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ABSTRACT

Organic agriculture is an emerging industry of Waide economy, a result of the increased awareofethe general
public about the negative effects of the intensiag of doing agriculture on the health conditiortted population and
the continuous deterioration of the environmenewNbusiness models and marketing mechanisms shuwaild
developped for biodiversity conservation. An analysf business biodiversity landscape, considegagtors and
activities of potential business opportunities niifeies 'biodiversity-friendly' agriculture (‘'sustable’, 'green’ or 'eco-
agriculture’) as a successful sector in near-fuRmmania, with a positive socio-economic impacte Hinowth of the
cultivated surfaces and the organic consumptiomease at EU level has been considerable thesedémstdes,
especially in the developing countries, where ttganic food market has reached 10-12% of the $atigls of the agri-
food products. Romania has been facing the chakemd this evolution after the EU accession. Unfoately, the
development of this industry is slown down by thekl of coherent studies able to provide reliabka d@out the main
EU/national funding resources and state-supporsuorea to sustain the farmers and food producer&sShbrking in
the organic food industry may now develop their dwand and improve their export competitiveness,itsinot an
easy task because of the traditional eating halbiésconsumers behavior trends and the difficultiegromoting the
healthy food approach. Our survey conducted withnyoung population, attempts to reveal the comsarbehavior
determinants and provide specific informationtirtsa larger public project to arise the orggnicducts' awareness .

Keywords: organic agriculture, ,biodiversity-friendly” agutture, agri-food products, consumer behavior
determinants, organic products awareness, ecotgigirie

1. ROMANIAN AGRI-FOOD PRODUCERS AND ORGANIC FOOD CO NSUMPTION IN ROMANIA

Organic food and farming systems are a promisirtjianovative means (Niggli et al, 2008) of tacklithg challenges
facing the EU in the area of agriculture and foaddpiction. Organic production has stimulated dymamirket

growth, contributed to farm incomes and createdleympent for more than three decades now. At theestime it

delivers public goods in terms of environmentaltection, animal welfare and rural development. remnore, the
innovations generated by the organic sector haagepl an important role in pushing agriculture amaldf production
generally towards sustainability, quality and lagkrtechnologies.

According to the definition provided by FAO (Foodda Agriculture Organization) and WHO (World Health
Organization) inAlimentarius Code“organic farming represents a full system of plneduction process management,
which contributes to supporting and strengthenihg tesistance of the agro-ecosystem, including iveosity,
biological cycles and soil biological activity”.n lother words a European agricultural, market-deiéncompetitive
sector, ust be created that might improve living eorking in rural areas, that might comply withoglopractice for the
environment and preserving habitats, bio-diversityl landscapes. Moreover, farmers should take antmunt the
consumers’ requirements regarding food quality sadfety.

Starting with 1991, growing consumer demand foraaig food and the consequent increase in orgaoidygtion has
led to the adoption of strict EU regulations. Bhsa the rural development policy as part of Commgnicultural
Policy (CAP) for the period 2007-2013, EU allocatedR 88,3 billion to the 27 member states for ra@velopment
projects.

Organic industry is currently one of the most répidxpanding sectors of the food industry in manyrdpean

countries, also in Romania. The quantitative gedbiexpand the cultivated area by organic metlamdisto create an
internal market for organic products. Romania h&sgopportunities for the promotion and developnt#rorganic

farming due to an agricultural area of 14.8 milllectares and unpolluted soil.



Based on the data provided by Padel et al.(20@8[Etlropean organic market grew by more than 102006 and that
was worth approx. EUR 14 billion. However, there aonsiderable differences in trends between theuscountries.
In 2006, production in most old member states actsalifor up to 13% of the total farming land; 08 million
hectares were under organic management in the BlUh{iflion hectares in the whole of Europe).

Consumption of organic food is 4.5 to 5.5% of thilfood market in countries such as Denmark, Zsland, Austria
(see fig. 1). While, the area of organic land hggsaaded rapidly in many new EU member states abasein EU
candidates and potential candidate countries, aitiual growth rates of up to 100%, the consumggeals are still
low in these countries (< 1%).

The business with organic products on the Romamiarket, although growing from one year to anotheabout 15-
20% still marks a very low volume compared with wisahappening in Germany, UK, or Hungary and Palan

About 3% of the total food market in Germany, is
The Eurapean Market for Organic Food 2006 represented by organic products, while in Romania
they are below 1%. Regarding the production, thig i
Germany | sa00 | delivered to the European markets and in a very
k! o= small amount it is sold on the domestic market ihat
Ialy | 1's00 fueled by imported organic products. Therefore, the
France 1'700 sales on the foreign market can go up to around BUR
Switzerland 754 50 million, of which most are raw materials,
Austria =20 according to the information provided by the
Netherlands 460 Romanian Ministry of Agriculture and Rural
Denmark 434 Development, while in Romanian stores
:;g:..r: . 2:;9 autochthonous organic products are sold for only
ohere e EUR 4-5 m|I_I|0ns. _Nearly 95% of the crop _
; - L - L - production, including honey, and 80% of the animal
° rooe soon oo 400 =000 origin nature - and milk derivates - goes to export
Million Euros . .
Soure: Agromilagno Rase arch, FEL RS/ Univarsity Wakas and 2 WP malnly I.n the EU .
Romanian consumers do not ask for organic food
Fig.1 The European Market for organic food because they do not know much about these
products.

It is quite right that the EU logo was created iftentifying an organic product on the shelves, tarisumers do not
know this logo because it has not yet been promdtede add to this the price of these products thaeeds by 30%
at least, sometimes going up to 100%, the priceasfventional food, perhaps we can easily understaadow
percentage of the organic food market in Romania.

Romania has an area of about 143,000 hectarediezkréis being viable to be cultivated with orgapioducts.
Although the land cultivated in ecological systesreight times higher than in the following sevearge according to
the Ministry of Agriculture, the figures are curtignless than 1% (0.94%) of the agricultural aréa&Romania, 14.82
million hectares, compared to the 3.7% in the EeampUnion.

In Romania an issue, which slows down the markeivtlr, is the lack of farming subsidies and projeotaccess EU
funds for ecological agriculture. The local orgapioduction is far below the European average.0®82 according to
the Ministry of Agriculture, Forestry and Rural Beepment database, the cultivated ecological aa 8%, higher
than in 2007, reaching 220,000 hectares. In lirth wie National Development Strategy of ecologegiliculture in

Romania the cultivated area will reach, by the efd2009, 300,000 hectares, which would representd%he

agricultural area of the country. The number ofamig operators registered in agriculture has irsrddy over 9% in
2008 compared to the previous year; thus, in 2@ dperators were recorded and in 2007, 3800 tgyerd he vast
majority (93%) of those registered last year isrfed of producers and the rest are merchants aggsors.

In order to achieve the quantitative goals, essablil by the National Strategy for Export and ushweyvalue chain
analysis, the critical success factors were redeglice, assortmentgpackaging-brandingindavailability.

The achievement of the export target is linkedtteoobjectives (short and long-run term) that kealp to improve the
competitiveness of Romanian organic sector in titgr€. Some of those objectives are:
* increasing the number of operators who receivenfird support from the Romanian Government
Program;
» increasing the production of organic farming



» developing the role of NGOs in promoting the heakhks of organic food

» increasing the number of exporters actively invdlire the program for trade development of the oigan
sector

» helping organic farms to become better known ordidmestic and foreign markets;

e sustaining the small farmers association to codeei@ improving the marketing activities designed
especially for organic products;

e increasing the local processing units and sustgitiia foreign direct investment;

» developing the investments in export related tortinal areas production;

* increasing the number of new companies involve@xporting organic products or primary processed
organic products;

* developing the processing capacity in specificlagioal agriculture

* improvement in term of products and added value

» diversification of the exportable cultivated spsc{gegetables, fruits) and a range of processedupts
(bread, pastry).

Considering the above-mentioned objectives anddhakpossibility to achieve them in the future, vee conclude that
the Romanian market of organic products hit the wrh@f EUR 15 million in 2008, as compared to 20@en the
amount was of EUR 5 million, and for the presenaryestimation is EUR 20 million. The growth rateréally
promising, so one needs to think how to assocraentost efficient marketing strategies in ordemiintain constant
this growth rate.

In order to promote Romanian organic products enntiarket, the development of an efficient markétrded strategy
at macro- and micro-level is supposed to start giitidying the needs and the drivers of consumeaheh

2. BUSINESS BIODIVERSITY MODELS: ‘BIODIVERSITY — FR IENDLY" AGRICULTURE

Biodiversity protection is a priority issue of tB@iropean Union environmental policy. The integmatid biodiversity
considerations into other important policy areashsasagriculture regional development, fisheries, energy, trartspor
trade, development aid and research, and espetodtlyild partnerships with businesses is a chgélesf our times. It

is also important to meet the Countdown 2010 biexdiity target - ‘to achieve a significant reductafrthe current rate

of biodiversity loss’, and at the European Unioud gan-European level, an even more ambitious tartpetit the loss

of biodiversity’. Can the 2010 biodiversity target be met? Yesonly with an emerging consensus about what needs
to be done and with a major shift in thinking abthé role of business in biodiversity conservation.

Biodiversity is defined asthe variability among living organisms from all soes including, inter alia, terrestrial,
marine and other aquatic ecosystems and the eaabgomplexes of which they are part; this includarsity within
species, between species and of ecosystéwiierld Resources Institute 2005). First of dliodiversity is of strategic
importance for the business sector, because ibiging the raw materials and natural assets fanyrenterprises. Of
course, this is most obvious in cases where prdéifsend directly on healthy ecosystems, such aswtem, which is
expanding at a rate of 20-30% annually, comparél 9%bs for the tourism sector as a whole. But we atsist consider
positive effects abiological productivity in agriculturgforestry, fisheries, pharmaceuticals, food preicgsetc. At a
fundamental level, all economies and all businesisg®nd, directly or indirectly, on biodiversitydaits component
resources. Biodiversity is similarly recognizedthre Millennium Ecosystem Assessment as the fouonatif all
ecosystem services, which in turn support and pt@eonomic activity and property.

Let's not forget the indirect benefits in terms @dological, aesthetical and ethical value. Corgorattions on
biodiversity can help companies to distinguish thelves from competitors, while also involving retes, investors,
employees, local communities and others. At pretfentissue of public image is becoming crucial bosinesses if
they are to compete successfully for customers.yMammpanies have realized the necessity of meghiaiy social
responsibilities to implement sustainable practaas limit their impact on the environment.

We can define Business Biodiversity concept‘@smmercial enterprise that generates profits thgbuproduction
processes which conserve biodiversity, use bicddgisources sustainably and share the benefitsiragiout of this
use equitably’(Building Biodiversity Busined®eport 2008).

The business case for biodiversity is easy to mdien a company depends directly on biodiversitygerate (the case
of nature-based tourism), but examples can be foumther business sectors, where greater biodiydssassociated
with lower costs, increased productivity and higpegfits:

» Biologically diverse soils are generally more prative for agriculture
« Marine biodiversity is associated with increaseadpictivity of fisheries;



» Crop genetic diversity is a key factor in maintaipidisease resistance and yields
» Diverse tropical forests are prime locations in abhto find novel genes and compounds for agricaltur
industrial and pharmaceutical uses.

The Building Biodiversity Report 2008resents an analysis of business biodiversitydeage, considering sectors and
activities of potential business opportunities ‘agdiversity-friendly’ agriculture sustainable forestry, business with
non-timber forest products, sustainable fisheriésl aquaculture, carbon sequestration in biomasgsersred
protection, bioprospecting, eco-tourism, biodiviersiffsets, biodiversity management services, @waal hunting
and sportfishing. Let’'s analyze in detail the moatelbiodiversity — friendly’ agriculture. Terms eh as ‘sustainable’,
‘green’ and ‘eco-agriculture’ are widely used tesdgbe environmentally-friendly agricultural prass, which often
also have positive socio-economic impacts. The ptam of biodiversity-friendly agriculture tends itovolve some or
all of the following practices:

» Creating biodiversity reserves or sanctuaries omga

« Developing habitat networks around and between garhis can include the creation of ‘biological
corridors’ that connect areas of significant biealsity.

* Reducing conversion of wild habitat to agriculturg increasing farm productivity and by protecting
priority areas, such as watersheds, forest frageneimers and wetlands.

e Taking marginal agricultural land out of productiand assisting regeneration of natural habitats.

* Modifying farming systems to mimic natural ecosysseas much as possible.

* Low-input or less environmentally damaging agriotét practices, focusing on reduced erosion and

chemical or waste ‘run off’, through ‘zero tillagglanting techniques, contour ploughing, use of
vegetation and trees as windbreaks, use of legumispecies, etc.

» Sustainable livestock practices that range from ifiemtl grazing and pasture management systems to

promoting the incorporation of trees and other tatign into livestock grazing areas.

Various labels and certification standards areduse distinguish farms that adopt such practicesnfr
conventional agriculture, such as ‘bird-friendlghade-grown’, ‘conservation’, ‘sustainable’, ‘orgal and ‘fair trade’.
These and other practices have the potential tosdaded-up significantly and, depending upon howy thee
implemented, to enable agribusinesses of all s@esomote biodiversity conservation.

The Romanian SME'’s, oriented to the eco-agricultanel the organic food production, must developesrtbhwn
business biodiversity model starting from the laratural potential, and continuing with a conceng@dtcommon
development strategy referring to the eco-agriagtproduction, organic food production, branding daexport
strategy. From the SME’s perspective there areeast two reasons for their increasing interest igamic farming.
First it is Mac Sharry reform, adopted in 1992, endvhich are implemented the so-called accompangiegsures
which involves the separation between market paiog income support, through the compensation tectly support
farm incomes. The second reason is linked to thesipidity of higher financial returns for farmerstmucers in a
saturated market. Organic food production seemscdastitute an interesting and attractive marketheic An
important role should be played by the SME's aisgmmns in their effort to access EU funds for exgriculture and
conservation of the environment.

There is a growing demand for organic foods dribgrconsumers’ perception of the quality and safétthese foods
(Vindigni et al., 2002) and by the positive impadtorganic agricultural practices, so Romanian SNksuld take
advantage of this economic trend. From the margepioint of view it is important to understand wbgnsumers
consume a certain level of organic food, when ttlggnge their consumption pattern, what their mstiaee, how the
consumption of organic food can be enhanced.

3. GENERAL DESCRIPTION OF THE CONSUMER BEHAVIOR COM PONENTS - ORGANIC FOOD
CONSUMPTION AND ITS SPECIFICITY

Consumer behavior is driven by a significant humb&determinants, such as: economic, psychologwaltural,
social, more or less important in the everyday slenimaking process - buying food. Buying food igeay common
and repetitive decision that each of us must makejetimes we just buy a certain food product bexaus act
mechanically, going on the habits paths developedur childhood years. We have learned what toaadthow to
prepare our food from our family, and we are cheg$ood products based on our repetitive previasibns.

Having this in mind, the associated educationat@ss becomes important if it is intended to chgremple’s feeding
habits, to shift them from regular food product®tganic products. We will provide arguments aldoaw organic food
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producers can market their products, not only usiaditional marketing methods and techniques bainty using
educational campaigns to change the consumerspioa of organic food.

Let's consider some important findings about meataivities that occur in consumer’s decision-mgkimocess.

The findings have shown that most mental procespesate at an unconscious level. We are scarcelgcomus of a
minimum part of our brain activity, but also we tligrknow that our brain makes decisions before veg mealize it,

i.e. before we are consciously aware of makingddsgsion. According to Michael Gazzaniga “our misdhe last one
to know about the things” and he adds “the illusaey (the mind) only becomes aware of the facts timatbrain has
really computed.” (Gazzaniga, 1998his explains why most of the time we don’t know wé do what we d&\ new

marketing concept flourished — neuro-marketinge-wiay to influence the consumers decisions befag éven notice,
providing them with products they feel attracteciRavlovian way. But that is a different story, fidore complex and
challenging to explore - maybe later, in the neturk.

Therefore, language can only partially report asthprocesses, especially if we accept that thehuorain often uses
non-linguistic systems of information processing,shown by Kosslyn and his collaborators through ttfeory on

mental images (Kosslym, Pinker, Smith, Shwartz, 91 9rtells, 1996). Sweet talks delivered in the omrcials make

us think that if we use a certain cosmetic produetwill be endlessly young.....no wrinkles, no grerhno fat....do

we really buy the product chasing for this imagei®f..endlessly young?

Gerard Zaltman (Zaltman, et al.2008), a marketirafgssor at the Harvard Business School in hisessfal book —
“How do consumers think” lists some marketing esror

* To believe that consumers think in a lineal, wetksoned and rational way:

* To believe that consumers are able to explainyetsir mental processes and behavior
e To believe that consumers’ memories accuratelyessmt their experiences

* To believe that consumers think in words.

Modern consumption theory states that the act nfemption is not limited to a simple economic pigtto a trivial
act of merely materialist satisfaction. Consumpfiorolves a symbolic relationship of meaning andsss with goods,
and it is a linking and differentiating instrumeatvards the others. Within this context “havingbnks as a principal
source of identity: acquisition or possession ojeots of consumption contributes to the symbolitergion of the
“self”, to the achievement of the self-concept. Way distinguish between the real (who | am nowsgpeal concept
and the ideal (who | would like to be) personalaapt. (Hawking, Best, Coney, 2004).

Then, a psychological benefit is a positive judgetrtbe consumer can make of him/herself at selgctiying or
using a brand of a product or service. People hayproducts not only with practical purposes, s @sychological
purposes, specially in order to increase or mairtfa¢ positive appraisal of his/herself —concepif{ssteem). In this
way, psychological benefits are associated to lwapdobably due to an identity built around itsribtttes and
communication.

When we make a purchase decision, we rationallysiden the functional attributes of the product/ggrvand the
image characteristics of its brand, compared te®rottompetitors and substitutes. A list of possipégchological

benefits is endless, since directions of self-fimiéint are endless, too. However, every causal yhefopersonality and
the motivational models of behavior coincide in thet that the multiple reasons that core humaratieh may be

reduced to a quite limited list of factors, andeat even deeper level, to few basic “super-factéusg{er 1996,

Livingston, 2004). The list of motivators used wisbe powerful, to be creative, to be producteféicient, to be self-
confident, to be worthy of confidence, to be alolédach others, to be attractive, to be intelligemtfeel protected, to
be able to take care of others, to feel relaxedeaebunique, exclusive, to be generous, to bepede admired, to feel
free, to be strong, to be worthy of luxury, to beaaventurer, to be loved/valued, to be able te,|do be a winner,
successful, to feel life under one’s own control,bie morally honest, to be responsible, to berprising, hard-

working, to be active, to show solidarity, to faek good mood ....

Some of these determinants of the consumer’'s behave involved in shaping also the organic foodstoners
behavior, with some specific patterns. In ordereeeal this specificity we should compare the béraef consumers
when they need to chose between traditional andnicgood. What makes them decide to buy organici?ols it
anything relevant changed in their perception, Kedge, motivation and that makes them to decidéavour of
organics?
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4. ORGANIC FOOD VS TRADITIONAL FOOD - ANOTHER POSS IBLE PERCEPTION OF
CONSUMPTION

People are concerned more and more about thethkstatus related to food consumption. The chditasconsumers
make when they buy food have become nowadays niffieult than one could even think of a few yeaigoaAn
enormous quantity of products, a wide range of fomahds surround us, new shinny packs smile atams the store
shelves and we are looking puzzled and are tryingnake the RIGHT decision in terms of; caloriesceyr food
ingredients, dangerous E-s, and finally, if we anare of, will we think if it's an organic food ant? But, really, how
many people in the EU have knowledge about the éinplathe organic/non-organic food on their heailttd their body
functions?

Consumers often perceive organic products as reptiag an environmentally-friendly mode of prodaaotias well as
having certain intrinsic quality and safety chagaistics.

Organic products have now entered the mainstream foarket across Europe, but it accounts for leas 10% of
total spending on food. Nevertheless, it is stiBignificant component of the food market and is@®a continued
growth path in many EU countries.

We must question ourselves what are the decisiddramahoices that determine when or if consumersdyganic? If
the organic market is increasing there is a needystematic and scientific examination of the emner behavior
process and the choice between organic and nomiorgeoducts.

Investigation and analysis of consumers behavi@ted with organic food consumption is well repreed in the
literature on consumer behavior. Studies mainly$oon the complexity of factors which drive fooeferences and
even some authors have proposed models which attengategorise and integrate ethical and environiatesalues
among relevant factors.(Siskos et al., 2001).

A European project - Condor_(http://www.condor-arigeorg) - was run for 3 years between 2003-2006; the
CONDOR project brought together a multidisciplinéegm from eight EU countries to examine this tofiicombined
the development of methods for the segmentationoosumers based upon values and elicitation of tfégctive
(emotional) associations and moral concerns. & sigolved building a theoretically-based consumhecision-making
model. This model was tested in several EU membses and on selected consumer segments. The alesesar
interacted with over 8400 consumers across Eurofitd up databases of consumer attitudes, vakmstional and
moral concerns in relation to organic food.

But, more or less scientifically proved, emotionaypan important role (Laros & Steenkamp, 2005) nvinee make
decisions concerning food. Emotions are expectetifter across people, across cultures and sosiedied to have an
impact on our food consumer behavior. So, wherevwauate traditional versus organic food, we caah fiear that a
certain food will make us ill, so, instantly we &¢hat product. The same food can elaiigerto someone else who
might confront the seller of the product. Mosttleé time, food is supposed to make us feel goaaltabte must be
pleasant, the flavour rich, all our senses mugtdlighted when we eat, for example, chocolate. €erpeople are not
so keen to buy chocolate, not because of theiriem®mostly because of their habits and food timastand culture.

Scientists have proved that emotions play a pdatiuimportant role for newer types of food thdaimed health
and/or sustainability benefits. Three main groupthis category were identifiedjenetically modified food®rganic
foods and functional foods So, it's essential to know how consumers feel uabthese new ways of
producing/processing, to identify how we can imgréive awareness of the young generation on theteyngbenefits
of organic food consumption, and to reveal the ni@nds of organic food industry in the followingahdes.

A study conducted among 645 Dutch consumers redethlat a wide range of emotions driven the consigner
behavior; genetically-modified products elicit sfigantly more of the negative emotions and lessttaf positive
emotions that regular food. When confronted with genetically-modified, people feel especially veigcontented
and worried. Consumers are significantly more nesyéense and less content and thrilled when th¢nki functional
food when compared to regular food. Organic foacitelless calm feelings, happiness and peacefsilttem regular
food. It does, on the other hand, cause more matahope and less irritation than regular foodrdlsa Steenkamp,
2005).

Knowing the complexity of the buying decision-makiprocess, when it's about organic food we neegifiiore also
the market characteristics and trends, to be sean apportunity for SME’s to do business on thiskat.
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Having in mind that the consumers’ decision-makingcess is really complicated and a lot of varialale involved in
it, we explore the possibility to merge the reskdnedings with the practice of the food industrnydrder to be able to
propose a realistic curriculum development to piteva proper education for the young generationeminng food and
organic food, in particular.

5. CASE STUDY ON ROMANIAN CONSUMERS BEHAVIOR IN REL ATION WITH ORGANIC FOOD

In today’s Romania the market for organic produstgrowing every year, but despite the constanwgrdrend, the
market niche is still low, below 1%.

Farmers and organic food producers seem to unddréite potential high benefits coming from orggmioducts and,
more and more, the organic land areas are expenNiemy challenges and also opportunities are comamdor the
Romanian SME’s in order to support them in thefor$ to export organic agri-products and orgaoid products.

The inner market could be a proper start for a komhpany, knowing the local consumers’ behaviorekation with
organic food should give them enough informationutthow to produce and sell the right organic potslin order to
meet their needs and expectations. The SME"s malezn should be to built and manage a powerfuidrand secure
their future not only on the Romanian market babain international markets.

Romanian consumers like to eat, they enjoy richlsnalbng with the family and most of their incomeeg to food
buying. Habits, cultural inheriting, social influses shape the consumers behavior and we woulddikaow in what
extent the young generation is welling to adopt fiéestyle and new food products. Are they prepat@decome
aware of the organic food and his benefits fortibdy health? Did they need to be educated in $etetod not only
by taste, price or calories? How they perceiveettistence of the organic food?

Having in mind such challenging questions, seveddleagues from th€entre for European Studies and Mobility
Spiru Haret University, prepared and conductedraesuamong 1034 consumers, all over Romania, trigngveal the
characteristics of the organic food consumers’ bielnaand to gain knowledge about consumers’ atéitu relation
with organic products. The beneficiaries of thedgttindings will be the Romanian Association of @ngc Farming
and the Minister of SMEs and liberal professiondiiclv are involved in the Second Export Nationalat&gy
development.

With a sample of 1034 respondents, the data oltaindar from 534 respondents were analysed usisiy Istatistical
methods (chi-square, correlation analysis ...). €eluation of the first stage of the surveys mssehabled us to
present an estimation of the behavior determinéaush as attitude and perception). The provisioesililts indicated
that people are aware of what is happening to thér@ament and the ecology issues and most of éspandents
perceived that organic food is healthier.

The main objectives of the study are:
= acquiring knowledge on consumer attitude in refatigth organic food;
= identifying factors that might influence the decisimaking process;
= investigating the influences of the consumer’s sat@mographic characteristics on the organic food
purchasing process.
The ultimate goal is to better understand consumetivations for buying organic food products sottR@manian
organic producers could develop more effectivetestlia marketing planning.

The survey was conducted using personal intervimainly based on a questionnaire with structuredsties,
offering a set of response alternatives such asipteithoice, dichotomous or scales.

