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Abstract

Social capital and Entrepreneur Orientation have recently been the subject of many
studies. The current study looks at the relationship between social capital and firm
performance, as also at the relationship between entrepreneur orientation and firm
performance. Using a sample of 30 small business owners:,'we test the relationship
between social capital and firm performance, as well as the rélationship between
entrepreneur orientation and firm performance. We offer discussion of why these

findings are relevant, as well as research implications.
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AOcTpakT

CoumanbHel# KanmuTan W NpeANpUHUMATENIECKOE HANpaBlieHHe HeNaBHO CTalH
Mpe/IMETOM MHOTHX HCCIENOBAaHUN. B TeKylieM HCCTeZOBAHHM PaccMaTpHBaeTcs
B3aHMOCBA3b MEXIY COLHAIBHBIM KalUWTAIOM M NPOU3BOAMTENHHOCTHIO (QHUPMEI, a
TaKKe  B3aMMOCBA3b  MEXIAY  IpEeJNpUHUMATENbCKUM  HaNpaBJeHWEM M
NPOM3BOAUTENBHOCTEIO (pupMbl. Mcnons3ys BeiGopky u3. 30 BiajenbieB MaIoro
OuzHeca, MBI IIpoBepsAeM B3aHMOCBSI3b MEXIY COLMANBHBIM KaluTaloM |
MIPOU3BOAUTENBHOCTHIO bupMsL, B no6aBok B3aMMOCBS3b MeXay
IpeANPUHUMATEIbCKHM HalpaBICHHEM H MPOM3BOAMTENBHOCTBIO (GHpMBI. Beuiu
[IPOTECTHPOBAHLI CTPYKTYpHbIE u HU3MEpHUTENbHble Mozend. Mel mnpexnaraem

00CyMTh, IOYEMY 3TH BBIBOJbI aKTyaJIbHBI, 8 TAKXKe pe3yJIbTaThl UCCIIEN0BaHHIA.
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A6GcTpakT

OJNeyMETTIK KaluTal XOHe KIcinkepiik GarbiT - KONTEreH 3epTTeylepiiH
TaKBIPbIOE. AFBIMZAFEl 3€pTTEY JIEYMETTIK KamnuTal MeH (HPMAHBIH OHIMILTIri
apacBIHIAFEl KapbIM-KAaTHIHACTBl KapacTEIPajbl, XOHE KOCINKepmik OGarbiT meH
¢GupMmaHbBIH emiMZiNiri apachIHIarsl KapbIM-KAaTHIHACTHI KapacTelpamsl. 30 IIaFblH
GusHec WenepiHiH YiTicCiH maiiganaHeimn, 6i3 oNeyMeTTiK KANMTan MeH (HPMAaHBIH
OHIMZINMIri apacBIHAAaFbl KATHIHACTHI TEKCepeMi3, JKoHe i(acinkepnik. OareIT nieH
(upmaHBIH 6HIMALNITI apackIHAAFbl KAPHIM-KaTHIHACTEI KapacTEIpaasl. By seprrey i

HOTHXeJIepi TAIKbLIaHaIbI.
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Introduction

Small and medium-sized enterprises (hereinafter, “SME”) now account for more
aggregate employment and business turnover than large firms and the public sector
together. (Porter et al., 2000). However, development of SMEs is one of the leading
problems worldwide because they have several advantages and disadvantages in
comparison with large and developed firms (Narula, _2004; Nooteboom-,1994).
Rothwell summed up the difference between large and small Business effectively
(1985, p. 9; see also Rothwell, 1989): the advantages of large business are material and
those of small business behavioral (motivation, flexibility). Therefore, SMEs are
bounded to resource limitations which is mainly due to their liabilities of newness and
smallness (Amburgey, Kelly, and Barnett,1993; Stinéhcombe, 1965). Thus resource
differences help to interpret how and why some small and medium-sized enterprises
are able to survive, go ahead, and grow in disregard of the lack of significant firm-
specific resources (Barney 1991). Knowledge is the most important resource for small
and medium sized enterprises among the various resources available to the small and
medium sized enterprises (Spender, 1996). Another determination of the resource-
based view concerns knowledge which is continually renewed (Lane and Lubatkin,
1998). Because get possession of knowledge and exploitation of knowledge are mainly
social processes (Kogut and Zander, 1992). In this context, social capital may be
critical to obtain knowledge (Kogut and Zander, 1992)) and ensure for the long-term
success (Helena Yli-Renko, Erkko Autio and Harry J. Sapienza;2001). The extent to
which SMEs acquires external knowledge depends on the existence of external .
knowledge, on the ability of the firm to recognize and assess the value of the |
knowledge, interaction, and on the willingness of the firms to share information
(Cohenand Levinthal, 1990; Dyer and Singh, 1998). As a determination of the
resource-based view, the relational view maintains that competitive advantage
derives not only from firm-level resources but also from network relationships

(Dyer and Singh, 1998; Lane and Lubatkin,1998).



