they can better 

focus their cognitive assets (Chadwick and Raver, 2013). This finding confirms and 

expands previous findings that human capital alone is not sufficient to drive 

performance (Hmieleski and Corbett, 2008). Other resources such as PsyCap are 

needed to facilitate entrepreneurs’ effective deployment of human capital in order to 

generate business outcomes. The interaction of education and PsyCap is an example 

of resource multiplication (Ross and Mirowsky, 2006) in which resources combined 
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amplify each other’s effect and the absence of PsyCap actually makes education less 

useful. 

9.3.2 PsyCap and emotional network size 

Larger emotional support networks have a negative main effect on revenue growth. In 

the interaction, high levels of PsyCap weaken this negative effect, buffering 

entrepreneurs by neutralising the demands of too many emotional ties. As predicted, 

high-PsyCap individuals are better able to navigate the demands of large emotional 

networks, as PsyCap enhances their ability to negotiate diplomatically, respond in a 

positive yet assertive manner, and maintain focus on business tasks. Specifically, self-

efficacy helps entrepreneurs feel secure in their interactions when setting limits on 

undue personal obligations, while resilience helps them to focus on work rather than 

social activities. Meanwhile, optimism enhances the ability to communicate positively 

and manage personal conflict in a collaborative manner, while hope inspires flexibility 

in generating pathways to personal and work success. People with low PsyCap, 

however, are not buffered and experience a drag on venture performance from the 

demands of larger emotional networks. A “neutralising” role for PsyCap has been 

proposed by Newman et al. (2014b: S128), who state: “Conceptually we might 

anticipate that PsyCap … will play an important role in buffering the influence of 

various challenges thrown at the individual.” Previous work also suggests that PsyCap 

buffers negative impacts of stressful working environments (Abbas et al., 2013; 

Roberts et al., 2011) and enhances entrepreneurs’ ability to manage conflict in 

asymmetric business relationships (Zou et al., 2016). The current study expands these 

findings to show that PsyCap also buffers individuals from numerous demanding 

personal relationships. 

9.3.3 PsyCap and business advice network size 

As seen in the main analysis, larger business advice networks generally have a 

positive direct effect on growth. However, contrary to expectation, higher PsyCap 

weakens the positive effects of business network size. Business advice network size 

matters when PsyCap is low but much less so when PsyCap is high. In an 

entrepreneurial context, a larger business network appears to compensate for or 
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substitute, at least partly, lower PsyCap to impact growth. The positive impact of 

business network size is reduced in the presence of PsyCap because high-PsyCap 

entrepreneurs have less need of the resources embedded in advice networks than do 

low-PsyCap entrepreneurs, and the price of maintaining such networks, given 

redundant resources, may not be worth the resources embedded in them. 

This compensating or substitutive effect is seen only for business advice networks, not 

for emotional support networks. This finding suggests a significant split in the role of 

different networks, as ties providing emotional versus business resources differ in the 

benefits conferred. In addition, the interaction here suggests that either large business 

networks or high psychological capital can be used to generate growth, as 

entrepreneurs in constrained settings appear to substitute resources, relying on either 

internal psychological resources or leveraging business advice networks to pursue 

growth. 

9.3.4 PsyCap and business advice network tie strength 

As seen in the main analysis, strong ties within business advice networks generally 

have a negative effect on venture revenue growth. PsyCap was proposed as an internal 

resource that could buffer entrepreneurs from the negative impact of over-embedded 

ties, allowing them to garner resources to maximise benefits while establishing limits 

on demands to reduce costs. Contrary to this prediction, however, higher PsyCap does 

not buffer entrepreneurs against negative effects of business ties that become too 

close. Surprisingly, the interaction goes in the other direction; that is, PsyCap 

amplifies this negative effect, as high-PsyCap people feel more of a drag on 

performance from close business associates who make demands and require 

maintenance but do not provide sufficient resources to justify time and energy spent 

on the relationship. Meanwhile, people with low PsyCap actually benefit from strong 

business ties, just as they do from larger business networks. For those entrepreneurs 

who possess less confidence, hope, resilience, or optimism, strong business ties appear 

to substitute or compensate, at least in part, for lack of PsyCap to help generate 

business outcomes. Entrepreneurs lower in psychological capital may gain a variety of 

benefits via larger and stronger business networks that more confident entrepreneurs 
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either do not need or can gain through other means. Maintaining relationships with 

close business ties exacts a cost for both high-PsyCap and low-PsyCap entrepreneurs, 

and this cost appears to be worth the effort for those low in PsyCap but not for those 

high in PsyCap, who have less need of the benefit of close business ties. Overall, the 

investment in close business ties generates better results for low-PsyCap entrepreneurs 

but not for high-PsyCap entrepreneurs. 

The value of either PsyCap or business networks to entrepreneurs, but not necessarily 

the two together, suggests boundaries for the role of psychological capital in the 

Chinese context. Small-scale entrepreneurs in China are different from entrepreneurs 

who have tended to be the focus of many entrepreneurship studies in highly developed 

settings. Two differences pertain to level of psychological capital relevant to the 

general population and to entrepreneurs in other locales. 

Regarding the first, some studies indicate that entrepreneurs are psychologically 

different from the general population within their own cultures. For instance, Chen et 

al. (1998) find that self-efficacy (a construct closely related to psychological capital) 

is significantly higher among entrepreneurs in the US than among managers in the 

US. Meanwhile, Baron et al. (2014) propose that entrepreneurs have lower 

perceptions of stress than the general population in the US, due to high levels of 

psychological capital. Two recent empirical studies in the US find that entrepreneurs 

have psychological capital levels of .88 and .84 on an absolute scale (Baron et al., 

2016; Hmieleski et al., 2015). These levels compare to somewhat lower psychological 

capital levels among US employees of .78 (Wernsing, 2014). 

However, this difference in PsyCap between entrepreneurs and the general population 

is not necessarily observed among small-scale entrepreneurs in China. In the current 

study, for instance, the entrepreneurs displayed PsyCap levels of .76 on an absolute 

scale. This compares to similar levels among Chinese employees of .76 (Wernsing et 

al., 2014). Further, comparing psychological capital of Western-based versus Chinese 

micro-entrepreneurs also suggests differences, as US entrepreneurs displayed PsyCap 

levels ranging from .84 to .88, compared to .76 in China. While further rigorous 
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analysis would be needed to establish a statistically significant difference, these initial 

findings suggest one cannot assume higher levels of psychological capital, or its sub-

dimension self-efficacy, are a defining characteristic of entrepreneurs in China as has 

been described in the West (Chen et al., 1998; Dimov, 2010). 

Psychological capital clearly makes a difference for the entrepreneurs in this study. 

However, as also shown here, it is not the only important component for success. 

Indeed, the strong, independent type of entrepreneur valued in an individualistic 

culture may be viewed as dysfunctional in a more relational, collectivist context 

(Batjargal et al., 2009). Given lower levels of psychological capital among Chinese 

micro-entrepreneurs, network ties provide another, at least partial, route to new 

venture growth. This finding is particularly meaningful given China’s current 

intermediate phase of transition to a market-based economy (Yang and Li, 2008), in 

which scholars are debating whether entrepreneurs still rely on guanxi-type ties such 

as business advice networks (Guo and Miller, 2010; Guthrie, 1998; Li et al., 2008; 

Luo and Chen, 1997; Tan et al., 2009). As seen here, some individuals pursue the path 

of the highly confident solo entrepreneur, while others rely on guanxi-type networks, 

with the two models existing side by side in modern China. 

9.4 Resource substitution and compensatory effects 

The two unexpected interactions in this study pertain to business network dimensions, 

both size and strength. Entrepreneurs with lower PsyCap benefit more from larger and 

closer business advice networks, while higher PsyCap entrepreneurs do not. Both 

results point toward resource substitution and compensatory effects, which need to be 

interpreted contextually. 

9.4.1 Resource substitution in strategy and entrepreneurship 

A small body of work in management mentions resource substitution in keeping with 

the resource-based view (RBV) of the firm. This includes a range of work, for 

example, on the substitution of lower-cost tangible resources in strategic factor 

markets (Lampel et al., 2015), the quest for competitive advantage through resource 

and capability bundles to satisfy customer needs (Peteraf and Bergen, 2003), and the 
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strategic choice of resource imitation (e.g., a new firm copying production skills of an 

older firm) versus resource substitution (e.g., changing oil production from land-based 

to offshore) (Yoo et al., 2009). However, the production-oriented view of resource 

substitution among large firms in these RBV-based arguments sheds little light on the 

individual entrepreneur in the current study.  

An equally sparse literature addresses resource substitution in a more relevant way 

among entrepreneurs. In a study of technology start-ups in Belgium, Clarysse et al. 

(2011) find that low levels of entrepreneurial human capital can be substituted by 

higher levels of other resources, such as technology or financial capital, especially for 

firms operating in complex environments. Notably, the authors state that “resource 

constrained companies can be successful if the constraints in some resources are 

compensated by strengths in other resources” (Clarysse et al., 2011: 152). Using a 

similar approach, Xiao and Ramsden (2016) analyse how specific forms of human 

capital, such as entrepreneurial, technical, and scientific expertise, substitute for lack 

of financial capital among young high-tech firms in China, influencing firm survival 

and growth. They find that founders use resource substitution as a strategy to cope 

with the absence of crucial resources not internal to the firm, just as low-PsyCap 

entrepreneurs do in the current study. Similarly, in a study of 102 firms in the western 

US, Chandler and Hanks (1998) find that start-ups with low financial capital but high 

human capital among founders performed on par with firms having high financial 

capital but lower human capital, suggesting substitutability of these resources. In their 

study in Germany, Brüderl and Preisendörfer (1998) propose that networks may 

compensate for lack of human or financial capital, but find no empirical proof, as the 

current study does for networks and psychological resources.  

9.4.2 Compensatory abilities among employees 

Different yet relevant compensatory models are seen elsewhere in the literature. For 

instance, Côté and Miners (2006) find that emotional intelligence substitutes cognitive 

intelligence to impact employee performance. That is, cognitive intelligence 

negatively moderates the relationship between emotional intelligence and job 

performance, such that the relationship is more positive as cognitive intelligence 
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decreases. In terms of performance, people with lower cognitive intelligence are more 

likely to benefit from high emotional intelligence than people with high cognitive 

intelligence, who already perform well. The negative interaction suggests that those 

who cannot generate performance via cognitive intelligence compensate by doing so 

with emotional intelligence.  

A similar effect seems to occur with PsyCap and business networks in the current 

study. While both PsyCap and business network size have positive effects on 

performance, the relationship is more positive as PsyCap decreases. Low-PsyCap 

entrepreneurs also derive greater benefit from strong business ties, which only serve to 

drag down high-PsyCap entrepreneurs. Entrepreneurs with lower PsyCap compensate 

by relying on larger business networks and stronger business ties. In such a 

substitution model, the compensating resource (networks) is more closely associated 

with performance for people lacking the first ability (psychological capital). Business 

networks thus predict performance more strongly for entrepreneurs lacking 

psychological capital. This provides a powerful explanation for why certain social 

network dimensions predict performance only some of the time, depending on the 

entrepreneur’s level of psychological capital. 

9.4.3 Resource substitution versus resource multiplication 

Explaining these findings further, valuable insights on individual resource substitution 

are found in the health social sciences literature. In a study of the effects of education 

on well-being, Ross and Mirowsky (2006: 1,400–1,401) describe a resource as 

“something that helps one achieve goals”, and provide these useful definitions: 

Resource substitution: When resources substitute for each other, the 

presence of one makes the absence of another less harmful. 

Conversely, the less there is of one resource, the more important 

another will be … the effect of having a specific resource is greater for 

those who have fewer alternative resources. (ibid., 1,400–1,401) 
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Resource multiplication: When resources multiply each other’s 

impact, the absence of one makes the presence of another less effective 

… Resource multiplication favours those who already have resources, 

such that the addition of a new resource augments the existing 

advantage.” (ibid., 1,400) 

These authors apply resource substitution theory to show that education contributes 

more to emotional well-being of women than to men, because women’s lower level of 

socio-economic resources (e.g., power, authority, and earnings) makes them more 

reliant on education to achieve well-being.
52

 Using venture growth rather than well-

being as the outcome, a similar pattern is seen for entrepreneurs with lower levels of 

PsyCap who are more reliant on networks. That is, applying resource substitution 

theory, business advice networks (both a higher number of ties and stronger ties) 

contribute more to venture performance for entrepreneurs lower in psychological 

capital because these entrepreneurs rely more on networks to achieve outcomes. (In 

contrast, the interaction of psychological capital and education in the current study is 

an example of resource multiplication, i.e., those with high levels of psychological 

capital are better able to apply their education to achieve business success). 

Previous work by the same authors provides another useful example of resource 

substitution, that is, between perceived control and emotional support to enhance well-

being and encourage problem-solving behaviour. They observe that control and 

support may substitute for each other to reduce levels of depression; that is, higher 

levels of one element will reduce the individual’s need for the other (Ross and 

Mirowsky, 1989). The equation may be similar for interaction effects of PsyCap and 

business advice network ties, in terms of network elements compensating for 

psychological capital.
53

 

                                                 

52
 The study focuses on well-being as the outcome of education, not earnings, noting that women may 

be richer in certain socio-economic resources, such as social support, and that education boosts well-

being in women due to greater job creativity and personal control. 
53

 Marsden and Hurlbert (1988) find that workers of low status rely on strong ties because they have 

fewer alternatives than high-status workers. 
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However, resource substitution is not likely to work in all situations. While previous 

work indicates substitution of individual qualities such as emotional intelligence for 

cognitive intelligence (Côté and Miners 2006), as well as firm resources such as 

human capital and financial capital (Clarysse et al., 2011; Xiao and Ramsden, 2016), 

substitution remains a specific phenomenon. In the current study, for instance, 

education and psychological capital do not substitute for each other as they constitute 

distinct or discrete resources serving different roles. Networks, however, derive their 

value from the resources embedded in them, whether emotional, informational, or 

material. In relational environments in particular, networks can help individuals 

substitute for lack of internal resources because network ties provide access to 

external resources. This substitution, it should be noted, is partial: entrepreneurs with 

high psychological capital generate higher levels of growth than those who rely on 

business networks. This difference may reflect the continued reliance on guanxi by 

some entrepreneurs in a modernising economy where such ties are declining in value 

and do not provide sufficient access to knowledge resources needed for higher levels 

of growth (Atherton and Smallbone, 2013). 