The questionnaire was pre-tested on a small grdustuents to identify or remove potential problerihe

respondents were selected from a predefined safrmiee using a probability sample technique (sim@edom

sampling without replacement) and they are comingnfall the 40 counties of the country, due todbatribution of
our distance learning centres that are locatedath aifferent county. The respondents were askefilltap the

guestionnaire and to return it immediately to thgearch team representative. The data collectigninitgated in June
2009, the amount of completed questionnaires rededo far was of 534 units which were entered énctbmputer for
analysis and to provide provisional findings. Wéineate to finalise the study shortly and to be ablgublish the
results before end of September.

The questionnaire was designed so as to coveolioaving aspects
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first part was designed to collect general infoioratgeneral interest for the environment and esoafng,
the awareness of the benefits of organic food),

second part was dedicated to obtain informationuaitbe buying behavior and the potential influences
motivation and attitude in relation with organiogucts and their prices (What do you choose? Whgrac
food? What stops you to purchase? What kind ofroeggou prefer, fresh or processed?),

third part is an attempt to provide informatioroabthe extent of the informed consumers, can thefine
correctly organic products? And last part of thedgtis for providing socio-demographic discrimiatiof the
sample population.

The main variables included in the research and pfwwisional findings for them can be summarizede(do
restrictions imposed for the paper length) as fedi@or further details see Appendiy:A

* 82% of the respondents are interested in the eimalblgackground of what they eat and 74.7% declared
that they consume organic food on a regular basilsonly 46% of the respondents are truly confitle
that Romanian organic products are genuinely oogani

» beliefs about product safety for use, benefitshealth: 44.43% said that organic food preventsagert
diseases and 32.13% find them tastier. So, weeetleat respondents are associating the tastethgth
health benefits of organic food, in their effortidentify real organic food not always labelled pedy (an
eco-label was imposed in EU but in Romania it does apply for fresh organic products such as
vegetables and fruits). When the respondents wekedato describe organic products (open-ended text
guestion) the answers were: HEALTHY PRODUCTS — @8dtations, NATURAL PRODUCTS — 112
guotations and PRODUCTS WITHOUT ADITIVES, CHIMICALS8IO E-s — 145 quotations

* awareness on government action and support: themagsrity of respondents 77.53% said that theestat
support for organic farming and organic food prdducis insignificant, and a lot of actions shotdé
implemented in the near future.

« availability of information on organic food for tlgeneral public: information is collected from thg
(61%) and the radio (16%), websites (33.7%) andtgdi sources (51.87%).

* intention to purchase organic products in the fuiarhighly significant, the respondents will bugne if
the assortment is more diverse (30%), if the supekets offer a higher range of organic food onrthei
shelves (49%), if the organic food price is low2®.06%) — the percentage were calculated from the
responses given to a multiple choice question)

» the need for an educational campaign in order twedse the general public awareness on organic
products consumption was indicated by 81.86% opardents. They actually think that a specialized
course must be introduced in the school curriculum

Analysing the provisional figures we explored a fewrrelations between variables and we found otatré@sting and
significant dependencies between variables, su¢foatirther details see Appendiy:B

a)
b)
c)

d)
e)

consumers’ age is not a determinant that couldiémite the decision-making process, young or oldwmers
are equally concerned with eating healthier prasluct

government’s action is a major factor of influermeeconsumers behavior; if the involvement will iase the
people will be more oriented to purchase and coesoiganic products.

the consumers’ confidence in Romanian organic pidis a highly significant factor, which influerscéhe
organic food consumption.

better information (Q12) will increase the consushégvel of confidence in the Romanian organic prcd.
several multifactor analysis reveals much more altoel determinants of the Romanian organic conssimer
behavior, and furthermore we need to process alttiiected data. In Appendix B a provisional craralysis
and multifactor analysis is provided in order tokenaur point.

Despite the data collection difficulties, the stwdil be finalised and the final conclusion will Ipeovided to all
interested stakeholders.

6. CONCLUSION

The study is interesting because it reveals theomepmponents of consumer behavior in relation vdthanic
products, and it is a strong argument to develogpahmarketing strategy to support the market imeeeand to sustain
the Romanian export of organic fresh and processgdnic products. On the other hand, it highlightteel need for
specific information and specialized courses oihgsawareness on the benefits of organic food acopsion. The
SMEs should join forces into a common effort to malkeir voice heard in the line of organic food doehe rising
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public interest on this issue. Extended explanatimd emphasis on the advantages of consumingioriga should
make the object of advertising campaigns and/@ompany training or symposia.

REFERENCES:

* Angler,B(1996), Introduction in the personality ding, McGraw Hill,

e Barna, Cristina, 2008, Re-thinking the role of mesis in biodiversity conservation, MPRA Paper 12596
University Library of Munich, Germany

» Bishop J., Kapila S., Hicks F., Mitchell P., Vorki€., 2008, Building Biodiversity Business, Sheil. ILtd.,
IUCN, p.24, 30 — 127

* Gazzaniga, M. (1998), El pasado de la mente, EdesBello

» Hawking D, Best R., Coney K. (2004) , The consuberavior, McGraw Hill,

e http://www.admapmagazine.com/

e http://www.consumerpsychologist.com/

e http://www.countdown2010.net (What is the 2010 biedsity target?)

e http://www.marketingmetaphoria.com/

e http://www.warc.com

e Kosslyn S, Pinker S., Smith G., Shwartz S(1979)niifications of the mental images, The Behaviafal
the Brain Sciences,

» Laros F, Steenkamp JB(2005), Emotions in consurabatior: a hierarchical approach, Journal of Biusgne
Research, vol 58, 2005, Elsevier, www.sciencedicent

» Livingston G. (2004), Emotions vs Emotional bersefih Marketing, New Orleans, QRCA (Qualitative
Research Consultants Association),

e Millennium Ecosystem Assessment 2005, Ecosysteds-Haman Well-being: Biodiversity Synthesis, World
Resources Institute, Washington DC, p.18 (www.maorep

e Niggli U, Slabe A.,Schmid O., Halberg N., Schlutdr (2008), Vision for an Organic Food and Farming
Research Agenda-organic knowledge forr the futtk®AM Regional Group European Union (IFOAM EU
Group) and International Society of Organic Agriaut Research (ISOFAR), July 2008,

» O’Shaughnessy J, O'Shaughnessy N, 2003., The niagkpower of emotion, New York, Oxford University
Press Inc.,

» Padel, S., Jasinska, A., Rippin, M., Schaack, 0. \atiller, H. (2008), The European Market for Orgakbod
in 2006 in: Willer, H., Yussefi-Menzler, M. and ®msen,N. (Eds.) (2008) The World of Organic Agticre.
Statistics and Emerging Trends 2008. IFOAM, Bomd BiBL, Frick

» Siskos, Y., Matsatsinis, N.F. and Baourakis, G (Q0Multicriteria analysis in agricultural markeginthe case
of French olive oil market, European Journal of @gienal research, vol.130, p.315-331.

« Taflinger, Richard F. , Psychology of Consumer Bédra(source: the Internet — http://wsu.edu)

e Vindigni G, Janssen M.A., Jager W(2002)., Orgamodf consumption- a multi-theoretical framework of
consumer decision making- Britsh Food Journal, .M@, nr.8, p 624-642, Emerald,
http://www.emeraldinsight.com/0007-070X.htm

*  Why does conserving biodiversity matter to Eurofrisinesses? — Natura 2000, no. 24/July 2008, p.4

e Zaltman G, Zaltman L.(2008)., Marketing Metaphowhat deep metaphors reveal about the minds of
consumers, Harvard Business Press.

15



APPENDIX A

1. The interest for ecological background of the faotigh (82%) among Romanians

Pie-chart representation of ‘aspectul ecologic’

2,06%
15,54%

-Non—respons

-da
[nu
. N°. ans. Freq.
aspectul ecologic
| __Non-response | 83 | 1554%
| 9a | __. 440 |  82,40%
nu 11 | 2,06% pA0%
TOTAL OBS. 534 100%

2. Does the consumption of organic products becomahith The answer could be YES if 74.7% of the
respondents are eating organic products on a aegalsis. We can assume that respondents are ailyt re
aware of the definition of organic food, they ma@nfusions between organic and homemade products,
presuming that homemade food or the productiom@lisfarms are entirely ecological.

Pie-chart representation of ‘consum produse alim'

9,74%

15,54%

[ Non-respons

W da
[CJnu
. N°. ans. Freq.
consum produse alim
,,,,, Non-response | 83 | 1554%
,,,,,,,,, da__ | ___399| T74T2%
nu 52 9,74% 74,72%
TOTAL OBS. 534 100%

3. Regarding the awareness of the government actimhs@pport, a vast majority of respondents 77.58%ea

that it is an insignificant involvement of the gomment in supporting the organic farming and orgdaod
production in Romania.

Pie-chart representation of ‘implicatia statului'

15,54%
[ Non-response

| B
6,036 L]
T . N°. ans.| Freq.
implicatia statului
,,,,,, Non-response | 83 |15,54%
da 37 | 6,93%
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 77,53%
nu 414 (77,53%
TOTAL OBS. 534 | 100%
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4. The availability of information on organic food ftte general public is not satisfactory. 40.45% tbay the
information is insufficient to be able to make arect purchase decision, but 44.01% disagree. Ttheake of
non-response could be associated with a lack ofrimdition.

Pie-chart representation of ‘informare in domeniu'

15,54%

[ Non-response

.da
40,45 Dnu
N°. ans. Freq.
informare in domeniu g
. _Non-response | 83 | 1554%
,,,,,,,,, da |  235]| 4401% 44,019%
nu 216 40,45%
TOTAL OBS. 534 100%

5. The main source of information for consumers aredb¢umentaries (61%), radio(16.1%), websites (38)71
and other printed sources (51.87%). The figuresat@acted from a multiple choice question, resgonsl are

asked to indicate 1-4 sources in order to determimeh are the most accessed sources:
326 61,05%

51,87%

33,71%
22,47%
15,73% 16,10%

Non | emisiu | emisiuni | site | carti | reviste
response niTv radio [ziare

o

6. The consumption intentions in the future are sulj@several aspects, such as: lower prices (29 .96%re
markets for fresh veg&fruits (17.79%), a wider rangf organic products on the supermarket’s shelves

(49.06%)
L . N°. ans.| Freq. N°. ans.| Freq. N°. ans.| Freq. N°. ans.| Freq. N°. ans.| Freq.
motivatia consumului (rank 1) (rank 2) (rank 3) (rank 4) (sum)

Non-response 87 | 16,29% 380 71,169 54 10,11%o 12 2,29% 87 16,49%
”””””” pretularfimaimic | 159 | 20,78%|  of 0004 Q¢ o000%  f o019  1p0  29,9p%
| pretwlarfimaimare | 11| 206%| o o004 = d o004 b o,ooE) ””” 1 2,04%
”””” ar exista mai multe piete deschise | 75 | 14,04%| 20| 375 o o000% P o000k  P5 17,7p%
| ar exista mai multe produse ecologice in supermtarie 202 | 37,83%| 47 8804 13 2435 o oodw 262 49,06%

TOTAL OBS. 534 534 534 534 534
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Pie-chart representation of 'motivatia consumului'

14,15%

Non-respons
pretul ar fi mai mic
I:l pretul ar fi mai mare

[ ]ar exista mai multe piete deschise
.ar exista mai multe produse ecologice in superntarke

12,60%

26,02%

1,79%
15,45%

7. The trust in Romanian organic labelled food as @@y organic is low, only 46.82% of respondents sure
of it and 37.08% are not.

Pie-chart representation of ‘increderea in prod e'

16,10%

[ Non-respons
W da
[ Jnu

° 37,08%
. . N°. ans. Freq.
increderea in prod e

Non-response 86 | 16,10%
[ da | 250 | 46,82%
T 108 | 37,08%
TOTAL OBS. 534 100%

8. The vast majority of the respondents (81.84%) adhe¢ a specialized course should be included @ th
primary/secondary school curriculum

Pie-chart representation of 'necesit.cursurilor i'

2,62%

15,54% Non-respons

lda

[nu
. o N°. ans. Freqg.

necesit.cursurilor i

,,,,,,, Non-response | 83 | 1554%|
,,,,,,,,,,, da_________|___437 ] 81,84%]
nu 14 2,62%
TOTAL OBS. 534 100%
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APPENDIX B: Correlational Analysis

1. Isthe consumers’ age important in shaping therést for organic products? NO

Q1 organic products interest x Q21.respondengs a

arsta respondentulu| intre 20 35 intre 36 50 peste 51| TOTAL
aspectul ecologic

fffffffff da | 255, 164, 20| 439
nu 8] 2] 11
TOTAL 263 | 166 | 21 450

The dependence is not significant (Chi2 = 1,94; &f 1-p = 62,02%)..

2. Is organic product consumption dependent omgtvernment involvement? YES,

Q3 organic consumption x Q16.government implarati

implicatia statului [ Non ' da ' nu TOTAL
consum produse alim | 'ésponse l
Non-response | 1 0] 83
777777777 da |  [i]i 34  364| 399
777777777 nu | o' 2! 50| 52
TOTAL 83 | 37 | 414 534

The dependence is highly significant (Chi2 = 580 = 4, 1-p = >99,99%).
3. The purchase intention is hardly influencedh®ymonthly income of the consumer.

Q6.purchase intention x Q24.monthly income

venitul lunar |sub 700 lei intre 701 ! intre 12011 peste 3000 TOTAL
motivatia consumului 1200 | 3000 |
pretul ar fi mai mic 27 | 75 | 55 | 159
77777777777777 pretularfimaimare | @] [l ]| 11
777777777 ar exista mai multe piete deschise | 16! 50, 28,  [i| = 95
| ar exista mai multe produse ecologice in superntark¢ 34 1 1291 g8l  [1| 262
TOTAL 80 | 255 | 177, 15 527

The dependence is hardly significant (Chi2 = 14d3G- 9, 1-p = 87,77%).

4. The confidence in Romanian organic productshighly significant factor which influences orgamond
consumption.

Q 14.confidence R organic x Q3.organic food corsion

consum produse alimf  Non da ; nu TOTAL
increderea in prod e response l
Non-response | | 0 86
777777777 da | o] 281 19| 250
777777777 nu | o' 165! 33| 198
TOTAL 83 | 399 | 52 534

The dependence is highly significant (Chi2 =522d = 4, 1-p = >99,99%).
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5. The confidence in Romanian organic productsghli significant, influenced by the degree of krledge that
consumers acquire in the field.

Q14.confidence in R organic products x Q12.extékinowledge

informare in domeniu Non ; da ; nu TOTAL
increderea in prod e response l
,,,,, Nonresponse | B3], 3,  [o]] 86
da O] - 185 1 9B - 250
777777777 rill]”””” ”””67} 77 121 198
TOTAL 83 | 235 | 216 534

The dependence is highly significant (Chi2 = 580df = 4, 1-p = >99,99%).

6. Multifactor analysis : The organic products agmgtion is a variable whose variance can be exgthithrough
the following variables: confidence in R .organiogucts, government implication, need for educatind finally
consumer’s monthly income.

cl c2
cl 396 -
c2 - 51
i1 231 19
i2 165 32
il 33 2
i2 363 49
nl 390 44
n2 6 7
vl 65 6
v2 179 30
v3d 141 11
v4 11 4

i1
231
19
250

26
224
245

42
119
81

i2 il
165 33
32 2

- 26
197 9
9 35

188 -

189 34
8 1

29

90 17
71 10
7 2

i2
363

49
224
188

412
400
12
65
192
142
13

nl
390
44
245
189
34
400
434

67
206
148
13

n2

13

6
7

5

8
1
12

vl v2
65 179
6 30
42 119

29 90
6 17
65 192
67 206
4 3
71 -
- 209

v3 v4
141 1
11
81
71 7
10 2
142 1
148 1
4 2
152 -
- 15
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TAxis 2 (16.0%)

dDa T peste 3000
° [ |
[ ] 1 M *
[ ]
¢’sud 700k lei e ¢
da. ® o o

L] . ..
Axis 1 (+19.5%) Axis 2 (+16.0%)

POSITIVE nu +34.3%|da +35.5%
CONTRIBUTIONS o +32.8%|peste 3000  +13.6%
peste3000 +11.7%da +11.5%

o +7.0%|sub700lei +9.89

o +0.1%[nu +6.1%

'sub700lei ~ +0.0%da @ +0.0%

NEGATIVE da -5.6%|nu -14.6%
CONTRIBUTIONS da  -44%|intre 1201-3000 - -4.0%

da 7% -3.0%
lintre 1201-3000 -1.2%intre 701-1200  -1.2%

da 0% -0.4%

intre 701-1200 0.0%da -0.2%

Note: The analysis will be continued and the final feswill be provided to whoever is interested.
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ENTREPRENEURIAL MOTIVATION IN COTTAGE INDUSTRY -AC ASE STUDY IN
THE SILK INDUSTRY OF ASSAM (INDIA)

NIHAR RANJAN KALITA , S.B.M.S. COLLEGE

1. INTRODUCTION

In India, Cottage industry refers to “one whictcaried on wholly or primarily with the help of mesrs of a family
either as a whole or a part time occupation”. Tdwation of cottage industry is restricted in vikago it is regarded as
village industry also. Basically village industya part of small scale tiny industry. ‘Fixed capitivestment in a unit’
has also been adopted as the criteria to makendtisth between small scale and village industry farde scale
industry since the inception of first Industriallipg of India on 1948. In the Industrial Policy sment 1991, the
Indian government considered that a small scaltenuay have the investment in plant and machingryousix million
rupees and for the tiny unit the limit is up tomillion rupees. However to make the distinctionrenolear between
small-scale and village industry, the Governmerg beought a change in the terminology that is usegefer small
scale and cottage industry. In 2006, the Governnoérindia enacted the Micro, Small and Medium Epitises
Development Act (MSMED Act) which provides the firever legal framework for recognition of the copice
“enterprise” (comprising both manufacturing andvagss) and integrating the three tiers of theserpnise i.e. micro,
small and mediumSo ,the term village industry/ cottage industrpésng replaced with the term micro and small scale
enterprise ( MSES) to sort out the conceptual afiesiand for clarity. Hence forth we would also tise same term to
mean a cottage industry.

Worldwide, the micro and small enterprises haventsezepted as the engine of economic growth. liajrile MSEs
play a pivotal role in the overall industry econowiythe country. It is estimated that in terms afue, the sector
accounts for about 30% of the manufacturing ousmd around 33% of the total export of the couniifye major
advantage of the sector is its employment poteatiédw capital cost. The labor intensity in MSEs is estimated to be
almost 4 times higher than the large enterpriseialis a labor surplus country having almost 65%sopeople living

in rural area. So MSEs play a significant role facilitating employment opportunity to rural peopla 2004-05,
village industry alone has given employment to féion rural people.

Since 1991, India has initiated a new industrialugeunder the policy of Liberalization and Prization. Opening up
of Indian economy through reforms have given twgsthe industrial scenario of the country. Durihg post-reform
era, total number of small scale units has incieedsmm 1.95 million in 1990-91 to 10.81 million amdimber of
employment has also touched a new height i.e 3hiRi6n in 2006-07°

The contribution of small scale industry (SSI) sedbwards export is also increasing at a faster darring the post
reform era. On the ground of statistical bandwagos,clear that micro and small scale sectorreasstered growth in
terms of production, employment and export. Butlmother hand the number of sick industry in gf@sod reveals a
complete different picture. At the end of March 20there were nearly 1.71 lac sick or weak indabtrhits on the roll
of scheduled commercial bank. Surprisingly mom@nthi.67 lac of these units were in the small seatgor which
constitute about 98% of their total number. Twojangroblems responsible for the sickness of sraalll tiny
industries are lack of availability of adequateditieespecially working capital and problems asated with marketing
of products! In this respect, Small scale Industry Associatemarked that the main problem of sickness of ssualle
and micro industry is that they are not able teaffely market their products in the absence ahbdrnames and
superior advertising power of large scale indusbgminance of medium and large scale industry & iew free
economy has made MSEs unviable. Removals of vapoaigction measures of SSI in the free economy lyiven a
jerk to the survival of MSEs. The same is trueasecof Assam also.

! Dhar,P.K., Indian Economy-Its growing Dimension45

2 www.kvic.nic.in

% Dhar,P.K., Indian Economy-Its growing Dimension4®7

* Dutta,Ruddar & Sundharam,KPM, Indian Economy,pg-66
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2. ABOUT ASSAM

Assam is the pioneer state of the North-Easteriomneip India, whose economy is full of potentia@ii The state is
located in the far north-east part of the countiye area of the state is 78523 sqg. kms. as aghmsbuntry’s total area
of 32,80,483 sqg. kms. Thus the state constitu@s Rer cent of the total land area of the courRpulation of Assam
stood at 20.66 million as 2001 census. The stat®uimded by Bangladesh on the west and south averysnear to

Myanmar on the east and to Tibet, Bhutan and Chmahe north. The economy of Assam can be descilsedn

underdeveloped one and characterized by poverdysinial backwardness, unemployment, paucity afastfucture,

untapped natural resources etc. The state is lgdgghind other states in regard to industrial dgwelent. This is due
to absence of large investments in industry dupregeding plans and Assam’s geographical isolafitve. industrial

sector in the state has been centralized aroune soajor industries, i.e., Tea, Jute and Oil. Thiawe of private

industrial investment in Assam is very poor duéavy risks involved in the investment. These ratkesboth natural
risks, arising through natural calamities like fipalroughts and political risk as the state itise#f border state

It needs no emphasis that absence of industrialdgment in Assam is both a cause and an effedeafth of local
entrepreneur. An industrial culture is yet to tékeroot in the heart of the indigenous people es#&m’ Though the
state is lagging far behind than the other pdrth@country in relation to industry , traditiohathe state is known for
its rich indigenous handloom, handicraft produatsdpced in various tiny and cottage industry. Vasialuster of
production at local level were existent in differgrart of the state. As per information made awééedy Khadi and
Village Industries Commision, Assam (KVIC) therera/ao. of families in Hajo and Sarthebari produdimgss-bell
metal utensils, in Barpeta dealing with ivory aireé fvorks, cane and bamboo furniture in differeattp of the state.
But the remarkable feature of these once-very -fesvindustries are that they are almost non-existrresent.
Various causes including dearth of capital, raweriak etc can be assigned to their collapse. Bainthin reason of the
non-existence of these home based industries ksdfentrepreneurship in the second generatiomhefentrepreneur
family. It is noticed that most of youth from thediness household of these industries are reluttacerry on their
traditional businesses in the adverse situationratiter opted for different business or governnjent It is the silk
industry of Sualkuchi village where the same lod@es not hold good. The village is popularly knoas “The
Manchester of India” for its unique handloom pradespeciallynulberryandmugasilk cloth.

3. SILK INDUSTRY OF SUALKUCHI: A PROFILE

Sualkuchi is a small census town. It consists af tewenue villages, i.e., Sualkuchi and Bamun-Sugikstanding on
the north bank of the mighty river Brahmaputra 32 Kvest of Guwahati, the capital of Assam. The twabined
revenue villages or census towns popularly knowSwedkuchi covers an area of 12 sq. km, 4km frost sawest and
3 km from north to south to the bank of river Braputra. It provides residence to 21,252 local peepkluding the
migrant weaver and other laborers as per 2001 sekBawever inclusion of the migrant would incretis® number up
to 50,000 at present. As a matter of fact Sualkuwasd a “craft village” having severebttage industries till the forties
of the last century. Besides the handloom industilypressing in the traditionaghan in the Bamun-Sualkuchi,
goldsmithy of the Sonaripara, pottery in the Kunaagoarea in West Sualkuchi comprised some of thtagm
industries. The industries other than handloonmare almost extinct and all the artisans have takesilk weaving as
a profession, even the fisher man of river side &ave given up their traditional profession aremaup silk weaving
as the main source of incorhe.

® Dhar,P.K., The Economy Of Assam, pp-36-37
® Baruah,R.K., Financing Small Scale Industries,1@P-
" Baishya,Prabin, The Silk Industry of Assam,pp-63
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Table No-1: Facts of Silk Industry, Sualkuchf #

Sl 1961 1971 1981 2002
No.

1. Total No. of

looms 1200 2165 2998 16717
A Pat | - 1359 2680 12688
B. Muga | = ----- 806 318 2645
C. Tasar |  -——- |  w— | 1384
2. No. Of
Households
with looms 1077 1478 2968
3. Average No. Of
loomsper | - | - | - 5.63
family
4. | Employment 33924
A. Loom
Owner |  — | - | 4715
B. Hired
weavers | - [ e[ e 13827
C. Family
weavers | @ - | e | eme-- 5341
D. Helpers | - | e e 7770
E. Yarn
reelers | - | - | e 2271
5. Fabric
Producton | = - | - | - 3million sq.mtr
(per year)

The data of Table-1 reveal that the number of loomwSualkuchi has increased by 5.57 times in 2002 €981 and the
household having looms have also gone up by 2stiibe average number of looms per household witeamore
than 2 in 1981, but in 2002 it increased to 5.63family. This is a clear picture of growing importance it sdustry
in Sualkuchi though the country’s economic envireninis not conducive for micro entrepreneur. Tretogis progress
of this cottage industry in the era of intensivenpetition of large-scale industry has given a sdopehe researcher to
study into various matter of surviving factor oétimdustry in a non conducive environment. Wen@eissociated with

the village for last 30 years have noticed immesrsteepreneurial capabilities of villagers to kelegpirt business going on
against all odd.