Social capital particularly with customers ((Helena Yli-Renko, Erkko Autio and
Harry J. Sapienza;2001).) facilitates knowledge acquisition and exploitation by
affecting conditions necessary for the creation of value through the exchange and
combination of existing resources.(Nahapiet and Ghoshal,1998). The amount of
external knowledge a SMEs will obtain from the customer depends on three aspects of
social capital in the relationship: reciprocity, shared visip'n and density (Tsai &
Ghoshal, 1998; Granovetter, 1973). These are activities in which ﬁsing ‘social capital
with customers’ can prove priceless, and the increasing importance of the ‘knowledge
economy’ (in which the competitive edge derives from dynamic improvement rather
than from static price-based competii:ion) is making social capital ever more important
in achieving competitiveness (Maskell, 2000). In addition, when formal system like
government fails, comes an informal system like Social capital. We extend
developments in social capital theory and the relational view into interfirm
relationships of SMEs with basis of reciprocity, shared vision and density (Tsai &
Ghoshal, 1998; Granovetter, 1973).

Today in a dynamic, fast changing, and intensive global competitive environment
importance of entrepreneurial orientation (EO) obvious in its fast distribution
everywhere on strategy literature (Corbo, 2012; Carton, 2004; & Rauch el la, 2009,
Soininem, et al, 2013). Entrepreneurial orientation is as key ingredient for
organizational success which lead to higher peroformance (Wiklund & Shepherd,
2005, Soininem, 2013). Further affirms that firms which have higher levels of
entrepreneurial orientation, more successful, than those with lower levels of .
entrepreneurial orientation (Rauch,2009, & Dada, 2012). Firms with higher levels of .
entrepreneurial orientation have a capability to be unique that differentiates them from
non-entrepreneurial firms (Covin, Slevin & Shephard, 2006; Soininem, 2013).
Entrepreneurial orientation represents processes of production of strategy which
provide to the organizations the basis for entrepreneurial decisions and actions (Rauch
& Wiklund, 2009). It covers a certain behavior of the organizational level to execute

risk, to participate in innovation and to react proactively against competitors in the
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market and therefore to increase firm performance (Lumpkin & Dess, 1996; Hakala,
2011).
In developing countries, external conditions of the ‘environment, such as
competitive effects of globalization and frequent financial crises, forces national firms
to define advantages and disadvantages to be more entrepreneurial, adaptive, and
innovative to sustain their competitiveness (Mintzberg 1973;_Miller and Friesen 19’78;
Slater and Narver 1994; Appiah-Adu and Singh 1998; Barringer aﬁd Bluedorn 1999).
Increase in intensity of competitiveness in the local and world markets, financial
executive influences of EO for national firms become very important to promote the
competitive advantage and sustain it.
Despite, extant literature has extensively examined .the role of different dimensions
of social capital and entrepreneurial orientation with antecedents and consequences for
different research purposes and in various contexts, less study has been conducted in
Kazakhstan. Therefore the main objective of the study is to examine the relationship
between three dimensions of social capital with customers, three dimensions of
entrepreneurial orientation and firm performance. In particular, the study aims to
examine:
1. The relationship between Social Capital and SME’s Performance
- The relationship between Reciprocity and SME’s Performance.
- The relationship between Shared Vision and SME’s Performance.
- The relationship between Density and SME’s Performance.

2. The relationship between Entrepreneur Orientation and SME’s performance.
- The relationship between Innovation and SME’s Performance. ‘
- The relationship between Risk-taking and SME’s Performance.
- The relationship between Pro-active posture and SME’s Performance.

In order to achieve its objective, current study addresses the following research
question:

1)Do three dimensions of social capital of the firm with its customers and three

dimensions of entrepreneurial orientation affect SME’s performance?
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Current study is significant because it is one of the scarce studies examining the
proposed relationships at SME level in Kazakhstan. Having a deeper understanding of
the influence six dimensions on firm performance might enable firms to formulate

better marketing strategies.
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Literature review

For the last decade in analysis of social capital were made significant progress and
of evidences of the importance and value of this resources for economy, small and
medium entrepreneurs (hereinafter, “SME”) and society. Social capital can help to
create a benefit for competition through exchange of information between members
(Nahapiet and Ghoshal, 1998). Social capital can serve as resource for owners of
SME's, if it helps to increase number of local consumers who ofteh visit-a firm. The
theory of social capital provides a method to help to explain interaction of local
consumers and owners of SME's. Putnam, (1993) found that there is a positive
relationship between quantity of available social capital in the area, and it is good for
that area's economic development. The components of social capital that are used in
our study are reciprocity and shared vision (Tsai & Ghoshal, 1998), and constructs of
social networks (Granovetter, 1973) including density. The concept of social capital
has main role in our understanding of it dimensions and it influence on firm
performance. Social capital is the complement to human capital.(P.Burt)

Nowadays, exist the variety of meanings and different opinions about social capital
concept, during a long period of time scholars looking for an adequate definition of
social capital. Distinction oaf opinions and views are the source of misunderstanding,
especially in case of differentiation of social capital and its results. Various authors at
different times determined a social capital as the resource which increase public
efficiency as divided in the society of a regulation and value as social networks and
communications between individuals on the basis of reciprocity and trust (Durlauf .
S.,Fafchamps M. 2005) the most acceptable economists consider (Putnam R., 1993) |
which is going to be a determination of a social capital as capability of communities in
our case firms to collective actions for the benefit of achievement of a common goal.
Coleman (1988), Etzioni (1996), and Portes (1998) all have argued that social capital
is most likely to be formed in a closed community where informal norms and sanctions
are particularly strong.