Finally, emerging research, also at the personal level, suggests a role for social 

networks in resource substitution. Van der Gaag and Webber (2008: 38) note that: 

“When a goal cannot be attained by the application of one resource, it may be attained 

by applying another via resource substitution”. These authors use the example of 

needing one’s bicycle repaired: an individual can apply his own skills, requiring time, 

energy and know-how, seek formalised resources such as a shop at a financial cost, or 

recruit a network tie to make the repair, creating a future social obligation. Thus, an 

individual lacking internal resources may seek intangible resources outside himself 

through formal or informal means. This anecdotal example reflects previous theory 

suggesting that social capital elements may either complement or substitute other 

resources (Adler and Kwon, 2002). The current study provides empirical proof for 

these theories, extending the compensatory model to social networks and 

psychological capital. 
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Resource substitution is relevant to entrepreneurs facing severe resource constraints in 

an emerging-economy setting. In situations of necessity-based entrepreneurship, in 

which entrepreneurs are less likely to self-select based on high self-efficacy, and 

economic activity tends to be embedded in social relationships, individuals have the 

option of compensating, to some degree, via the size and strength of their business 

advice networks. Using the resource substitution perspective helps to expand this 

concept beyond its traditional RBV-based application to explain entrepreneurial 

processes among micro-entrepreneurs. 

The results are further relevant to debates regarding whether Chinese entrepreneurs 

continue to rely on guanxi in their business dealings. Some scholars argue that guanxi 

ties have decreasing value as China transitions to a market-based economy (Guthrie, 

1998). However, others assert that entrepreneurs continue to use guanxi to deal with 

resource scarcity and to navigate an unpredictable environment, as well as for cultural 

reasons (Guo and Miller, 2010; Li, 2007; Luo et al., 2012). The results in this study 

suggest that, at present, both phenomena exist side by side in modern China, i.e., the 

highly confident, independent entrepreneur and the guanxi entrepreneur. 

9.5 Other results 

9.5.1 Effect sizes and significance 

Increasingly, management studies examine statistical results from the perspective of 

effect sizes as well as statistical significance in relation to sample size. This study 

adopts research norms regarding statistical significance, in which observed differences 

with p values equal to or lower than the alpha level of .05 are deemed to be 

statistically significant. Observed differences with p values greater than the alpha 

level .05 are considered to be due to sampling variability or chance. With very large 

samples, however (e.g., a sample size of 10,000), p values of .05 and lower are 

frequently seen, even when effect sizes are extremely modest (Sullivan and Feinn, 

2012). Scholarly guidelines to interpret effect sizes include the following thresholds 

for Pearson’s r correlations measuring the linear relationship between two variables, 

ranging from -1 to +1 (Cohen, 1988; Ellis, 2009), seen in Table 9.1. 
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Table 9.1 Coefficient and Effect Size 

 

 

Based on this standard, the effect sizes of results for predictor variables in the current 

study can be described as relatively small for the network dimensions of business 

advice and emotional support network size and tie strength (ranging from -.13 to 

+.13
54

) and approaching medium for education (.26) and PsyCap (.27). The interaction 

effect of education and PsyCap is between medium and large (.42), small for 

interactions of PsyCap with network size variables, PsyCap*business advice network 

size (-.11) and PsyCap*emotional support network size (.14), and between small and 

medium for the interaction of PsyCap with business advice network tie strength (-.24). 

With the imputed dataset, very small effect sizes below β=.06 do not achieve 

statistical significance at the p<.05 level. 

Given that effect size is independent of sample size, it is useful in this study to have 

two sets of results: the larger sample after multiple imputation (n=890, results seen 

above) and the original sample (n=164). For the original sample, using listwise 

deletion, main effects of education and business advice network size are medium to 

large (.31, .45), main effects of PsyCap are small to medium (.21), and main effects of 

other network dimensions are small (ranging from -.13 to .10). The interaction of 

PsyCap with education is large (.64), the interaction of PsyCap with business advice 

network size and with emotional support network size approaches medium (-.26, .24), 

and the interactions of PsyCap with business advice and with emotional support 

network tie strength are small (-.10, .18). However, with the smaller sample size, 

effect sizes below .25 do not achieve statistical significance at p<.05. 

                                                 

54
 Standardised beta coefficents are reported as groups of variables entered together into the regression, 

rather than individually. 

r Effect size 

±.10 Small 

±.30 Medium 

±.50 Large 

±.70 Very large 
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9.5.2 Statistical significance of control variables 

This study controls for entrepreneurs’ age and gender, loan size, firm age, firm size 

(number of current employees), and industry (dummy variables for four broad sectors: 

manufacturing, agriculture/raw materials, wholesale trade/retail/consumer and 

services/professional). Among control variables, individual-level controls of age and 

gender are not statistically significant (β=.00, β=-.02); nor is loan size, a statistically 

significant predictor of revenue growth (β=-.06), confirming the idea that financial 

capital alone is not sufficient to generate firm performance. Industry sector is a 

weakly significant predictor of revenue growth (β=-.06, p<.10), based on the idea that 

growth opportunities may differ by industry (Gimeno et al., 1997; Shane 2003), with 

the negative coefficient indicating a slight difference in revenue growth based on four 

dummy variables. Firm age is a small but significant negative predictor of 

performance (β=-.09, p<.01), perhaps due to the use of the measure revenue growth, 

which is a relative rather than absolute measure (e.g., actual revenues, or profits), and 

because younger firms can be expected to be in growth stages with higher relative 

degrees of growth although not necessarily higher revenues. Finally, firm size is a 

significant positive predictor of performance (β=.27, p<.01). Firm size in this study is 

equivalent to number of current full-time employees, who are believed to contribute to 

revenue growth in nascent firms (Gimeno et al., 1997; Westhead, 1995). 

9.6 Contributions 

This study brings together three important streams in the entrepreneurship literature – 

human capital, psychological resources, and social networks – within an infrequently 

studied context of small entrepreneurs facing severe resource constraints in an 

emerging economy. In doing so, the study aims to establish boundary conditions or 

limits for application of these concepts in a micro-entrepreneurship context in China. 

The study makes several contributions in the areas of entrepreneurship, human capital, 

social networks, and psychological capital, as follows. 

9.6.1 Contributions to entrepreneurship research 

This study adds to the modest body of management research that applies rigorous 

methods to understand the process and outcomes of small entrepreneurs in emerging 
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economies, and is the first, to my knowledge, to examine interaction effects of PsyCap 

with other resources of entrepreneurs, including human and social capital. While 

confirming the value of education, PsyCap, and certain network ties, the study also 

demonstrates the role of resource substitution, an important finding for business 

owners facing severe constraints in a transition economy. In doing so, the study adds 

useful nuances to the entrepreneurship literature regarding drivers of venture 

performance under challenging conditions. It also answers calls from management 

scholars for greater focus on entrepreneurs at the base of the pyramid (Bruton et al., 

2008, 2013). 

Human capital and financial capital alone have limited effects on venture outcomes, 

suggesting boundaries for these concepts among micro-entrepreneurs in constrained 

settings. In contexts where resources are limited and entrepreneurship is often by 

necessity rather than by choice (Bradley et al., 2012), entrepreneurs may not self-

select and persevere based on specific knowledge, experience, self-confidence or 

affinity for entrepreneurship. Yet business owners find ways to overcome limitations 

and generate growth. This study answers calls to examine contingency relationships of 

human capital dimensions and venture outcomes, while addressing motivational 

drivers of human capital and entrepreneurship (Marvel et al., 2016). By demonstrating 

main and contingency effects of founders’ psychological capital on firm performance, 

the study makes a broader contribution to the entrepreneurship literature, beyond 

micro-enterprise. 

Previous entrepreneurship literature describes self-efficacy as the “distinct 

characteristic of entrepreneurs” (Dimov, 2010: 1,128; see also Chen et al., 1998; 

Markman et al., 2002), and this assumption underlies much research on individual 

entrepreneurial attributes, including the current study. But what do entrepreneurs do if 

they lack psychological resources or a natural affinity for entrepreneurship? While 

PsyCap may be developed over time, reliance on network ties can compensate. In 

highly relational environments and among necessity-based entrepreneurs, network ties 

help individuals compensate for scarcity, access resources, and solve problems, which 

individuals higher in psychological capital may feel capable of doing independently 
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without use of network ties. Based on this finding, this study joins a few other key 

studies in the entrepreneurship literature raising the issue of resource substitution 

(Clarysse et al., 2011; Xiao and Ramsden, 2016), expanding this work by focusing on 

intangible resources. 

In addition, as a subset of the entrepreneurship literature, this study contributes to the 

emerging management research related to microfinance and SME lending. 

Microfinance – the provision of small loans to poor entrepreneurs – is a growing 

phenomenon whose mechanisms and impacts have not yet been fully examined 

(Hermes and Lensink, 2007). Management scholars have called for greater 

exploration of this phenomenon (Bradley et al., 2012; Bruton et al., 2011; Khavul et 

al., 2013), adding to the micro-economics literature dominated by randomised 

controlled trials (Duvendack et al., 2011; Roodman, 2012). While micro-economists 

focus on financial and programmatic elements such as debt structure, management 

studies such as the present work specifically address the environmental and individual 

factors influencing performance of microcredit recipients. It confirms that financial 

capital is not sufficient to ensure entrepreneurial performance (Bradley et al., 2012; 

McMullen, 2011), while explaining the role of other forms of capital, including 

human capital, psychological resources, and social network dimensions, all of which 

can be influenced and improved to drive performance.  

9.6.2 Contributions to social network and guanxi research 

Amidst continuing debate about effects of social networks, this study contributes 

important nuances to our understanding of different resource networks. While 

numerous studies employ more simplified measures of strong and weak ties, the 

current research brings rigorous methods to an often misunderstood phenomenon in a 

context that has not been well studied. Key findings are the degree to which networks 

providing business advice differ from networks providing emotional support, and the 

different effects of network dimensions such as size versus strength. Entrepreneurs 

gain the most value from larger, less intimate business advice networks and from 

smaller, stronger emotional support networks. In fact, all else being equal, too-close 

ties with business contacts have negative impacts on revenue growth, as do too-large 
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emotional support networks. This illustrates both the “bright” and the “dark” side of 

social capital, in which business activity is often embedded in social relationships that 

exact costs as well as conferring benefits (Kreiser et al., 2013; Luo et al., 2012). This 

finding is also valuable in terms of broader relevance in the social capital literature 

beyond entrepreneurs, micro-enterprise, and transition economies. 

In addition, entrepreneurs may use social network dimensions, such as larger business 

networks or stronger ties, to compensate for lack of other resources, specifically 

psychological capital. Given previous research asserting that self-efficacy or related 

psychological resources are critical to the role of entrepreneurs (Dimov, 2010), this 

study shows that other pathways to performance are also possible using social 

networks. These findings deepen our understanding of network theory as it pertains to 

entrepreneurs at the base of the pyramid in Asia, where a strong promotional 

“entrepreneurial tradition” may be lacking (Atherton and Newman, 2016; Chen et al., 

1998). They also link social network theory to resource substitution theory to explain 

venture performance. Thus, this study makes a contribution to understanding the 

contingent value of networks and how entrepreneurs manage networks (Brass et al., 

2004; Burt, 1997; Xiao and Tsui, 2007).  

While not conceptualised as a guanxi study per se, by examining social networks of 

Chinese entrepreneurs, this study contributes to the broader guanxi literature in 

several ways. While the study adopts the dominant “ego-pragmatic” view regarding 

benefits of social ties to the focal actor at the firm level, it also incorporates a more 

relational perspective to avoid a “simplistic guanxi-performance view” (Chen et al., 

2013: 189). Specifically, by addressing network resources (business and emotional) 

and tie quality (strength), and network size, the study answers calls for greater 

conceptual clarity on dimensions, content, and structure in guanxi studies (Chen et al., 

2013). It also addresses the double-edged sword of guanxi’s positive and negative 

aspects, as well as the mechanisms by which guanxi may boost or hinder business 

outcomes (Chen and Chen, 2004; Tsang, 1998). Given mixed effects of guanxi on 

business outcomes in previous studies (Luo, 2011), the study has identified 

contingencies for the relationship between guanxi-type relationships and firm 
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performance, applying additional perspectives such as psychological capital. 

Furthermore, this study contributes to the discussion regarding whether guanxi 

continues to be important to entrepreneurs during China’s ongoing transition to a 

market-based economy. Entrepreneurs may pursue different paths to success, either 

relying on guanxi-type networks (specifically larger and stronger business advice 

networks) or operating more independently by applying psychological capital.  

Finally, regarding research methods, this study made one key refinement to the name-

generator method (Burt, 1992), relevant to small entrepreneurs in constrained settings. 

In this method, respondents typically name between one and five “alter” contacts who 

provide business advice or emotional support. This study allowed the value of “zero” 

(distinct from non-response) for those respondents who specifically said they were 

alone or had no network, as this is a meaningful finding for business owners in this 

context. 

9.6.3 Contribution to PsyCap theory 

In the last 10 years, PsyCap has increasingly gained traction as a way to measure 

psychological resources of individuals, including employees and entrepreneurs, 

although the construct has been less frequently applied in the latter setting. This study 

contributes to the small but promising literature on PsyCap and entrepreneurs, and is 

among the first to apply very rigorous methods to the study of PsyCap among micro-

entrepreneurs in an emerging-economy setting. This matters because PsyCap is 

thought to make a major difference under difficult conditions (Luthans and Youssef, 

2007) such as those faced by small business owners operating in emerging and 

transition economies, who may need to substitute or amplify existing resources while 

buffering negative influences in order to grow. 