In the context of this unique characterisbicthis village industrywe have proposed a case study among the rural
entrepreneur of Sualkuchi village with the follogiabjectives:

1) To analyze the factors that have motivated rurapfeeof Sualkuchi to enter into the business.
2) To prescribe some suggestion for improving entmegueal ability among village people of India ireth
context of global competition. (65% of people dhie in village of India.)

4. SAMPLE DESIGN

The family business of Sualkuchi’s silk industryshgot tremendous importance at present due tarige lemployment
absorbing capacity and low cost of production peit of output in a comparatively capital and tealogy deficient
society. It is to be mentioned that due to absaid8overnment jobs and weak industrialization biasthe north-east
region (NER) of India, micro and small scale entsg play a vital role in shaping industrial sedtthe region. The

® Ibid,pp-75,128-129
# These facts are the results of a project and woiténis paper worked as a supervisor in the pidigtanced by
NEDFi, Guwahati, and it is the first comprehensitady of the industry.
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population of Sualkuchi village is around 50,000liding migrant laborer. The village consists wbtrevenue village
under thred?anchayat(Local government) namely Ea3anchayatMiddle Panchayatind WesPanchyat For the Study
we have followed the division of Chuba (locality)tbe village. In every locality youth entrepren@at crossing 40 years
of age were found out and a proportionate sampte welected out of total youth entrepreneur ingebuba or locality.

Age 40 is taken as a cut off age by consideringdbethat even at the time of opening up the eognthrough reforms
the person attained at least twenty years in 1B@Wvever care has been taken that in any case savh@ particular

chuba is not exceeding 10% of total sample. Thaoise to give equal representation to youth entregur of all area of
the village and to avoid biasness in the surveyhisn way we have selected 200 samples from théhyentrepreneur of
the village. A questionnaire with suitable quessi®a judge the entrepreneurial motivation was preghand distributed
among those selected youth entrepreneur of thegeilunder the supervision of seven well trainedvemators. Another
guestionnaire was also canvassed among somdeskRacessful entrepreneur of the village to emakh the facts
aired by young entrepreneur of the industry. Tte=aecher individually collected information of tlyjgestionnaire and
met people directly to collect information to magtidy more comprehensive and accurate. Howevisr worth to

mention that judging or measuring motivation iniagustry particularly in a cottage/ village indystcan not be done
correctly by using methods that we follow in ca$amodern, large scale industry. For that, prolattgchment to the
local people is an utmost necessity. The reseatulmably admits that staying almost 30 years inwlage and having

looms in his own home have given him ample scaperderstand the business as well as entreprempeoperly.

However in judging and analyzing the facts, thelya® tried his level best to maintain neutralibyget the result perfect.

5. HYPOTHESIS AND METHODOLOGY

The study is purely analytical and confined to mpimeduction center of silk cloths including tradiial Mekhela
Chadar, Sare€” etc of Sualkuchi. In the study it is hypothesitieat in Sualkuchi

I) Society assumes entrepreneurship as good anddahef
1) Family having silk business encourages their cbildo enter into the same business.

By its very nature, the topic, analyzing of exppatentiality of silk industry entails exposition wital and intricate
areas of silk production of Assam through a comgnsive and schematic investigation based on collpand

collection of field data duty blended with the sioouse of book knowledge. Thus our study would dset) on data
obtained from both primary and secondary sources.

6. DATA INTERPRETATION AND FINDINGS OF THE STUDY

As it is mentioned in the Table-1, Sualkuchi’'s ditidustry has registered positive sign of growthtHia era of intense
competition of liberalized era; the village indystrccupies an important role in the industrial pietof the state. Due to
some inherent features of MSEs like low productiapacity, high cost of production and absence llihgecost, they
can not compete with large scale, multi nationainpany (MNCs). Worldwide, micro enterprises are rigcthese
problems of incompetence. So they are either fotoedtop functioning or to modify structure to lageir original
identity. Considering the growth of Sualkuchi’s tegfe business as an exceptional one and entrepianactivities of
young generation are solid,we have done an analjtfisthe accumulated data to examine the hypatkdsfact. The
findings after scanning all details are listed kelo

6.1Early-age Entrepreneurship

In a factor driven economy, growth of eadiage entrepreneurship is common. However in axesds of India as well as
in Assam, young people are more attracted to wtler job due their perception about agriculturel &usiness are
troublesome and problematic. Backwardness of agmieuiand absence of basic infrastructure with éuadite technical
education, inadequate capital have compelled oahg generation to get absorbed in jobs whictuire less hard
labor but provide financial security to himself afadnily. Inability of Government to provide emplogmt has created
lots of socio-economic problems particularly thetgem of militancy in backward region of the cowntrlt is well
known thatnorth-east region of the country is the hot bedeoforism. Present youtbf the region are attracted to
terrorist group who provide alternative engageniretthie name of revolution. In many villages of assthis phenomena
is very common. However the economy of Sualkudhage is strong enough to provide alternative esgpient
opportunity that results almost zero rate of yopénticipating in militancy. New generation of thidlage value their
business and go to participate in it without angosel thought. This fact can be established withhilp of Table-2.

® Mekhela-ChadarA two-piece traditional dress material wore Assamese woman

% saree a five meter long single piece dress materialenmy Indian woman.
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Table-2: Entry Age Group of Entrepreneur

Entry Age group No Of % to Total
Entrepreneu

15-20 11 5.5%
20-25 105 52.5%
25-30 39 19.5%
30-35 40 20%
35-40 5 2.5%
Total 200 100.00

In the Table-2, it is observed that the businessege#es more attraction to the age group of 20€28. of 200
entrepreneurs 105 entrepreneurs (52.5%) had sta@dentrepreneurial activity as early as in w20 to 25 years
of age. Again the no. of entrepreneur that takeentpepreneurial activity at the age group of 258939 (19.5%). If
we add both the figure, it come out that out of 20frepreneurs 144 business man started theirdassat the age
group of 20 -30! Obviously this is very tender adeheir life. This fact reveals that entreprenefir Sualkuchi are
motivated to enter into business at very early @fgeheir life and it signifies that they are entgyiin to the business
not out of frustration of not getting any Governmgab rather have high dream with their businesshe Table -2, it
is seen that only 2.5% of business man started Hegiture at the age of 35 and afterwards. Agais itoticed that
even at the age group of 15 -20 also 11 entrepresteuldered upon the duty of entrepreneurshipéir family. This
is a really peculiar fact. This data shows thatrea person without finishing their school educatmtered into the
business. Generally no cottage industry showskihi of trend of early-stage entrepreneurship isaks. So the case
of Sualkuchi’s silk business need proper examimadiod for that, motivating factors should be vedfi

6.2 Motivational Factors to Enter in to the Enterprise:

Motivation refers to the way in which urges, drivdesires, striving, and aspirations or needs ticemtrol, or explain
the behavior of human beirt§jin simple term motives are expressions of a pessgpwals or needs. Motives are the
background prompter to carry on entrepreneurialviggtand thus occupy a significant place in detiing
entreprenrial capability and shaping businessudttis in a society. It can be developed throughitrgiand education.
As number of rural people is more than 65 peraeiihé country’s total population ,it make a casgite importance
to rural entrepreneurship for balanced regionaketigyment, generation of employment and optimum afskatent
resources. Because of such importance, emphastseleasgiven for improvement of rural industriegwrery industrial
policy of India. However, rural entrepreneurshipniarred with various problems. One of the majodiag is growing
negative attitude among rural people regarding aréerd small enterprises as number of them are iitb@eresick or on
the verse of collapse. In the post-liberalized &rdian youth are more attracted to the jobs ofisersector. In fact it
recorded a quantum leap. Unprecedented growthsfofniation technology, computer software, and mational
company have lured young generation to high incohe. The same trend is also observed in Assamihatiral as
well as urban areas. Exodus of young people oufsédam, particularly to metro cities to seek job beeated vacuum
in the society and it has major socio-economic equences. But in contrast, young generations ofk8ciai village
are showing a different attitude against the natidgrend. Instead of getting away, they are showeingttachment to
their age old traditional business. The data ofdasing no. of looms and local entrepreneurs hlready established
the fact. So in the study, we have enquired abmifdct and tried to find out the causes of moitieayoung generation
to take up entrepreneurship profession though therenumber of problems attached to the busindsxeTare several
motivational factors that generate positive enthsisi among local youth to enter into the busineks. ilfformation
regarding their motivational attributes is summediiin Table-3.

™ McClellan, D.C., The Achieving Society.
2 Kanka,S.S., Entrepreneurship Development,pp-40
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Table-3: Factors to Accelerate Entrepreneurial Actvity

Entrepreneur’s Ranking Weighted Rating | Rank

Fa_ctprs To start Business One Two Three | Score
Activity
To Earn Money 23 17 35 138 11.50 |05
To carry out Family Business | 76 45 32 350 29.17 |01
Being Sualkuchian 17 33 30 147 12.25 |03
Motivated By Family Members 28 30 27 171 1425 |02
No other option 20 28 18 134 11.17 |06
Influence of Training 3 2 6 19 01.58 | 08
To be Self dependent 14 25 10 102 08.50 | 07
Influence of Success Stories [of
other Entrepreneur 19 20 42 139 11.58 |04

Total 200 200 200 1200 100.00

Under the present study, the entrepreneurs weredaskrank in order of preference, any three oégifactors. The
factors of motivating them were ranked by weightedre by according 3points to the factors rankest, f2 points to
the factors ranked second and 1 point to the factmked third. On the basis of the percentagetaf weighted score
of each factor overall ranking is made. From th&ssification, the factors to carry out family mess have got first
rank. It implies that a prominent compelling factdithe entreprenure is responsibility of carryfagily business. And
thus signifies that the society is successful tnmmte its value on the business to attract newnlessi man from their
own cult. On the basis of weighted score, the sg@trongest preference is given to family backgdouhhas been
found to be the most prominent factor that effdotsnation of attitude towards entrepreneurship.sThict is highly
significant among the silk producer of Sualkuchil gmescribed an answer to the other industry basety to revive
their sick industries .Another motivating factorr fthe entrepreneur is the feeling of being sualiarthamong
themselves..This is a extra-ordinary reason tovrat#ipeople to take up entrepreneurial resportsibiiat come out in
the study .The feeling of being Sualkuchian hae #d some service holder of the village to ownnlsoso they can
sell silk clothes among colleagues and their famigmber and earn some extra money. It signifieh héegards of
locale people to the business and so the strerigtfedndustry. “No other option” factor ranked tixn factor list and
thus shows that most of the entrepreneurs entatedbiusiness not out of frustration of not gettjog. The fact is
supported by early-stage entry factor also. Anostertling fact of the study is the absence of frimaining among
the local entrepreneur. Training is consideredngmoirtant tool to encourage rural people to embat&rerise. For that,
Indian Government has established various indusgiggific institutions to provide necessary expertiad training in
the rural area. However contrary to the establighelief , Sualkuchi’'s entrepreneur had set an glarthat even
without formal training entrepreneurship can bedied provided the society viewed the businessigctas profitable
and rewarding one. In the survey it is revealed amdy 15 entrepreneur (7.5% of total sample) haaeived training
from different training institute likéAssam Samabay Resham Pratisthational Institute Of Fashion Technology (
NIFT), Sualkuchi Fashion Technology(SIFT), Cent&ilk Board etc. Instead of training, young entrejewa were
more fascinated by success stories of other silinless man of the village. Possession of matesséta like real
estate, luxurious car and high standard of livihgame entrepreneur have indirectly attracted yogergeration to the
business. It is to be recalled that large scaldytion of silk cloth have given more profit tons® entrepreneur and it
result inflating money power of them in the societyhen simple man turn to be a big businessmanaking
entrepreneurial activity within a short spun of ¢inm front of young people they accepted them &s mmdel. As a
result they conceive the idea of doing the saménbas later on. With it they envisage to gain mmaney power,
improve standards of living etc. In the survey 8.8#ighted score has registered the factor; to Bedespendent and
thus ranked eight in the rank chart.

6.3 Influence of Family Occupation:
It has been found that family occupation have adalirmpact in the building of entrepreneurship aghgauth of village

people. An individual's socialization takes platehame, at the place of education and in other rgshef interactiori?
Family back ground along with parental role moded been found most prominent factor that affectly sacialization

13 ‘Goel, Vohra, Zhang & Arora, * Attitude of Youfflowards Entrepreneur and Entrepreneurship, WorRager No
2007-01-06,pp-6

27



and hence formation of entrepreneurship. Fromrfermation of the present analysis, it is found flaanily having silk
business are often lead their male child to takéhapentrepreneurial activity that too at theyvearly stage of life. The
result of family occupation is shown in the Table-4

Table-4: Family Occupation of Entrepreneur

Family Occupation | No. of Entrepreneur % to Total
Agriculture 7 3.5
Service 34 17.0
Silk Business | 102 51.0
Weaving 20 10.0
Shop 18 9.0
Trade 10 5.0
Others* 9 4.5
Total 200 100.00
*Other occupation include Bonded lalitelpers etc

In the table-4, it is clear that 51% of entreprerieal 102 entrepreneur are having silk businegheis family occupation.
If we add figures of weaving and trade, the nungtands at 132. It is to be noted that weaving imdie@om as well as
doing trade of silk cloth is also connected wittk fiusiness of Sualkuchi. So total no. of entreptga having silk
business stand at 132 (66% of total entreprenefadm the figure it is clear that family occupatibas direct effect on
the youth entrepreneur of Sualkuchi. The econom@uwalkuchi is non agriculture and only 7 entrepueseare coming
from agricultural background only. Even it is foutldit these entrepreneurs are not originally frarall8ichi and settled
in the village whose fathers were migrant weavehasilk looms earlier.

6.3 Problems of Entrepreneur:

Hindrance of business stands as a bottleneck of@eheurial activity. General bottlenecks in tegalopment of village
industries are mostly financial constraints, laéktezhnical know- how , lack of training ,manageproblem, lack of
quality control, high cost of production, lack ofarket information, obsolete and primitive technglcand lack of
promotional activity** In our study we tried to find out what problemsigoentrepreneur of Sualkuchi have faced at the
time of starting their business. The informatiotietied is presented in the Table-5. As far asble@ms are concerned
under the present study, the entrepreneurs wesddekrank in order of importance, any three ofesegiven problems.
The ambitions marked by them were ranked by wetjbtmre. On the basis of the percentage of totajhted score of
each problem, overall ranking is madeAs it is observed in the Table -5, number onéjenm of the local entrepreneur
of Sualkuch'’s silk business at the starting pedbgenture is ‘shortage of capital’. In the ch@&8.08% weight- age has
given to this problem and it ranked No. 1. Sinighies of last century, the pattern of silk Indydtas taken a new shape
and it turned to be factory oriented rather thanfioed to family members only. New entrants to Iiusiness were more
interested to peruse business in large scale sting more capital and employing more labor. bt,fan the study also
we have found that though the average no. of lopenshousehold was 2 in 1981 the no of averagedoper family
gone up to 5.63 in 2002. In the survey we got &hsentrepreneur who owns loom more than 30 in tfagtory.
Obviously this necessitates more capital than tedgressor. Increasing price of silk yarn andrativ materials, doing
related works through hired labor have increasedatinount of investments per loom. However, in tiflage there are
only two nationalized bank (one bank has startegratpn only in March’09) with three branches and tother local
banks to cater the need of huge entrepreneur afthestry. Moreover these banks were not intecesd provide loan to
cottage industry due to high risks involved in it.

4 Khanka,S.S., Entrepreneurial Development,pp-29
!5 prasain,G.P.(Ed), Entrepreneurship And Small Scalestries,pp-45
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Table -5: Problem Faced By Entrepreneur at the Enty Time

Entrepreneur’s Ranking Weighted Rating | Rank

List of Problems One | Two Three score

Shortage of Capital 68 52 29 337 28.08 01
Shortage of Space 47 42 31 256 21.33 03
Non-Availability of labor | 36 57 63 285 23.75 02
Fear Of Loss 20 12 15 99 08.25 05
Lack Of Business Idea 07 03 12 39 03.25 07
Not Permitted by Family | 11 23 32 111 09.26 04
Others* 11 11 18 73 06.08 06

Total 200 | 200 200 1200 100.00

*Others include probléike not interested to business first”, “lack adrfidence” etc

Number two ranked problem of the entrepreneur li®rsge of laborer/ weaver”. The reason is obvioos the fact
that if everybody turns into entrepreneur instebdiarking as weaver in the loom there must be styatof laborer. In
the industry 72.13% of weavers are hired from distélages of the state. Sometime they do not cbaek from their
home after taking heavy amount as advance monepéowork. This has increased inactive looms initlceistry. The
third major problem according to the weighted scaréhe problem of space (21.33%). The small loosmers of
Sualkuchi are mostly using a part of the residéhtaise and they have no land to construct evesrdinary house as
work shed® It may be recalled that Sualkuchi is one of thiekly populated villages of India and the densify
population per sg.km is about 3334 as againsh#tienal average of 325 per sq. km! Because di sigavy density
of population those willing to have a separate warkd for looms can not construct it for want cicga Among other
initial problem, 11 entrepreneurs have given that thoice that their parents were not interesteallow their children
to start this business. Same feeling was alsal &fand 32 no. of entrepreneurs with the secodtlaind choice
respectively. Close enquiry of these entrepreneevealed the fact that some parent felt that tbkildren are not
matured enough to carry out entrepreneurial agt&é the business becomes more troublesome dagybysdome of
parent rather store big dream for their childrémeothan this business. However though they ihjtiaésitate to allow
them to do business later on they did not stogawige necessary help for the progress of the legsinOther problems
marked in the list are “fear of loss, lack of caolefince, lack of business idea etc. However thesklgms are very
negligible in terms of weighted score and thus pgdow rank in the problem chart.

6.4 Ambition in School Days

Ambition is the wrench of all motives. The intiems and initiatives of a man are motivated byHas/ambitions.
Ambitions in schooldays or in student life are atemsidered as motivational factors for entreprendélell conceived
notions, careful planning, calculated risk trainitignely decision making and swift execution make @ambition
meaningful and fruitful’” Apart from having motivation one needs to haveaspmity to fulfill their ambition. Some
people nurse an ambition and to fulfill the samianpand obtain necessary skills and facilities antieve their
ambition in a planned way? In this regard we have enquired about the numbemtrepreneur having ambition in
schooldays to increase entrepreneurship in Sualkiformation about their ambition at tender ageréquired to
know about the attitude of local people regardimgrtage old traditional business. In the followihgble.-6 we have
summarized the finding.

16 Baishya, Prabin, The Silk Industry of Assam ,14-

" Prasain,G.P.(Ed), Entrepreneurship And Small doalestries,pp-45

18 Indian Institute of Entrepreneurship, Problems Brmspects of Woman Entrepreneurship in NE regfocritical
Study,pp-35
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Table-6 : Ambition in School days of Entrepraeur

Sl. No Ambitions No. Of % To Total
entrepreneu
1 To Become A rich person 42 21%
2 To Be Highly Educated 26 13%
3. To Get a Job 25 12.5%
4 To be a responsible Familyl2 6%
Person
5 To be a businessman 93 46.5
6 To enter Into politics 2 1
Total 200 100.00

The information from Table -6 reveals that societySualkuchi accord high value to business whicheisg reflected
in the attitude of next generation. It is obserfredn the data of Table-6 that most of the entrepuers not entered into
business by luck or default. . Rather majoritytedh had a conceived dream to do silk business #iecechooldays. It
is quite natural that when a society gives moree/ab a particular industry or business, new bloftein tends to flow
into it. Out of 200 entrepreneur 93 (46.5% of tptaimarked that they had ambition to enter intk bilsiness right
from school days. 21% of entrepreneur had an @onbib earn money in their school days. Thoughaheas no any
instrument to judge how they planned to earn mobay,one can assume the impact of social surrognair social

influence in the mindset of growing kids. So theg also likely to be motivated by business actiaityeither family or

neighborhood. Education got third importance inmeiof number and percentage. It seems that presgm@preneur
were not much interested either for higher eduoadind job. It is worth to mention that non exiseid other once-
famous MSEs of Assam is mainly due to attractibwhite color job among new generation as theyegk secured,
less risky and socially preferable. But the simatdf Sualkuchi does not resemble with them. Pevltiajs the driving

force of Silk business of Sualkuchi.

7. ENTREPRENEUR’S FULFILLMENT OF EXPECTATION:

The main drive behind entrepreneurship is the ifioere of the entrepreneur that keeps them on agalhdifficulties
and uncertainties of business. As uncertaintie8/BEs are more than other industry functioning ie tountry,
entrepreneur’s expectation and degree of fulfillmef their expectation is an important determinémtgenerate
enthusiasm among business community. In Table-Gregs of fulfilment of expectation of young producare
enlisted.

Table- 7: Degree of Fulfilment of Expectation

Degree of No. of % to total
fulfillment entrepreneut
Fully Fulfilled 29 145
Partly fulfilled 130 65
Unfulfilled 36 18
No expectation 05 2.5
Total 200 100.00

Out of 200 entrepreneurs, only 29 (14.5% of total)ealed that their expectation in the business ity fulfilled.
The expectations of 65% of the total entrepren&80 (out of 200) are partly fulfilled. It is wortle imention that 90
entrepreneurs of 130 whose expectation are paitfijléd are from the age group of 20-30. Considgitheir age, we
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can come to conclusion that in future they wouldkndeard to fulfill their expectations. In the ansily it is found that
only 18% of young entrepreneur felt that their dneaare unfulfilled. On the other hand out of 20éhgkes only 5
business men disclosed that they had no any exjectat time of starting business. All of them hayifamily
background other than silk business and enterei ientrepreneurial activity in the age group of4®b-Personal
discussion with them reveals that they were maerésted to government job at first. Even 3 of theene cheated by
unscrupulous middleman who taken bribes to givegBuwent job.

8. CONCLUSION & SUGGESTION:

In an under developed country like India utmosedaas been given to encourage entrepreneurshipgammal people.
Various agencies have been set up to train youopglpdecause it is the only solution to neutrafimeun employment
problem in a country having one billion plus popida where 65% of them live in rural area. Sincééll9ndian
Government has been formulating policies to indeoé&repreneur’s capability among rural people anaviging
training through Entreprenueral Development PrognantEDP) through number of institution. In the heeast region
of the country including Assam, institutions likadian Institute of Entrepreneurship (IIE), Smalklsc Industrial
Development Bank of India(SIDBI), North Eastern usttial and Technical Consultancy Organization
(NEITCO),North-Eastern Development Finance Corporation Limited RE and different Government department
are assigned to impart education and training fussenentrepreneurial knowledge among common peblgeertheless
numbers of trainer have increased but the humbleentoepreneur have not increased proportionatety.the other
hand, in some cases it is seen that people arengdmiward to carry on their traditional businestaties without any
formal knowledge and training. After studying offdient aspect of young entrepreneur of Sualkudiage, we can
conclude that family and social influence is moitalin moulding entrepreneurship especially in miand tiny village
based industry. The chi-square test of provingcadbso revel the same result. The test showsythatg generation of
silk business family are prone to enter into thmesdusiness at the very early stage of life thanyibung people
having different occupation in their family.

The youth of business family perceives silk busirnes respected, rewarding and desirable profeasidmather shows
an inclination to the business at the very eadgstof life. Society and family’s attitude to thefession affects young
mind as well as their risk bearing capacity. Itnisticed in Sualkuchi that though new generation lacking any
entrepreneurship training , it is the social envinent that strengthen their mind right from the ngage to shoulder
entrepreneurial responsibility. On this ground, ea conclude that, class room based training ieictéve until and
unless their society does not perceive that busires respectable and beneficial one. So focusoofting
entrepreneurship should be more society centria thdividual specific. For that, policies have te formulated and
steps have to be streamlined to penetrate sotialdas of the country.

Revival of sick or dying MSEs is an unsolvablektavith burgeoning attacks of large-scale businB&sdoubt if
MSEs are transformed to an subservient of mulmati and large-scale industry, the present crisisldvbe averted
but it would vanish their unique character of pretthn. Instead of that if we follow the example itk business of
Sualkuchi where society itself has evolved an tastpower to boost their own business, the stinatiould be much
better for numerous sick and weak village industvidno generates employment to millions of peopléefcountry. So
it is strongly recommended to the Government tanghaheir views in connection with acceleratingremteneurship
in rural areas and following suggestions are pilesdrto improve the situations.

1) For stimulating entrepreneurship in rural area, @oment agencies should hold awareness camp, vapksh
with the participation of parents, children andesthvillage person. All should be allowed to taketpa
together so that every strata of society underdtamdelated facts together.

2) Instead of focusing on individual training programymmore attention should be given to include
Entrepreneurship as a subject in the school cuuanc@at the very early period of school life.

3) In the participatory programme, success storieieltdw entrepreneur should be highlighted to mahem
role model for other of the village or community.

4)  Government should construct comprehensive plarttiegdor the society as a whole and should emphasiz
to accept macro policy instead of micro one.

Implementation of these suggestions properly waglddify the importance of village industry once agi the days of
intensive competition in free and liberalized eowment. The need of hour for Indian MSEs are ndy capital,
technological know-how or else but a robust atétud village entrepreneur that face all hurdlesbo$iness. Hope
young entrepreneur of silk business of Sualkuchild/dill up that need in coming days too.
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ABSTRACT

In the new economy, competitive advantages of tt@ns are related to producing information andveoting it to
knowledge where firms can use it as a strategioureg for innovative activities to increase produtt. Society is
rediscovering entrepreneurship and its tool, intioma through increasing participation and growingportance of
small businesses in the economy. Furniture sestoné of the rapidly growing sectors of manufacmirand mainly
composed of SME’s. SME’s of the furniture sectarefavith several problems through the competitide kilesign,
quality, costs, production problems, qualified warrland marketing. The furniture sector is one ef $bctors where
design copying frequently occurs. This problem eaugesitation on firms to develop high cost inniweaprojects.