Conditions, social capital with customers and environment around firms influence
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on firm performance. (Caves and Porter, 1977; Porter 1980, 1985). The Firm
performance is better explained by differences in firm resources (Wernerfelt, 1984).
Resources include all assets, knowledge, experience, etc. controlled by a firm. The
firms strategy is improving effectiveness. (Barney 1991). Resources can be tangible or
intangible in nature. (Wernerfelt, 1984). Tangible resources include capital, technology
and location. (Wemnerfelt, 1984). Intangible resources consist of knowledge, skills,
social capital and reputation. (Wernerfelt, 1984). The firms strength is .it resources.
(Learned, Christensen, Andrews and Guth, 1969; Porter, 1981).

How was written above shared vision, reciprocity and density are components of
Social Capital. (Tsai & Ghoshal, 1998; Granovetter, 1973). According to Table 1,
among different opinions of different authors from different countries for our study
have been chosen definition written by Tsai & Ghoshal, 1998; Granovetter, 1973.

Table 1 - Social Capital conceptualization

Author(s) Definition
1 Bourdieu, in | Social capital is the sum of the resources, actual or
Bourdieu & | virtual, that accrue to an individual or a group by

Wacquant, 1992 | virtue of possessing a durable network of more or
less institutionalized relationships of mutual

acquaintance and recognition.

2 |BurtP. Social capital here refers to features of social
organization, such as trust, norms, and networks,
that can improve the efficiency of society by

facilitating coordinated action.

3 | J.Coleman Social capital as a collective resource utilizable by
actors who are goal-oriented. Social capital
requires an element of embeddedness in social

structure.
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4 |Tsai and Social capital is an intangible resource, and a term
Ghoshal, originally used to describe relational resources,

1998 occurring in cross-cutting personal ties.

Source: Prepared by author

Reciprocity refers to a “network” in which each member has something to provide
to the other. When something is provided, there is an expccta,tion of some sort of quid
pro quo.(Portes & Sensenbrenner-, 1993). Reciprocity is not the immediate exchange
of a legal or business contract but a combination of short-term self forgetfulness
(altruism) and long-term self-interest (Taylor, 1982), or what de Toqueville called “self
interest rightly understood.” Humal.l provides a kindness to others, or acts for the
benefit of others at a personal cost, but human expect that this service will be returned
in the future in case of need. In a community where reciprocity is strong, people care
for each other’s interests. At the psychological level, this refers to prosocial behavior
(Reno, Cialdini, &Kallgren, 1993).

Shared vision identified understanding of the general purpose (Nahapiet and
Ghoshal 1998). This common understanding can be described by a resource (Portes
and Sensenbrenner 1993). Some researchers defined relationships between firms are
important factor influencing knowledge transfer (Ghoshal & Bartlett, 1988; Ghoshal,
Korine, & Szulanski, 1994). Different authors have agreed in opinion about value
creation and resource exchanges the best way is trust and shared vision (Tsai &
Ghoshal, 1998; Yli-Renko, Autio, & Sapienza, 2001) are important determinants to
effective knowledge transfer. Shared vision is the collective goals of the members of -
an organization. (Tsai, W., & Ghoshal, S. (1998) Social capital is a set of resources
which has positive influence on firm conduct and performance (Gulati et al,,
2000;Nahapiet & Ghoshal, 1998).

Density of networks refers to the number of links connecting members of the
network, in comparison with the general possible connections (Granovetter, 1973).
Density of networks refers to the number of links connecting members of the network,

in comparison with the general possible connections (Granovetter, 1973). This is an
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indicator of the relationship of network members (Wellman, 1988). Density is an
indicator of cohesion and helps establish trust among members of the network
(Axelrod, 1984; Greve, 1995). Cooperation, commitment and cooperation are
enhanced by the density of network links (Axelrod, 1984, Cross, Borgatti, & Parker,
2002). How network norms and values are disseminated and accepted will function
within the basic network structure (Borgatti & Foster, 2003). ° |

The concept of Entrepreneurial Orientation has arisen in D Miller's (Miller, 1983)
and J. Covin’s and D. Slevin’s works (Covin, Slevin, 1988; 1989). According to
original definition, the level of development of enterpreneurial orientation is defined
"by degree of readiness of the management to undertake risky decisions, to put into
practice changes and to be engaged in innovative activify with the purpose to get certain
competitive advantages to the firm or to work more successfully in the conditions of
the increased aggression of the competitive environment" (Covin, Slevin, 2012, C. 76).
This determination became a basis for operationalization of entrepreneurial orientation
as the theoretical construct consisting of three a component: innovativeness, pro-
activity and readiness for risk. The variables to be reviewed in this study include
innovation which is divided into product, process and technological innovations. Risk-
taking which is divided into monetary, social and psychological risks. Pro-active
posture which is divided into anticipating and prevent problem, be action-oriented and
adopt opportunity seeking strategy. At the same time it is supposed that the firm can
be considered entrepreneurial oriented only in case of equal extent of development all
corresponding component of entrepreneurial orientation. Studying of influence of .
entrepreneurial orientation to results of activities of firm is the widest direction of .
researches in the field. A large number of the researches devoted to this subject agree
that entrepreneurial orientation is a benefit of firm and positively influences its
performance.