The study also breaks new ground by viewing PsyCap as a moderator rather than as a 

predictor (or as a mediator) as is more frequent in previous studies. Given that PsyCap 

is framed as a motivational resource that helps to catalyse deployment of other 

resources, such as human capital, this moderator role has great importance (Coff and 

Kryscynski, 2011). This study expands our understanding of PsyCap by showing that 
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the effectiveness of certain resources driving performance, such as education, is 

contingent upon adequate levels of PsyCap. As a moderator, PsyCap facilitates 

entrepreneurs’ deployment of other resources, allowing them to synergise resources to 

grow new ventures within challenging settings.  

Finally, our understanding is also enlarged by bringing together PsyCap and social 

networks in a new way. PsyCap and social capital dimensions, such as business advice 

networks, are seen to play substitutive or compensatory roles for each other. These 

findings link the construct of PsyCap to resource substitution and resource 

multiplication literatures, illustrating multiple roles for the construct and its impact on 

performance. 

9.6.4 Critical perspectives on the research 

From a broader perspective, entrepreneurship research aims to explain how and why 

certain individuals in particular settings are better able to generate and sustain 

business growth (Shane and Venkataraman, 2000; Yang and Li, 2008). Toward this 

aim, research has tended to focus either on the individual 'micro' level, examining 

personal characteristics such as psychological aspects or human capital endowments, 

or at the environmental 'macro' level, examining the influence of institutions. Between 

these two levels, social network research addresses how individual entrepreneurs 

interact with their larger environment, and the impact on business performance. 

The current study is situated between these two poles of entrepreneurship research, 

addressing individual elements such as human capital and psychological capital, and 

intermediate factors such as social networks, within a Chinese context. By examining 

main and moderating effects of PsyCap for entrepreneurs, the study dovetails with 

earlier research on entrepreneurial self-efficacy (Zhao et al., 2005; Markman et al., 

2002; Baum and Locke 2004; Baum et al., 2001) and optimism (Hmieleski and Baron, 

2009); PsyCap includes these two subdimensions while expanding the view of 

psychological resources to incorporate hope and resilience. 
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Prior research on self-efficacy of entrepreneurs suggests that it fosters growth (Zhao et 

al., 2005; Baum and Locke 2004) (although reverse causality is also possible, as 

discussed in section 9.8.2). Yet, over-confidence may lead to entrepreneurial hubris 

(Hayward et al., 2006), clouding rational judgment and decisionmaking (Judge et al., 

1997) while leading hubristic individuals to tackle excessive challenges for which 

they are not qualified. In such cases, inflated 'negative' self-efficacy is observed 

(Vancouver et al., 2001; Vancouver et al., 2002), hampering performance, when 

modest levels of self-efficacy might be more effective (Baum and Locke, 2003). 

Similarly, optimism is a useful quality for entrepreneurs (Helweg-Larsen et al. 2002) 

but may be carried too far, fostering illusions and risky behaviour (Hmieleski and 

Baron, 2009; Shepperd et al. 2002). While respondents in the current study showed 

average rather than excessive levels of PsyCap and its subdimensions, future research 

could seek possible curvilinear relationships between these qualities and performance 

(Brown & Marshall, 2001; Judge & Ilies, 2004). 

At the same time, from a critical perspective, this study suggests limits to research 

exclusively on the individual attributes of entrepreneurs. The value of psychological 

resources may depend on many factors, including environmental ones. Human capital 

is beneficial but faces limits, for instance, past business experience may have limited 

value in a rapidly changing environment. Social capital can have both positive and 

negative impacts, especially given changes in guanxi as China's economy develops. 

Going forward, more research acknowledging both individual and environmental 

factors is needed. 

9.7 Practical implications 

Grounded in the experience of entrepreneurs receiving small business loans and 

developing ventures, this study has numerous practical and managerial implications 

for enterprise education, for lenders, and for policymakers. 

9.7.1 Implications for enterprise education 

Given that PsyCap has positive main effects on revenue growth and other outcomes, 

as well as synergistic benefits with education, it is generally a desirable quality for 
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entrepreneurs. PsyCap can also buffer entrepreneurs against demands of large 

personal networks and provide a substitute resource when business network benefits 

are lacking. Moreover, PsyCap is state-like, not trait-like, and can be developed over 

relatively short periods through deliberate practice and training (Demerouti et al., 

2011; Luthans et al., 2006). Therefore, entrepreneurial training and business support 

programmes should include PsyCap interventions to help business founders boost 

self-efficacy, optimism, hope, and resilience to weather the inevitable challenges of 

the entrepreneurial processes.  

In particular, efforts to boost PsyCap may be particularly effective among individuals 

and contexts lacking a strong entrepreneurial tradition or a culture favouring self-

promotion. For instance, prior to the introduction of the PsyCap construct, some 

scholars focused on a related construct of entrepreneurial self-efficacy and 

recommended enhancement efforts via entrepreneurial education, noting the 

following: 

In designing and conducting entrepreneurship courses, training 

institutions should not just train students in critical entrepreneurial 

skills and capabilities but also strengthen their entrepreneurial self-

efficacy … [T]he teaching of entrepreneurial skills tends to be 

technical, with insufficient attention paid to the cognition and belief 

systems of the entrepreneur. Conscious efforts could be made to 

enhance [self-efficacy] by involving the students in ‘real-life’ business 

design or community small business assistance, by inviting successful 

entrepreneurs to lecture, and by verbal persuasion from the instructor 

and renowned entrepreneurs. (Chen et al., 1998: 296) 

A similar approach would be appropriate to boost PsyCap with additional focus on the 

qualities of hope, optimism and resilience as well as self-efficacy. Studies find that 

PsyCap can be developed through provision of a supportive organisational 

environment and through interventional activities such as goal-setting, brainstorming, 

and vicarious learning (Demerouti et al., 2011; Luthans et al., 2006, 2008a). In 

particular, enterprise programmes or incubators that provide workplace support to 

entrepreneurs can enhance PsyCap development, for instance increasing levels of 
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hope so they can identify alternative paths to accomplish goals, and drawing upon 

internal wells of resilience to rebound from hardships (Luthans et al., 2008a). 

Second, while enterprise programmes may focus generically on supporting 

networking activities and capability, such efforts need to be much more targeted 

toward specific network utilities that actually confer benefits. For instance, all else 

being equal, larger business networks are beneficial while smaller, closer emotional 

support networks also benefit the entrepreneur. Networking efforts should take care to 

distinguish between the two, and alert participants to potential drag effects of 

maintaining ties that do not reciprocate in terms of benefits. 

Third, entrepreneurs are a heterogeneous group, especially when it comes to 

intangible resources and different contexts (Politis, 2005; Westhead and Wright, 

1998). The image of the self-confident and highly networked entrepreneur, popular in 

Western norms (Markman and Baron, 2003), may not in fact be a relevant model in all 

settings. In an Eastern setting and among necessity-based entrepreneurs, multiple 

pathways using resource substitution are possible to achieve business outcomes. 

Entrepreneurship education and business incubators can use this knowledge to help 

identify and boost the most relevant qualities of entrepreneurs, whether psychological 

or social in nature. 

9.7.2 Implications for lenders and policymakers 

Lenders, including SME lenders and microfinance institutions, and policymakers 

influencing lending, economic development, and MSME growth can benefit in several 

ways from these findings. First, despite much research, debate continues regarding 

drivers of MSME growth in different settings, knowledge of which would inform 

lending practices and lender-based business support. Because financial capital alone is 

not sufficient to drive venture growth, this study suggests considerable added value 

for business support services, for instance, programmes that help entrepreneurs boost 

or substitute resources such as PsyCap and social networks. Given clear returns to 

investment in education in dynamic settings, efforts to allow business owners to 

further their formal education in a variety of ways are also well warranted. 
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The findings of this study will also help policymakers and MSME lenders to better 

design initiatives which enhance the well-being of clients and maximise their 

entrepreneurial outcomes. For lenders in particular, credit-plus programmes need to be 

carefully designed with individual characteristics and particular contexts in mind. The 

design of such programmes is significant as greater investment continues to be made 

into microcredit lending accompanied by business support programmes. Similar to 

enterprise education, as described above (targeted toward MSMEs), lenders can use 

the findings of this study to better tailor credit-plus programmes at the base of the 

pyramid. 

Regarding lending policy, lenders often weigh the individual attributes of 

entrepreneurs as well as the value of their business concept in making loan decisions 

(Baron et al., 2016). This includes the ability to cope with stress (Wright et al., 1997) 

and characteristics such as skills, knowledge, and even passion (Cardon, 2008). This 

study sheds further light on individual qualities that are linked with revenue growth 

and are worthy of consideration in lending decisions to small entrepreneurs, for whom 

detailed credit information, business background, and collateral may be lacking, 

especially in microfinance lending contexts. 

9.8 Limitations and future research directions 

Despite considerable effort to conduct a rigorous study, this project nonetheless has 

several limitations that could be effectively addressed through future research, as 

described in detail below 

9.8.1 Design issues 

Several limitations of this study are based in part on the inherent challenges of 

accessing data among a hard-to-reach population in an emerging economy, as noted 

by other scholars (Batjargal et al., 2013; Webb, 2014; Wilson, 2010). Using a 

community-based lender as a gatekeeper provides advantages in terms of gaining 

access to a large number of typical business owners within a reasonable time frame, 

while reducing out-group suspicion in order to encourage response to the survey. 

Because the entrepreneurs are not selected at random, however, results may be limited 
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in terms of generalisability to the population. Likewise, challenges of data collection 

in this setting led to the choice of a cross-sectional design that provides a snapshot of 

entrepreneurs at one point in time, making it difficult to claim causality of predictor 

variables on outcomes.  

Future studies could attempt to randomise selection of respondents as well as 

introduce a longitudinal design to collect data at three points during the business start-

up process, for instance prior to lending, within one year after the first loan, and three 

to four years later. In addition, collection of data on predictor and outcome variables 

from the same source could result in common method bias (Podsakoff et al., 2003). To 

address these limitations, this study employed Harman’s one-factor test; a 

supplementary dependent variable was also collected from a separate source, and 

correlated with the main dependent variable, and validation checks of a randomly 

selected group of 31 entrepreneurs from the sample were conducted, re-administering 

sections of the survey by telephone within three months of the initial survey, 

achieving 90 percent agreement. The final sample size of 164 is adequate compared to 

other studies of micro-entrepreneurs (Bhagavatula et al., 2010; Bradley et al., 2012; 

Honig, 1998; Luthans and Ibrayeva, 2006), but relatively small for multiple regression 

analysis. The original sample size and missing data of approximately 10 percent of 

values posed limitations that were addressed via multiple imputation (Graham et al., 

2003; Mishina et al., 2010; Rubin, 1987).  

Another design limitation pertains to the single-country nature of the study, which 

makes it difficult to generalise the findings beyond China. The study attempts to 

enhance generalisability by taking a positivist approach (Easterby-Smith et al., 2012), 

achieving an acceptable sample size, and offering diversity among the sample (e.g., 

industry, age, education). While efforts were made to seek out typical small 

entrepreneurs in a range of industries within a highly entrepreneurial province, future 

studies would benefit from a more diverse multi-country approach. While this study 

effectively controls for cultural and institutional environment by limiting itself to one 

region within one country, it does not explore differences between environments, such 

as regions of China (Du and Mickiewicz, 2016). Future research could incorporate 
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environmental dimensions such as dynamism, munificence, and complexity (Baum et 

al., 2001) by conducting a cross-cultural study in several contexts. Future research 

could also focus on the role of industry (Hmieleski et al., 2016) or institutional 

environment in influencing resource substitution and subsequent firm growth and 

development (Clarysse et al., 2011). 

Regarding variables, this study addresses the main and moderating effects of PsyCap. 

More work is needed on the antecedents of PsyCap (Newman et al., 2014b), 

especially as extant work on PsyCap antecedents focuses on employees, for example 

in terms of the effects of leadership behaviour or supervisor support (Liu, 2013), 

rather than entrepreneurs. Regarding social capital, additional work is needed to 

understand the role of different social capital dimensions, such as size, tie strength, 

and network resources, at different stages of new ventures, as well as the potential for 

social capital variables to interact with each other (Jiang et al., 2016; Stam and 

Elfring, 2008), such that effects of size are contingent upon tie strength, or 

effectiveness of business networks is contingent upon certain qualities of emotional 

networks. Future studies would address these issues. Regarding human capital, given 

the relevance to enterprise education, it would also be useful to investigate specific 

types of education and link them to venture outcomes (Dimov and Shepherd, 2005), 

relating the findings back to theory and practice. 

9.8.2 Reverse causality 

Endogeneity is an increasingly important question in entrepreneurship studies, e.g., 

the possibility that positive growth could lead to higher PsyCap, or that the 

relationship between PsyCap and success could be mutually reinforcing. Several 

changes have been made to the thesis to address this issue, seen in section 9.8.2 and 

summarized below. 

 

The issue of endogeneity has been neglected in a broad range of business studies until 

quite recently (Antonakis et al., 2014).  Researchers may be unaware of the problem 

or unclear how to best mitigate it (Reeb et al., 2012). This issue is seen, for instance, 

in studies where structure of board of directors is linked with firm performance, when 
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in fact board structure is in part impacted by previous performance (Abdallah et al., 

2015), or where tariffs are believed to influence trade, when past trade patterns may 

also influence tariffs (Shepherd, 2010). 

 

The main concern raised in the current study is the possibility of "dynamic 

endogeneity" (Abdallah et al., 2015) in which past values for the outcome variable 

(revenue growth) may influence current levels of a predictor variable (PsyCap). 

Simultaneity may also be an issue, in which current observations of growth affect 

current values of PsyCap. The question is addressed below empirically, conceptually, 

and methodologically. 

 

Empirically speaking, in the current study, growth performance is still observed in the 

absence of high PsyCap. That is, entrepreneurs with high PsyCap consistently 

demonstrate high growth levels but the reverse is not true; growth may occur in the 

absence of high PsyCap, for instance when certain social capital values are high 

(substitution effect). Thus, either high PsyCap or high social capital may foster growth, 

but growth does not automatically mean high PsyCap. If growth caused PsyCap 

(rather than the reverse), it is likely we would see high PsyCap among virtually all 

high-growth entrepreneurs. Instead, successful entrepreneurs seem to have either high 

PsyCap or high social capital. The finding that some respondents experienced 

significant revenue growth despite modest levels of PsyCap argues against reverse 

causality, as apparently positive growth was not linked with high PsyCap among these 

entrepreneurs.  