The aim of this study is to investigate the relagioip between entrepreneurship and innovation bait toles in
competition. Therefore the current situation of tinmiture sector is studied and the problems eeladb marketing and
competitions are highlighted. The relation betweanovation and marketing is analyzed together witie
entrepreneurial structure of the firms. In accomawith this, the effects of entrepreneurship @nitimovative capacity
of firms and perception of the firms about innogatfor competition and current innovative actioalsen by the firms
in product, process and organizational fields a@ened. The study is conducted through questioasdor survey
research, face to face with 350 randomly seleateallsand medium sized furniture firms registeredzmir Chamber
of Commerce. SPSS 15.0 program package is usatidanalysis of the questionnaires. According tofthdings of
the study, suggestions are listed for firms to coBre marketing problems based on the viewpoint astabns of
entrepreneurship and innovation.

1. INTRODUCTION

The increasingly changing global business enviramritecharacterized by integration, rapid technialgchanges and
growing competition and has forced enterprisesirtd hew ways of competing effectively. Society &liscovering
entrepreneurship and its tool, innovation, througiteasing participation and growing importancesiiall businesses
in the economy.

The aim of this study is to investigate the relagioip between entrepreneurship and innovation hait toles in
competition. The study addresses two main resagrektions:

(1) How are entrepreneurship, innovation and margeelated to each other in furniture sector?
(2) What are the crucial factors affecting the depment of entrepreneurship and innovation, and Hoes interaction
between them affect the competitive position offtiraiture firms?

This study is conducted in two sections. In literatreview, entrepreneurship, innovation and theraction between
them are investigated. In research design sectimmtgave approach takes place to explore the giggebetween
entrepreneurship and innovation and how marketifegid these factors in furniture sector.

2. LITERATURE REVIEW

In global environment, enterprises with greateregreneurship and innovative capacity will achiavieetter response
from the environment, by creating capabilities resbedo improve their competitive position. Entregership and
innovation are complementary, and a combinatiottheftwo is vital to organisational success andasuability in
today’s dynamic and changing environment; entregueship and innovation are not confined to thdahgtages of a
new venture; rather, they are dynamic and holipticcesses in entrepreneurial and innovative orgtaiss; and
organisational culture and management style areiadrdiactors affecting the development of entrepreral and
innovation behaviour in organisations. Thereforejrmovative and entrepreneurial organization needsnge of new
managerial and entrepreneurial capacities andsgkilhandle strategic decisions making by fosteadgptation to the
global environment challenges.
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2.1. Entrepreneurship

Describing the concept of entrepreneurship Dru¢k@85) defines it as “creation of innovations amcludes the usage
of resources and the usage of new possibilitiesatifation”. According to Irelaneat al., (2001), entrepreneurship
involves creating new resources or combining exgstiesources in new ways in order to develop amdneercialise
new products, move into new markets, and/or sermie® customers (Jatuliadveéné, Kucinskiere and Garuckas
2007:57). “Entrepreneurship, in its narrowest seimsglves capturing ideas, converting them intodurcts and, or
services and then building a venture to take tradymt to market” (Johnson, 2001: 138). The key el of
entrepreneurship include risk taking, proactivégd innovation (Miller, 1983; Zhao, 2005: 26).

Entrepreneurship encompasses a variety of facfarsording to Drucker (1994) systematic innovati@guires the
capturing and monitoring of seven sources of opymit: the unexpected; incongruities; process nésdijstry and
market structures; demographics; changes in peocepind new knowledge. Clearly, an innovative anttepreneurial
organization needs a range of managerial and eatreprial capacities and skills to handle innovatdatuliavéierg,
Kuginskiere and Garuckas, 2007:57).

Based on the studies of J. Shumpeter (1934), Brueker (1994), D. Jonhson 2001, F. Zhao (200152@dd others,
new development concept embracing capacities ajviative and entrepreneurial organizations coulddéfned as
follows:
» an ability to search for and identify innovativepoptunities that foster economic growth;
* an ability to create a technological environmeat fosters innovation and entrepreneurship;
» the ability to develop effective plans an suppomtems to implement innovation and commercialisatio
procedures;
» the ability to integrate research, design, and etanmkformation to convert new ideas and inventiamts
commercially viable innovations; and
» the ability to develop effective and realistic pedares for the evaluation of R&D projects in terofs
innovation, quality, and commercial value (Jatuki#ne, Kucinskiere and Garuckas, 2007:57).

2.2. Entrepreneurs and Small Business Owners

Entrepreneur is an individual who takes agency iaitdtive; who assumes responsibility and owngrsior making
things happen; is both open to and create to ngwetio manages the risks attached to the processwho has the
persistence to see things through to some idett#fied-point, even when faced with obstacles arfitdifies (Johnson,
2001: 137)Schumpeter (1934) identified entrepreneurship pi®eess of “creative destruction” in which the wiealf
the economy was enhanced via innovation and tmeduattion of new combinations of products, produttimarket
opportunities, supply sources or organisationaligesThis underlines the nexus between entreprshgurand
innovation. Within the context of small firms, tHéference between conventional small business owrsnagers and
growth oriented entrepreneurs is their propensityifinovation (Brockhaus, 1987; Carlaatial,1984;Mazzarol and
Reboud, 2008:224)Thus attitudes to innovation, risk-taking, stegteleadership, market changes and information,
organizational improvement, growth and the contithagainment of business development opportunities essential
ingredients of entrepreneurship.

The ability of most SMEs to survive, grow and gaetemew quality jobs increasingly depends on ttaracity to put
innovation at the core of their business stratagyoider to harness benefits from technological gkaand the
globalization of markets for products and resourbey issues influencing the success of innovatiithin small firms
are the personality of the owner-manager, thekilfiéty in the face of external environmental fes; the formality of
their innovation management processes, whether by a culture supportive of innovation, theirreitg of

resources and lack of bargaining power within miarkidadjimanolis, 2000Ylazzarol, Reboud, 200225).

2.3. Innovation

Joseph A. Schumpeter defined innovation as thingatp of a new production function. This definitioncluded five
specific cases leading to a new production func¢tiehich include: (1) the introduction of a new god@) the
introduction of a new method of production, (3) thygening of a new market, (4) the conquest of a seurce of
supply of new materials, and (5) the carrying did aew organization of any industry (creating anoyoly position or
the breaking up of a monopoly) (Schumpeter, 193éDkhiel, 2000:278).

Innovation thus has many facets and is multidimeredi The most prominent innovation dimensions lwamrxpressed

as dualisms: radical versus incremental; prodecsus process; and administrative versus techrualbgCooper,
1998; Zhao2005: 27). Product innovation, as the name sugggstiects change in the end product or serviderefl
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by the organizations, [whereas] process innovatipresents changes in the way firms produce endupts or
services” (Cooper, 1998 : 498).

Innovation can refer to new products or servicesy mproduction processes, new marketing techniqaed, new

organisational or managerial structures, and mag @volve technology, intellectual property, besis and physical
activity (Sundbo, 1998Mazzarol and Reboud, 2008225). It can be either incremental or radicahature (Cooper,
1998), and while it is commonly associated withngfigant improvements in product or process tecbgi@s, it can
also encompass relatively modest enhancements wfahemall firm applies technology or techniques rfNaand

Smallbone, 2000Mazzarol and Reboud, 20@25). In fact some of the most successful innovestihave involved a
synthesis of existing technology into new dominamtduct or process design (Tushman and Nadler,)198& main

aims of innovation are economies in developmentscaeduced lead-times, and increased predictalofioutcomes
and better internal and external organisationaigrdtion (Dodgson, Gann and Salter, 2002: 54).

Companies spending funds on research will quickigws that applied research is successful if and dntile new
product or process is commercialized at a proftwHjuickly this diffusion process occurs is liketydepend on how
well the innovation satisfies the customer’s erigtproblems, whether it offers a relative advantager existing
products and services, how easily the new produptacess can be adopted and its operation legraht users, how
compatible the new technology is with existing ctenpentary technologies already in place, and whettne new
innovation can be trialled and evaluated prior tto@ion (Rogers, 1976, 199%azzarol and Reboud, 20@226).
Innovation from new technology may offer a way ngprove product, improve delivery timing, allow regd pricing,
and so forth to gain market share through increaatss. If market share is important and increasiagket share is an
objective, then implementing innovation from newheologies is often a choice to meet that objec{MeDaniel,
2000: 283).

2.4. The Conceptual Relationship Between Entrepremeship And Innovation

They all demonstrated incremental innovation, ptigaly to market dynamics, and a willingness toetafisks if
necessary (Slevin and Covin, 1990; Zhao, 2005: &htrepreneurship continuously looks forward andatzs
opportunities, thus stimulating the generationnofoivations. Entrepreneurship and innovation aréimoous processes
in organisations, and that entrepreneurship anolviation are complementary in enhancing businedsmpeance. They
all demonstrated continuous pursuit of opportusitie develop new products, new services, and nestomers.
Briefly, entrepreneurs seek opportunities, and vations provide the instrument by which they mighicceed.
Corporate entrepreneurship often refers to thediiction of a new idea, new products, a new orgainisal structure,
a new production process, or the establishmentnefivaorganisation by (or within) an existing orgaation. As Herbig
et al. (1994: 37, 45) have observed: “Innovatiaquiees three basic components: the infrastructheerapital; and the
entrepreneurial capacity needed to make the fivetworks”. Innovation is the specific tool of ergreneurship by
which entrepreneurs exploit change as an oppoytdoit a different business or service. There iscansiderable
overlap between entrepreneurship and innovatiomiikgo 1999, Sundbo 1998; Zhao, 2005: 28). Innomatias to
address market needs, and requires entrepreneifrghfpto achieve commercial success.

Entrepreneurship and innovation are positivelyteglao each other and interact to help an orgaaisab flourish.

Entrepreneurs themselves do not consciously inepta¢y seek opportunities. These opportunitiestarse that larger
firms either ignore, seek not to produce, or carpiotsically create or manufacture due to bureaisctandencies
inherent in all large organizations. The entrepoerdoes not in itself guarantee innovation. Theegreneur must
necessarily be independent minded and individialigndividualism is highly related to innovatiorhrough

entrepreneurs and the creation of small enterp(ldesbig, Golden and Dunphy, 1994: 39). Meeting ardeeding the
changing needs of customers, and an emphasis dretimar and the development of new markets shoulthbeey

management and entrepreneurial strategies. Moreavehe current turbulent economic environmergyeloping

organisational capacity to acquire, create, accatepyhnd exploit knowledge should be an esserntetkegy in gaining
a competitive advantage through innovation. A getrdtegy depends on effective execution, and #igiires an
appropriate system, a capable staff team, a widgeraf skills, and an encouraging and supportivaagament style
that fosters an innovative and entrepreneurialsgdional culture.

3. METHODOLOGY

Furniture sector is one of the rapidly growing sestof manufacturing and mainly composed of SMBBIE’s of the
furniture sector face with several problems throtiggn competition like design, quality, costs, praihn problems,
qualified worker and marketing. Turkish furniturector is composed of small businesses withrmittent -job shop-
production method. However, within the last 10-Ians medium and big scale businesses started dperations
besides small businesses. In general, Turkish tiumisector production is defined as job shop prtdn. In this
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method production is made with incoming orders fribra customers, thus no stock problems appiead, (Toksari,
2006: 109). The furniture sector is one of the amsctvhere design copying frequently occurs. Thisbfgm causes
hesitation of firms to invest and to develop higlstdnnovative projects.

3.1. Research Design

The aim of this study is to investigate the relagioip between entrepreneurship and innovation hait toles in
competition. Therefore the current situation of theniture sector is studied and the problems eelab marketing and
competitions are highlighted. The relation betweanovation and marketing is analyzed together witie
entrepreneurial structure of the firms. In accomawith this, the effects of entrepreneurship anitimovative capacity
of firms and perception of the firms about innogatfor competition and current innovative actioaken by the firms
in product, process and organizational fields asened.

Questionnaire form is composed of five sectionstha first section questions about the firms innfuure sector

concerning their production strategies, export pidés and sales are placed. In the second seetitmepreneurial
characteristics of the firms are searched throilghtiscale questions. Within this context likecake is composed of 5
options i.e. 1- | strongly agree, 2- | agree, 3rl aot sure, 4- | disagree and 5- | strongly disaghe the third section
guestions about the marketing mix decisions andamentations of the firms take place. And in tharfo section

likert scale questions composed of 5 options akedage. 1- Very important, 2- Important, 3- Moderanportant, 4-

Not important, 5- Not important at all in order learn the fundamental objectives of the firms taigainnovation.

Another question with likert scale is prepareddarh if the firms pursue innovative policies. Withhis context likert

scale is composed of 5 options i.e. 1- stronglyeag2- | agree, 3- am not sure, 4- | disagree %nd strongly

disagree. In the last section of the questionmauéiple choice questions are asked about theiovative actions, for
innovative actions what kind of information sourdbgy use, whether they have patented productthelf make

benchmarking for innovation and besides these punssiare open ended questions to reflect their etafiens and

suggestions.

3.2. Sampling and Data Collection

The study is conducted through questionnaires dorey research, face to face with 350 randomlycsetesmall and
medium sized furniture firms registered in IzmiraBtber of Commerce. Questionnaires are filled byfithes between
15 April-15 June 2009. Questionnaires filled by toanagers are accepted, thus 303 firms were sélentanalysis.

4. ANALYSIS AND RESULTS

All data analysis was conducted using Statistiealkidge for the Social Sciences (SPSS) softwaréowet$.0. Prior to
analysis in order to obtain meaningful resultsjdigl and reliability of the questionnaire was exatied. Structural
validity of the scale was analyzed via factor as@mlyRelated variables are grouped and named thriaegor analysis.
For the reliability of the scale Cronbach Alphaued were checked. In the study, two sided MANOVAlgsis were
used to determine the relation and the effect batwthe firms’ comments for the questions about etarg

implementations and entrepreneurial and innovadistvities together with the relation and the effeetween the
firms’ comments for the questions about innovatared entrepreneurial activities. By this means i@bat and
interactions of entrepreneurial, innovative andkating activities of the firms are examined.

4.1. General Respondent Characteristics

When general respondent characteristics of thesfiane examined; it is seen that 37% of the firnesestablished
between 1990-1999, 50,5% are limited liability qamies, 45,5% are located in Karglaa, 37,3% of the firms are
small scale firms employing i.e. 10-49 workers &% of the firms work with intermittent -job shoproduction

method. 41,1% of the respondents are owners, 40f3%e respondents are high school graduates, 78fate firms

are seen as “family business”. 63,7% of the respotsddeclared that they change their product ra®@&% of the
firms only work for domestic market, only 37,3% the firms are in export business and of thosedjranly 26,7%
exports with their own brands. The furniture sectlespite its employment capacity and numberrafdj has quite a
low share in national exports. In this manner, sbkition to the bottleneck of this sector revealste increasing of
exports. Only a small percentage of the firms mdkect exports, where the majority export thougheotfirms

especially through contractor firms in constructlmrsiness (Sonmez, Arslan, 2007: 403). When thes dal the past
three years are evaluated, 67% of the firms dedherelrop in sales. This shows the adverse eftddise global crisis
on the furniture sector. 60,7% of the firms stédtat they produce in their own facilities where 6@%the firms use
name of their company names as their brands.
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4.2. Hypothesis Testing

The response rate in this study is high for an$trial survey and represents a good sample fromadl population.
The basic hypotheses developed are as follows:

H1: There is a significant relation between theposse levels to the statements related to marketitigities and
entrepreneurial activities.

H2: There is a significant relation between theposse levels to the statements related to marketitigities and
innovative activities.

H3: There is a significant relation between thepoese levels to the statements related to innowaditivities and
entrepreneurial activities.

When responses of the firms to the questions abotrepreneurship; highest importance is given & dhility to
respond to customer demands with 97%, being a pior®,2% has the lowest value. Thus it can be comead that
the firms are shaping their activities accordingtstomer demands. Factor analysis was applidtetedriables related
with entrepreneurship in order to assign new dina#ss The main objective of factor analysis is¢duce the number
of variables and to group them in sub factors. fbit@ values of the variances of the factors ashed to be more than
50% (Dursun and Nakip, 1997: 69) and being more @6 gives a high validity. According to this, &y vision,
risk taking and being able to form strategy, bethgnamic constitutes th€irst Factor “Strategic vision”; being
creative, being pioneer, constant developing, beiblg to see their own strengths and weaknessestitcbes the
Second Factor“Pioneer”; watching the market closely, being atdeutilize the opportunities constitutes thgird
Factor “Opportunist”; enthusiastic to grow, being ablentaintain flexibility and variability in productiononstitutes
the Fourth Factor “Growth”; being able to customer oriented, opelntwovation constitutes thgifth Factor “Market
oriented”. Factor 1 explains the 16,5% of the tetliance; Factor 2, 30,3% of the total varianca;tér 3, 39,7% of
the total variance, Factor 4, 48,8% of the totalarece, Factor 5, 57,64% of the total variance l&Soaliability testing
found that these fifteen items had a strong algloaes(0.75) suggesting good reliability. “Risk tadd makes the most
important contribution with 0,70 value among theiatles for Strategic Vision “Being creative” makes the most
important contribution with 0,79 value among theialales forPioneer. “Watching the market closely” makes the most
important contribution with 0,685 values among ¥aeiables forOpportunist. “Being able to maintain flexibility and
variability in production” makes the most importardntribution with 0,78 value among the variables Growth.
“Being able to customer oriented” makes the mogtdartant contribution with 0,85 value among the ahlés for
Market oriented.

Among the responses of the firms towards the statésnfor marketing, “We supply the highest levelafier sales
service” has the highest value (87,8%); where “wagkconditions of our firm are in sufficient” halset lowest value
(31,4 %).

In order to assign new dimensions of marketindhesé variables factor analysis is applied to 3gakes. In the factor
analysis variables with low variances were taken(ewy. lower than 0,50), and thus factor analgais be made again.
In this analysis three variable factors lower B0 were taken out of the factor analysis andfdlb®or analysis was
applied again. Statements of “we cannot promote bmgnd internationally”, “we cannot market my protiuc
internationally”, “we do not have sufficient finaat resources for marketing” constitutes thiest Factor “Source
limited”; statements of “we have problems in prigin“we cannot promote my products domesticallyfie" determine
my prices according to the competitors’ prices”,ofking conditions in my firm are insufficient” cditsites the
Second Factor“Follower”; statements of “we design our productste can create authentic designed products”, “we
can redesign our products according to our custsntemands”, “we supply the highest level of aftafes service”
constitutes th@ hird Factor “Creative”; “We use non-monetary promotional tofads certain amount of sales”, “due to
the crisis we have to sell high quality goods fowér prices”, constitutes theourth Factor “Promoter”; “We make
promotional activities in media”, “we participate domestic and international fairs to follow themngevelopments in
the market” constitutes thefth Factor “Developer”; “We design our products according tstomers’ demands”, “we
have the desired market share”, “every year weatBem new products” constitutes tigxth Factor “Initiator”; “We
can reach to our customers with the distributioanctels”, “we produce the goods printed in the oga¢s” constitutes
the Seventh Factor “Convenience”; “The secret of success in furnitgector is to follow the technological
developments”, “production technology for produntigives the advantage for delivery” constitutesEfghth Factor
“Techno-Specialist’;We make marketing research”, “our production ca@sts high”, “product range varies according
to the conditions” constitutes tiNinth Factor “Observer”;“Our design costs are low”, “our marketing costs high”,
“our labour costs are high” constitutes tienth Factor “Cost bearer”; “We follow the standards and legal
necessities”, “we make frequent adjustments ingsticonstitutes th&leventh Factor “Law implementer”. Factor 1
explains the 8,066 % of the total variance; Fa@oi4,87 % of the total variance; Factor 3, 21,4%Pthe total

variance, Factor 4, 26,89 % of the total variaf@gtor 5, 32,23 % of the total variance, Fact@®50 % of the total
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variance, Factor 7, 42,53 % of the total variai@stor 8, 47,20 % of the total variance, Factds1982 % of the total
variance, Factor 10 56,38 % of the total variafagtor 11, 60,85 % of the total variance. “We cdrpromote my
brand internationally” makes the most importanttdbation with 0,76 value among the variables Smurce limited.
“We cannot create authentic designed products” sidke most important contribution with 0,81 valuaoag the
variables forFollower. “We have problems in determining our prices adtay to the competitors” makes the most
important contribution with 0,73 value among theialales forCreative. “We use non-monetary promotional tools for
certain amount of sales” makes the most importantribution with 0,81 value among the variables Rsomoter.
“We make promotional activities in media” makes thest important contribution with 0,70 value amdhg variables
for Developer “We produce depending on the marketing reseantdikes the most important contribution with 0,76
value among the variables ftnitiator . “We can reach our customers through distributbannels” makes the most
important contribution with 0,77 value among theiatales forConvenience “The secret of success in furniture sector
is to follow the technological developments” makés most important contribution with 0,81 value ammathe
variables fofTechno-Specialist “We make marketing research” makes the most itapoicontribution with 0,69 value
among the variables f@bserver. “Our design costs are low” makes the most imparémntribution with 0,83 value
among the variables fa€ost bearer “We follow the standards and legal necessitiegkes the most important
contribution with 0,76 value among the variableslfaw implementer.

In the study also the responses to the statemelated to marketing activities and entrepreneurahipptheir effects are
analyzed through Two-way Manova and H1 is testdu: fiesults of factor analysis are used to tesstaements for
entrepreneurship. According to the analysis resultéTest of between subjects” table, the existenteneaningful
effects of each independent variables of each dbpervariable is searched. According to the restlits values lower
than 0,05 constituting the sub hypotheses of Hiwdren dependent and independent variables signifietiects are
found. At the 0,05 significance level relations &mand between “we design our products” and theofac"strategic
vision” and “opportunist”; between “we can createtheentic designed products” and the factor “striategsion”;
between “we can redesign our products accordingutocustomers’ demands” and the factor “growth’tween “we
make market research” and the factors “pioneer”“amarket oriented”; between “we can reach our costis through
distribution channels” and the factor “growth”; tween “we participate in domestic and internatidaak to follow the
new developments in the market” and the factomatstjic vision”; between “the secret of succes&iiniture sector is
to follow the technological developments” and tlaetbr “opportunist”; between “we increase the pidvariety
according to the conditions” and the factors “sgat vision” and “growth”; between “our labour cestre low” and the
factor “pioneer”.

The fundamental objectives directing the firms to¥gainnovation are searched and 97% of the firnrsktthat the
most important objective for innovation is to meetstomer demands, 32,3% stated that imitation hasldwest
importance among the objectives of innovation. Téwstomer is therefore a key actor in the innovation
commercialisation process for small firms. Custmnean collaborate with firms to assist their neveoduorct
development process, providing a test market irckvbd explore the boundaries of a new technologg,ta allow the
firm to experiment, feeding back recommendationsfiture development. To determine the variablegnobvation
objectives factor analysis were applied to 29 \des. Scale reliability testing found that theserty-nine items had a
strong alpha score (0.75) suggesting good reltgbiln this analysis three variable factors loweart 0,50 were taken
out of the factor analysis and the factor analyss applied again. Statements of “to gain imagepaestige”, “to get
known in the market”, “adaptation to trends” congés theFirst Factor “Trendy”; “To decrease the labour costs”, “to
decrease the unnecessary stocks”, “decrease imdahwnd for current products”, “to decrease the giesiosts”
constitutes the&Second Factor“Cost diminished”; “ To meet the customer needs arpectations”, “to decrease the

[L T

energy consumption”, “to decrease the raw matedalsumption” constitutes thehird Factor “Effective customer
oriented”; “To increase the product quality”, “toable product differentiation (for the same projlycto increase the
product variety” constitutes thieourth Factor “Product differentiation”; “To improve the workingonditions”, “to

reduce the environmental pollution”, “to adapt twe tdemand easily” statements constitutes Fifeh Factor

“Environment-Sensitive”; “to increase the markear®l, “to keep the market share” statements canssttheSixth

Factor “Market share seeker”; “To imitate”, “to react tioe competitors” statements constitutes Saventh Factor
“Competitor oriented”; “To increase the productidiexibility”, “to create new markets (foreign andomhestic
markets)”, “to create new markets abroad” statemeonstitutes thé&ighth Factor “Market creator”; “To make
changes in production process (production technyol@NC etc.)”, “to make timely delivery”, “to creata brand”
statements constitutes tiNinth Factor “Intangible difference”. Factor 1 explains the 9,30 of the total variance;
Factor 2, 16,73 % of the total variance; Facto2827% of the total variance, Factor 4, 31,73%heftbtal variance,
Factor 5, 38,78% of the total variance, Facto4453% of the total variance, Factor 7, 50,21%heftotal variance,
Factor 8, 55,82% of the total variance, Factor’914% of the total variance. Variable “To gain iraaand prestige”
makes the biggest contribution for “Trendy” with76, value. “To decrease the labour costs” makesbiggest
contribution for “Cost diminished” with 0,69 valu€To decrease the raw material consumption” vadaibkes the

biggest contribution for “Effective customer oriedt with 0,72 value. “To be able to offer high plefdesigns”
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variable makes the biggest contribution for “Prddddferentiation” with 0,73 value. “To improve theorking
conditions” variable makes the biggest contribution“Environment-sensitive” with 0,74 value. “Tee&p the market
share” variable makes the biggest contribution‘féarket share seeker” with 0,78 value. “To reacthte competitors”
variable makes the biggest contribution for “Contpetoriented” with 0,71 value. “To create new metX variable
makes the biggest contribution for “Market creatwith 0,71 value. “To make timely delivery” vari@bmakes the
biggest contribution for “Intangible difference” thi0,81 value.