Innovation of firm is understood as ability to create new products, to introduce the
new ideas and processes in the organization, to experiment and support the creative

atmosphere. This component of Entrepreneurial Orientation will be coordinated with
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Schumpeter representation of business and category of "new combinations”, ie.,
innovations (Schumpeter, 1934). Innovation of firm is understood as ability to create
new products, to introduce the new ideas and processes in the organization, to
experiment and support the creative atmosphere (Lumpkin, Dess, 2012; Hult et al.,
2004).2012, C.76). Mahrdad, et al, 2011 came to conclusion that firms with greater
innovativeness more successful in reacting to changing environment conditions and in
development of new opportunities which allow them to achieve better performance.
Innovativeness is shown in search of the new ideas, in the aspiration to introduce new
processes and methods of business, in creativity and readiness to experiment,
development of new fields of activity or active development of new products in area,
traditional to the firm (Gurkov, 2005; Vij, Bedi, 2012). In its initial sense
innovativeness can be defined as degree to which the person or other enterprise there
are relatively earlier in adoption of the new ideas, than other members . of system
(Rogers, 2003; Oscar, & Hassan, 2013). Also it is a tendency to support the new ideas,
experimenting and creative processes (Lumpkin & Dess, 1996). An Oscar and
Mashood Ul-Hassan (2013) also integrated innovativeness closely with creativity.

Milling and Stumpfe (2000) classified an innovation in a product innovation,
process innovation and technological innovation. According to them, the product
innovation includes reduction of life cycle of a product, widen commercial production
process, generate sales and revenue and compensate investments into development.
Process innovation involve quantity of the innovations which are carried out in the
course of production or service. According to Kim, et al (1992) technological '
innovation include acquisition of more and flexible processing equipment, ‘in
combination with more flexible organization and administrative processes which
facilitates or allows frequent changes in the product line.

Proactiveness involves attempts to discover future opportunities, even when these
opportunities may be somewhat unrelated to existing operations (Venkatraman, 1989;
Rauch, Wiklund & Frese, 2004). Proactiveness as measurement of EO belongs to

ndesire and anticipation to take new opportunities” (Lumpkin & Dess, 1996).
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Proactiveness as a dimension of entrepreneurial orientation is an opportunity seeking
and forward-looking perspective that involves acting in anticipation of future demand
and trends, and thereafter capitalizing on these opportunities to gain benefit (Kropp,
Lindsay & Shoham, 2008). Pro-activeness is connected with advantage of the first
engine as the firm which is able to expect future requirements and to develop new
products to satisfy such requirements before competitors, is inclined to take favorable
conditions in a financing, sourcing, access to the markets, etc. '(Rauc.h etal., 2009). The
firms which are developing and implementing clear managerial strategies to be
successful in their markets are more likely to perform well, and this can be measured
by the extent to which profits are retained and reinvested back in to the business (Miller
& le Breton-Miller, 2011). |

Readiness for risk assumes desire and a capability of firm to put the resources in
projects, result of participation in which it is difficult to predict in advance, and in
which there is a high probability of considerable losses (Zahra, 1991; Wiklund,
Shepherd, 2003; Frank et al., 2010). This component of entrepreneurial orientation is
rather connected with understanding of essence of an entrepreneurship according to R.
Cantillon who refers category of risk to the main characteristics of this phenomenon (
Cantillon, 1734 ). Risk taking is also comprehended as a tendency to risky projects
(Miller 1983, Covin & Stevin, 1988; Mario, 2013).

Landes (2012) has defined three types of risks, namely, social risk or market risk
(i.e. the risk which occurs when crash happens in the market or decrease crushes
execution of investments, even when quality of investments remains to the same).
Monetary risk as the phenomenon resulting effect of inflation: Inflation reduces value
of money, that is, purchasing power of money, doing firms to spend more money in
production, distribution of their products or services and therefore to affect profit level
negatively, while psychological risk, the risk connected with inability of debtors to

execute or observe their obligations of payment, thus, weaken position of liquidity of

firm and therefore it’s performance.
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Hypothesis Development Section

Miller and Kean (1997) refer to the reciprocity of the community as an expected
exchange between local consumers and local retailers. They found that local consumers
are more likely to make purchases from local retailers when these retailers expressed a
high level of community support. Lumpkin, Hawes and Darden (1986) had similar
findings, but also found that consumer attitudes about relatioﬁships_ with local retailefs
were a more important determinant of patronage than any other variable. Support for
the relationship between the influence of reciprocity on small business owners was
found by Miller (2001). In her study of consumers in two rural cities, customer
satisfaction with the level of rcciﬁrocity was a significant predictor of consumer
behavior. Thus, reciprocity helps small business owners develop social capital with
local consumers.

H;: Perceived reciprocity is related to firm performance.