 

Conceptually speaking, it makes intuitive sense that business success might boost 

one’s psychological state (suggesting reverse causality). However, theoretically this 

remains open to question. First, growth and performance per se are not among the 

known antecedents to PsyCap, which include a supportive organisational environment 

(Luthans et al., 2008a), interventional activities such as goal-setting, brainstorming, 

and vicarious learning (Luthans et al., 2006), and the influence of leadership styles 

(Peterson et al., 2009; Walumbwa et al., 2010). In addition, Bandura and Locke (2003) 

refute the claim that self-efficacy levels reflect past performance, finding that in fact 
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past success leads to quite varied levels of self-efficacy among research subjects, as 

does past failure. They note that, “Surpassing a taxing standard through sustained 

strenuous effort does not necessarily raise efficacy beliefs. Although for most people, 

high accomplishment strengthens beliefs of personal efficacy, many who drive 

themselves to hard-won success are left with self-doubts that they can duplicate the 

feat . . .” (93-94). While it is possible that performance boosts self-efficacy and 

PsyCap, theoretically it cannot be assumed. 

 

Methodologically, a common approach to address reverse causality is through use of 

time-lagged data. That is, the explanatory variable can be time-lagged to a date prior 

to the outcome variable or, similarly, the outcome variable can derive from a time 

later than the predictor to reduce ambiguity regarding causal direction (Deng et al., 

2013). As the current study was cross-sectional in nature, a formal time lag was not 

possible. However two methodological factors introduced a temporal component. First, 

a validation procedure took place approximately three months after the initial survey, 

re-administering sections of the survey by telephone with 31 randomly selected 

respondents who provided, among other responses, performance data provided three 

months after the provision of PsyCap data (with an agreement rate of 90 percent with 

the original  data). Second, the revenue growth value used for the outcome variable 

represents an average of up to four years past growth percentages, which in some 

cases vary quite a bit from year to year.  Thus, respondents may have had very low 

growth in some years and high growth in others, helping to control for an immediate 

‘high growth therefore high PsyCap’ effect. 

 

Efforts to reduce common method bias also reduce likelihood of reverse causality in 

the study, including hypothesis testing on an alternative dependent variable, lender 

rating, collected from a different source. While these measures do not fully rule out 

the possibility of reverse causality, they do limit the potential for it to be a major 

factor in the study. 
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9.9 Conclusion to chapter 

In this chapter, the main findings and implications of the study have been summarised. 

This research makes contributions to the literature by examining the role of human 

capital, social networks, and psychological resources in new venture outcomes among 

micro-entrepreneurs within a resource-poor setting. The results suggest that 

deployment of certain entrepreneurial resources, such as education, is at least partly 

contingent upon levels of psychological capital, and that resource substitution of 

business networks and psychological capital helps to generate growth, given the 

constraints facing these entrepreneurs. These findings emphasise the importance of 

psychological resources as well as the benefits and drawbacks of social network 

dimensions for small entrepreneurs in an emerging-economy context. 

Given that entrepreneurship is crucial to economic development in both emerging and 

developed economies, the current study contributes to theory and practice in the field 

of entrepreneurship by improving understanding of how psychological capital 

influences venture performance and eventually impacts economic growth. While 

larger networks and weaker ties are valuable for business advice, smaller networks 

and stronger ties are more valuable for emotional support. While higher levels of 

psychological capital enhance the benefit of education, those entrepreneurs lacking 

psychological resources compensate via network ties. This work has useful 

implications for future research on the effect of human capital, social networks, and 

psychological resources on the success of MSMEs. Beyond entrepreneurship and 

beyond China, it also lays the groundwork for future research on resource substitution, 

the drawbacks of social capital, and the moderating role of psychological capital. 
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9.10 Concluding remarks 

When I left Boston for China in early 2011, Dani Rodrik at the Kennedy School 

commented, “Good luck in the Land of the Future”. At that time, China’s growth rate 

was still ascending and laowai in Ningbo were welcomed as objects of glamour and 

curiosity. Observing the constant construction near the University of Nottingham 

campus in Yinzhou, my holiday letter home noted: “We can see China growing from 

our window”. 

In recent years, the situation has been shifting. Growth rates have slowed, attitudes 

toward foreigners and foreign companies have cooled, and Western news outlets 

report domestic unease stemming in part from China’s economic inequality 

(Economist, 2016). Often, even in previously “green” Ningbo, air pollution obscures 

the view of growth from one’s window. The continued trajectory of business 

enterprise in the “Land of the Future” is an open-ended question. 

While resource scarcity, including scarcity of financial capital for entrepreneurs, has 

reduced in recent years, China’s market institutions remain in transition, as 

government control appears to be increasing. In this context, the ability of 

entrepreneurs to leverage individual abilities and network resources to navigate 

China’s unpredictable business environment remains highly relevant. 

The larger question underlying this study pertains to drivers of growth for new 

ventures, with a focus on China. In applying management theory to address this 

question, context matters. It is rare for overarching concepts to apply unaltered across 

Eastern and Western settings, motivating scholars to examine the relevance and 

boundaries of theory under different conditions. While these questions are not new to 

entrepreneurship research, they have rarely been applied to small-scale entrepreneurs 

operating in the context of emerging and transition economies. Yet reducing the gap 

between the bottom of the economic pyramid and the middle hinges in part on the 

answers. As the same time, pursuing research in different contexts not only improves 

our understanding within each specific context, but also promotes development of a 

more complete theory. 
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This study aims to contribute to the research conversation on micro-entrepreneurs 

facing extreme constraints and institutional deficiencies, within a broader discussion 

regarding drivers of venture growth and the role of individual resources. It is a very 

small yet promising conversation. Three decades ago, the field of entrepreneurship 

research was still in its infancy. Two decades ago, the study of entrepreneurship in 

emerging and transition economies was just beginning to develop. Now, management 

scholars are showing greater interest in business at the base of the pyramid, not only 

as a top-down market for consumer goods, but also as a bottom-up driver of economic 

growth in emerging markets. The field of “poverty entrepreneurship”, once seen as a 

“fringe” interest, is gaining currency.  

The scope for further research on this topic is tremendous and I hope that other 

researchers will further explore and advance the knowledge in this area. 
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Appendix A Supplementary Analysis: Second Outcome 

Variable  

The overall model was regressed on the second dependent variable, lender rating. 

A.1 Results of regression on lender rating outcome variable 

In Model 1, six control variables are entered, with firm age, firm size and loan size 

positive and significant (β=.14; β=.20; β=.25, all at p<.01). The contribution of 

controls to explain variance in the lender rating is 16 percent.  

In Model 2, human capital variables are added, contributing 6 percent to the outcome, 

with education positive and significant (β=.26) at the p>.01 level and industry 

experience negative and significant (β=-.10, p<.01). 

In Model 3, social capital variables are entered, contributing 7 percent to the outcome, 

including a weak positive effect from business network size (β=.05, p<.10) and a 

positive, significant effect from emotional network tie strength (β=.18, p<.01), while 

emotional network size and business network tie strength are negatively and 

significantly related to revenue growth (β=-.08; β=-.18, both at p<.01). 

In Model 4, psychological capital is entered, adding 3 percent to the outcome, with an 

effect size of β=.18 significant at the p<.01 level. 

In Model 5, three sets of interaction terms are entered, contributing 1 percent to the 

outcome, with a positive interaction between PsyCap and education (β=.09, p<.01). In 

addition, an insignificant interaction is seen between PsyCap and business network 

size (β=.03 ns), and a significant negative interaction between PsyCap and emotional 

network size (β=-.07, p<.05). 

Finally, in Model 6, the last two interactions are entered, explaining just 2 percent of 

the variance. The interaction between PsyCap and business network tie strength is 

weakly positive (β=.06, p<.10), while the interaction of PsyCap and emotional 

network tie strength is negative and significant (β=-.13, p<.01). 
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Table A.1 Effect of Human Capital, Social Capital and Psychological Capital on 

Lender Rating of Performance (imputed dataset)  

*p<.10 **p<.05 ***p<.01   Ϯ  n=907 based on five imputations of 164 cases added to original dataset of 

87 cases after listwise deletion. 

 

 LENDER RATING  

Variables Model 

1 

Model 

2 

Model 

3 

Model 

4 

Model 

5 

Model 

6 

 β β β β β β 

Control Variables       

FIRM LEVEL       

  Industry -.01 -.02 -.01   .01 .02 .03 

  Firm age .14
***

 .16
***

 .15
***

 .16
***

 16
***

 .16
***

 

  Firm size .20
***

 .17
***

 .14
***

 .13
***

 .14
***

 .13
***

 

  Loan size .25
***

 .20
***

 .20
***

 .20
***

 .19
***

 .18
***

 

INDIVIDUAL LEVEL   .    

  Age .02 .13
***

 .08
**

 .07
**

 .06
*
 .06

*
 

  Gender -.01 -.02 -.04 -.05
*
 -.05

*
 -.03 

         

Main Effects       

HUMAN CAPITAL       

  Start-up experience -- -.04 -.03 -.04 -.05
*
 -.06

**
 

  Industry experience -- -.10
***

 -.05
*
 -.06

**
 .07

**
 -.05

*
 

  Education -- .26
***

 .18
***

 .14
***

  .10
***

 .07
*
 

       

SOCIAL CAPITAL       

  Business network size -- -- .05
*
 .04 .05 .04 

  Emotional network size -- -- -.08
***

 -.09
***

 -.07
**

 -.06
**

 

  Business network strength -- -- -.18
***

 -.18
***

 -.22
***

 -.19
***

 

  Emotional network strength -- -- .18
***

 .16
***

 .17
***

 .14
***

 

       

  Psychological capital -- -- -- .18
***

 .20
**

 .22
***

 

       

Two-Way Interactions       

  PC*Education  -- -- -- .09
***

 .10
***

 

  PC*Business network size -- -- -- -- .03 .04 

  PC*Emotional network size -- -- -- -- -.07
**

 -.09
***

 

  PC*Business net. strength -- -- -- -- -- .06
*
 

  PC*Emotional net. strength -- -- -- -- -- -.13
***

 

       

F-change 27.6*** 23.1*** 22.1*** 36.2*** 5.8*** 12.6*** 

R
2
 .16 .06 .07 .03 .01 .02 

F-ratio 27.6
***

 27.4
***

 27.6*** 29.2*** 25.5*** 24.7*** 

R
2
 .16 .22 .29 .31 .33 .35 

Adjusted R
2
 .15 .21 .28 .30 .32 .33 
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A.2 Interaction plots for lender rating regressions 

To better understand the significant interactions, the interactions were plotted below.  

Figure A.1 Effect of PsyCap*Education on Lender Rating  

 

Figure A.2 Effect of PsyCap*Emotional Network Size on Lender Rating  

 

 

Figure A.3 Effect of PsyCap*Emotional Network Tie Strength on Lender Rating 
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As seen in Figure A.1, when PsyCap is low, then education has only a slightly 

beneficial effect on lender rating. When PsyCap is higher, then education has a 

somewhat stronger enhancing effect on lender rating. Education and psychological 

capital do not compensate for each other, but entrepreneurs with higher levels of 

PsyCap experience synergistic benefits from education. As seen in Figure A.2, too-

large emotional networks have a negative effect on lender rating, and this effect is 

slightly stronger for entrepreneurs with higher PsyCap, although high-PsyCap 

entrepreneurs still have higher lender ratings than those with lower PsyCap. As seen 

in Figure A.3, the main effect of strong emotional support ties on lender rating of 

performance is positive. However, in the interaction above, this effect is mainly seen 

for entrepreneurs with low PsyCap. Meanwhile, those with high PsyCap experience 

little positive effect from these relationships. This is a case of two positive effects 

(PsyCap and emotional network tie strength) having a negative interaction. For lender 

rating, emotional network tie strength may compensate or substitute for low PsyCap. 

A.3 Difference between revenue growth and lender rating results 

The main effects regressing lender rating on the model are similar to revenue growth. 

The first interaction (PC*EDU) goes in the same direction and is significant. Of the 

social capital interactions, two go in the opposite direction from revenue growth, at a 

statistically significant level, although only one of these is at p<.05. The results of the 

regressions for lender rating versus revenue growth are summarised in Table A.2. 

A.4 Discussion: Why revenue growth and lender rating differ 

In this study, two different outcome variables, revenue growth and lender rating, were 

regressed on the model, with the majority of this analysis focusing on revenue growth 

as a traditional measure of venture growth in entrepreneurship studies (Baum et al., 

2001; Brüderl and Preisendörfer, 1998). All of the main effects of the predictor 

variables are the same for the two outcomes, as is the positive interaction of PsyCap 

and education. However, revenue growth and lender rating display different findings 

in the opposite direction, both of them statistically significant at the p<.05 level for 

one interactions (PsyCap*emotional network size). The other three interactions are 

statistically significant for one outcome but not for the other, suggesting that these 
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results neither agree nor conflict. (PsyCap*business network size and 

PsyCap*business network tie strength are not statistically significant at p<.05 for 

lender rating, but are for revenue growth; meanwhile, PsyCap*emotional network tie 

strength is not statistically significant for revenue growth but is for lender rating.)  

There are several reasons for the different findings regarding interactions. The data for 

these two measures come from different sources. While there is a significant 

correlation of .46 (p<.01) between revenue growth and lender rating, this correlation is 

toward the lower end for variables measuring the same phenomenon. For comparison, 

Geringer and Hebert (1991) find significant positive correlations ranging from .37 to 

.93 between (subjective) performance assessments from different parties, e.g., parent 

companies and subsidiaries. Revenue growth and lender rating both measure 

outcomes, but somewhat different outcomes. Lender ratings are based on factors other 

than revenue growth, including profits rather than sales, the business owner’s real or 

perceived ability to repay the loan, or lender perceptions of reliability (based on 

entrepreneurs’ age, firm age, education, or social ties), which may actually be at odds 

with risk-taking necessary to generate growth. Thus, some differences are seen in the 

analyses on revenue growth versus lender rating as a measure of firm performance. 