When responses of the firms are related to innesadictivities, 97,4% of the firms declare that thienovative
activities are directed towards meeting the demamk expectations of the customers, and 33% ofirtims declare
that they are dealing with imitation (lowest valu&p determine and assign new variables for innegaictivities of
the firms, factor analyses were applied to 29 \#e®m To group these variables, Varimax Rotatios used (Churchill,
1998: 354-356). Scale reliability testing foundttti@se twenty-nine items had a strong alpha s@88) suggesting
good reliability. “To increase the product varietyto increase the production capacity”, “to incseathe product
quality” variables constitute thiirst Factor “Production improver”;"To create new markets (foreign and domestic

markets)”, “to create new markets abroad”, “to makenges in production process (production tectyypl€NC

etc.)”, “to create a brand”, “to meet the demandd axpectations of the customers” variables canstitheSecond

Factor “Market developer”;'to decrease the energy consumption”, “to decréaseaw material consumption”, “To
increase the production flexibility” statements stitute theThird Factor “Cost reducer”;to keep the market share”,
“to enable product differentiation (for the samepdurct)”, “to improve the working conditions”, “toeduce the
environmental pollution”, statements constitute Floeirth Factor “Social marketer; “to gain image and prestige”, “to

adapted to trends”, “to decrease the design cesis&ments constitute tiéfth Factor “Designer”; “To decrease the
labour costs”, “to reduce the increases in stotktesnents constitute thgixth Factor “Productivity increaser”;to
adapt to the demand easily” statement constitutesSeventh Factor“Flexible”; “Decrease of demand to current
products”, “to be able to offer products with superdesigns”statements constitute tHeight Factor “Demand
creator”;“to react to the competitors” statements constitbeNinth Factor “Challenger”; “To adapt to the standards
and legal necessities”, “to get to known in the ke#l; “to meet the customer needs and expectatistatements
constitute thél'enth Factor “Adapter”. Factor 1 explains the 8,66% of the tatatiance; Factor 2, 16,83 % of the total
variance; Factor 3, 24,31% of the total varianagtér 4, 31,70% of the total variance, Factor B,968% of the total
variance, Factor 6, 45,59% of the total varianagtér 7, 50,95% of the total variance, Factor 8§18% of the total
variance, Factor 9, 61,07% of the total varianasctér 10, 65,63% of the total variance. Variable ificrease the
variety of products makes the biggest contribufmm“Production improver” with 0.88 value. Variabl® create new
markets abroad” makes the biggest contributiorfNtarket developer” with 0.74 value. Variable “toatease the raw
material consumption” makes the biggest contribufar “Cost reducer” with 0.77 value. Variable ‘keep the market
share” makes the biggest contribution for “Sociarketer” with 0.73 value. Variable “to gain imagedaprestige”
makes the biggest contribution for “Designer” wit67 value. Variable “to decrease the labour costgkes the
biggest contribution for “Productivity increaser’itiw 0.82 value. Variable “to adapt to the demansilgamakes the
biggest contribution for “Flexible” with 0.86 valu&/ariable “decrease of demand to current produatgkes the
biggest contribution for “Demand creator” with 0.¥&lue. Variable “to react to the competitors” malthe biggest
contribution for “Challenger” with 0.81 value. Valile “To adapt to the standards and legal necessithakes the
biggest contribution for “Adapter” with 0.63 value.

In the study also the responses to the statemelated to marketing activities and innovative dtiég and their effects
are analyzed through Two-way Manova and H2 is deste results of factor analysis related to statetisi€for
innovation are used. According to the results videies lower than 0,05 constituting the sub hypsgkeof H2, between
dependent and independent variables significaetctsffare found. At the 0,05 significance leveltietes are found
between “designing their own products” and the dect‘demand creator” and “adapter”; between “beatnie to
redesign according to the customer demands” antatters “market developer” and “adapter”; betwé&groducts are
designed depending on consumer researches” anthd¢tars “social marketer” and “flexible”; betweemé make
market research” and the factor “adapter”; betw@enparticipate in domestic and international faodollow the new
developments in the market” and the factor “madeteloper”; between “we supply the highest levehfiér sales
service” and the factors “cost reducer” and “chadler”, between “every year we can offer new prosiuahd the factor
“adapter”; between “the secret of success in fureitsector is to follow the technological developisé and the

factors “market developer”, “social marketer” aratiapter”, between “we make promotional activitresnedia” and
the factors “cost reducer”, “market developer” dodallenger”; between “we use non-monetary pronmaidools for
certain amount of sales” and the factor “cost redydetween “our marketing costs are high” andfttwtor “flexible”;
between “we determine our prices according to thenpetitors’ prices” and the factors “social markétand
“challenger”; between “technology (flexible) usemt fproduction upon orders, creates advantage floredg’ and the
factor “challenger”; between “we increase the padiariety according to the conditions” and thetda¢challenger”;
between “we can create new markets” and the fa¢pogluction improvement” and “designer”; betweeuf' labour

costs are low” and the factors “cost reducer” amhirket developer”; between “working conditions of éirm are in
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sufficient” and the factors “cost reducer” and “derd creator”, between “our design costs are lowd #re factor
“market developer”; between “we cannot sell ourdurts in foreign markets” and the factor “challerige

In the study also the responses to the statemelatied to innovative activities and entreprenegrsind their effects
are analyzed through Two-way Manova. The resultfacfor analysis related to statements for entregarsship are
used. According to the results, the values lowan ,05 constituting the sub hypotheses of H3, betvdependent and
independent variables significant effects are foulidthe 0,05 significance level relations are fdumetween “to
increase the product quality” and the factors teggec vision” and “pioneer”; between “to increabe product variety”
and the factors “strategic vision”, “pioneer” angpportunist”; between “to increase the productiapacity” and the
factor “growth”; between “to make changes in praéhc processes” and the factors “pioneer”; betw#ermeet the
demands and expectations of the customers” anéhtter “growth”; between “to adapted to trends” ahé factors
“opportunist”; between “to increase the market shand the factors “strategic vision” and “growtijetween “to
adapt to the standards and legal necessities” fanéattor “pioneer”; between “to reduce the incesam stocks” and
the factors “strategic vision” and “growth”; betwe&o reduce the environmental pollution” and tlaetbr “growth”;
between “to decrease the raw material consumptoi’the factor “growth”; between “to create new kets abroad”
and the factor “growth”.

47,2% or the firms declared as being involved imoiative activities. The sources for innovativeoimfiation and ideas
are; % 60,1% from customers, 53,5% from trade fdiBs9% from internal sources, 41,6% from marketiegartment
and 40,3% from production department. When numbeew products, which are introduced by the firmawally, are

searched it was seen as 32,3% of the firms int®duo 9 new products.

To increase their innovative activities, firms dewmlaprimarily decrease tax and the compulsory soséurity
payments as well as increase their financial ressur

5. CONCLUSION

The increasingly changing global business enviramrisecharacterized by integration, rapid technialgchanges and
growing competition and has forced enterprisesro fiew ways of competing effectively. The needéosuperior in
competition forces enterprises to be innovativalirareas of business activity. There is consideralierlap between
entrepreneurship and innovation. The choices ofcti&omers related to furniture are highly chantgeabherefore
firms in this sector has to follow the changes hie tmarket constantly, to be able to understandnéeds and
opportunities in the changing market and thus theeentrepreneurial spirit to be able to make theessary changes
in their product ranges and production processamiittire sector, being affected highly by demangeeling on
pleasure and fashion, needs new product designsofapetition. Changes in production processes bawsiderable
effects on production quantities and cost factors.

The findings of the paper, about entrepreneurdhighest importance is given to the ability to resppdo customer
demands, but being a pioneer has the lowest vaihugs, it can be commented that the firms are skabieir activities
according to customers’ demands. In accordance thitee findings, the respondent firms declared timsiovative
activities as a reaction to the demands of theooosis.

In this study investigate the relationship betwesarketing and innovative actives. It was found tthat firms, with
their strategic vision and opportunistic behavipaen be able to design their products with thein ources and via
this they can be able to create demand and adabtareging market conditions. It was also found tedesigning the
products in accordance with the customer demandhawithg features as a market developer enabldrths fo follow
and adapt the changes in market. The firms alstagetthat their product designs may be affectedhbyconsumer
researches and be flexible in their operations. firhes trying to learn the wants and needs of thet@mers, strategies
of the competitors through market researches shevelaracteristics of pioneers and market oriefitats. With this
practice, they can adjust their products to chapgmarket conditions and customer demand. By wapaoficipating
the domestic and international fairs to learn titedt developments and also having a strategiorvigie firms can
expand their operations in new markets and thrdugih quality after sales services the firms carrekese their costs as
well as gaining strength in competition. Besidessth it was found that, through following the temlbgical advances
in the sector and through following the market apyaties, the firms can able to expand their mekperforming
more socially responsive marketing activities ardable to adapt to the changing market conditidhs. decrease of
labour costs will enable the total costs to deaemsl give opportunities to access into the nevketsr Decrease in
the design costs may also help in accessing newatsar

The study has found that entrepreneurship and mihav activities are related to each other. Asfitre achieves to
have strategic vision than it may succeed in irgirgpthe product quality, product variety, markieare and reducing

40



stocks. If the firm is a pioneer than it may ing®ahe product quality, increase the product wgrigtange production
processes and adapt to the standards and legalsitexe When the firm is labelled as opporturiishay increase the
product variety and adapt to trends. Whereas ifitheaims to grow it may increase the producti@pacity, meet the
demands and expectations of the customers, inctbasenarket share, reduce stocks and environmeotaltion,
decrease the raw material consumption and createnagkets abroad.

For the entrepreneurial managers of small innovéitars, who feel that they have the necessary messuand
competencies for the innovation, will proceed witmovative marketing practices via competitive protd mix
supported by the encouraging appreciation fromoeusts about their new products as valuable. Inmmvatupport
systems for small and medium sized firms need togeise that the entrepreneurs prefer to exploitkata
opportunities and implement flexible strategies tautics rather than preset unalterable plans aodels.

The findings have several implications for furngdirms. Firms in furniture sector have to makehhigiality market
research to learn the needs of the customers dsasi¢he marketing environment in order to makedpotion with
demanded quality levels and to stand strong in mpetitive environment. The information obtainednfranarket
research should be used for new product developniesign and redesign the production processesssegeto
maintain competitive productions and operations.
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SUCCESS FACTORS ON BUSINESS INCUBATOR COMPANIES FROM THE
VIEW POINT OF INCUBATOR MANAGERS: CASE STUDY IN IRAN

ABDOLREZA MIRMOHSENI , EAST AZARBAIJAN SCIENCE AND TECHNOLOGY
MEHDI SEDGHI, EAST AZARBAIJAN SCIENCE AND TECHNOLOGY

ABSTRACT

One of the modern ways to help startups and emneprrs is incubation system that has been appizzhtly in
Iran. In the current research, a model of makirggsssful startups at incubators has been develdwedrding
to incubation process, the model is based on tkegdactors; specifications of entered Idea (tarbr®vative,
technological, commercial, and economic), talemt andeavor of entrepreneurs, and incubators sugpsigm
(including different resources and services). Thizel was then tested for Incubators located ier& and
Technology Parks and University Incubators in IrResults showed that the model is valid for mostheaf
incubators with little exceptions that were dusdme elements and cultural effects.

Keywords: Startups, Success, Incubators, Entrepreneurship
1. INTRODUCTION

Economic development resulted by empowerment eéprgneurship and Small-Medium Enterprise (SMEhnetogy
has forced different countries to have policy aedutation toward this sector. Studying of economia social
evolution in some east and south East Asian castrevealed that small and medium enterpriseprareipal axes in
economic development (Dhanani, 2000; Name, 200%)as been shown that in European countries, SNks main
role in developing process (ECEI, 2000).

Incubation is one of the modern ways for supporstagtups and entrepreneurs, particularly, in tiee af technology.
Creating possibilities, facilities, networks, andher infrastructures; supplying business, financehd technical
services, incubators assemble the growth and dewelot requisites for startups. Thus, enterprisaseasurvived and
developed quickly by recovering market failures.

Incubators have become an international phenomefRon.example, while in 1980 less than 10 incubatisted

world-wide, they numbered over 1,100 by mid-20@0tHe first half of 2000, six new incubators westablished every
week (Ruping and Zedtwitz, 2001). The American aral business incubation association (NBIA) repdintt the

number of business incubators in North America foz® 12 in 1980 to 950 by the end of 2002 (NBIA2803).

This increased level of activity has stimulatedimportant academic debate concerning whether sugbepty-based
initiatives enhance the performance of corporatemmd economic regions. More practically, it has #sl to an interest
among policymakers and industry leaders in ideiniifjpest practices and success factors of incubéitimk and Scott,
2003).

Unfortunately, few academic studies address swgtltess(Link and Scott, 2003). This can be attribtitetthe somewhat
embryonic nature of incubators and the fact tha tinganizations which have established these tiasilii.e.,

universities and governments, are nonprofit emtitighis renders standard economic explanation gsgm invalid or

in need of substantial modification. It is also ongant to note that incubators are often the resulpublic—private

partnerships, which means that multiple stakehslderg., community groups, regional, and state igonents) have
enormous influence over their missions and opamatigprocedures. Thus, developing theories to cheniae the

precise nature of their business models and maiahgeactices beyond simple descriptions has netguled very far
(Phan, 2005). The purpose of this special issue lsegin filling these theoretical gaps in therhtere, by modeling
interactions between elements of incubation systedevelop successful companies.

There are little models related to internal operatof incubators. One of the best models in thistext is co-

production model. Mark Rice (2002) characterizkd telationship between business incubation progaach their
entrepreneurial firm as interdependent co-productis defined in the equation below by Patkal (1981).

Q = cRP!CP®
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Where Q is output, RP is regular producer inpu®,i€Cconsumer producer inputs, ¢ is a scaling faard d and e are
the respective output elasticities of each inputte Tmpact of co-production is driven primarily bdyetnature of the
relationship between the incubator manager andettieepreneur, a relationship that can be charaettras a co-
production dyad. In the incubator manager—entrepremlyad, the incubator manager is the regular ymeqd the

incubator company entrepreneur is the consumeruperd and the relevant output (Q) is business tasgis (Rice,

2002).

In his study, he utilized the three elements of ¢beproduction equation: outputs, inputs of regdad consumer
producers, and elasticities — to provide a framéwior reporting the results of his study. The pniynéocus of his
study is on four factors affect the output elatiisi the total amount of time dedicated to co-patin by the
incubator manager; the intensity of engagement dsproduction by the incubator manager; the breasftito-

production modalities deployed; and the readinéghe entrepreneur to engage in co-production. dtlisly revealed
that the incubator managers with greater impaatstwvnore hours in co-production, invest more timeawerage in
each co-production episode and engage in a braadge of co-production modalities. With respectdeproduction
modalities, the majority of incubators in his stugigve engaged primarily in reactive co-productiomadéressing a
short-term problem or crisis identified by an eptemeur. However, those incubators recording graatpact were
engaged in the full range of co-production modagiti— including proactive, continual co-productioittmsome of their
companies on a pilot basis. Finally, those entmegues for whom co-production activities had greatgract exhibited
greater “readiness” to engage in co-productioicéR2002).

This report aims to develop a new model revealingeractions between incubation system elementshiaet
components includingSpecifications of entered ide&ntrepreneurs' talents and endeavors, Incubatadls thaeir
advantages for startups. The next section exptbessituation of incubators in Iran (the statistic stgiof the study).

2. CONCEPTUAL FRAMEWORK

Factors that cause incubator companies to be sfatesn be divided to three components: ideasepreéneurs and
supports of incubator (Sedghi, 2005). Therefores theoretical framework of the study is composedttote
components.

2.1. Specification of Entered Idea

First component includes the specifications of ertedea that entrepreneurs introduce to incubdtbe idea must
orderly be, innovative, marketable (salable), eooino(profitable), and technically feasible (Sedgh05). Since
startups can not compete to large companies byaswstguality in early stage of their life, innowatiwith focus on
niche market is a primary strategy for startupsusTlinnovation is the first variable in the modalthe feasibility study
of each business plan, technical feasibility iselafter market and economic feasibility.

2.2. Entrepreneurs' Talents and Endeavors

Second component is related to entrepreneurstsaderd endeavors. Entrepreneurial talent is diftefrom managerial
skills which we can learn by education. Althoughmso of management scientists believe that we cam lea
entrepreneurship by education (Drucker, 1985),umatoubtedly, acquisition of entrepreneurial trésts long process.
For this reason, in acceptance process there sheula special attention to the entrepreneurialstréim this model,
entrepreneurial elements are preferred to entreprsrendeavor. Logically, all successful and effecendeavors are
based on the existed bright talent and charadtavist

Although there is no agreement on definition ofrgmteneurship, some of its elements can be countéxh includes;
risk taking (McClelland, 1965), creativity (Schunbge 1934), opportunistic (Drucker, 1985). Accoglito the trait
approach, entrepreneurs are distinct from othedsttagir personality and psychological traits arecéfied. Researchers
have found some common characteristics among thestudlying their life in different stages and theiperience in
family, society and even their educational courgaslinger, 2003). These characteristics are naiwesive and equal
among potential and existed entrepreneurs. Sortreesé characteristics are: need for achievement(@land, 1965),
creativity, self-confidence (Timons, 1990), flefityi, ability to influence others, foresight, alylito learn from
mistakes, imagination, persistence, ambition atfcssgrting (Hornaday and Aboud, 1971).

Entrepreneurs must manage their new enterprise ® $uccessful company. In this contéaths to value model" is

acceptable. In responding to challenge faced tdugts, Pricewater House Technology Center has risidemodel
after deep survey with entrepreneurs and executiVesrly-stage companies that are subject of iatmrs. Nine axes
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has distributed equally between three key factbngse factors aretrategy, resources and performandde strategy
includes three components such as market size, efitiop state, and business model. The resouragsrfés divided
to three components: liquidity, investor aides, am@hagement team. The elements of performanceeveproduct
development, customer attraction, and communicaimh distribute channels. The model is displayefigure 1. The
circles beginning from center are investment oafiting circles that start from first until eightircte (Pricewater
House coopers Global, 2002).

Thus, startups must have obvious vision and styai@gsuccess in fields of competition, businesgdet@nd market;
and then attract needed resources (management,teapital and liquidity) for success. They must ag@acted
resources to develop products, to attract custoamdo develop distribution channels.

Market
size

Strategy

Competition

Customer
attraction

Performance L
Communication Business
channels model
New product Iqu|d|ty

development

Management aides
team

Resources

Figurel. Paths to value model
2.3.Incubators and Their Advantages for Startups

In third component, incubator must support theinpaniesOxford dictionary describes incubator as:
Incubator: (noun),

1. An apparatus used to hatch eggs or grow miaqgasosms.
2. A heated enclosed apparatus in which premataipeb can be cared for (Oxford, 2000).

Business incubator is a comprehensive businesstassé program targeted to startup and early stage with the
goal of improving their chance to grow into healthystainable company (NBIA B, 2001).

Incubators are support structures for enterprigestion. They bring together specialized recourdedicated to
supporting and assisting companies before theaticme or during their initial years. In generaleyhconsist of flexible
accommodation, administrative services, consultidgice and linkages to business networks, partigufnancial
ones (Albert and et al, 2002).

Developing innovative products and technologiea time-consuming and expensive process. Some afhithéenges
that new enterprises face with are complex faegitigreat financial investments, failure risk amigl time to convert
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ideas to marketable products. In general, incubatistem is applied to describe long range oftintgtins which help
entrepreneurs to develop their ideas from startiptpowards commercialization and lunching newihess.

However, what is the mission of incubators? Why,spite of existed markets in which resources pitesk by
incubators are exchanged, incubators appearecdcitenjustification for incubator existence is marKailures that
entrepreneurs are face in startup stage of entegriSome of these failures are: fixed expenditanestop entrance
expenses, lack of access to financial resourcek, da insufficient information on market and evem technical and
managerial skills. Entrepreneurs in startup stagecanfronted with large ambiguities and, thus, faiked (Lewis,
2001). Generally, when the possible social yielth@re than private yield, developing incubatorschihinake use of
public resources are the best option.

Manninget al (1989) have emphasized the content aspect ob@tou assistance programs. Along these lines, nbnte
can be divided into functional areas, some of whithly represent knowledge gaps that need to be fedhdyy
participation incubator and entrepreneurs, i.esk nmanagement, legal and intellectual property eissuinance,
marketing, technology/product/service developmiusiness planning and team building. Similarlyye¢heay be other
resource gaps which can be filled by the incubatorthrough the incubator network. For example htetogy
development may require access to testing equipnwemith may be available through an affiliation vee¢n the
incubator and a university. The incubator compamy ftne needed to recruit a new key employer or haacaess to
capital. The incubator and its network may suppipartant contacts to fill these needs (ManningJeBirNorburn,
1989).

Since in Iran, in contrary with capitalist counsjgeople have not a lot of information about mankeand other
modern management, in addition to usual servicesjbiators are participating in managing the SMEs$ startups
(without having ownership and managerial stockhsag a quasi-partners in the pre-incubation anagbisiton phases.
For this reason, incubator managers attempt to awd interactions with startups. Conceptual fraorévhas showed
in figure 2.

-Innovative

-Marketable

-Economic

-Technically achievement possibility

Specifications of
entered idea

Success —I;laving entrepreneurial

factors on Talents and elements

mcubatqrs endeavors of -Strategy planning

companies entrepreneurs - Managing of -Resources attracting

startup -Performance
-Educations
Assistances of < -Resources

- Interaction with tenants

incubators

Figure2. Conceptual model
3. INCUBATORS IN IRAN

Incubators program was setting up in Iran in yeaiter 2000. These institutions formed mostly by eyowment
investments. Now, there are more than 40 incubatdran which are members of national incubatdwoek and from
these, more than 30 incubators are active (BSRIO7R Almost all of these incubators have incubaperiods from
six months to three years. Some of them are aéiiao Science and Technology Parks and othersnfeetsities.
There are also few private incubators in Iran.

Units settled in these centers are startup prigates which stay there until their incubation perisdcompleted
(maximum three years). Because of existed undérgsizlirection in macroeconomics strategy, goverrtalen
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incubators can not have managerial and ownershipkstin these companies in Iran. Thus, presentesinéss,
technical and financial services to these staragsSMESs are credit and must be repaid gradualgnwhese units exit
from incubator. Services presented in Iran’s intoksaare often official services including; workfiogé, secretarial
services, educational and consultative servicesfimaghcing services in form of incubator projecisahcing fund.
Besides these services, incubators in Iran haveidfiastructures such as technical laboratoriesrkshops and
communicational infrastructures which can have sete quick internet and communication roads aihdags.

4. METHODOLOGY

Survey questionnaire method was used in curremystlihe questionnaire was consisting of closed tipres that
scaled with Likert scale from 1 (the least) to Be(fmost) and some open questions. Being a gooadinter for
mentioned characteristics as well as validatingstioenaire, content validity was used as regardshéo expert's
opinions. Guttman Split-half coefficient was used mheasure the reliability of data gathering toolpitot study.
Coefficient of 0.846 was obtained.

Managers of active incubators who had incubatimgriés were selected as statistic society of thdysflihe society
had 32 members and questionnaires were sent tof dhem. 30 filled questionnaires were collectedor these
guestionnaires, two questionnaires were imperfedtveere not included in this study. Overall, 28 sfisnnaires were
analyzed. Mean and standard deviation were cakmlilex data analysis. Three was the neutral numherstatements
took average above 3 confirmed and those had lkms 8 were disproved. Some factors which have dinit
generalization of the study results were narrowiedpcwith 32 members and unique condition of busses and
incubators in Iran (which can affect incubation gq@ss). We expect the researchers bring to thisy sthdir
understandings and apply this model in their coestr

5. RESULT AND DISCUSSION

Table below (table 1) shows the result of this gtu&s it reveals, taking averages above 3, all meet factors have
been confirmed to have effect on success of stattugated at incubators. According to the resalfjrst level factor,

specifications of entered idea are preferred @ntadnd endeavors of entrepreneurs and supparisudfators. Most of
the incubators managers addressed "maturity degreedn important specification for entered iniida in open
guestions. Maturity degree is an extent in whiokaids known as a marketable product. In other woraturity is a

degree in commercialization process from pure goihoe fundamental research to marketable produt¢edtnology.

In general, along with the result, entered ideatratderly be marketable, technically feasible, exoit and innovative
as well as being mature.

Entrepreneurial traits and entrepreneurs endeaagsother factors which were neglected in previowsibation

models. This factor is evaluated higher than intmbaupport. As the result shows, entreprenetai@nt has taken
high privilege in this model, higher than managofgstartups. In co-production model, readinessrifepreneurs to
engage in co-production is similar to entreprera@urdlent. But entrepreneurial talents are innedést that persons
(coming to incubators) own, while we can learn Howgain readiness to engage in co-production psobgsducation.
Some of respondents emphasized on honesty andigieot as entrepreneurial traits.

Entrepreneurial elements and traits which incub&tmanagers emphasized on are risk taking, crégtiopportunism,
need for achievement, self-confidence, flexibilitgresight, persistence, ambition and self startifigthe next step,
entrepreneurs play management role to develop aoyngiccording to our expectation, strategy plannirgsource
attracting and operation management orderly togh ktore in this context.