This design reflects the collective goals of the group, organization, or community
(Tsai & Ghoshal, 1998). Tsai and Ghoshal (1998) found that a shared vision is a
statistically significant and positive indicator of social capital. Shared vision is also an
important area with regards to the local community. It is important for all stakeholders
(customers) to support and “buy in” to marketing programs and image creation (Office
of the Governor, 2003). We formulate the hypothesis as follows:

Ha: Perceived shared vision is related to firm performance.

Coleman (1988) argues that one of the benefits of density among a firms (closed
network) is collective social capital, which promotes shared behavioral norms
(Rowley, 1997) and cooperation (Walker et al.,1997). Ties to huge amount of SME’,
who are connected to each others, provide a lot of useful information (Granovetter,
1973: Burt, 1992). Although dense ties require more frequent interactions and
commitment of resources (Granovetter, 1985; Krackhardt, 1992; Kogut, 1988), dense

ties provide exchanges of information. Burt (1992) argues that having relationship with
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a group of firms who has to one another parties provide helpful information and limit
the firm's access to divergent perspectives. Finally, created third hypothesis:

H3: Perceived density is related to firm performance.

Schumpeter (1934; 1942), emphasized a role of innovation in entrepreneurial
process. He declared that it was process of "creative destruc;tion"_where the welfaré
was created when the existing stl;uctures of the market were destroyed by entering of
new goods or services which moved resources far from the existing firms and forced
new firms to grow. . As defined, inr_lovativeness - a tendency, a susceptibility of the
person or the organization and propensity to accept the new ideas, new thinking or
decisions which lead to new opportunities (Eggers, etc., 2013; Li, etc., 2012; van der
Lagt, etc., 2007). Innovation allows firm to use the opportunities arising in the market,
to get competitive advantages that, in turn, positively influences it’s perfonnancé
(Kreiser, Davis, 2010; Hult et al., 2004). Thus, conceptual arguments suggest that
innovativeness dimension of EO leads to higher performance. Therefore, our fourth

hypothesis is as follows:

Ha: The innovativeness is related to firm performance.

Empirically, proactiveness leads to better performance in terms of sales and
employee growth, profitability, product and customer performance (Krauss, Frese,
Freidrich & Unger, 2005; Baba & Elumalai, 2011). Proactivity is the strategic
orientation of the firm, which reflects the specific entrepreneurial aspects of the styles,
methods and practices of decision-making (Frank, Kessler & Fink, 2010). This reférs
to attempts to prepare for the future by searching for new opportunities that may or
may not be related to the current line of business, which allows the introduction of new
products and brands on the eve of competition (Okpara, 2009). A strong proactive
behavior gives SMEs the ability to anticipate needs in the market place and the

capability to anticipate competitor’s needs (Covin & Slevin, 1989; Miller & Friesen,
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1983; Eggers, Kraus, Hughes, Laraway & Snycerski, 2013). Therefore, our fifth
hypothesis is as follows:

Hs: The proactiveness is related to firm performance.

It was assumed that firms, with better performance, are also inclined to highe_r
level of risk (Leko-Simic &32Horvat, 2006, 2013). Standard _r;:prescntation - that risk-
taking - one of three basic elements of EO and that which increases profitability of the
company (Miller, 1983; Miller & Le Bruton Miller, 2011). At the theoretical level, the
willingness to engage in relatively high levels of risk taking behavior enables SMEs to
seize profitable opportunities in the face of uncertainty which leads to long term
profitability (McGrath, 2001). Empirically, risk taking firms are able to secure superior
growth and long term profitability in contrast to risk avoiders (Yang, 2008; Wang &
Poutziouris, 2010; Ahimbisibwe & Abaho, 2013). Therefore, to be outpaced and
staying economical is openly related to a firm’s strength to take premeditated dangers,

and our last hypothesis is as follows:
He: The risk taking is related to firm performance.
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Methodology

Survey questions were distributed among different types of SMEs owners and
directors in Almaty. SMEs provide different types of services like manufacturing, retail
and food, ecological services and etc. Questionnaire were distributed and collected
among 30 SMEs in Almaty. Most items in the questionnaire were measured using
either five point Likert scales, anchored from “strongly disagree” to “strongly agree”.

In questionnaire were used six variables: reciprocity, shared vision hand density,
because they are components of Social capital (Tsai & Ghoshal, 1998; Granovetter,
1973) and innovativeness, risk taking and proactiveness they are components of
entrepreneurial orientation. All variables are latent variables, because they are not
directly observable in our study.

For avoiding misunderstanding by member of survey (SME) a questions in a
questionnaire have been done some extra work. First of all, all questions have been
written in English, after translated by a translator into Russian language. Next, for
correct grammar and only sense, questionnaire have been sent to professional translator
from English into Russian language. After all that transactions survey questions
checked by professbr and approved. Finally, questionnaires were distributed.

When all data was collected analyses did with help of computer program called
SmartPLS 2.0 software. For analyzing collected data we used exactly SmartPLS 2.0
software in comparison with SPSS, because of small sample size and main argument
and answer for question why we used SmartPLS is when SPSS and other programs
require normal distribution, SmartPLS can work with data with non-normal :
distribution. By using questionnaire we collect primary data for our research. It is
another argument and proof why exactly SmartPLS. When collected primary data by
using questionnaire can not be a normal distribution. Many academics and professors
are witnesses.