Table A.2 Effects on Revenue Growth versus Lender Rating  

Variable Revenue Growth Lender Rating 

Start-up experience -.02 ns -.04 ns 

Industry experience -.05 ns -.10*** 

Education .26*** .26*** 

PsyCap .27*** .18*** 

Business advice network size .13*** .05* 

Emotional support network size -.09*** -.08*** 

Business network tie strength -.13*** -.18*** 

Emotional network tie strength .13*** .18*** 

PsyCap*Education .42*** .09*** 

PsyCap*Business network size -.11*** .03 ns 

PsyCap*Emotional network size .14*** -.07** 

PsyCap*Business network tie strength -.24*** .06* 

PsyCap*Emotional network tie strength .02 ns -.13*** 

R Square .44 .35 
*p<.10 **p<.05 ***p<.01 

 



 

270 

 

Appendix B Supplementary Analysis: Curvilinear Effects 

Variables in the study were examined for possible curvilinear effects on growth. Three 

of the four social capital variables were found to have minor to moderate curvilinear 

effects.  

B.1 Theory background 

As theorised previously in Chapter 6, it is possible for networks to become too large 

or too strong, as network relationships require maintenance, and the costs of 

developing and maintaining ties can ultimately exceed the value of resources gained 

through them (Kreiser et al., 2013; Sigmund et al., 2015). For instance, curvilinear 

effects of network ties, due to redundancy and limited benefits beyond a certain point, 

have been noted in firm-level studies of networks (Hoang and Yi, 2015). Although 

network ties provide access to valuable resources, contacts may expect favours (Li, 

2007; Renzulli and Aldrich, 2005) and too many social obligations drain energy away 

from business concerns (Jennings and McDougald, 2007; Lewis, 2006). Regarding the 

number of emotional support ties in particular, a small number of ties should be 

sufficient as a source of emotional support, while developing and maintaining a 

greater number of ties may detract from time and attention spent on business (Weiler 

and Bernasek, 2001).  

B.2 Analysis 

Quadratic terms for each of the four social capital dimensions were computed (e.g., 

business advice network size*business advice network size) and entered into the 

hierarchical regression model, first the original variable, followed by the squared 

term, for revenue growth (Aiken and West, 1991). Regression results were then 

checked to see if a significant change occurred in R
2
 between the first and second 

models, and whether the quadratic term was significant, indicating a curvilinear 

relationship. For three social capital variables, the R
2 

change and quadratic terms were 

statistically significant, as seen in Table B.1.  
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The analysis focuses on interpreting the R
2 

change rather than the coefficient, as 

multicollinearity occurs due to the creation of the quadratic term and the interaction 

term, not due to correlations between main variables (Cohen et al., 2003). Unstable 

regression coefficients in Table B.1 are thus caused by multicollinearity based on the 

presence of quadratic and interaction terms, and should therefore be viewed in light of 

significant R
2 

changes at these steps in the regression. 

B.3 Regression steps 

In Model 1, six control variables are entered, contributing 13 percent to the variance 

in revenue growth, with a statistically significant relationship between revenue growth 

and firm size (β=.37, p<.01) and loan size (β=-.09, p<.05). The R2=.13.  

In Model 2, three human capital variables are added, contributing an additional 5 

percent to the outcome. Start-up experience has no effect and industry experience a 

weak negative effect (β=-.07, p<.10), while education is positively and significantly 

related to revenue growth (β=.25, p<.01). The R2=.05.  

In Model 3, four social capital variables are entered, contributing 9 percent to the 

model. Network size variables are entered first, followed by tie strength variables, all 

four in one step. Business network size is positively and significantly related to 

revenue growth (β=.23, p<.01), while emotional network size is negative and 

significant (β=.08, p<.05). The reverse is true for tie strength, as business network tie 

strength has a negative significant relationship with revenue growth (β=-.14, p<.01), 

while emotional network tie strength has a positive significant relationship (β=.09, 

p<.05). The R2=.09.  

In Model 4, quadratic terms of the four social capital dimensions are added, 

contributing 2 percent to the model. While no extreme U curves are detected, three of 

the variables have at least modest curvilinear effects, with business network size 

squared (β=.25, p=.051), emotional network size squared (β=-.22, p<.05), and 

emotional network tie strength squared (β=-.15, p<.01), while business network tie 

strength squared is not significant (β=-.06, p<.10). The R2=.02.  
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In Model 5, psychological capital is entered, adding 7 percent to explaining the 

variance of the outcome, with psychological capital positively and significantly 

related to revenue growth (β=.31, p<.01). The R2=.07.    

In Model 6, the interaction of PsyCap and education is added, explaining a further 10 

percent of the variance in revenue growth. The interaction between psychological 

capital and education (β=.38, p<.01) has a strong positive relationship with revenue 

growth. The R2=.10.    

In Model 7, interaction terms for PsyCap and the four original social capital variables 

are added, contributing 8 percent to the model. The interaction of PsyCap and 

emotional support network size has positive effects, with β=.17, p<.01. PsyCap and 

business network size has a significant negative interaction (β=-.19, p<.01), as do 

PsyCap and business advice network tie strength (β=-.20, p<.01), while the interaction 

between PsyCap and emotional support network tie strength is not significant (β=.06, 

p<.10). The R2=.08.    

Finally, in Model 8, interactions of PsyCap with the three social capital variables 

showing curvilinear effects from step 4 are entered, contributing a final 2 percent to 

the variance. Business advice network tie strength is not entered here because the 

squared term was not significant in step 4. The interaction of PsyCap with the squared 

term of business network size is entered in this step because the quadratic term was 

borderline significant in step 4 (p=.051). Three significant interactions occur with 

PsyCap, for squared terms of business advice network size (β=-.43, p<.01), emotional 

support network size (β=-.45, p<.01), and emotional support network tie strength (β=-

.14, p<.05). The R2=.02.    

B.4 Results 

An inverted U-shaped relationship was found between emotional support network size 

and revenue growth (and, to a very slight degree, for emotional support network tie 

strength). Meanwhile, business network size had an accelerating positive effect on 

growth. Business advice network tie strength did not have a significant curvilinear 
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effect, but retained a linear negative effect on growth. It is important to note that 

measurement of network size starts at zero, and thus curvilinear effects are not 

surprising (i.e., one tie is better than none). Measurement of tie strength cannot begin 

at zero, as a tie must exist at some non-zero level of strength to be included; however, 

for business advice ties, the minimal level of tie strength appears sufficient to generate 

benefits, with benefits diminishing at a linear rate thereafter. 

The regression steps and Table B.1 below are very similar to that presented in the 

main analysis, with very similar results, except for the addition of the squared terms 

and interactions of PsyCap with squared terms in steps 4 and 8. Interaction plots for 

the quadratic terms and the PsyCap moderation are then presented. 

The most important difference to the linear effects reported previously involves 

emotional support network size, which instead of a negative linear effect on growth, 

displays a modest inverted U relationship, with benefits seen for small emotional 

networks peaking at approximately two ties, and deteriorating thereafter. The effect is 

particularly noticeable when moderated by PsyCap, with those high in PsyCap 

deriving benefits from emotional networks, up to a point, while those low in PsyCap 

experience a more immediate negative effect for larger emotional networks.  

Curvilinear effects, and moderation, for business advice network size and emotional 

support network tie strength are subtler, differing only slightly from the main analysis, 

and are included in the interest of thoroughness, as they are statistically significant. 
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Table B.1  Main Regression Model with Curvilinear Effects (imputed data) 

*p<.10 **p<.05 ***p<.01  

 Revenue Growth 

Variables Model 

1 

Model 

2 

Model 

3 

Model  

4 

Model 

5 

Model 

6 

Model 

7 

Model 

8 

 β β β β β β β β 

Control Variables         

  Industry -.04 -.04 -.01 .01 .02 -.02 -.04 -.03 

  Firm age -.06 -.05 -.06 -.05 -.04 -.07
**

 -.10
***

 -.08
**

 

  Firm size .37
***

 .34
***

 .33
***

 .30
***

 .26
***

 .27
***

 .24
***

 .26
***

 

  Loan size -.09
**

 -.11
***

 -.15
***

 -.13
***

 -.12
***

 -.12
***

 -.09
***

 -.09
***

 

  Age .05 .16
***

 .16
***

 .19
***

 .13
***

 .08
**

 .09
**

 .10
***

 

  Gender -.02 -.05 -.07
***

 -.09
**

 -.10
***

 -.06
*
 -.09

***
 -.09

***
 

           

Main Effects         

HUMAN CAPITAL         

  Start-up experience -- .03 .03 -.03 -.01 -.07
**

 -.06
*
 -.06

*
 

  Industry experience -- -.07
*
 -.02 -.02 -.02 -.08

***
 -.07

**
 -.09

***
 

  Education -- .25
***

 .15
***

 .13
***

 .06 -.05 .05 .04 

SOCIAL CAPITAL         

  Bus. Net Size -- -- .23
***

 .02 -.06 .08 .03 -.05 

  Emo. Net Size -- -- -.08
**

 .16
*
 .09 .05 .05 .07 

  Bus. Net Strength -- -- -.14
***

 -.14
***

 -.15
**

 -.24
***

 -.25
***

 -.23
***

 

  Emo. Net Strength -- -- .09
**

 .01 .01 .12
***

 .17
***

 .13
***

 

Quadratic Terms         

  Bus. Net Size
2
 -- -- -- .25

**
 .30

**
 .10 .18

*
 .27

***
 

  Emo. Net Size
2
 -- -- -- -.22

**
 -.19

**
 -.11 -.18

**
 -.13

*
 

  Bus. Net Strength
2
 -- -- -- -.06

*
 .03 -.03 -.01 .01 

  Emo. Net Strength
2
 -- -- -- -.15

***
 -.09

**
 -.07 -.06 -.10

**
 

  PsyCap -- -- -- -- 31
***

 .31
***

 .28
***

 .82
***

 

         

Two-Way Interactions         

  PC*Education  -- -- -- -- .38
***

 .36
***

 .35
***

 

  PC*Bus. Net Size -- -- -- -- -- -- -.19
***

 .18 

  PC*Emo. Net Size -- -- -- -- -- -- .17
***

 .42
***

 

  PC*Bus. Net Strength -- -- -- -- -- -- -.20
***

 -.16
***

 

  PC*Emo. Net Strength -- -- -- -- -- -- .06
*
 -.03 

Quadratic Interactions         

  PC* Bus. Net Size
2
 -- -- -- -- -- -- -- -.43

***
 

  PC* Emo. Net Size
2
 -- -- -- -- -- -- -- -.45

***
 

  PC*Emo. Net Strength
2
 -- -- -- -- -- -- -- -.14

**
 

F-change 15.5
***

 12.8
***

 17.9
***

 4.6
***

 70.8
***

 118.9
***

 26.2
***

 9.9
***

 

R
2
 .13 .05 .09 .02 .07 .10 .08 .02 

F-ratio 15.5
***

 15.2
***

 17.2
***

 14.5
***

 19.2
***

 28.0
***

 31.5
***

 30.3
***

 

R
2
 .13 .18 .27 .29 .36 .47 .55 .57 

Adjusted R
2
 .12 .17 .25 .27 .34 .45 .53 .55 
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B.5 Interaction plots for curvilinear effects 

Significant interactions for curvilinear effects were plotted, seen in Figures B.1 to B.6. 

 

Figure B.1 Curvilinear Effect of Business Network Size on Growth 

 

Figure B.2 PsyCap*Curvilinear Effect of Business Network Size on Growth 

 

Figure B.3 Curvilinear Effect of Emotional Network Size on Growth 
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Figure B.4 PsyCap*Curvilinear Effect of Emotional Network Size on Growth 

 

Figure B.5 Curvilinear Effect of Emotional Network Tie Strength on Growth 

 

Figure B.6 PsyCap*Curvilinear Effect of Emotional Tie Strength on Growth 
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B.6 Discussion of curvilinear effects 

The results support those found in the main analysis, with important nuances added to 

our understanding of emotional support network size. 

Business network size: The escalating curvilinear result indicates that more is better, 

and increasingly so, as the addition of subsequent contacts has an accelerating effect 

on growth, especially for entrepreneurs low in PsyCap, who substitute business 

network size to compensate for lack of internal resources. People high in PsyCap, 

however, experience little positive accelerating impact from larger business networks.  

Emotional network size: A small number of emotional support ties has a positive 

effect on growth but this effect quickly turns negative as the network expands, 

extracting costs to maintain without generating additional benefits. An inverted U-

shaped relationship is seen for entrepreneurs high in PsyCap, who are able to buffer 

themselves against demands of emotional ties and still derive benefits, to a point. 

Entrepreneurs low in PsyCap are not buffered and experience a negative effect from 

the size of their emotional network, although disadvantages level off. 

Emotional network tie strength has modest benefits for growth, with the benefit of 

strong ties levelling off past a certain point. These benefits are stronger for 

entrepreneurs high in PsyCap, who are better able to set limits and extract value from 

emotional ties without being overwhelmed by obligations. Low-PsyCap entrepreneurs 

derive less benefit from strong emotional ties, as benefits initially increase and then 

fall as ties become stronger. 
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Appendix C Supplementary Analysis: Additional Checks 

C.1 Social capital and firm age / new venture stage 

Previous studies suggest that entrepreneurial firms benefit from different kinds of 

social networks at different stages of new ventures, such as venture launch, early 

growth, and later growth stages (Guo and Miller, 2010; Stam et al., 2014). Some of 

this prior literature focuses on material and financial resource acquisition, which are 

not the focus of the current study; the venture stage was therefore considered a less 

important factor, especially as all firms in the study had received at least one loan and 

were considered to have passed the earliest “pre-launch” phase. Some scholars have 

argued for contingency effects of firm age, e.g., that support (and financial capital) are 

mostly needed from strong ties at launch, whereas opportunities and information 

resources are needed from weaker ties during growth stages (Guo and Miller, 2010); 

meanwhile, others argue the opposite, that larger networks of weak ties are needed to 

foster founding activities (Kreiser et al., 2013).  