To support incubator component, presenting of ngedsource have took higher score comparing withitkeraction
and education. Resources which acquired greatlgg&riconsequently are financial resources, maragersources,
information (databases) resources and technologimadlhuman resources. Interactions with tenantg wesgferred to
education. In the field of interactions, resultsnfr Rice (2002) study are complementary to the atimresult. In his
study, Rice concluded that the incubator managébsgreater impact, invest more hours in co-prougtinvest more
time on average in each co-production episode agedge in a broader range of co-production modslitiéith respect
to co-production modalities, the majority of inctdoa in his study engage primarily in reactive coguction —
addressing a short-term problem or crisis idemtifiy an entrepreneur. However, those incubatorsrdewy greater
impact were engaged in the full range of co-produactmodalities — including proactive, continual pmduction with
some of their companies on a pilot basis (Rice 220hcubator education plans which incubators rgeraproposed
in open questions orderly are: marketing, strateginagement, technology management, business deleslopment
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First Second level Third level
level M S.D factors M S.D factors M S.D
factors
" Innovative 4 1.02
=3 Marketable [ 4.4 ] 0.83
wlazsg Economic 4 0.93
clo 5 & -
a|® 8 a2 | 085 Technically
o 89S : achievement | 4.2 | 0.75
@ 2 possibility
3 Having
3 > entrepreneuriaf 4.3 | 1.2
o ) elements
55| eoF
22 = o Strategy 4.2 0.86
o 2 @ .
22| T3 |a1]002 planning
8o ® o Endeavors o Resources 4 0.12
n > .
o @ = entrepreneurs | 4.1 | 0.8 attracting
al »u2 on company Performance | 4 0.12
g S (operation
m o management)
5 = Educations 39 |14
s| 23
Z 2514114 Resources 4.2 | 0.32
= ) = Interaction 4.1 |0.75
- Q o with tenants
8 »
M: Mean S.D: Standard Deviation

Tablel. Result of study

management, production management, managemerfoahition and communication systems, human ressurce
management and risk and crisis management.

6. CONCLUSION

In this study, it was found that three key factoasise an enterprise to be successful in an inaubatistem. Good
initial entered idea, good entrepreneur and endsaaod good support. A good initial entered ideastnne in order
marketable, technically feasible, economic, innweatand matured. The entrepreneur to be capable mage

entrepreneurial traits, and must manage his engerprell. Some of entrepreneurial elements antsteae: risk taking,
creativity, opportunism, and need for achievemself-confidence, flexibility, foresight, persistenambition and self
starting. National cultures are effective in enteggurship traits. For example, in current studyes®f respondents
emphasize on honesty and good intent as entrepiahéraits. Strategic management, resource adepnsiand

operation management are important for managingraerprise. Incubator support is a final factormiaking a

successful company. Good idea and good entreprameumanager are followed by support of incubdfdhe entered

idea is not suitable enough or entrepreneur aref@iige manager are not competent, supports obatout-although be
the best- can not develop the startup. Supporitscobator are divided to three sectors: resourepaing, interacting
with startups and education.

In current study, in ideas specifications componerarketability were preferred to other factorechinical possibility,
being economic and being innovative are subseqfamtors. This result indicates that, in spite oé tfact that
incubators in Iran are mostly governmental, mareagéincubators are risk avoiding.

In third component, supplying of resources andrauting with startups were preferred to educatimgrses. Incubators
in Iran are mostly accepting well educated and gméel people and insist on having of managerial sppatialized
teams. Thus, educational courses were not appéatesl necessary for incubating tenants. Rathey, riked resources
in their developing process. Also, this indicatiesttin incubators managers’ view, finding the sseey resources in
particular financial resources is important forrgtps success. This finding also highlights thestex difficulties in
financing of SMEs and startups.
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COMMON PROBLEMS OF SMEs IN TURKEY: AN EMPRICAL RESE ARCH IN izMiR

MURAD CANBULUT, iZMIR UNIVERSITY OF ECONOMICS
EREN HICUSENMEZ, CELAL BAYAR UNIVERSITY

ABSTRACT

One of the most important issues for Turkish Ecoypdsrto provide conditions that will enable SmaidaMedium size
Enterprises (SMEs), which compose a great percentdglurkish economy, to compete and operate éffelgt
Turkish SMEs face similar problems like others aoroDifficulties in recruiting educated and expeded employees,
inadequate management systems and managerial @hortgs, bureaucracy that slow down the operatiareddition
to weak support of both government and credit tutins are among common problems of the SMEs &t ¢the
world. In addition to problems stated above Turl&HEs face another serious problem, that is risishgguate funds at
reasonable prices to finance their operations.ri€img alternatives costs which are quite unfavardt Turkish SMEs
compared to their rivals in other countries arekbg issues affecting the competition in every stdy Therefore the
main objective of this research is to analyze thedrtance of financing costs on competitivenesSMEs and provide
financing alternatives. It is searched whetherdhera relation between financing costs and conipetiess, and if
there is a relation, to what extent it affects dmnpetition. Data for the study has been gathenesugh a survey
conducted among SMES in lzmir.

1. SMES AND THEIR ROLE IN TURKISH MARKET

Small and medium-sized enterprises (SMEs) are th& nimstitutions of all economies and are a keyrs®uwf
economic growth, dynamism and flexibility in botbvanced industrialised countries and in economikigh are
emerging and developing. SMEs have contributiohsuaproviding economic and social developmenteyTare also
important in decreasing the rate of unemploymemnt ereating new employment opportunities for pecgbe it is
possible for them to follow the changes in the retuwdonditions with their flexible production strucé. Because they
are important for the economies, nearly all of ¢bantries, especially the developed ones, usaéyeof developing
regulations and laws which will support entrepreseio establish, develop and protect the small medium sized
entrepreneurships. (Tirkiye CumhuriyetisBakanlik Devlet Planlama $lalati, 2004: 6)

“ Competitiveness and shares in value added of SMEsing 98.8 % of all enterprises, 76.7 % of taaiployment
and 26.5 % of total value added.

In Turkey, the number of SMEs including those ie fervice sector constitutes 99.8% of total eniggprand 76.7% of
total employment. The share of SME investmentsiwithtal investments reaches 38% and 26.5% of t@tiale added
is also created by these enterprises. Althougtsitiaee of SMEs in total exports fluctuates on aruahbasis, on the
average, it is 10% and their share in total bamakois below 5%."(Turkiye Cumhuriyeti Bzakanlik Devlet Planlama
Teskilati, 2004: 9)

Turkish market is more SME-based when it is comphdoeEuropean market. In addition to this, agrietat industry
has a great percent in the whole Turkish econondyesmployed population in the countryside is mucharas it is in
European Union. Therefore most of the SMEs are taauiculture. (Tlrkiye Cumhuriyeti Bbakanlik Devlet
Planlama Tekilati, 2004: 12)
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Table 1: Comparison of definition of SMEs between Tirkey and EU. (Tirkiye Cumhuriyeti Bgbakanlik Devlet
Planlama Tskilati, 2007: 22)

Micro Businesses Small Businesses Medium Scaled

Defining Criteria Million Million Million TL Million Million TL Million
TL Euro Euro Euro

Number of
employees
Net sales
revenue per 1 0,6 5 3 25 15

TURKEY year
Values of
financial

statements pe
year

0-9 10-49 50-249

Number of
employees
Net sales
revenue per 2 10 50

EU year
Values of
financial

statements pe
year

10 50 250

Table 2 : Definitions of SMEs by different institutons in Turkey. (Turkiye Cumhuriyeti Bgbakanlik Devlet
Planlama Tskilati, 2004: 27)

Institution Scope of Criteria of Micro Sized Small Sized Medium Sized
Definiton Definition Business Business Business
KOSGEB Manufact. ind. Number of - 1-50 51-150
employees
Manufact. ind., l;lrL:]mlgerers - - 1-250
HALKBANK | Tourism,Softwar Fﬁ’xe)é
developm. . 230.000 230.000 230.000
inv.(Euro)
Manufact.ind., ';'r‘:]mlt’)eggfs 1-9 10-49 50-250
Undersecr. of Tourism,Educ., Amzur):t of
Treasury Hejg\r/‘éf’o"ﬂn‘;”are invest. in SME 350.000 350.000 350.000
pm. invest. zones.
Number of ) i 1-200
ondersecte.of | wanutat . |—SpIOLes
9 . - - 1.830.000
inv.(Euro)
. Number of
EXIMBANK Manufact. ind. employees 1-200

1.1 Financing is important in SMEs

Small and medium sized businesses are importamcimmomic development and growth of both indulsted and
emerging countries. They are playing a determinaletin creating new job opportunities in the coigs.

Financing is an important tool for SMEs in ordereistablish and develop their operations, creates products,
invest in different fields and hire employees. Mokthe small businesses have the same story feginbing the
establishment. Few people have the idea of setijing business. The capital is provided by thes@lpeand their
families. It seems enough for them to go on forrélev However, they will face with difficulties whethey decide
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on developing the operations and creating oppditisilt is the time to get financial help from karor financial
instititutions.

In an innovative era, financing is playing a kelerfor SMEs. If they can use the opportunitiescigfitly with their
potential, they will need money for them to tureithideas into the reality. SMEs should notice féhet that they
will need credits or funds if they are determinamexpand their operations. Owner’s equity will hetenough for
them. (OECD,2006: 2)

1.2 Some problems Turkish SMEs face with

According to some important criteria like efficighwalue-added and competitiveness, some impoptafiems
should be concerned in Turkey to carry Turkish SMERigher levels are as belove: (KOSGEB Strate|dni,
2008: 36-37)

1.2.1 Financing:SMEs get low levels of credits because of assesarBasel Il criteria, which will be in practise in
near future, will increase costs of credits fa 8MEs which are not ready for Basel Il. Furthemn@&MEs can not
take place in capital markets adequately and toeyad have enough information about EU-based fonds.

* Qualified work force: Taxes, social security and employment expensesrgr@rtant cost components for
SMEs in Turkey. When a higher qualified person nsplyed, the costs will increase. The number of
intermediate staff for manufacturing industry iadequate. Vocational and higher education systess do
not match the needs of industry’s needs in Turkey.

* Information and communication systems: Turkish SMEs can not take the advantage of thagusi
information and communication technologies. Inadgeunformation about technologies, high costs of
hardware, software and infrastructure investmemts the reasons for why SMEs can not use the
technologies efficiently.

e Technology and R&D: As Turkey can not provide the needed technologfieésdustrialists, importing the
new technologies is preferred. However, this caubesproblem of high costs for investing in latest
technologies in SMEs.

» Marketing and exporting: Inadequate number of experienced executives arkddainformation about
marketing and exporting are some of the main probleBranding awareness is not a significant paint i
SMEs. Specialized departments of marketing and rimgocan not be built up because of lack of
institutionalization.

* Quality and standardization: Information about national and international gtyaktandards are not
adequate. Most of the SMEs can not provide stasdd&den some of them can use the standards, high
costs interrupt using them more. Lack of controkchanisms in market and high costs have a negative
effect on competition in Turkish market.

« Entrepreneurship: Culture of entrepreneurship has not developedumoountry. Entrepreneurs do not
have enough information about business establishar&ghpreparing business plans. Moreover, the oéed
private equity is one of the most important protdem

2. AN EMPRICAL RESEARCH TO DETERMINE THE COMMON PR OBLEMS OF SMES IN izM iR

2.1 Aim of the research

Turkish market contains an important number of besses,SMEs, and they have several problems from
establishing to developing. Almost every firm facggh the same difficulties. This research aimsfita the
common problems and their affects to competitiveredsSMES in Izmir.

2.2 Scope of the research

The research was made by containing the businegisieh are suitable in definiton of SMEs in the law$he
chosen firms were located in and around Izmir. Fthenrecords of Small and Medium Enterprises Dguaknt
Organization ( KOSGEB ), 110 firms were defined &Tdof them were agree to fill the survey. The sys/were
made with the managers of the firms by face to.face

2.3 Evaluating data

The data were evaluated by SPSS software.

2.4 Evaluation of survey

Question 1 )Range of number of the employees.
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Number of Employees Number of the Firms Range as Rentage (% )
1-9 27 31,1
10-49 44 50,6
50-99 10 11,5
100-199 3 3,7
200-250 3 3,7
TOTAL 87 100

Table 3.1: Range of employees in SMEs in the survey
Question 2 )What kind of source of capital was used duringlgi&hment of the firm ?

Table 3.2 : Source of capital used while establighg the firm.

Sg;;ﬁzlm First Place Pezc(;)n)tage Second Place PeEc;)n)tage
Owner’s Equity 79 90,8 3 13,1
Relatives 3 3,4 5 21,7
Commercial Credits 2 2,3 5 21,7
Bank Credits 1 1,2 8 34,8
Other 2 2,3 2 8,7
TOTAL 87 100,0 23 100,0

In the first place, 90,8% of the firms preferreduse owner’s equity while establishing the firmh@&talternatives
were not used as owner’s equity were used.

In the second place bank credits were the firstoghfior the owners of the firms by 34,8%. Commdrciadits and
relatives were the other alternatives in the seqdace after bank credits by 21,7%.

Question 3 )What are the important factors while using resesirz

Table 3.3 : Putting in order the important factorswhile using resources.

Factors First Percentage Second Percentage Third Percentage
Place (%) Place (%) Place (%)
Cost of the
Resources 49 56,3 7 14,0 - -
Maturity 11 12,6 17 34,0 4 26,7
Compoaosition
Campaigns - - 1 2,0 1 6,7
Financial P_osmon of 18 207 15 30,0 5 333
the Firm
High Assurances 1 1,2 6 12,0 5 33,3
Limited Credits 1 1,2 1 2,0 - -
Other 7 8,0 3 6,0 - -
TOTAL 87 100,0 50 100,0 15 100,0

The most important factor for the firms is costlud resources by 56,3%. Other factors are finapaiaition of the
firm by 20,7% and maturity composition by 12,6%.

In the second place as an important factor, mgtaamposition ( 34% ) and financial position of tiiren ( 30% )
are concerned by SMEs.

Question 4 )How do you provide credit when you need it?
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Table 3.4 : The ways used while providing credit.

Sources First Percentage Second Percentage Third Percentage
Place (%) Place (%) Place (%)
Halkbank 9 10,4 4 25,0 - -
Other
Commercial 48 55,2 6 37,5 2 66,7
Banks
Relatives 5 5,7 2 12,5 - -
Shareholders 11 12,6 3 18,7 - -
Other 14 16,1 1 6,3 1 33,3
TOTAL 87 100,0 16 100,0 3 100,0

55,2% of the firms prefer using commercial bankdiee when they need credit. Shareholders are thense
alternative after commercial bank credits by 12,8%he first place “other” alternative contains;

a) using no credit,

b) Small and Medium Enterprises Development Orgaitin( KOSGEB ) incentives.

Only 3 firm uses incentives. The choice “otheraiso important for the first place alternatives.

Question 5 )What are the difficulties when you use a credit ?

Table 3.5 : The difficulties during using credit.

Problems First | Perc. | Second | Perc. | Third | Perc. | Forth | Perc. | Fifth | Perc.
Place | (%) Place | (%) | Place | (%) | Place| (%) | Place | (%)

High Cost of o8 32.2 3 75 ) 143 ) ] ] ]
Resources
Unavail. of
Struct. of 3 3,4 8 20,0 3 21,4 - - 1 25,0
Matur.
High
Assurances 9 10,4 7 17,5 2 14,3 2 50,0 2 50,0
Inadequate
Credit Limits | © | 3% 2 5.0 - - 2 | 500 1| 250
Formalities 14 16,1 20 50,( 5 35,7 - - - i
Other 30 | 345 - - 2 14,3 _ _ N N
TOTAL 87 100,0 40 100,( 14 100,0 4 100,0 4 100,0

High cost resource is the primary diffuculty foetfirms which use credits. It is in the first plaoedifficulties by
32,2%. For the firms which do not use credits @efavith no difficulty “other” alternative is in éhfirst place by
34,5%. ( “Other” alternative contains no use ofd@rer no difficulty. )

In the second place, formalities is one of the npaivblems that the firms complain about by 50%. dualability
of structure of maturity” by 20% and “high assurasicby 17,5% are the other main problems in ticerse place.

Question 6 )What do you see as a main problem for your firm ?
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Table 3.6 : Main problems for SMEs in the survey

Problem Number of the Firms Percentages (% )
There is not any problem. 18 20,7
D|V|s_|0n of the_ market too much, 12 116
unfair competition.
Low profit margins 20 19,4
High taxes for employment 1 1,0
Difficulties during using bank creditg 2 2,0
Changes in exchange rates 2 2,0
Difficulties in getting back
; 9 8,7
receivables
Global economic crisis 17 16,5
Sharp fall in sales 24 23,3
Disharmony in maturity of buyings
1 1,0
and sales
Diffulties in finding qualified 5 20
employees '
Cash flow and financing 6 5,8
Bureaucracy 5 4.9
Turning the crisis into the
) 1 1,0
opportunity
Firing some employees 1 1,0

This question was an open-ended one. Because;

1) The alternatives might not include the ones thatpople thought.
2) The alternatives might set borders for the managbhmsanswered the questionnarie.
3) If so many alternatives were used in this questiowould be boring for the survey makers to fime tbest

ones.

4) It could be another way to find the main problems.

18 firms out of 87 had no problems or see nothma@ difficulty for the firm. It means only 20,7% tife firms do
not have any problem such as financial, taxesuitgent, crisis and so on.

The other ones preferred to answer the questicomeyor more than one answer. 103 answers weredofole 69
firms. The basic four problems are sharp fall ilesdy 23,3%, low profit margins by 19,4%, globabeomic crisis
by 16,5% and division of the market and unfair cetitipn by 11,6%. Almost every firm which used taes are
falling sharply answer preferred the sentence “Vaeehlow profit margins.”. Sharp fall in sales amavl profit
margins were also signs of the division of the reatko much and unfair competition. “Global econourisis” has
bad effects for 17,5% of the firms in total. Thizutd be the reason of two situations: Economid<its almost at
the end or Turkish SMEs are not global enough thatglobal crisis has not much effect on the firfimm the
answers, it is seen almost every answer is relaithe financial ( economical ) problems.

Question 7 )Do you have problem with financing?

Table 3.7 : Number of the firms which have or notihancing problems.

' ' . Number of the Percentage
Does the firm have financing problems? Firms (%) g
YES 51 58,6
NO 36 41,4
TOTAL 87 100,0

Question 8 )Who is responsible for the firm’s accounting ?
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Table 3.8 : How the firm carries out the accountingorocess.

Responsible for the Firm’'s Number of the Percentage
Acconting Firms (%)
Gets Account Service 53 60,9
Has Department for Account 34 39,1
TOTAL 87 100,0

60,9% of the firms use the way of outsourcing tbeoanting service. Only 39,1% of them have depantm
employees and system for their own accounting. Teans that the SMEs in the survey are not ingtitatised.

Not being institutionalised is one of the probleimsSMES.

Question 9 )Which software do you use for your acconting ?

Table 3.9 : Usage of software in the firms for acamting.

Does the firm uses an accounting Number of the Firms Percentage
software? (%)
No software or no answer 38 43,7
Uses software 49 56,3
TOTAL 87 100,0

* Netsis by 34 firms.
e Micro by 8 firms.

e ETAby 7 firms.

e Nebim by 3 firms.
e Logo by 2 firms.

» Excel by 2 firms.

Some of the firms uses more than one software.
56,3% of the firms uses software. The others usesftware or they did not answer this question.

These mean that SMESs begin to use technology.plbssible to say that the number of the firms nagerin
future.

3. RESULTS OF THE SURVEY

near

» About 80% of the firms in the research consisthef number of the employees between 1 and 49. lhsnea

a great percent of the firms are small and medizadsentrepreneurships.

* Firms prefer to use owner’s equity during estaltisht of the business. In the survey 90,8% of tiradi

used their own sources.

» If the SMEs need credit, they prefer to use commkbank credits instead of Halkbank. Commerciaikba
credits are preferred primarily and in the firsiqe by 55,2% ; however, Halkbank has a percen®@f. In
addition to this, Small and Medium Enterprises Depment Organization ( KOSGEB ) incentives are

only known and used by 3 firms out of 87.

* The main problems which are faced with when crisditsed are high cost of resources and formalities.

» 18 of the firms confirm that they do not face watiy problems, but the others complain about faflates,

low profit margins, irregular market conditions amtfair competition.
e About 60% of the firms have financial problems.

e 60% of the firms has no account department in tivens.
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4. SUGGESTIONS

*  Survey results show that SMEs have financial proklet is because of high cost of resources, toohmu
formality to use credit and high assurances. MOSMEs consist of small sized entrepreneurshipacée
regulations which will make conditions easier skidu made.

« Halkbank, as a bank for SMEs, is not the firstratitive for the firms when they need financial supp
Making new regulations and providing opportunitiesy make Halkbank as a first choice for SMEs.

e« SMEs do not have enough information about Small edium Enterprises Development Organization (
KOSGEB ) incentives. It would be useful to brieflgmromotion campaigns about incentives for SMEs.

* Most of the SMEs have the problems about fallingsand lowering profit margins as primary problems
These are the results of the increase in the nummbéhe firms in the market and unfair competition
conditions. Regulations to prevent unfair compatittonditions should be made.

e Education system should be organized to providdfepthemployees for SMEs.

e SMEs still have problems with deparmentalizatiod arstitutionalization. These problems have negativ
effects for SMEs to compete with others abroad.catian and briefing should be made as a support for
SMEs for specialization, institutionalization arging the technology efficiently.
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FACTORS AFFECTING THE PRODUCT INNOVATIVENESS OF TUR KISH
ENTREPRENEURS
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ABSTRACT

Entrepreneurship is an essential factor for toda&genomy of knowledge to manage its competitive dypdamic
nature. Both governments and academics are coatiegtron encouraging entrepreneurship as it symbsli
innovation. Entrepreneurship also has been charaetl as a major force for job creation, and aldeterminant of
economic growth. As Schumpeter (1965) and Mittor®8@) suggest, innovativeness is the “focal point of
entrepreneurship” and a very essential entrepraiesiraractestic. Also, it is among the most cilwdhemes in the
definition of entrepreneurship.

The aim of this study is to provide practical infation to better understand the factors that hawvargpact on the
product innovativeness of Turkish entrepreneurstarik a guide for national entrepreneurship sugpograms.
Given that the theories on entrepreneurs have edgrdmarily from research in developed countrieis, important to
examine the extent to which these apply in theexdrdf developing ones, such as Turkey.

The sample is drawn using the stratified sampleghnique from small businesses registered at thaldal Chamber
of Commerce and consist of 300 entrepreneurs.

Results of this study highlight that demographiesvell as personality traits, namely Risk Takinggemsity, Locus of
Control, and Self-Esteem, are important for exptay product innovativeness.

Keywords: Entrepreneurship, Innovativeness, Product Innegatiss, Personal Characteristics, Gender, Demdgsaph
1. INTRODUCTION

Entrepreneurship is an essential factor for toda&genomy of knowledge to manage its competitive dypdamic
nature. Both governments and academics appear ¢orfentrating on encouraging entrepreneurship ssgibolizes
innovation. Entrepreneurship also has been chariaet as a major force for job creation, and al\determinant of
economic growth.It targets to detect the relatigmbetween personality traits and innovativeness.

As Schumpeter (1965) and Mitton (1989) suggestpvativeness is the “focal point of entrepreneurshipd a very
essential entrepreneurial charactestic. Alsg @&mong the most chronic themes in the definitibardrepreneurship.
Many research in the entrepreneurship literatulecate that entrepreneurs tend to be significantipvative than non-
entrepreneurdnnovativeness is also one of the three dimensidrisntrepreneurial Orientation (EQ). This research
focuses on the innovativeness dimension of EO anekstigates the effect of personality traits on dpict
innovativeness-market dimension as well as prothratvativeness-change dimension. The aim is tedtigate the
effect of personality traits and demographics otregmeneurship and innovativeness-with a specighasis on the
dimensions of product innovativeness-, specificallgmerging economies, such as Turkey.

2. LITERATURE REVIEW

2.1.Entrepreneurship and the Entrepreneur

The concept of entrepreneurship cannot be complatelerstood without the contributions made by ghse
Schumpeter (1934), being probably the first schimatevelop its theories. Schumpeter argued thmahviation and
technological change of a nation comes from theepnéneurs, orwild spirits”. He believed that these individuals are
the ones who really make things work in the econofitye country. Schumpeter was among the firgd¢atify the
entrepreneur as an entity worth of study, distirat business owners and managers. He descriliszbegneurs as
individuals whose function was to carry out new bamations of means of production. To Schumpekeés,function

was fundamental to economic development.
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Robbins and DeCenzo (2001) define entrepreneutahithe process of initiating a business ventunendtating a
strategic plan, organizing and investing the neargsesources, while assuming the risks and rewasdonsequences
for doing business.

2.2.Entrepreneurial Orientation (EO)

Lumpkin and Dess (1996) made a distinction betwergrepreneurship and entrepreneurial orientatibichwvprovided
a more fine grained approach to specifying the diores of entrepreneurial processes. Based on prémarch and
developed theory, they suggested that an entrepriah orientation represents entrepreneurial mes¢hat address the
qguestion of how new ventures are undertaken, wbketha term entrepreneurship refers to the contdnt
entrepreneurial decisions by addressing what ieakien (Lumpkin and Erggan,2000).

Five dimensions of EO —autonomy, innovativenessk taking, proactiveness, and competitive aggressiss- were
identified. These dimesions represent distinct traots that may vary independently of each othea given context.
Study by Lumpkin and Erg@n(2000) further suggest that the antecedents amdlaries of these dimensions of EO
may also differ.