There are two types of measurement scales for latent variables; formative or
the measurement items revealed, both exogenuous and endogenuous

reflective. As

variables are reflective because indicators are highly correlated, and thus their
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reliability should be statistically examined (Haenlein & Kaplan, 2004; Hair et al., 2013;
Petter et al., 2007).

Social capital and entrepreneurial orientation are a latent variables which have
different dimensions or indicators and difficult to observe directly. Current study
measures social capital and entrepreneurial orientation indirectly with a set of
measurable indicators, like: reciprocity, shared vision, density, innovativeness, risk
taking and proactiveness. In order to understand Social 'Capitél,_ Entrepreneurial
orientation and Firm Performance, a survey can be created. In this survey we are asked
from entrepreneurs questions on a scale representing latent variables, namely
Reciprocity (REC), Shared Vision (SV), Density (DEN), Pro-activeness (PA), Risk-
taking (RT), Innovativeness (INN) and Firm Performance (FP), using a 5-point Likert
scales ((1) strongly disagree, (2) disagree, (3) neither agree nor disagree, (4) agree, and
(5) strongly agree). The survey questions asked are presented in table 6 and table 7

(Appendix).
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Analysis and results

The analysis was conducted by using SmartPLS 2.0 software. The software is very
useful in research to analyze collected data from surveys and test-hypothesized
relationships. The graphical interface allows to create a PLS path model, which shows
the various reliability and validity of items that we must check and report when
conducting a SmartPLS software. There are two submodels in a path model: the
structural model, the measurement model. Following path models are used to examine
the relationship between Social Capital and SME’s Performance (Figure 1), and the

relationship between Entrepreneur Orientation and SME’s Performance (Figure 2).

Figure 1 - T- statistics of Path coefficients (Social Capital)

Source: Prepared by author

Figure 2 - T- statistics of Path coefficients (Entrepreneur Orientation)

Innovativeness

Source: Prepared by author
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Measurement Model

Measurement model specifies the relationship between variables and their
indicators. It also known as outer model, results of which are intérpreted by the
following topics:

e Outer model loadings and significance
e Indicator reliability |
e Internal consistency reliability.

e Convergent validity

e Explanation of target endogenous variable variance

2: Results Summary for Reflective Outer Model (Social Capital)

Variable Indicators Indicator R-Square |AVE | Composite
Reliability Reliability
Firm FP1 0.774
Performance FP5 0.840
FP9 0.812 0.8974
| 0.735 | 0,8067
Reciprocity RECI 0.764
REC4 0.814 0 0.6005 | 08532
| Shared SV1 0.817 0 0,5923 | 0.7421
Vision SV3 0.769 |
Density DEN2 0.832 0 0,5087 | 0.7052
DEN3 0.900

Source: Computed by author
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Table 3: Results Summary for Reflective Outer Model (Entrepreneur Orientation)

Variable Indicators | Indicator R-Square | AVE | Composite
Reliability : Reliability
Firm FP1 0.874
Performance FP5 0.794
FP9 0.854 , 0.7917
0.742 0,5712
Pro-activeness PROI "~ 0.856
PRO3 0.714 0 05254 | 07321
Innovativeness INN 2 0.793 0 0,7015 | 0.8901
INNS 0.863 |
Risk taking RTI 0.882 0 0,6837 | 0.7093
RT4 0.882

Source: Computed by author

Explanation of target endogenous variable variance
The coefficient of determination, R?, is 0.735 for the Firm Performance (Social

Capital) and R? is 0.742 for the Firm Performance (Entrepreneur Orientation), which

means that the three latent variables of Social Capital together (DEN,REC,SV) explain

73.5% of the variance in Firm Performance. Three latent variables of Entrepreneur

(PRO, INN, RT) explain 74,2% of the variance in Firm

arch R2 of 0.75 is accepted as a substantial value.

orientation together

Performance. In marketing rese

Therefore, it is sensible to conclude that exogenuous variables together have a strong

effect on the variance of firm performance.

Indicator Reliability

Outer loading is used in order to evaluate the indicator reliability and 0.70 or higher

values are preferred, which shows how associated indicators have much in common. It

can be seen from table 2 and table 3 that all of the indicators have individual indicator

reliability values that are larger than the preferable level of 0.7.
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Internal Consistency Reliability

Cronbach’s Alpha reliability method was applied to check the reliability of all
items in the questionnaire and to determine internal consistency. It determines the
internal consistency and should be more than 0.7. Due to Cronbach’s Alpha it is more
appropriate to apply “composite reliability” measurement to see an overview of results.
As seen in table 2 and table 3 our “ composite reliability” values lay between, which is

greater than the acceptable level of 0.7. Consequently results show high reliability of

the questionnaire.

Convergent Validity
To check convergent validity, each variable’s Average Variance Extracted (AVE)

is evaluated. Again from table 2 and table 3, it 1s found that all of the AVE values are

greater than the acceptable threshold of (.5, so convergent validity is confirmed.

Structural Model
Next step is assessment of results of structural model. The models concern the

relationship between dependent and independent variables, results can be seen using a

procedure called bootstrapping.