A check was conducted to examine for possible moderating effects of firm age on the 

relationship between social network dimensions and venture outcomes. The result 

found no significant moderating effects of firm age on the impact of business advice 

networks, either size or strength (β=-.05, .04, ns), but did find moderating effects of 

firm age on emotional support networks, both size and strength (with interaction effect 

sizes of β=.13 and .13, respectively, p<.05). This suggests that the positive effect of 

strong emotional ties is enhanced as firms age, and entrepreneurs in older firms 

experience fewer negative effects on growth from large emotional networks. (That is, 

the overall negative effect of larger emotional networks is reduced for older firms.) 

These findings are consistent with previous work regarding firm age and the value of 

strong ties for older firms (Stam et al., 2014) but do not confirm other findings 

regarding the value of weaker ties for firms in later growth phases (Guo and Miller, 

2010). 
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C.2 PsyCap interactions with human capital (experience) 

Industry experience and start-up (entrepreneurial) experience were checked for main 

effects and interaction effects with PsyCap, with no statistically significant results. To 

reduce the number of variables in the model given the sample size and to preserve 

degrees of freedom, non-significant interactions of PsyCap with industry experience 

and start-up experience were therefore eliminated from the subsequent analysis.  

C.3 Social networks and government contacts 

Some studies argue that network ties with government are critical to Chinese 

entrepreneurs (Park and Luo, 2001; Xin and Pearce, 1996). Other scholars find this is 

not consistently true and is contingent upon a range of other factors such as 

knowledge intensity, regulatory strictness, and control of inputs (Guo and Miller, 

2010), as well as ownership status, with government ties more important to state-

owned organisations and declining in importance (Luo et al., 2012). Data in this study 

were collected for industry affiliation of entrepreneurs’ network ties, including 

government as an industry. However, government contacts constituted a very small 

percentage of the total, accounting for just 11 of 280 business advice ties (3.93 

percent) and six of 124 emotional support contacts (4.84 percent). Given the very low 

number of government ties among the sample and the fact that the respondent 

enterprises in this study were all privately owned, no further analysis was attempted 

regarding effects of government contacts.  
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Appendix D Survey Questionnaire in English  

Strictly confidential 

 

Interview Questionnaire for Entrepreneurs 

 

[To the Respondent]: 

 

Thank you for your time and participation in our research. All your answers will 

remain strictly confidential and results will be presented in aggregate only. No 

reference will be made to individual companies or people. 

 

A. First, we’d like to ask you about your business and work background. 

1. What is your primary / main business?_________________________ 

2.  When was this business established (month/year)?________________ 

3. At the end of the first year in business, how many people did you employ full-

time? ________ 

4. Currently, how many people do you employ full-time? ____________ 

5. How many full-time employees are not family members?___________ 

6. How many part-time or seasonal (occasional) employees?__________ 

7. Looking ahead five years, do you expect the total number of employees to grow?  

□ Yes   □ No 

If yes, how many people do you expect to employ five years from now? ___ 

8. Do you have other business enterprises?  □Yes  □No  

If yes, what industry is the other enterprise?___________________ 

9. How many active businesses do you currently own? ____________ 

10. How many total businesses have you started? _____________ 

11. How many years total have you run your own company? __________ 

12. Before starting a company, did you hold a job in your current industry?  

If yes, how many years? _____________________________ 
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13. Before starting a company, did you hold a job in a different industry?  

If yes, how many years? ________________________________ 

  

14. Overall, on a scale of 1 to 5, how well do you think your business is performing 

compared with competitors in the industry? 

 

  1 

Lowest 

20% 

2 

Lower  

21–40% 

3 

Middle level 

 41–60% 

4 

Upper  

21–40% 

5 

Top 

20% 

Overall 

performance/success 

          

  

15. Please tick the category that describes the highest level of education completed or 

degree received. 

□ Some primary school          □ Primary school  □ Junior high school  

□ Senior high school □ University degree □ Other ________________ 

□ Trade school or special training (specify)  ____________________  
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B. Next, we have questions about your work. Please let us know your views about the 

statement by saying a number from 1 to 5.
55

  

 
1 = Strongly 

disagree 

2 = Disagree 3 = Neither agree 

nor disagree 

4 = Agree 5 = Strongly agree 

  

1 I feel confident analysing a long-term problem to find a solution. 1 2 3 4 5 

2 I feel confident representing my business in meetings. 1 2 3 4 5 

3 . 1 2 3 4 5 

4 . 1 2 3 4 5 

5 . 1 2 3 4 5 

6 . 1 2 3 4 5 

7 . 1 2 3 4 5 

8 At the present time, I am energetically pursuing my business goals. 1 2 3 4 5 

9  1 2 3 4 5 

10 . 1 2 3 4 5 

11 I can think of many ways to reach my current business goals.  1 2 3 4 5 

12  1 2 3 4 5 

13  1 2 3 4 5 

14  1 2 3 4 5 

15  1 2 3 4 5 

16 I usually take stressful things in the business in stride. 1 2 3 4 5 

17 I can get through difficult times in business because Ive experienced 

difficulty before. 

1 2 3 4 5 

18  1 2 3 4 5 

19  1 2 3 4 5 

20 . 1 2 3 4 5 

21 I always look on the bright side of things regarding my business. 1 2 3 4 5 

22 I’m optimistic about what will happen to me in the future as it pertains to 

my business. 

1 2 3 4 5 

23  1 2 3 4 5 

39  1 2 3 4 5 

                                                 

55
 Copyright laws prohibit reproduction of the full questionnaire. Sample items are included above. 
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C. In the next section, we ask you to give the family names only of people from whom 

you have obtained valuable business advice and emotional support.  While you may know 

many people over the years, please focus on people whom you have sought out in the last six 

months for help in two areas: business advice or emotional support.  Please don’t name 

someone twice. Your responses will remain strictly confidential. 

 

40. Please provide the family names of the top five individuals in your network from whom 

you obtain valuable business advice.  

 One person per column 

 EX. 1 2 3 4 5 

Family name Zhang      

Approximate number of years that you 

have known this person 

3      

On average, how often you talk to this 

person. Indicate: 

1 Less than monthly     3 Weekly 

2 Monthly                     4 Daily 

2      

How close are you to this person? 

1 Distant   2 Close   

3 Especially close 

3      

Gender of this person. Indicate:  

1 Male        2 Female  

2      

Age of this person (best guess)       33      

Level of education 

1 Primary school 

2 Junior high school 

3 High school 

4 University 

5 Trade school/special training/other 

(specify)___________
56

 

 

2 

     

Primary industry/experience 

1 Finance/banking   6 Raw mats 

2 Sales/marketing     7 Electrical 

3 Agriculture            8 Computer  

4 Fishing                  9 Government 

5 Manufacturing   10 Other (specify)  

 

4 

 

     

How did you first get to know this 

person? 

1 Family member       7 Classmate  

2 Same hometown      8 Teacher 

3 Neighbour       9 Previous colleague 

4 Works nearby    10 Previous boss 

5 Trade group       11 Other (specify) 

6 Met through lender 

 

 

 

       4 

     

What is their main location/city? Taizhou      

                                                 

56
 Education was recoded upon data entry so that 5=four-year university and 4=trade school/additional 

training/two-year degree after (secondary) high school. 
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41. Please provide the family names only of the top five individuals in your network from 

whom you obtain business-related emotional support. Please don’t name someone 

from the previous question. 

 

 One person per column 

 EX. 1 2 3 4 5 

Family name Zhang      

Approximate number of years that you 

have known this person 

3      

On average, how often you talk to this 

person. Indicate: 

1 Less than monthly     3 Weekly 

2 Monthly                     4 Daily 

2      

How close are you to this person? 

1 Distant   2 Close   

3 Especially close 

3      

Gender of this person. Indicate:  

1 Male        2 Female  

2      

Age of this person (best guess) 
 

33 

     

Level of education 

1 Primary school 

2 Junior high school 

3 High school 

4 University 

5 Trade school/special training/other 

(specify)___________ 

 

2 

     

Primary industry/experience 

1 Finance/banking   6 Raw mats 

2 Sales/marketing     7 Electrical 

3 Agriculture            8 Computer  

4 Fishing                  9 Government 

5 Manufacturing   10  Other (specify)  

 

4 

 

     

How did you first get to know this 

person? 

1 Family member       7 Classmate  

2 Same hometown      8 Teacher 

3 Neighbour       9 Previous colleague 

4 Works nearby    10 Previous boss 

5 Trade group       11 Other (specify) 

6 Met through lender 

 

 

 

       4 

     

What is their main location/city? 
Taizhou      
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41. How well do the people in your network know each other? We would like to 

know whether the people you listed in the two networks know each other. If they do, 

we would like to know how well they know each other. This question defines the 

strength of relations between the people in your network. The numbers in the rows 

and columns represent the people that you listed in the two networks. We’ll leave the 

cell blank if you did not indicate a person in these questions. 

 

When I read the names in pairs, please indicate your view of each person’s [in the 

column] relationship with the person [in the row] in the following way:  

 Say Close [C] if there is a Close relationship 

 Say Distant [D] if there is a Distant relationship – they rarely work together, 

are strangers, or do not enjoy each other’s company 

 Say Neither (leave C and D blank] to indicate that two persons are neither 

Close nor Distant 

 

  1 2 3 4 5 6 7 8 9 

 Names          

1           

2  C     D         

3  C     D C   D        

4  C     D C   D C   D       

5  C     D C   D C   D C   D      

6  C     D C   D C   D C   D C   D     

7  C     D C   D C   D C   D C   D C   D    

8  C     D C   D C   D C   D C   D C   D C   D   

9  C     D C   D C   D C   D C   D C   D C   D C   D  

10  C     D C   D C   D C   D C   D C   D C   D C   D C     D 
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D. 

42. What year did you receive your first loan from this lender? ___________ 

43. How many loans have you received from this lender? _____________ 

44. What was the size of your most recent loan? _____________________ 

 

45. Over the past five years, please indicate past sales and profits growth of your firm. 

Negative numbers can be used. Your responses will remain strictly confidential 

and are used for research only. Leave space blank if you were not in business yet 

that year. 

 Percent sales growth 

over previous year (%) 

Profitability growth 

over previous year (%) 

2010   

2011   

2012   

2013   

 

 

46. In total, how much do you predict your firm’s sales (income) growth over the 

next five years? 

 

 [  ] 1–10%       [  ] 11–30%    [  ] 31–50%      

[  ] 51–100%    [  ] >100%   
 

 

Finally, we have a few personal items, and then we’re done. Your responses are 

completely anonymous. 

 

47. What is the year of your birth? _________________ 

48. How many children do you have? __________ 

 

Thank you very much for your time and help! 

 



 

287 

 

Appendix E: Survey Questionnaire in Chinese 

微企业家调查问卷 

[对受访人]: 

 

感谢您能花时间参与我们的调查研究。 您的回答绝对保密，并只会以总结的形

式展出，不会公开任何公司名或人名。 

A. 首先，我们想 了解您的企业和工作背景。 

1. 您的主要业务是什么? __________________________________________ 

2.  公司是什么时候成立的（精确到年月）?  __________________________ 

3. 截至您公司开始运营的第一年年底，您雇用了多少位全职员工？（除您

之外）? ___________ 

4. 目前您的公司雇用了多少名全职员工（除您之外) ?__________________ 

5. 有多少名非家庭成员的全职员工 ? ________________________________ 

6. 有多少名兼职员工 ?  ________________________________ 

7. 您觉得在未来 5 年内，您公司的员工数量会增加吗 ?   □ 会   □ 不会 

如果会，您觉得未来几年内会增加多少人?  ___________________ 

8. 您涉猎过其他商业领域吗 ?  □ 有   □ 没有 

你涉猎的其他商业领域是什么? _________________________ 

9. 如果有，您拥有多少目前正开展的商业项目? _______________________ 



 

288 

 

10. 您一共开展了多少商业项目?  ____________________________________ 

11. 您经营您的公司多长时间? ______________________ 

12. 在您自己开公司以前，您有否在这个行业任职过？如有，多少年？

__________________ 

13. 在您自己开公司以前，您有否在其他行业任职过？如有，多少年？

__________________ 

14. 以 1 至 5 评价，相比于同业竞争者，您认为的您的企业整体表现如何？ 

  1 

下游 

20% 

2 

相对下

游 

21–

40% 

3 

中游水

平 

41–

60% 

4 

上游水

平 

21–

40% 

5 

顶尖水

平 

20% 

企业整体表现/成功            

  

 

15. 请在您接收过的最高等的教育类型下划勾。 

 

□ 小学肄业        □ 小学毕业     □ 初中毕业   

□ 高中毕业 □大学毕业  □ 其他 __________________________ 

□ 职业学校或特殊培训（具体说明） ____________________  
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16.以下陈述描述了您现在眼中可能的自己。请为以下每一项陈述选择一个

数字表示您对该项的同意/不同意程度。 

非常不同意 不同意 既不同意也不

反对 

同意 非常同意 

1 2 3 4 5 

 

16 我能自信地分析一个长期存在的问题并努力寻找其解决方案 1 2 3 4 5 

17 我能在商业会晤中自信地代表我的公司 1 2 3 4 5 

18 我能自信地参与公司战略决策的讨论 1 2 3 4 5 

19 我能自信地为我的公司设定目标 1 2 3 4 5 

20 我能自信地与非本公司的人（供应商，客户等）接触，和… 1 2 3 4 5 

21 我能自信地向一组同事们提供信息 1 2 3 4 5 

22 如果我的工作陷入困境，我能想到很多办法摆脱困境 1 2 3 4 5 

23 现在，我正斗志昂扬地追求我的事业目标 1 2 3 4 5 

24 任何一个问题都有非常多种解决办法 1 2 3 4 5 

25 现在，我认为自己非常事业有成 1 2 3 4 5 

26 我能想到很多办法来实现现在的事业目标 1 2 3 4 5 

27 现在，我正在实现自己设定的事业目标 1 2 3 4 5 

28 当我的事业遭遇逆境，我感觉很难摆脱挫折、继续向前 1 2 3 4 5 

29 我总是想尽办法解决工作中遇到的困难 1 2 3 4 5 

30 如果需要的话，我可以承担大任，以一己之力完成工作 1 2 3 4 5 

31 我通常可以冷静地处理工作上令我感到压力较大的事情 1 2 3 4 5 

32 我能度过工作中的困难时期，因为我曾经历过困难 1 2 3 4 5 

33 我感觉我能同时处理很多工作 1 2 3 4 5 

34 当工作面临不确定因素的时候，我总是期待最好的结果 1 2 3 4 5 

35 如果工作存在出错的可能，那在我身上就会出错 1 2 3 4 5 

36 我总是更多地看到我工作的阳光一面 1 2 3 4 5 

37 我对于未来的工作保持乐观态度 1 2 3 4 5 

38 当前的这份工作从没有按照我想要的结果发展过 1 2 3 4 5 

39 我会以“黑暗中总有一丝光明”的心态处理工作 1 2 3 4 5 
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C. 在下一部分中，我们请您提供给您有价值的商业建议和情感支持的人的姓氏。