In newly established entrepreneurial organizatiémsnders of the organization will be able to shdpestructures and
strategies of the organization and will lead thgaoization in a direction that is consistent witteit personal
tendencies. Therefore, it is expected taht pet#pnaharacteristics of the entrepreneurs will igfhce the
entrepreneurial orientation of the organizationrfipkin and Erdgan,2000).

Identifying the relationship betwen personality r@dwieristics and entrepreneurial orientation is artgmt for
theoretical and practical reasons, because entrepre with a certain personality trait may haveralency to identify
with sub-optimal entrepreneurial orientation andnidfying this tendency may provide benefits to tirganization
(Lumpkin and Erdgan,2000).

2.3.Innovativeness

According to Robinson et al. (1991)nhovativeness is related to perceiving and actingousiness activities in new
and unique ways.The literature on innovation is long-standinglhe ability of an organization to innovate is
recognized as one of the determinant factors ftm gurvive and succed. (Doyle,1998; Quinn,200@)ovativeness
may be present in various forms, such as productprocess innovation, radical or incremental innmrat
administrative or technological innovation, etcali@nan et al.,1973; Utterback,1994;Cooper, 1998).

Schumpeter (1934) suggests a range of possible/atine alternatives, namely developing new produtservices,
developing new methods for production, identifyimgw markets, discovering new sources of supply,daetloping
new organizational forms.

From various research, Wang and Ahmed (2004) tdemtified five main areas that determine an orgetions overall
innovativeness. They are product innovativenesarket innovativeness, process innovativeness, laivay
innovativeness and strategic innovativeness.

For the aim of this research, the dimension thitheiinvestigated in more detail will be produthovativeness.

2.4.Product Innovativeness

Product Innovativeness has been a key concept @agure in many empirical studies (Danneels andnEdeimidt,

2001). Product innovativeness reflects the leveh@finess in product innovations, which can vargabty ranging

over a wide spectrum (Balachandra and Friar,199hus, product innovativeness refers to a phenomemanifested
by companies with product-related innovated agtiviltough it can be described along several disiams (Song and
Montoya-Weiss,1998), most of them appaer to reftactirm’s and-or the customer’s perspective. (Degia and
Kleinschmidt,2001; de Brentani,2001) Lawton andaBamaran (1980) assert that there are two basiesitims of

product innovativeness:

1) The degree of change in consuming patterns of usdrieh is required for adopting a new product. isTh

adoptation may incorporate a small or no changeo@derate or major change.
2) The degree of difference between new and existindyzts in the market.

59



In this context, a new product may vary from inceemal or radical change in existing products tommetely new

product line. In particular, among the innovattgpes that have been developed in a vain effoimnfrove low levels

of explanation in innovation results, product inatten appears to provide themost substained irgtafon. This

becomes evident considering the difficulty of seftup explicit boundaries among other innovatiqresy(i.e. process,
administratives, technical/technological).

In this study, product innovativeness is investigatlong two dimensions . The first dimension scdibes the
innovativeness of the product in the market whetbhassecond dimension describes the changes maate atready
existing product in the market. In the remainpagt of this study, the first dimension will be egfd to agproduct
innovativeness-market and the second oras product innovativeness-change.

This distinguishes product innovativeness from othaovative factors and definitions of product dwvativeness as
discussed earlier.

3. SAMPLE AND DATA COLLECTION

The sample is derived from list of the Turkish drbalsinesses registered at the Istanbul Chamb@&oofmerce (ITO).
There are a total of 285,245 registered businessdbe chamber. These businesses are furtheredividto 85
categories according to the industry they are dpgran. Using the stratified sampling techniqug sample has been
drawn . A total of 300 businesses are selectetleasample for this study.

As the data collection tool , a questionnaire hesnbdeveloped by the researchers. The questiencamtains a total
of 86 questions where 9 of them are open endedvemfliter questions.

There are five main parts of the questionnaire, elgnBusiness Related and Innovativeness, Riskntakiropensity,
Locus of Control, Self-Esteem and Demographics.

Business related, innovativeness, and demograpléstipns are adopted from the Global Entreprengufglonitor
(GEM) survey and Scotland Household Survey of Emneeurship which use both nominal and categosicales.

Risk taking propensity will be measured using thegtions of Hisrich and Peters (2002) while SeteEm by the
Rosenberg’s (1965) Self-Esteem questionnaire arudid @f Control by Rotter's (1966) Internal-Ext@rnLocus of
Control Scale.

As planned at the beginning of the study, a tot&0® entrepreneurs were selected from list of Emadinesses. After
contacting and scheduling an interview with eacthefm, the questionnaire was face to face admreidie

4. ANALYSIS

Here, the aim is to find out how much of the vatiain the dependent variable (product innovativenisspredicted by
the independent variables such as gender, ageatimlucand the personality traits of the model.

4.1 Assessing the Relation between Demographics (Gendége, and Education) and Product Innovativeness-
market
First, multiple regression analysis is performedtfe effects of personality traits on product inaiiveness and later to

test the predicatability of the remaining indepenideriables of product innovativeness-market .e $hme steps are
repeated for product innovativeness-change.
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Figure 1. The Effect of Gender, Age, and Educatiolon Product Innovativeness Market Dimension

Gender

Age

Product
Innovativeness-
marke

Education e

The results of the multiple regression analysispaesented in table 1.

Table-1 Results of regression analysis of gendemy@, and education on product innovativeness-market

Independent Variables Beta coefficient P
Gender 0.102 0.003
Age 0.525 0,000
Education 0.278 0,000
R2=10.789

Dependent Variable: product innovativeness-market

The adjusted R square value gives the explanatmmepof the model. This value is expected to bhe&akqr greater to
0.50. The R square value of our model is 0.788icating that 78,9% of the change in the dependaritible is
explained by the changes in the independent vasabAs results, the findings indicate that 78,%%he change in
product innovativeness can be explained by the gdwmnn the independent variables, namely gendex, agd
education.

As for the independent variables, all of the indefent variables are predictors of product innoasiess-market since
all of them have p values smaller than 0.050.

The beta coeficients give information on the effetceach of the independent variables. Amongledlindependent
variables, age is found to be the most importarsatatsle in explaining product innovativeness-markethis is
followed by education and gender is the leastagiory variable. As a result, it is appropritigresume that the
age of the entrepreneur, The education level ofetiteepreneur, and whether the entrepreneur isléearamale are
important factors for product innovativeness-market

4.2 Assessing the Relation between Personality Traitsid Product Innovativeness-market

An essential intention of this study is to comprah@roduct innovativeness of entrepreneurs. Tiseoaly very little
research in this field of study, and it is ideetf that personality traits are important factorexplaining product
innovativeness. Therefore, multiple regressionlysig is performed to identify the effect of perabty traits on
product innovativeness of entrepreneurs.
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Figure 2: The Effect of Risk Taking Propensity,Loais of Control, and Self Esteem on Product Innovatieness
Market Dimension

Risk Taking Propensity

Locus of Control

Product
Innovativeness-
marke

Self-Esteem

Table 2- Results of regression analysis of risk takg propensity, locus of control, and self-esteemnoproduct
innovativeness-market

Independent Variables Beta coefficient P

Risk Taking Propensity 0,088 0,423
Locus of Control 0,351 0.001

Self-Esteem 0,556 0,000

R2=0,808

Dependent variable: product innovativeness-market

First of all, R square value of the model mustrterpreted. The model has an R square of 0.808,ithhigher than
0.50 and statistically significant. This indicatdsat this model explains 80.8% of the variatioms product
innovativeness-market.

However, looking at the p values of each indepehdariable, risk taking propensity has a value0ef93 that is
higher than 0.05 and is therefore insignifant iplaiing the changes in product innovativeness-gtark

As for the remaining two independent variablesthbocus of control (0,001) and self-esteem (0.Cf¥@)significant in
explaining the changes in product innovativeneseata Locus of control has a beta value of 0.3&d explains
35.1% of the changes in product innovativeness-atarielf-esteem has a beta value of 0.556 andiespb5.6 % of
the changes in product innovation-market.

4.3.Assessing the Relations between gender, age, and@ation on product innovativeness-change

Figure 3: The Effect of Gender, Age, and Educatioln Product Innovativeness Change Dimension

Gender

Age
Product
Innovativeness-
change
Education

This part of the study, product innovativeness-deais the dependent variable and gender, age, duchion of the
entrepreneur the independent variables. Multipdgession analysis is performed to find out hovelmef the variance
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in the dependent variable can be explained byritlegendent variables of the model. The resultgiaen in the table
below.

Table 3- Results of the multiple regression analisbetween gender, age, education and product innativeness-
change

Independent Variables Beta coefficient P

Gender 0,190 0,011
0,152 0,028

Age

Education 0,602 0,000

R2= 0,858

Dependent variable:product innovativeness-change

The explanatory power of the model is 85,8% indidaby a R square value of 0,858. here also, théehimas a R2
value that is higher than 0,050 and thereforedtistically acceptable. The independent variablesall significant
and as for the beta coefficients of each independatiable, education (0,602) has the highest &ollnwed by age.
Once again, gender is the one with the least eafday power. These findings draw once more thenéitins to the
importance of education on entrepreneurship andviativeness in general .The results of the multiglgression
analysis indicate that product innovativeness-chacgn be explained by gender, age, and educatiat ¢ the
entrepreneur.

4.4.Assessing the Effect of Risk Taking Propensity, Lars of Control, and Self-Esteem on product
innovativeness-change

This final part investigates if and how the perditydraits predict product innovativeness-changigain, multiple
regression is the statistical tool used.

Figure 4. The Effect of Risk Taking Propensity,Loeis of Control, and Self Esteem on Product Innovateness
Change Dimension
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Table 5- Results of the multiple regression analysibetween risk taking propensity, locus of controlself-esteem
and product innovativeness-change

Independent Variables Beta coefficient P

Risk Taking Propensity 0,479 0,000
Locus of Control 0,276 0,003
Self-Esteem 0,183 0,044
R2= 0,862

Dependent Variable: product innovativeness-change

The model has an R square of 0.862 and since dhig ¥s higher than 0.50, it is statistically sfgrant. This indicates
that this model explains 86,2% of the variationspioduct innovativeness and the risk taling projignsocus of
control, and self-esteem are observed as impoptadictors. All three of the independent factaes significant since
all of them have p values higher than 0.050. skRiaking Propensity has the highest explanatowep@mong them
(0.479). Locus of control has a beta value of 6,@id is followed by self-esteem with a beta 086.1
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5. RESULTS AND IMPLICATIONS

Results of this study highlight that demographaswell as, personality traits, i.e. Risk Takimggensity, Locus of
Control, and Self-Esteem are important for exptagnnnovativeness. The findings of the regressioalysis state that
demographics as well as each of the personalityg traxcept one being significant for only one tgbénnovativeness-
are significant in explaining the variance in tlependent variables, namely product innovativenemsken and product
innovativeness-change.

To further foster the innovativeness of Turkishrepteneurs, government should encourage entrepiaheund
innovativeness related education programs. Alsovéisities should include innovativeness and engémeguirship
courses or specialization tracks to their currioulu

By the results of this study, striking differendestween male and female entrepreneurs exist in @fre@roduct
innovation- market dimension. Therefore, femaleepreneurs are to be addressed more intensivelyahdpecially
designed support packages to reveal their innoxaiirit.

There are only an extensive amount of researclhénatea of the affect of personality traits and aigraphics on
product innovativeness. In this context, this gtisl among the few and pioneering ones. A pilaidgt of 27

businesses by Erdogan (2002) revisited the quesstbmwhether personality traits are useful predgctny investigating
their relaitonship to the dimensions of entreprati@rientation. According to their results, rigiking propensity is not
related to product innovativeness-market. Howevisk taking propensity and locus of control areirfd to be

significant predictors for product innovation-changThese findings are supported by the resulthiefresearch as
well.

6. LIMITATIONS AND FUTURE RESEARCH SUGGESTIONS

The sample for this research was drawn from a godugntrepreneurs that were registered at the bsta@hamber of
Commerce. However, this sample is far from beimgessitive for Turkey. The results could diffespecially from

the point of view of women, when the lesser devetbpegions of Turkey included. Future reasearchdcchoose such
a sample that includes entrpreneurs from eacheo$¢iren regions of Turkey.

Finally, the study did not concentrate on all of dimension of entreprenerial orientation or didude all types of
innovations. Future research should be designemvéocome these limitations of this study and idelwadditional
dimensions.
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GUERILLA MARKETING IN SMEs : A CASE STUDY ON THE A STONISHING
SUCCESS OF OIL COMPANY

DENiz ATIK, iZMIR UNIVERSITY OF ECONOMICS
DICLE YURDAKUL SAHIN, iZMiR UNIVERSITY OF ECONOMICS

1. INTRODUCTION

Small and medium sized enterprises (SMESs) are thim wirivers of economic growth and consequentlyethie an
increasing need for entrepreneurship. Due to tbevigig interest in SMESs, entrepreneurial marketm@lso becoming
more important and needs to be evaluated in defadative ways of thinking and innovativeness which key
concepts of entrepreneurial behavior should takepthce of traditional management and marketirgtesgies in order
to ensure sustainable growth and competitivenesi®ihighly turbulent environments.

Guerrilla marketing, as one of the main strategie®ntrepreneurial marketing, can be defined amventional
marketing campaigns and/or strategies which shioane a significant promotional effect and is atiacof the budget
that traditional marketing campaigns would spendtfi@ same goal (Baltes and Leibing,2008). Theoowentional
strategies of guerrilla marketing, with a creataral careful implementation, can be the key to ssxespecially for
SMEs by getting the awareness and attention ofwrnass and differentiating the marketing messages thousands
of others in the market.

Marketers spend lavishly to create marketing messagth the aim to persuade customers that theatymt is the best.
Sometimes, they are trying too hard, and the mioeg push, the less credible they become. Consudterst just
surrender to every marketing message sent to tkieowying the commercial purposes behind. Insteaktrof us like
to have a friendly advice. Because we get thaiopifrom the people we know, word-of-mouth comneation tends
to be more reliable and trustworthy than the message get through more formal marketing channkésdidvertising
(Arndt,1967).

Therefore, the challenge to the marketers who e of this vital effect of word-of-mouth is totgie word out
there without looking like they have a role in ih fact, the concept of Guerilla Marketing entadl kind of
promotional strategies that use unconventional austhand intensive word-of-mouth campaigns to pusidycts.
These campaigns often recruit real consumers wheea® engage in some kind of street theater agrahtivity in
order to convince others to consume their prod{®tomon,2006).

In consideration of the high importance of entreprgial activities in marketing, this study aimsitentify how
guerrilla marketing strategies can be used andibomé to the success of SMEs.

2. BACKGROUND

Morris et al. (2002, pg.5) defined entrepreneuri@rketing as “the proactive identification and exgition of
opportunities for acquiring and retaining profimbdustomers through innovative approaches to riskagement,
resource leveraging and value creation.” Accordmddills and Hultman (2006), the difference betwegaditional
marketing and entrepreneurial marketing is notcitnecept of the 4-7 Ps but the content and the auatibn of the Ps
applied to the market by entrepreneurs as comparawnagers.

Entrepreneurial marketers seek new and unpractiage to create value for desired customers andl lmuistomer
equity with an opportunistic way of thinking (Masriet al. 2002). Hills and Hultman (2006) have iatkcl that
identifying new opportunities, applying innovativechniques to bring the product/service to the efaptace and
meeting the needs of their chosen target markiéei&key to the success in marketing which undeslihe importance
of entrepreneurial marketing.

In contrast with traditional marketing, entrepremumarketing is not based on rational planninghaf marketing mix.
Traditional marketing concepts can also be usezhtrepreneurial marketing however a full understagnof the need
for creativity, innovativeness and other aspectseanfrepreneurship is highly needed to be able tee han
entrepreneurial perspective of marketing. Entrepuenal marketing requires customer knowledge basednarket
interaction, innovation and a focus on creating amploiting markets and recognition of opportwsti(Hill and
Hultman, 2005).
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Kotler (2003) identifies three stages of marketprgctice as organizations grow. The first stagerisepreneurial
marketing. According to Kotler, most companies stagted by individuals who visualize an opporturgibd knock on
every door to gain attention. In this stage of mtng, the level of entrepreneurship is high and tlegree of
formalization of marketing practices is low. In tlsecond and more mature stage, marketing pracbeesme

formulated marketing as more and more people bedar@ved and as standardized routines become asergly

necessary. Finally organizations get into a stddeamuch formulation that they lack the creativdind passion of the
guerrilla marketers in the entrepreneurial stage.

Ries and Trout (1986) stated that marketing adtiviare a battle to conquer the customers’ mindthed introduced
the term “guerrilla marketing”. According to RiesdaTrout, there are four main strategies for fighta marketing war
which are defensive strategy, offensive stratedgmking strategy and guerrilla strategy. Guerriftearketing is

appropriate for companies that are too small todawffensive or flanking moves. Guerrilla markegtivarfare needs
identification of a segment that is small enoughefend, resisting the temptation to give up leach @imble marketing
organization as the company grows and being reaéyter and exit on short notice if the markettfar product takes
a negative turn in order to prevent the waste sdueces.

Entrepreneurial behavior is highly related with gilla marketing as entrepreneurs need these gtestenore than ever
due to the smart, aggressive and sophisticatedenafuhe competition in the current market arena.

SMEs are having greater internal limitations witheatricted budget for marketing activities and fommting serious
external challenges by competitors and market tarfme. One of the main objectives of guerrilla ne¢eks is to ensure
low-cost marketing communications. Guerilla mankgtaims to maintain or get the awareness and mitenf the
consumers in a cost efficient way which makes itiable for SMEs due to the resource constraintseandronmental
challenges.

Guerrilla marketing activities is based on the ideat in the highly competitive environment for tmmer attention,
traditional ways of marketing activities will wastesources as customers are not paying attentiadhowsands of
identical marketing messages and strategies. ltrasin guerrilla marketing activities, which arecanventional and
surprising, are efficient in terms of gaining cus&y attention. Guerrilla marketing can be more atife and less
expensive, when compared with conventional margedictivities.

According to Levinson(1994), guerrilla marketindiee on concentrating resources to achieve suggriselling the
ideology along with the product, overcoming essii#d and traditional patterns, searching for syasrdrying to
overcome the difficulties which are based on thecgetion filters of target consumers and beingililexand agile
instead of holding on strongly to conventional vediyhinking.

Selling the ideology along with the product meaddrassing the emotional bound of the product byroanication
and obtaining the superiority of attention. Theref guerrilla marketing targets differentiating tbroduct by targeting
emotional aspects of buying decision and positigriire product on an ideological level rather thdarectional level
(Baltes and Leibing, 2007).

Here, the Oil Company case shows us how guerrifleketing turns into a real success story.
3. AN ENTERPRENEURIAL START-UP

Oil Company was founded in 1989 by a visionary epreneur, Mr. Nuri Erdenstarting its journey in a small shop of
Karsiyaka Cagisi, izmir, selling only one type of jeans. Although MErdem had several years of experience in fashion
retailing business, to begin with, he did not hauech knowledge about the production processessbida clothing™®
Getting inspired from different brands of most plapygeans of the time such as Lewis, Diesel, oddsh, he worked
for four months on creating a new design with teéhof an experienced molder. His inspirationta$ thew design
also came from watching the social happeningsehibment, Mr. Erdem says. He tried to figure ouatwias missing

in the market, aiming to produce something unigue special. Although he was lacking the technicaedwledge of
producing a new design, he had the artistic sefiosdseling what was being desired in the market.

Stating that our target market is young people ftbemages of 15 to 20 is an empty statement, Mefrdays. You
should try to understand the spirit, feelings, #melidentity of your target market. You must figuwut how you can
make them feel special. He further quotes: “liks a male-female relationship; there should benaistry between the
brand and the consumer.”

19 Interview on the 17th of June, 2008 with Mr. NEridem, the founder of Oil Company.
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Looking deeper in consumers’ minds, Mr. Erdem aéathe first Oil Company designed jean, which hadhie
colored stripes on its sides, with an out of théirmary look compared to the more regular jeandheftime that were
mainly blue, black, and grey. The innovativenesthe company has already started at the productldement stage.
Although the owner did not have much technical elgmee at the beginning about the fashion merclsangioduction
processes; his vision about what the target madkstred carried the company much further. Usirgy fhiendly
connections in dying factories and production ats|iMr. Erdem managed to produce 850 pieces hihiv design to
be placed in a small shop of Kpraka.

4. THE SUCCESS OF GUERRILLA MARKETING

Everything started with one type of jean, one modak color; only different sizes. Mr. Erdem plaame piece of
each size on the selves of his shop. 20 piecg=anf out of 850 were exhibited; the rest werthénstock room. At
the beginning, Mr. Erdem, himself, was presenhaghop, receiving customers along with the saeple he hired.
When a customer entered to the shop, he was teflidg brought a nice piece of jeans from Italy. Wbyou like to
try?”. He was aware of the popularity of Italiarstidon products in Turkey at that time, and he wasealing to this
desire of consumers (Note: He imported all the raaterials from Italy, including the textile). Tingh, the ethical
aspect of this issue is questionable.

When the customer liked the jeans and decidedymha, he said: “It is limited edition; we onlyJyeone piece at the
moment, but if you leave a deposit, | will ordeedor you.” In about 15 days, with the money ocié&l by customers’
deposits, Mr. Erdem already break-evened revendecants. On those two weeks, on purpose, he didelbany
jeans while 850 were waiting in stock. The creagwtrepreneur / marketer was appealing to theucoas’ desire for
uniqueness. He started the buzz about this urégurethat is so rare and special, and everybodyedet® have one.
Within 2-3 weeks, Mr. Erdem realized that the numbfedeposits started to exceed the amount of jgatise stock.
Not only that, but also, customers ordered esggaiairtain sizes and not others while Mr. Erdem hadtock equal
numbers for each size. Subsequently, learning ftusoperational mistake, Mr. Erdem organized gheduction of
1600 pieces more to be able to cover all custonrdars.

After 4-5 months of attracting the customers thiotlge uniqueness and rarity of its product, Mr.ebndrealized that
he needed new ideas to spread the word-of-mouttkeya customers excited. He decided to hire gookirg college
students, paid them hourly salaries to form aréifiqueues in front of the Oil Company store andatk about the Oil
Company products to their friends. The studentewring up in the store in rush hours of shoppipetting out from
the stores with Oil Company bags, which were filtheir personal stuff. In Karyaka Cagisi, everyday, there were
plenty of people walking with these bags. Thisejnronically, Mr. Erdem was appealing to consurhdesire for
social prescription, for conformity while he wasating brand awareness. People were wonderinghdydoping to
try the jeans of this new very popular company.thilione month, Mr. Erdem says, he did not needramg artificial
gueues because the real ones were forming in dfahe shop.

After a little while, he opened a new store in Gidkak, the VIP neighborhood of Alsancikmir, spreading the buzz
with new creative ideas. Then, he decided to dgnmroperations. He traveled for one month all omarkey, visiting
the most popular shops in ever city, looking fanthisees. Conversely, he came back to Izmir witipty hands
because nobody knew about Oil Company. The buz spaeading in Izmir, but nowhere else. Withouatvieg
himself in desperation, the creative entreprenawelbped new strategies for growth. After a loegreh between
Italian Chamber of Commerce and Consulates, he raadegreement for print advertising shooting witlo tof the
most popular Italian models. He paid large amaunobey for only one photo that was going to be digpdl full page
in the leading national newspapers, Hurriyet anbaBa Below the photo of the beautiful models, \weprOil
Company jeans, the ad said both in Italian anduirkiEh: “We are accepting franchisees.”

Amazingly, 90% of the potential franchisees Mr. &rd visited the previous months replied to the adntimg a
franchise position. The following 4 years, Oil Quany has already reached above 300 selling paintsiikey while
towards the end of nineties, the company had S8tfrises in total.

The creative marketing moves of Oil Company were andy towards the individual consumers (B to Q)t klso,

towards its dealers (B to B), suppliers, and emgésy For a sustainable growth, opening a new fiisads not enough
Mr. Erdem says; the company should be able tocatttee customers to that new point of sale. Heeted every
weekend, visiting its franchisees and spreadingute about the unique products of Oil Company. alé® continued
to advertise in the leading national newspaperseasing the visibility of his brand. He dress@dopinion leaders,
celebrities, singers, fashion models likegl@aSikel. People were wearing Oil Company jeans in gidgrams like
TeleVole, in parties, in clubs, in all kind of pdausocial meetings. The brand was more and moosvk by larger
public; it was becoming a national brand. Mr. Ende&as highly active himself in public relations rigapating in all
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kind of social activities and hanging out in theiabenvironments of his target market. He ket denses alert for
what the young generation desired.

In time, along with its creative marketing effortise company also gained experience in fashionymtamh processes,
establishing its own manufacturing factory with gtate of the art facilities and skilled human teses. Mr. Erdem
says: “l taught to every employee that our objects/not to produce the largest amount or variéfgroducts but the
highest percentage of marketable products thattwiti into actual sales. | asked to my desigrefggure out 10 new
designs each season that will become highly fashienand demanded, searched by consumers, instéaclising on
the 300 hundred pieces of the collection.”

5. CONCLUSION

Oil Company does not exist anymore. This is maihig to the economic crisis that Turkey has expedd in 2001,
Mr. Erdem says. The company was importing its nnaim material, the very fine fabric of its jeanarfr Italy, and due
to the devaluation of Turkish Lira during the csishe company’s depths augmented tremendouslyaoseurse of one
night, and the company could not manage its firdhoss effectively.