Figure 3: T- statistics of Path coefficients (Social Capital)

Source: Prepared by author
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Figure 4: T- statistics of Path coefficients (Entrepreneur Orientation)

Source: Prepared by author

Significance and relevance of the structural model relationships
T-statistics gives approximate T-value for the significance testing of the structural

path. Using a two-tailed #-test with a significance level of 5%, the path coefficient will

be significant if the T- _statistics is larger than 1.96. Outer model tests the relationship

between variable and it’s indicators,
Inner model cares about relationship between dependent and independent

variables. The numbers in the «7.Statistics” column shows the path coefficients of the

inner model.

Table 4: T-Statistics of Path Coefficients (Inner Model for Social Capital)
T — Statistics

[ Density ->Firm Performance 3546
Reciprocity -~ Firm Performance 3364
0.415

=
Shared Vision -~ Firm Performance

Source: Computed by author
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Table 5: T-Statistics of Path Coefficients (Inner Model for Entreprencur Orientation)

T — Statistics
Pro-activeness ->Firm Performance 0418
Innovativeness -> Firm Performance 2.307
Risk Taking -> Firm Performance 12.046

Source: Computed by author .
According to table 4, we can conclude that, Social Capital’s dimensions:

Reciprocity (2.364) and Density (2.546) are both significant predictors of Firm
Performance, but Shared Vision. (0.415) does not significantly predict Firm
Performance. According to table 5, we can conclude that, Entrepreneur Orientation’s
dimensions: Innovativeness (2.307) Risk Taking (2.046) are both significant predictors

of Firm Performance, but Pro-activeness (0.418) does not significantly predict Firm

Performance.
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Conclusion

The purpose of our study was to examine the role of Social Capital and
Entrepreneur orientation for SME’s performance. To examine our research questions
we collected data from small businesses in Almaty. We hypothesized, that social
capital and entrepreneur orientation are related to firm performance. Specifically,
shared vision, density, reciprocity, pro-activeness, risk-taking and innovativeness. We
identified reciprocity, shared vision, and density as the indicators of social capital and
pro-activeness, risk-taking and innovativeness as the indicators of entrepreneur
orientation. All dimensions (REC,SV, DEN) were statistically significant indicators of
social capital, except of shared ;vision. All dimensions (PRO, INN, RT) were
statistically significant indicators of entrepreneur orientation, except pro-activeness.

We fit a structural model to test the relationship between social capital and SME’s

performance, the relationship between entrepreneur orientation and SME’s
performance. Our analysis revealed that social capital and entrepreneur orientation
were positive and significant indicators of SME’s performance. These results support

previous empirical work (Rodney C. Runyan & Patricia Huddleston & Jane Swinney

2006).
Actually Social Capital exist in Kazakhstan, but not all entrepreneurs educated, do

not know how named their relationships and how it is measurand. For example each

entrepreneurs when helps their customers or another entrepreneurs wait some return, it

is not money. It means I will help you now and you will help me later when I will need.

It is some sort of quid pro quo practice everyday by everyone because nobody is

altruist. But huge amount of entrepreneurs know that it named reciprocity. Also, SME’s

owners may help to each others if they have the same purpose, it is also has the title as

shared vision. In current study was discussed and developed social capital which part

and parcel of firm performance.
cial capital may help to create competitive advantage for a firm, through the

of information among members (Nahapiet & Ghoshal, 1998). Social capital
if it helps to increase the number of

So

exchange

can serve as a resource for small business owners,
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local consumers who patronize a business.
Our investigation was limited to small firms located in one biggest city in

K azakhstan. Business characteristics may differ between firms located in big cities and
small cities or rural areas. Thus it is possible that our findings on SC, EO and FP may
not be same to all small businesses. It would be beneficial to replicate this study with

small cities or rural areas, with more amount of respondets. '

In conclusion, this study has conducted factors affecting the firm performance. If

we can achieve a better understanding of the important factors influencing the firm

performace, this will have positive outcome for Kazakh entrepreneurs.
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Appendices

Appendix 1 - Questionnaire about social capital and entrepreneur orientation

Table 6: Questionnaire about social capital and entrepreneur orientation

Pasgea A

HO)KELHYﬁCTa, YKaXuTe, B KaKo# CTYIICHHA Br1 cornacHbl/He COTJIaCHBI € HUXCNPHUBEOCHHBIMH YTBEPXKIACHUAMH

(1=TommocTeio He cornaceH, 2=He cornacen, 3=3atpyaustocs oTBeTUTh, 4=Cornacen,S=IlonHocTri0 cornacen):

IToMHOCTBIO He 3aTpynus
HE coﬁxace 10Ch Cornace | [TonHOCTBIO
coriaces(a) H(a) OTBETHTH H(a) |cornacen(a)
Mm1 yaensieM niepBoodepeHoe BHUMaHWE

HCCJIEZIOBAHUAM H pa3paboTkam B LESIX CoAeiCTBHA

HCIIOJIB30BAHHWIO TEXHOJOTHHA.

2 | MBI OTKpPBITHI 71 HOBBIX HAEH, AaXKe €CJIM OHU HaMm

HCIIPUBBIYHEI.
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MB&I Bcerna 3a60oTUMCS O TOBBIMIEHHH 3¢ dexTHBHOCTH

BHYTPEHHHX MMPOLIECCOB B KOMITAHUH.