多年来您可能认识了很多人，请专注于最近六个月来在这两方面给您帮助的

人：商业建议或情感支持。请不要重复提及同一个人。 

40. 请提供在您社交网络里，给予您最有价值的商业建议的 5人的姓氏。 

 

 

 一人一列 

 示例 1 2 3 4 5 

姓氏 
张      

您认识这个人的大约年限 
3      

您平均以什么频率与这个人交

流，用数字表示: 

1 – 少于每月一次     3  每周 

2 – 每月     4 – 每天 

2      

您与这个人的亲近程度？ 

1 疏远  2  亲近 3 特别亲近 

3      

这个人的性别？ 

1 – 男       2 – 女  
2      

这个人的年龄？ (最佳猜测) 
 

33 

     

受教育程度 

1 –小学 

2 – 初中 

3 – 高中 

4 – 大学 

5 – 贸易学校/特殊训练 

 

2 

     

主要产业/经历 

1- 金融/银行 6- 原材料业 

2- 销售/市场营销 7- 电器业 

3- 农业     8- 计算机 

4- 渔业        9- 政府 

5- 制造业  10- 其他 (请指明) 

 

4 

 

     

您当初如何认识这个人？ 

1– 家庭成员      7– 同学 

2–老乡  8– 老师 

3– 邻居    9- 以前的同事 

4– 在附近工作 10– 以前的老板 

5– 商会  11– 其他 (请指明) 

6– 通过借款人 

 

 

 

4 

     

这个人生活的主要城市? 台州      
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41.请提供在您社交网络里，给予您最有价值的情感支持（与商业相关）的 5 人

的姓氏。请不要重复提及上一问题中出现的人。 

 

 一人一列 

 示例 1 2 3 4 5 

姓氏 
张      

您认识这个人的大约年限 
3      

您平均以什么频率与这个人交

流，用数字表示: 

1 – 少于每月一次     3  每周 

2 – 每月     4 – 每天 

2      

您与这个人的亲近程度？ 

1 疏远  2  亲近 3 特别亲近 

3      

这个人的性别？ 

1 – 男       2 – 女  
2      

这个人的年龄？ (最佳猜测) 
 

33 

     

受教育程度 

1 –小学 

2 – 初中 

3 – 高中 

4 – 大学 

5 – 贸易学校/特殊训练 

 

2 

     

主要产业/经历 

1- 金融/银行 6- 原材料业 

2- 销售/市场营销 7- 电器业 

3- 农业     8- 计算机 

4- 渔业        9- 政府 

5- 制造业  10- 其他 (请指明) 

 

4 

 

     

您当初如何认识这个人？ 

1– 家庭成员      7– 同学 

2–老乡  8– 老师 

3– 邻居    9- 以前的同事 

4– 在附近工作 10– 以前的老板 

5– 商会  11– 其他 (请指明) 

6– 通过借款人 

 

 

 

4 

     

这个人生活的主要城市? 台州      
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42. 在您的社交网络里，人们相互之间有多熟悉？ 

 

我们希望知道在您上述的两个社交网络里，人们是否相互认识彼此。如果是，

我们希望知道他们彼此之间的了解程度。[这个问题定义了您的社交网络里人们

关系的强度] 列与行的数字代表了您上述的两个社交网络的人。如果您没有在

以上问题中提及这个人，请留白。 

 

当我将两人的名字成对放在一起时，请告知您对出现在列中的这个人与出现在

行中的这个人的关系的定义： 

 定义[C]，如果他们关系亲近 

 定义[D]，如果他们关系疏远–他们极少一起工作，或是陌生人，或不享

受对方的陪伴 

不定义[使 C 和 D 空白]，以表示这两个人既不亲近也不疏远[他们也许认

识，也许不认识对方,但你不会将他们的关系描述成亲近或疏远] 

 

 

  1 2 3 4 5 6 7 8 9 

 姓氏          

1           

2 
 

C     

D 

        

3 
 

C     

D 

C     

D 

       

4 
 

C     

D 

C     

D 

C     

D 

      

5 
 

C     

D 

C     

D 

C     

D 

C     

D 

     

6 
 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

    

7 
 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

   

8 
 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

  

9 
 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

 

10 
 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 

C     

D 
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D. 

43. 您第一次从这家银行获得贷款是哪一年？___________________________ 

44. 您已从这家银行获得了几笔贷款？_________________________________ 

45. 您最近一次获得的贷款额是？______________________________________ 

46. 请告知在过去五年里，您的企业的营业额与利润增长率，可以使用负数。您

的回答绝对保密，并会只用于整体性分析。如果您当年还未开始运营该企业，

请留白 

 相比去年的销售额增长

率 

 (%) 

相比去年的利润增长率 

(%) 

2010   

2011   

2012   

2013   

 

47. 在您主要的业务里，您觉得未来几年内，您的销售额会增加吗 

如果是，您觉得未来 4 年内会增加多少？ 

 [  ] 1- 10%      [  ] 11-30%   [  ] 31-50%     [  ] 51-100%    [  ] >100%   

 

最后，我们有两个关于您个人信息的问题，问卷随后就结束了。您的所有回答

都不记名。 

48. 您的生日是哪一年？_____________________ 

49. 您有孩子吗？有几个？_______________________ 

 

十分感谢您付出的时间与帮助！
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Appendix F Preliminary Qualitative Study: Informal 

Business Support and Micro-entrepreneurs in China 

 

 

Abstract  

The phenomenon of microfinance has grown significantly in recent 

decades, as microfinance institutions provide loans to entrepreneurs to 

meet the need for financial capital. To enhance intangible forms of 

capital, such as business knowledge, lenders are increasingly exploring 

“credit-plus” business support programmes. Based on qualitative 

interviews conducted in two regions of China, this study explores the 

role of business support by lenders, including barriers to formal 

programmes. The findings illustrate how informal support by loan 

officers fosters human capital, social capital, and psychological capital 

among clients. The data also provide evidence of a sequential bricolage 

process in which nascent entrepreneurs rely on loan officers and 

become independent over time. The findings have implications for 

policymakers and lenders regarding business support programmes and 

the effect on enterprise development. 
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F.1 Introduction 

To fuel micro-enterprise, microfinance institutions (MFIs) provide loans to an 

estimated 100 million borrowers worldwide (MIX, 2009). Yet financial capital is not 

sufficient to ensure performance (Bradley et al., 2012; McMullen, 2011). Increasingly, 

lenders also offer “credit-plus” services, which go beyond tangible financial resources 

to offer business training and social support to develop capabilities of micro-

entrepreneurs (Karlan and Valdivia, 2011). Such efforts attempt to bolster clients’ 

human capital, as micro-entrepreneurs in emerging economies encounter more than 

credit constraints (Berge et al., 2010; De Mel et al., 2008).  

Despite global investment in microfinance, the impact of microcredit on new ventures 

remains unclear. Extensive work by economists fails to find consistently robust 

impacts from microcredit loans in terms of venture outcomes (Armendáriz and 

Morduch, 2010; Karlan and Valdivia, 2011). Meanwhile, credit-plus services have 

demonstrated a mildly positive impact. Given training, entrepreneurs engaged in better 

business practices (Karlan and Valdivia, 2011), improved performance (Berge et al., 

2010), increased income (Field et al., 2010), and reduced default rates (Marconi and 

Mosley, 2006). Yet our understanding of how business support services work among 

necessity-based entrepreneurs remains limited, especially as group lending models 

shift to individual lending schemes (Lützenkirchen and Weistroffer, 2012). 

Research suggests that group-based lending and training builds social capital among 

microfinance clients (Mosley et al., 2004; Sanyal, 2009). Yet borrowers who receive 

individual loans do not experience enhanced social ties or business knowledge from 

group interactions. Therefore, scholars have also called for more research into 

individual loans (Khavul, 2010) as well as the role of loan officers (Siwale and 

Ritchie, 2012).  

Employing qualitative interview data from microfinance programmes in two regions 

of China, this study explores the role of informal business support in fostering micro-

enterprise among necessity-based entrepreneurs receiving individual microcredit 

loans. The study addresses the questions: How does the process of business support 
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work in a relationship-based setting? What are the barriers, advantages, and 

disadvantages to support services? Finally, what is the role of loan officers in the 

process? 

F.2 Research methods 

This study is based on data from semi-structured interviews (Eisenhardt, 1989), 

supported by document review, observations of client–lender interactions, and 

informal discussions with microfinance clients and staff (Eisenhardt and Graebner, 

2007). In conducting interviews, standard procedures were followed for grounded 

theory analysis (Strauss and Corbin, 1990), as a means to produce a general 

framework of understanding from specific examples in the data (Glaser and Strauss, 

1967). A semi-structured interview script was drafted, beginning with open-ended 

questions, followed by more focused questions relating to credit-plus support and 

lending relationship.  

Field research took place in May 2012 in Sichuan Province and in February 2013 in 

Shanxi Province, following a pilot visit to Shanxi in December 2011. Based on 

theoretical sampling (Eisenhardt and Graebner, 2007), the organisations were selected 

because they are large, experienced microfinance lenders that offer lending for 

individuals rather than groups. Both provinces had per-capita GDP below China’s 

national average of RMB 35,083 (at that time). Clients for interviews were selected 

using purposive sampling with the criterion that clients used the loan to invest in a 

business, as the use of loans for consumption also occurs. The loan sizes of the 

interviewees ranged from RMB 7,000 to RMB 40,000, with an average loan size of 

RMB 20,000. 

The interviews took place at clients’ homes or places of business, with a few 

occurring at branch offices; loan officer interviews took place at the main office or 

branch offices. Interviews were conducted in local dialect or Mandarin Chinese by a 

native speaker. Where permitted, the interviews were recorded, and were transcribed 

and translated by a third party, then checked for accuracy. To protect confidentiality, 

the interviewees were not identified by name. The study included interviews with 33 
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clients (Table F.1) and 15 staff (Table F.2), each lasting approximately 45 to 60 

minutes. 

Field notes were reviewed at the end of each day, and data analysis began as soon as 

possible after each interview to understand emerging themes in the data. Data were 

organised into top-level categories, general concepts grouped, and themes identified 

according to their importance in describing the phenomena (Suddaby, 2006). This 

process allowed identification and organisation of the concepts around the core 

variable of support as well as the loan officer role.  

F.2.1 Client demographics 

Clients interviewed ranged in age from 25 to 60 years; 82 percent were male and 18 

percent were female. Businesses ranged from small retail, mobile phone sales, 

equipment repair, photography, restaurants, farming, livestock, apothecary, and 

tourism, to agriculture and agriculture-related. Borrowers were typically involved in 

more than one enterprise (e.g., farming and non-farming), while they, a spouse, or 

another family member also held a job. The businesses included a few success stories 

as well as several failures, with the majority somewhere in the middle. 

F.3 Findings 

The data revealed two key aspects regarding informal business support: how the 

process takes place and what resources are transmitted. A key finding was the degree 

to which even large lending institutions are constrained in their ability to provide 

formal business assistance, necessitating a more individualised, informal process. This 

study began by envisioning business support as a reasonably structured phenomenon 

led by senior lending staff. However, this view evolved to understand business support 

as an informal social process embedded in the relationship between clients and loan 

officers. While the loan is a formal exchange transaction, business support is highly 

personalised within the lending relationship.  

Illuminating this process, the findings demonstrate that by offering financial advice, 

business consulting, networking, and psychological support, loan officers enhance 
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clients’ human, social, and psychological capital to better manage their businesses. 

The process can best be described as “sequential bricolage”, in which nascent 

entrepreneurs initially rely on loan officers for help, while veteran entrepreneurs 

develop their own resource bases over time. 

F.3.1 How the process of resource acquisition occurs 

Entrepreneurs seeking an optimisation approach (Baker and Nelson, 2005) to 

resource-building would look to formal sources of education and experience. These 

are exactly the elements that are missing in poor environments, given low levels of 

education, financial literacy, and business experience among microcredit clients and 

other local residents as well as the limited resources on the part of even well-

established MFIs. Attempts to introduce formalised credit-plus programmes for 

microfinance clients faced difficulty in these constrained environments for MFI 

personnel as well as clients. Based on the data, barriers to formal support and training 

include a shift away from group-based lending as well as diverse training needs, client 

competition, time availability of clients, cost to the institution, and cultural differences 

between trainers and clients.  

Group versus individual lending 

The spread of modern microfinance has largely been based on the small group lending 

model developed by Nobel laureate Muhammad Yunus at the Grameen Bank in 

Bangladesh (Yunus, 1999). In the Grameen model, five unrelated individuals self-

select to form a small group, with each member receiving an individual loan. The 

group meets, typically on a weekly basis, to make loan payments and monitor each 

other’s progress. While group lending is still widely used in Asia and elsewhere, there 

has been a shift toward individual loans in recent years (Lützenkirchen and 

Weistroffer, 2012). This shift has implications for training because lending groups 

provide a convenient mechanism for delivering business assistance. The absence of 

groups has consequences including (1) less opportunity for group training and 

mentoring, and higher coordination costs to provide training; (2) less social 

interaction, business networking, and knowledge-sharing among clients; and (3) a 
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heightened importance for the borrower’s relationship with the loan officer rather than 

other clients. 

Barriers to formal training 

China’s transition to a more urbanised economy has affected rural areas. Previously, 

most rural residents worked in farming, and MFIs could provide generic training 

related to agriculture. In recent years, residents have expanded beyond agriculture and 

are running a variety of small businesses, typically in the service sector. The service 

activities tend to be more complex, and they demand a greater range of knowledge 

and experience. This diversity makes it more difficult to provide relevant training and 

to facilitate networks among clients engaged in similar work. 

Operating with scant capital and often little knowledge in remote areas, individuals 

tend to choose businesses that have low entry barriers. Clients are reluctant to share 

experiences due to a fear of competition; group interaction raises a risk of disclosing 

financial information and investment opportunities to peers. In addition, clients 

viewed group programmes as time-consuming. Many clients reported juggling several 

enterprises, such as farming, livestock, and a service business. Domestic 

responsibilities increased time constraints because other family members migrate to 

the city for work and those left behind care for the young and old. Cost pressures pose 

additional barriers. Lenders lack capacity, facilities, and funds to host trainings. When 

organisations invite external trainers, significant educational, language, and social 

gaps exist between these experts and the entrepreneurs.  

In the absence of group lending, time, culture, cost, competition, and diversity 

conspire against efforts to provide formal business support. The group microfinance 

model is predicated on a transfer of transaction costs from lender to borrower in terms 

of monitoring, information-sharing, and support (Armendáriz and Morduch, 2010). In 

this study, the micro-entrepreneurs resisted absorbing these costs, shifting the focus 

away from formal group activity.  
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Advantages and disadvantages of informal support 

Because micro-entrepreneurs face difficulties with an optimisation route to resources, 

in this study we saw clients access informal business support, adopting a bricolage 

strategy, “making do” with whatever is readily available (Levi-Strauss, 1966), 

“bootstrapping” or “cobbling together” resources to meet goals (Baker and Nelson, 

2005; Baker et al., 2003).  

For microfinance clients, this process avoids a formal structure and is shaped over 

time through the accumulation of interactions between loan officers and borrowers, 

including scheduled and impromptu visits, phone calls, and informal discussions. 

Loan officers make an initial visit to the client’s home or workplace, collect 

information about the family background and business operations, and gather 

evidence for loan approval. Follow-up visits take place approximately every three 

months, with informal contact varying from every two to three days to twice a month. 

Over time, the officer becomes familiar with clients and discovers their needs. The 

contact includes both a monitoring and a mentoring function: officers make repayment 

reminders and identify risks and opportunities for business development, with 

conversations on both business and personal issues.  

The data revealed consistent themes regarding the advantages of less formal, 

individualised support, including accessibility, acceptability, adaptability, and 

adherence to longer-term relationships in which clients access knowledge, 

connections, and support. Despite these advantages, the informal approach presented 

problems for some clients and loan officers, including skill shortages, subjectivity, and 

lack of standardisation of support. 

Sequential bricolage 

In articulating the process for entrepreneurial bricolage, Baker and Nelson (2005) 

describe two types of bricolage: parallel and selective. The former entails a regular 

practice of scavenging resources across several domains, such as physical inputs, 

labour, and finance. In contrast, in selective bricolage, entrepreneurs cobble together 

resources temporarily or occasionally, after which they professionalise, obtaining 
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resources more formally. Clients in this study exhibited primarily selective bricolage 

and what is best described as sequential bricolage in the context of the lending 

relationship. That is, less experienced entrepreneurs were more likely to accept 

support from the loan officer, whereas experienced entrepreneurs often eschewed the 

lender’s advice. Some borrowers reported receiving help in the past, and less in the 

present as they had become more established. 

F.3.2 What resources are acquired  

Having analysed how resource acquisition occurs, we next categorise the nature of the 

resources. The support provided fell into three categories: business advice that 

included financial management and consulting, networking/social ties, and 

psychological support. By providing financial management advice and business 

consulting, loan officers bolster clients’ human capital to better manage their 

businesses. Acting in a networking mode, loan officers provide access to market 

information, connections, and community resources, enhancing clients’ structural 

social capital. Social ties with the loan officer strengthen relational capital, creating a 

personalised base for business assistance. Finally, loan officers offer moral or spiritual 

support, enhancing clients’ psychological capital.  

Financial management advice  

Rather than assembling trainees in a classroom, loan officers provide one-to-one 

guidance on accounting and finance, usually onsite at the client’s business or via a 

branch office. This arrangement is useful for clients who are unwilling to attend group 

meetings or to suffer a loss of face by displaying financial ignorance in a public 

setting. On an ad hoc basis, clients report receiving guidance on basic accounting, 

debt collection, use of contracts for business transactions, and the difference between 

nominal and real interest rates. Reflecting a mentoring function, four entrepreneurs 

whose businesses were struggling received significant amounts of financial advice, 

which suggests that clients (usually newer entrepreneurs) tend to receive this type of 

intensive instruction on an urgent basis when facing a business crisis.  
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Business consulting  

In this mode, informal support takes the form of business management and strategy 

advice. More than one-third of the clients specifically mentioned this function, with 

loan officers imparting market information and ideas for business expansion and 

improvement, which was often based on their knowledge of consumers and the 

community. In one example, an officer who learned that a bank was opening next door 

to a client’s store recommended stocking commodities to sell to bank employees. In 

another case, the officer made suggestions on popular inventory and display of 

products, and convinced the owner to change location, resulting in increased revenues.  

Networking and social ties 

The micro-entrepreneurs in this study acted in numerous ways to enhance their 

networks and social ties, gaining access to market information, opportunities, and 

other resources. The loan officer frequently served as a direct link to the business 

community, such as customers or suppliers. Experienced loan officers saw themselves 

as having access to a larger network of contacts and information, which they offered 

informally to clients. Helping to build broad networks was especially important in the 

absence of group lending.  

Loan officers were able to encourage some business owners, who were isolated, to 

attend MFI meetings or join trade groups. Several clients gained access to agriculture 

co-operatives and broader distribution channels via the MFI. Another loan officer 

taught farmers to use computers to access market and production information in 

addition to providing newspaper subscriptions, which jointly enhanced the human and 

social capital.  

Efforts to develop relational capital (Granovetter, 1985) focused on the establishment 

of a close relationship with the loan officer. The majority of the clients mentioned 

frequent informal visits and chats with the loan officer on both business and personal 

matters. These interactions helped to build relational capital, which several clients 

described in terms of a “mutual business partnership,” “companionship,” or a 

“harmonious relationship.” In practice, knowledge was more easily transmitted once a 
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relationship was established (Uzzi and Lancaster, 2003), as frequent interpersonal 

interactions helped build trust and support the transfer of tacit knowledge. 

Psychological support 

Finally, extending from this relational capital, loan officers provide various types of 

encouragement and moral support to clients who face financial or personal stress or 

simply isolation as sole proprietors. Approximately one-quarter of the clients 

mentioned this type of interaction, describing it as moral, spiritual, or social 

understanding which is often related to personal matters as well as business 

developments. In the absence of colleagues, such interactions help to create a 

supportive organisational climate for entrepreneurs, enhancing clients’ sense of 

security and making them more optimistic and confident in overcoming obstacles and 

more resilient in recovering from setbacks.  

Taken together, the types of business support described here are critical inputs to the 

three types of capital that are needed for business success, in addition to the financial 

capital that is provided by the loan. The constructs of human, social, and 

psychological capital provide a lens from which to analyse this process for 

entrepreneurs at different stages in business development. In the next section, we build 

on these propositions to develop a model for how this occurs. 

F.4 Discussion  

The findings suggest a model of moderated mediation to describe the assembly of 

intangible resources by microfinance entrepreneurs. Lenders provide not only loans 

but informal business support in the form of business consulting, financial advice, 

social networking, and psychological support, which constitute the independent 

variables. These in turn enhance the human, social, and psychological capital of 

clients, which are the mediators on the pathway to new venture outcomes. Reflecting 

the process of sequential bricolage, the entrepreneur’s level of experience moderates 

the effect of business support on these levels of capital, as informal support from the 

lender seems to benefit inexperienced entrepreneurs who outgrow the support over 
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time. The model assumes largely beneficial effects of human, social and psychological 

capital on business outcomes, although this remains an unresolved question.   

In Asia, resource accumulation does not occur in a vacuum, but instead in the context 

of relationships (Li et al., 2014; Wang et al., 2013). For microfinance clients, the key 

context is their relationship with the lending institution, which is maintained by loan 

officers (Dixon et al., 2007; Siwale and Ritchie, 2012), who also help to build social 

and psychological resources. This study initially focused on the structured transfer of 

human capital from lender to borrower through business support services. Instead, it 

revealed constraints to formal assistance, necessitating a less formal, more personal 

exchange in which both parties engage in a sequential bricolage process to develop 

resources to support entrepreneurship.  

These findings are relevant not only to understanding not only microfinance in China 

but also necessity-based entrepreneurship in other emerging economies. Given the 

ubiquity of micro-enterprise, informal processes are likely to be the norm rather than 

the exception, requiring personalised, creative approaches from organisations seeking 

to foster entrepreneurship. The findings have implications for policymakers and lender 

to understand the process of informal business support. By categorising the types of 

intangible resources transmitted – financial advice, consulting, networking, and 

psychological support – the study indicates focal areas for support. 

The barriers, advantages, and disadvantages of business support are not limited to 

lenders but also relate to enterprise education. The advantages observed from loan-

officer-based support reflect the process of developing tacit knowledge, in terms of 

being adaptable, accessible, acceptable, and adherent, as well as the disadvantages 

because the knowledge provider may lack expertise (skill shortage), and the process is 

difficult to measure (subjectivity), and to monitor (standardisation). The challenge, 

which this study begins to address, is to foster entrepreneurial development within an 

appropriate social context.  
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Table F.1  Client Interview Summary 

Client Loans: 

MF/Other* 

Sex Age Married 1
st
 Industry 2

nd
 Industry Business Status Location Loan 

RMB 

1 3+/0 M 60 Y Small grocery None Stable Sichuan 7,000 

2 1/0 M 27 Y Raw material 

processing 
None 

Problems Sichuan 7,000 

3 3+/0 M 50 Y Traditional 

doctor 
Apothecary 

Growth Sichuan 7,000 

4 2/0 M 54 Y Livestock Farming Growth Shanxi 7,000 

5 2/2 F 28 Y Mobile phone 

sales/service 

Children’s play 

area 

Growth Sichuan 10,000 

6 2/0 F 30s N** Photography  None Growth Sichuan 10,000 

7 1/0 M 34 Y Home tiling  None Problems Sichuan 10,000 

8 2/0 F 38 Y Retail shop None Stable Shanxi 10,000 

9 3/0 M 52 Y Farming Writing/education Stable Shanxi 10,000 

10 2/0 M 38 Y Pesticides and 

seed sales 
Vehicle leasing Stable Sichuan 15,000 

11 1/0 M 35 Y Restaurant Livestock Problems Sichuan 15,000 

12 1/0 M 42 Y Vehicle leasing None Problems Sichuan 20,000 

13 1/0 M 27 Y Education service  None Growth Sichuan 20,000 

14 3/0 F 37 Y Small grocery  Restaurant Stable Sichuan 20,000 

15 6+/0 M 40 Y Repair shop Livestock Stable Sichuan 20,000 
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16 6+/0 F 34 Y Mushroom farm None Growth Sichuan 20,000 

17 1/0 M 40 Y Farming None Stable Shanxi 20,000 

18 1/2 M 38 Y Livestock Farming Growth Shanxi 20,000 

19 3/1 M 45 Y Farming Tourism Growth Shanxi 20,000 

20 1/1 M 37 Y Part-time 

government  
Farming Stable Shanxi 20,000 

21 2/0 M 56 Y Farming Restaurant Stable Shanxi 20,000 

22 2/0 M 28 Y Restaurant Farming Stable Shanxi 20,000 

23 2/0 M 50 Y Farming None Stable Shanxi 20,000 

24 2/0 M 40s Y Restaurant None Stable Shanxi 20,000 

25 3/0 M 30 Y Farming None Stable Shanxi 20,000 

26 2/1 M 43 Y Farming None Growth Shanxi 30,000 

27 2/1 M 39 Y Farming Livestock Growth Shanxi 30,000 

28 2/1 M 44 Y Livestock None Stable Shanxi 30,000 

29 6/1 M 39 Y Vehicle leasing Farming Growth Shanxi 30,000 

30 3/3 M 38 Y Livestock Farming Stable Shanxi 30,000 

31 4/2 M 41 Y Livestock Farming Stable Shanxi 30,000 

32 1/0 M 49 Y Retail shop Inn Stable Shanxi 30,000 

33 2/0 F 32 Y Restaurant Farming Problems Shanxi 40,000 

*MFI refers to the microfinance institutions studied. “Other” loans came from other formal sources. Loans from friends/family are not reported. 
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Table F.2 Staff Interview Summary 

Staff Location Gender Position Focus of interview 

1 Shanxi F Loan officer Client relationships, business support, loan officer motivation 

2 Shanxi F Loan officer Client relationships, business support, loan officer skills, training 

3 Shanxi F Assistant credit manager, 

previously a loan officer 

Client relationships, client self-help, loan officer skills  

4 Shanxi F Supervisor Business support, client self-help 

5 Shanxi M General manager Overall management/history, loan officer–client relationships, loan officer 

training, client self-help 

6 Shanxi F Loan officer Client relationship, loan officer background 

7 Shanxi F Credit manager, previously a 

loan officer 

Client relationship, business support, client self-help, loan officer training 

8 Shanxi F Loan director Organisation history/management, client background, loan officer relationship, 

business support 

9 Shanxi M Deputy director Client relationship, loan officer training 

10 Sichuan F Director Organisation history/background, formal and informal business support, client 

background, client–loan officer relationship 

11 Sichuan M Senior manager Business support, client training, client relationships 

12 Sichuan M Manager Organisation background, lending relationship, business support 

13 Sichuan F Loan officer Loan officer motivation, client relationship, business support 

14 Sichuan F Loan officer Loan officer motivation, client relationship 

15 Sichuan F Loan officer Client relationship, business support, client self-help 

 