M1 Beerna cTpemMuMest afanTHPOBATECS K H3MEHEHHUIO
BHEIIHEH Cpensl.

MEI IOCTOSIHHO CTpeMHUMCS K TOMY, YTOGEHT [IpelaraTh

YHUKaJIbHBIE TOBAPHI U YCIIYTH.

Hama xomnanmsa, xax TIPaBHUJIO, BEICTYTIAeT

HHHNHATOPOM W NMPUHUMAET Y4acCTHE B IIPOEKTax C

BBICOKOM CTENEHBIO pPUCKA.

TlonoxuTeIbHOE OTHOMMEHHE K PHCKY — 3aJI0T HAIIEro
ycrexa.

MEI neHuM HAEH OTHOCHTENHLHO HOBBIX CTpaTeruii u

IUIAHOB, XK€ €CJIH MBI HE YBEPEHHI B TOM, 94TO OHH
cpaboTaloT.

MEI coneficTByeM y4acTHIO HaNIMX COTPYAHMKOB B

PHCKOBaHHBIX IIPOTrpaMMax.
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10 \% 31 PETYIAPHO OTCACXKHBaeM BO3MOXHOCTH,

BO3HHKAIOLINE Ha PBIHKE.

11 | Mb1 06br4HO cTapaeMcs CIPOrHO3UPOBATh COCTOAHKE
phHIHKa B Oymymem.
12 | MBI cTpemMuMCcs K TOMY, YTOOBI KMETH BO3MOXKHOCTD
YAOBIIETBOPSTH MOABILTIOMIMNICS CIIPOC.
Hama mMapkeTuHrosas qesTenbHOCTh HalpaBlieHa Ha
13

dbopMUpOBaHuE CIIpPoca, a HE Ha YOBJIETBOPEHUE YXKe
CYIIECTBYIOIIEToO.

” B Hammx ToBapax M yciIyrax InpexyCMOTpPEHb! peIleHu,

OTBCHYAIOIIHE CKPBITBIM HO'IPGGHOCTHM KITHCHTOB.

15 | Hamm xIMeHTHI, Kak IPaBUiO, YECTHEI IIPH BeICHUH

OM3HEeca ¢ Hallei KOMITAaHHUEH.

16 | Hamm KJIHEeHTHI TOTOBHI CASNATh HAaM OOJDKEHHE, eCId

MBI ITIOHPOCHM.
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17

Mpsi BpEMs OT BPEMECHH [1I0OMOracM HAIlIMM KIIHMCHTaM, a

OHH — HaM.

13 Hamm KnMeHTs NOSNIbLHEI 10 OTHOLISHHIO K HalleH
KOMIIaHWH, IIOTOMY YTO MBI MX MOAJIEPKUBAEM.

\ Ecnu mMB1 nepectanu Ob MOAIEPKUBATH HAIIHAX

19 | xHMeHTOB, OHM OBI MPEKPaTHIIH JIOSUTBHO OTHOCUTHCA K
Haniei KOMITaHHH.

20 | MBI ¢ KIMEHTaMM pa3zenseM OOIIKe 1IeJTd OTHOCUTENBHO
Oyaymiero Hamel KOMIaHUH.

51 HammimM xkiueHTaM HpaBUTCS paboTaTh ¢ HAMH U
AOCTHKEeHHs OyRymmx OusHec-nenei.

- KireHTsI ¢ 3HTY31a3MOM OTHOCSTCA K IIPOEKTaM,
KOTOpSBIE IPHHECYT BHITOy HAIlMM KOMITAHUSAM.

23
MEI 3HaeM KaXIOro KJIMEHTa 10 UMEHH.

24

M= perysispHO o0cyxaaeM OM3Hec ¢ KITHSHTaMH.
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25 | MBI peryisapHO BCTpedaeMcs ¢ KIUEHTaMH B paMKax

BECHUS OM3HECA.

Source: Prepared by author
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Appendix 2 - Questionnaire about firm performance

Table 7 - Questionnaire about firm performance

Ouens OuYeHb
HHU3KO | HHU3KO | CpemHE | BHICOKO | BEICOKO
\ 1 | PenrabenprocTh mpopax (4kcTas npubbLIE/06myi HOX0n)
] PenTtabenbHocTh COGCTBEHHOrO KanmuTana (l{HCTa;q NPUOBLIL/COOCTBEHHEIH
2 | KanuTaJ KOMITAaHWH)
PeHTabenbHOCTS HHBECTHUIMH (YHCTas NPUOBLIL/HAYATEHOE
3 | KanWTaAJIOBIIOXKEHHE)
4 | TeMnsl pocta 3aHATOCTH
5 | Temmbr pécra IPHOBLIH
6 | PerTaGensHOCTE
7 | Poct nonm peinka
Onepauyonnas 3¢ bexTHBHOCTS (CIOCOGHOCTD NPEATIPHATHS MPOR3BOIUTS
8 | HPOMYKIMIO C HANMEHBIIMMHY 3aTPATaMH)
9

KagecTBo mpeiocTaBnAeMoii IPOXYKLUHY U YCIyT

Source: Prepared by author
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