Despite its sad ending, Oil Company has experieracedccess story for over a decade, by touchindélaet of its
consumers and becoming a national brand, thanks t6sionary and innovative marketing moves, knaogvio look
deeper in consumers’ minds.
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FINANCING R&D PROJECTS OF INNOVATIVE SMES: NATIONAL AND
INTERNATIONAL FUNDS
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ABSTRACT

Both academic papers and popular press frequeitdyfinancing of R&D projects as one of the majoplgems
innovative SMEs face. A five year long collaboratieffort between Ozyegin University and a major itess
confederation targets to strengthen the institafiarapabilities and build the capacities of theowvative and R&D
focused Turkish SMEs. In its first year (2009) stfoint activity focuses on improving SMEs’ accésdinancing in
general. As part of this project, one-to-one intéams with a large number of Turkish SMEs revéal the majority of
SMEs use their own capital, bank loans, and busiteans as their only sources of funding and tkeowledge of
alternative financing sources for their R&D progés limited at best. This study explores altenmtsources of
financing available to innovative SMEs for fundititeir R&D projects and investigates national funB§] funds,
framework programs (FP7), and funds resulting fiaternational bilateral agreements (Government tweégnment
and Twinning Agreements) in detail. The study ipepted to benefit innovative SMEs focusing on R&Daties by
enabling them to understand the pros and consotf efthese funding sources and help them makenm#d decisions
in choosing the most appropriate sources of funéngheir R&D projects.

1. INTRODUCTION

Both academic papers and popular press frequeitdyfinancing of R&D projects as one of the majoplgems

innovative SMEs face. A number of studies by poliegking institutions investigate the financing daped by SMEs.
(e.g. see [1], [2], [3], [4], [B], and [6].) Theere numerous region or country specific studiesiogy on the financing
problems of SMEs in those regions. (e.g. see [d][8h for studies concentrating on developing ddes and Eastern
Europe, respectively, and see [9], [10], [11], [1213], [14], and [15] for papers focusing on Awditi, Bangladesh,
Colombia, Ireland, Japan, Nigeria, and Poland,eetbgely.)

A five year long collaborative effort between OziyedJniversity and a major business confederationgets to
strengthen the institutional capabilities and bulié capacities of the innovative and R&D focuseakish SMEs.
Considering the effects of the global financiakig;i in 2009 this joint activity is focusing on inoping SMES’ access
to financing in general. As part of this projecanels and round table discussions are conductédtiét presence of a
large number of SMEs in different cities in Turké€yne-to-one interactions with the Turkish SMEs edwthat the
majority of them use the original entrepreneur’snogapital (including loans from family members),nkaoans,
business loans (trade credit), leasing and fagiamtheir only sources of funding. Studies indicamilar patterns for
SMEs around the world. (e.g. for studies focusindank financing see [11], [16], and [17], forozds on trade credit
see [18], and for studies looking at factoring g3, [20], and [21].) SMEs knowledge of alternatifinancing sources
for their R&D projects seems to be limited at bégtecdotal evidence tells us access to privatetgouenture capital,
and risk capital is virtually non-existent for therkish SMEs, and this is also in line with survegults for European
SMEs. (see [4].) There are also studies investigatewer and more innovative approaches to SMEding such as
the use of public credit guarantees (see [22]) iatdduction of SME stock exchanges (see [23]). &dipg the
former, the consensus among Turkish SMEs we haeeaicted with is that public credit guarantees imk€y do not
work as intended and regarding the latter, aftaryef planning, the SME stock exchange in Turlestill not
operational.

This study explores alternative sources of finag@mailable to innovative SMEs for funding their R&rojects and
concentrates on national funds, EU funds, framevmdgrams (FP7), and funds resulting from inteorel bilateral
agreements. One-on-one interactions with a largebeun of Turkish SMEs reveal that they are eitheaware of these
funding opportunities or find them to be too comple delve into. The study is expected to benefitbvative SMEs
focusing on R&D activities by enabling them to uredand the pros and cons of each of these fundinges and help
them make informed decisions in choosing the mpgtapriate sources of funding for their R&D progect

The remainder of this paper is organized as folldWe start by looking at national funds for TurkeySection 2. EU
funds and ¥ framework programs are investigated in Sectionsar® 4, respectively. Section 5 introduces
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competitiveness and innovation framework prograniPjCand lastly Section 6 looks into internationalateral
agreements. Section 7 lists some recommendatichsarcludes.
2. NATIONAL FUNDS

In Turkey the rate of R&D budget to Gross DomeBtioduct (GDP) is designated to be 0,58% in 200¢oAding to

the strategy that is developed by the Science a&otiffology High Commission of Turkey, this rateaigeted to be 2%
in 2013 and the share of the private sector in R&ilies to be 50%. In line with this strategy,gnicant growth on

national R&D funds that are implemented is obseime@rms of both the amount of the supports aedlmber of the
tools. In this scope, national R&D funds which aterently implemented are detailed in the followisertions. (see
[24], [27], [28], and [29])

2.1 TUBITAK- Technology and Innovation Support Programs Directorate (TEYDEB) Supports

These supports are provided by TITBK to the entrepreneurs who are planning to esthtd company, to SMEs and
to large scale companies. Figure 1 demonstratetothbamount of supports provided by TEYDEB torepteneurs,
SMEs and large scale companies through the yegaggnificant increase in these supports since 28@&ident from
the figure.

Figure 1: Amount of support provided by TEYDEB through the years
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TEYDEB supports are implemented by five main togldrief description of each follows:

2.1.1 1508 — Support For Entrepreneurships That I§ocused On Technology And Innovation

(TEKNOG IRiSIM)

This program is implemented to encourage the ergrgurs who hold bachelor, master or PhD degre@sntivate

new products that have commercial value. Followihg establishment of the companies, the programiges

supports for personnel, materials equipments, soéiwtravel, consultancy, office rent and otheiceffexpenses. A
maximum of 100,000 TL can be provided to each enéreur, and the support rate is 75%.

2.1.2 1507 — SME Ré&D Start-Up Support Program
This program aims to enhance the competitive capafiSMESs. It supports activities for new produaevelopment,
product development and amendment, enhancemenheofptoduct quality and standards, and reductiorthef

production costs. The projects to be supportechtsypgrogram should have budgets less than 400,00énd last less
than 18 months. Support rate for this programss &5%.

2.1.3 1501 — Industry R&D Projects Support Program
This program is implemented to develop R&D capesitif large-scale companies. There is no budgéation for the

projects that will be supported by this program.rdoens of the projects can be up to 36 months.pBuprate is
between 50-60 %.
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2.1.4 1509 - International R&D Projects Support Prgram

This program supports the projects that have iateynal partnership via Eureka and Eurostars prograompanies
based in Turkey can apply to this program by emthinlg partnerships with companies from the mensiates.
Support rate is 60% for large scale companies &8¢l for SMEs. There is no limitation for either tject budget or
the duration.

2.1.5 1503 - Project Markets Support Program

This program supports activities that enable repredives from the universities, research instingi and the industry
to come together to share the project ideas arablest contacts and project partnerships. Univessiand research
institutions can apply to this program.

2.2 TUBITAK - Patent Application Support Program (TPE),

This program covers the expenditures incurred duaipatent application. The support is given asa bnd in the case
of triadic patents (a series of corresponding gatiled at the European Patent Office (EP), théddhStates Patent and
Trademark Office (USPTO) and the Japan Patent ©fiPO), for the same invention, by the same agpulior
inventor) the loan is converted into a grant.

2.31SBAP- National Technology Platform Supports

With this program, supports for establishment afhtelogy platforms are provided. Automotive, tetilmetal,
electric, electronic, navy and sea technologiegrgn medicine, agriculture and construction are tichnology
platforms which are established by this support.

2.4 Turkey Technology Development Foundation (TTGVBupports

TTGV is a foundation that supports R&D and techgaal innovation projects of the private sectorTiarkey since
1991. Within this framework, TTGV provides long4tercredit that is to be repaid by the companies iamelquires
compulsory contribution of the companies to all tsomcurred in the project. In this scope TTGV supp the
following programs for the private sector.

2.4.1 R&D Project Supports Program

These supports include consecutive and integratechamisms that will enable SMEs and large scalepeoims to
make the best of their technological developmeitgml so that the developed technologies serv&i3tuEnterprises
to achieve a competitive position in the global ke&rThis program is implemented by three suppmist

» Technology development project support
« Commercialization project supports
« Joint technology development supports

2.4.2 Environmental Projects

Besides raising the industrial sector's awarenédR&D and supporting technology development prgesince its
establishment, TTGV pays close attention to praiacbf the environment. Thus a special support @y is
developed for environmental projects.

2.4.3 Technological Entrepreneurship Supports
TTGV provides supports to the entrepreneurs whe hashnological projects via the below tools:

e Pre-Incubation supports
* Risk sharing facility supports
e  Start — up supports

2.5 Development and Support Administration for SMESKOSGEB) Supports
KOSGEB, which is founded in 1990, provides techihieaministrative and financial supports to SMEsoidler to
enhance their technological capability and theintdgbution to the national economy. These suppoats be loan and

grants, technological know-how information, and cfie trainings. A summary of the most recent SM&ated
KOSGEB supports is given below:
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l. Information Technologies Supports This program covers supports for computer sofw@;000 TL)
and E-Commerce (3,000 TL) applications.

I. Regional Development: This program provides financial supports to the ESMocated in regional
development areas and covers qualified personmosti (up to 18,000 TL), local economic research
support (15,000 TL), and infrastructure & superdiute blueprints supports (10,000 TL).

Il. Consultancy and Training: This program encourages SMESs to receive techoaaultancy and specific
trainings and supports 5,000 — 15,000 TL granBSMis.

V. Development of Entrepreneurship:These are consultancy and training supports ozgdrty KOSGEB
and covers the following compounds: young entrepuerdevelopment, general entrepreneurship, new
entrepreneur, business development.

V. Quality Development: This support is provided to SMEs that aim to dighta quality standard in their
operations and is given for general testing, afmglgad calibration (10,000 TL), and CE certificatio
(20,000 TL).

VL. Market Research: This program covers supports for participatiomational and international fairs.

VII. Technology Development and InnovationThis program covers technology R&D supports, indaist

property rights, and technologic entrepreneurshipital supports. It provides financial support betw
50,000 — 200,000 TL.

VIII. International Cooperation: This is financial support for international coogéon and it covers business
trips focused on export and partnership activities.

2.6 The Ministry of Industry and Commerce San-Tez Rogram

This program targets university—industry partngyshin R&D projects. It is based on a thesis stundy will be utilized
in an industrial facility together with the coordiion of a university. SMEs participating in thisogram can develop
R&D projects with the technical personnel of théversity. The program covers 75% of the projectdmtdwith the
industrial company covering the remaining 25%.

3. EU FUNDS — GRANTS

The EU aims at the extension of peace, democradypavsperity in the world. In this scope, EU buiftErtnerships
with countries that share the same basic valuedeofiocracy, human rights and the market economy. Hle
contributes financially to these countries’ economnd social development through a variety of faianinstruments.
Some of these countries in Europe seek eventuahBkibership. If accepted as candidate countrieg,gaeincreased
financial support, called pre-accession fundinge Thain target of EU pre-accession funding is t@ hedndidate
countries prepare for EU membership.

There is a significant growth in the EU projectdsrallocated to Turkey since 2002. Figure 2 shdwsBU project
funds given and allocated to Turkey in the 2004@&riod and highlights this growth. These funds atilized in
three equal parts: approximation to EU Acquis (tbwal body of EU law accumulated), technical assisé for
institutional strengthening, and economical andad@onsistence. (see [26], [27], [28], and [29])
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Figure 2: EU Pre-Accession Funds Given and AllocateFor Turkey
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The EU funds that are implemented are a compositiche following five components:

I. Transition period supports and institutional develgpment: Covers the supports that will be used for the
approximation of governmental institutionalizatiorthe field of EU laws and Acquis.

Il. Regional and cross-border cooperation:This component supports the projects that enceurtge
cooperation between Turkey and bordering membeatsandidate countries.

lll. Regional Development:This component aims to decrease the economicasacidl gap among the different
parts of Turkey.

IV. Human Resources:The supports provided by this component are useddvelopment of human resources.

V. Rural Development Supports the projects which are implemented dgeoto develop agriculture and food
sector in Turkey.

4. SEVETH FRAMEWORK PROGRAM (FP7)

The 7th Framework Program is the EU program estaddl for research and technological developmerg.prbgram

will last for seven years from 2007 until 2013 drab a total budget of € 54.5 billion. FP7 is a tayl to respond to
Europe's needs in terms of jobs and competitiveraegbto maintain leadership in the global knowiedgonomy. This
budget will be spent on grants to research paditip all over Europe and beyond, in order to carfae R&D and

demonstration projects. Grants are determined erb#sis of calls for proposals and a peer reviesegss, and the
process is highly competitive.

In order to complement national research progrageisyities funded by FP7 must have a “European addéue.” One

key aspect of this is the trans-nationality of maagions: R&D projects are carried out by consowitach include

participants from different FP7 countries and fekbips in FP7 require mobility over national bosddndeed, many
research challenges are so complex that they dsirberaddressed at the European level.

Figure 3 shows the four sub-programs (cooperati®gs, people, and capacities) and the two sids {&oratom and
JRC) that account for 93% of the total program ldgnounting € 50.5 billion. Figure 4 gives the getdshare of the
sub-programs. The four sub-programs are describatbie detail below. More detailed information d¢enobtained at
http://cordis.europa.eu/ in English and also fratp:Hwww.fp7.org.tr/ in Turkish. (also see [2521], [28], and [29])
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Figure 3: 7" Framework Program Sub-Programs

Cooperation

Capacities

Figure 4: The total budget share for tffeFfamework sub-programs
€ million

M Capacities 4 097 B JRC (EC) 1751

B People 4 750

M |deas 7 510

M Cooperation 32 413

4.1 Cooperation Program

The core of FP7 is the Cooperation Program. A tofal€ 32.3 billion is allocated for this programmnounting to
roughly two thirds of the overall budget. It fastecollaborative research across Europe and otingr countries
through projects by trans-national consortia olustdy and academia. Research will be carried otgnrkey thematic
areas. The budget share among the thematic arga®rsin Figure 5.

¢ Health

» Food, agriculture and fisheries, and biotechnology

» Information and communication technologies

* Nanosciences, nanotechnologies, materials and negugtion technologies
* Energy

« Environment (including climate change)

e Transport (including aeronautics)

e Socio-economic sciences and the humanities

e Space

e Security
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Figure 5: Budget Share among the 10 Thematic Aoééise Cooperation Program
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4.2 ldeas Program

The Ideas Program will support “frontier researshblely on the basis of scientific excellence. Reseanay be carried
out in any area of science or technology, inclugingineering, socio-economic sciences and the higgrin contrast
with the Cooperation program, there is no obligatfor cross-border partnerships. Projects are implged by
“individual teams” around a “principal investigatorhe program supports projects that have higlell&®&D. Thus,

generally, academicians apply to the program. Tuppaert may last up to 5 years and the amount opauds €

100,000 - 500,000 per year. The total budget aléatfor the sub-program for seven years is € i

4.3 People Program

The People Program provides support for reseantiodility and career development, both for reseascheside the
European Union and internationally. It is implenszhvia a set of Marie Curie actions, providingdelships and other
measures to help researchers build their skillscamdpetences throughout their careers. The progeanthe following
support areas:

» Initial training of researchers - Marie Curie Netk®

* Industry-academia partnerships

e Co-funding of regional, national and internatiomability programs

e Intra-European fellowships

» International dimension - outgoing and incomindoekhips, international cooperation scheme, reatign
grants

* Marie Curie Awards

4.4 Capacities Program

The Capacities Program strengthens the researcititiep that Europe needs if it is to become avithgi knowledge-
based economy. This sub-program has a budget ¢f Bilion for the period of 2007 — 2013 and covérs following
activities:

* Research infrastructures

» Research for the benefit of SMEs

* Regions of Knowledge

* Research Potential

» Science in Society

» Specific activities of international cooperation
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4.5 Programs Important for SMEs

In FP7, a special emphasize is given to developm&®MESs. A total of 6.2 billion Euro is planned be given to
SMEs by various tools. Of these funds, 69% willdigtributed to SMEs that have less then 49 empogee 31% will
be distributed to SMEs that have 50-249 employkeethis scope, over 6,000 SMEs participated in FPthe first two
years (2007 — 2008). According to the third prognesport of SME participation, health, ICT, NMP ananhsport are
the most attractive thematic areas for SMEs. Digleaf the utilized funding is demonstrated in Feyé below.

Within the Cooperation sub-program, 15% of theltotaiget, equaling 4.86 billion Euros, is allocatede used by the

SMEs. So far, 12.3% funding rate is achieved ia giogram. Similarly, within the Capacities Progrdn34 billion
Euros, approximately 32% of the total budget, iscalted to “Research for SMEs.”

Figure 6: Dispersal of Funds Utilized by SMEs ir0Ze2008
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5. COMPETITIVENESS AND INNOVATION FRAMEWORK PROGRAM  (CIP)

The Competitiveness and Innovation Framework Progf@IP) aims to encourage the competitiveness abfiean
enterprises. With SMEs as its main target, the mogsupports innovation activities (including eocoévation),
provides better access to finance and deliversbasisupport services in the regions. It encouratester take-up and
use of information and communications technolodi€xT) and helps to develop the information socidtyalso
promotes the increased use of renewable energiksrargy efficiency. The program runs from 2002@&3 and has a
total budget of €3.621 billion. The CIP is dividedo three programs and brief information is pd®d on each sub-
program below. Detailed information about CIP canrbached fronhttp://ec.europa.eu/cip/index_en.htifSee also
[25], [26], [27], and [28].)

5.1 Entrepreneurship and Innovation Program (EIP)
The EIP with a budget of € 2.17 billion for the oa# period of 2007-2013 aims to achieve the foilogvobjectives:

- Facilitate access to finance for the start-up ar@vth of SMEs and encourage investment in innovatio
activities,
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« Create an environment favorable to SME cooperagiartjcularly in the field of cross-border coopérat
« Promote all forms of innovation in enterprises,

« Support eco-innovation,

« Promote an entrepreneurship and innovation culture,

« Promote enterprise and innovation-related econamitadministrative reform.

5.2 Information Communication Technologies Policy 8pport Program (ICT PSP)
The sub-program supports the following prioritiégwa budget of € 730 million:

« Developing a single European information space,

« Strengthening the European internal market for #0d@ ICT-based products and services,

* Encouraging innovation through the wider adoptibara investment in ICT,

« Developing an inclusive information society and en@fficient and effective services in areas of mubl
interest,

e Improving the quality of life.

5.3 Intelligent Energy Europe (IEE)
The sub-program which has a total of € 730 milkbaiget for the whole period supports the projdus targets:

* Fostering energy efficiency and the rational userefrgy sources,
« Promoting new and renewable energy sources and\edersification,
* Promoting energy efficiency and new energy souirtésansport.

6. GOVERNMENT TO GOVERNMENT (G2G) AND TW INNING AGREEMENTS

The aim of G2G cooperation programs are implemigmtaif policies in selected countries and estabdisbtainable
relationships between institutions from differeatintries.

The main subjects which are covered by G2G prograrasprimary and secondary legislation, compliamelic
administrative reform, education, justice and haaffairs, health, environment, public works, sogalicy areas and
working conditions. This program is important faviBs which provides services in the above mentidiedds.

A special form of G2G agreements is “Twinning Agremts” which were launched in May 1998 is now oh¢he
principal tools of ‘Institution Building' assistamcTwinning aims to help beneficiary countries lie development of
modern and efficient administrations, with the staies, human resources, R&D and management skitsled to
implement the acquis communautaire.

Twinning Agreements provides the organizations fiteanework in the beneficiary countries to work witheir
counterparts within the EU. Together they develom amplement targeted projects aimed at supportimg
transposition, enforcement and implementation gifecific part of EU acquis.

The main feature of Twinning Agreements is setting to deliver specific and guaranteed results @odto foster
general co-operation. The parties agree in advance detailed work program to meet an objectiveceaming priority
areas of the acquis, as set out in the Accessidnd?ships. Since 1998, beneficiary countries Haamefited from over
1,100 Twinning projects.

Turkey is now proceeding with accession negotiatias a candidate. It will have to demonstrateeiselve and ability
to complete the necessary transformations to imphencommunity legislation. Twinning will thereforemain an

essential tool at its service to reach the requiegdl of administrative and judicial capacity. Ttrrent approach to
Turkey as candidate country is "accession-drivesricentrating on supporting priority areas aimecelping this

country in preparing for EU membership.

G2G Programs and Twinning Agreements carry impegéeor SMEs especially in the field of legislativansposition
which can participate to this program as a stalddro[24]
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7. CONCLUSIONS AND RECOMMANDATIONS

In the current market, SMEs do not consider nati@md EU funds as viable financing alternative. @neone
interactions with a large number of Turkish SMEge@ that many SMEs are not aware of these fundppprtunities
and those that are aware find the process of gottirough these funds, understanding them, andyiagplor them to
be too complex. However, national and internatidnads provide important and sizable financing apyuties for
SMEs and should be better understood and utilizethbm. The following recommendations should béhelp to
SMEs that intend to develop projects under natiandl EU funds:

SMEs are advised to start by gaining the abilitydéwelop and implement projects under these fuBdtablishing a
specific team to track, develop, and implementeéh@®jects will make this process easier and maatdgeSMEs that
have no experience in applying to these funds wéottlit easier to evaluate the national fundstfilhose SMEs that
gain experience in applying for and getting natiohands will have an easier time charting the EUhding
opportunities.

Innovative SMEs will also be better off by not vieg these funds as one-time funding opportunifiémse SMEs that
are able to incorporate these funds into their mbraperations will be able to consider these asilaegfunding

opportunities within their financial planning pra@ses. This will help them gain a sizable advaniagseizing new
opportunities.

The main purpose of these funds is not to simplyide additional financing to SME production bustead to
improve SMES’ capacities and strengthen their céiiab. Utilization of these funds will enable SMEo become
more competitive in global markets. Those SME’s tr@ unaware of these funding opportunities andelthat lack
the infrastructures to take advantage of thesesftnade higher likelihoods of getting left behind.

REFERENCES

e [1] OECD 2006, The SME Financing Gap (Vol. I): Thgand Evidence, OECD Publishing, Danvers.

e [2] OECD 2007, The SME Financing Gap (Vol. Il): Beedings of the Brasilia Conference 2006, OECD
Publishing, Danvers.

e [3] OECD 2004, Financing Innovative SMEs in a GloBeonomy, OECD Publications, Paris.

* [4] EC 2005, SME Access to Finance, Flash Eurobatenl74, Available at:
http://ec.europa.eu/public_opinion/flash/fl174_sunem.pdf

* [5] Volz, U. 2004, ‘European Financial Integratiand the Financing of Local Businesses in the New EU
Member States,” European Bank Working Paper No 89.

» [6] Berger, Allen N. and Udell, Gregory F. 2005, More Complete Conceptual Framework for Financihg o
Small and Medium Enterprises,” World Bank PolicysBarch Working Paper No. 3795. Available at SSRN:
http://ssrn.com/abstract=874825

e [7] Zavatta, R. 2008, Financing Technology Entreprtegs and SMEs in Developing Countries, infoDev/M/or
Bank, Washington DC.

» [8] Klapper, Leora F., Sarria-Allende, Virginia aBdilla, Victor 2002, ‘Small- and Medium-Size Entesp
Financing in Eastern Europe,” World Bank Policy &ash Working Paper No. 2933. Available at SSRN:
http://ssrn.com/abstract=636295

* [9] Cassar, Gavin and Holmes, Scott 2002, ‘Caj3talicture and Financing of SMEs: Australian Evidshc
Accounting and Finance, Vol. 43, No. 2. Availabte&s&RN: http://ssrn.com/abstract=1404863

» [10] Siddiquee, Moniruzzaman, Islam, K.M. ZahidatdaRahman, Masud Ibn, ‘Revisiting SME Financing in
Bangladesh.’ Available at SSRN: http://ssrn.confale$=928139

e [11] Stephanou, Constantinos and Rodriguez, Ca20ils8, ‘Bank Financing to Small and Medium-Sized
Enterprises (SMESs) in Colombia,” World Bank PolRgsearch Working Paper Series. Available at SSRN:
http://ssrn.com/abstract=1086860

e [12] Lucey, Brian M. and Mac an Bhaird, Ciaran 008, ‘Capital Structure and the Financing of SMEs:
Empirical Evidence From an Irish Survey.” AvailalalieSSRN: http://ssrn.com/abstract=905845

e [13] Uchida, Hirofumi, Yamori, Nobuyoshi and UdeBregory F. 2007, ‘SME Financing and the Deployment
of Lending Technologies in Japan.’ Available at 85Rttp://ssrn.com/abstract=976815

* [14] Aruwa, Suleiman A.S. 2004, ‘Financing Optidos Small and Medium Scale Enterprises in Nigeria,’
Nigerian Journal of Accounting Research, Vol. 1, RoAvailable at SSRN: http://ssrn.com/abstrac8i583

» [15] Klapper, Leora F., Sarria-Allende, VirginiadaAaidi, Rida 2006, ‘A Firm-Level Analysis of Smalhd
Medium Size Enterprise Financing in Poland.” Wdslahk Policy Research Working Paper No. 3984.
Available at SSRN: http://ssrn.com/abstract=922464

79



[16] Beck, Thorsten, Demirguc-Kunt, Asli and MadmPeria, Maria Soledad 2008, ‘Bank Financing for
SMEs around the World: Drivers, Obstacles, Busiisdels, and Lending Practices,” World Bank Policy
Research Working Paper Series. Available at SSRNZ/fssrn.com/abstract=1312268

[17] Fernandez, Francisco Rodriguez, Udell, Gregorgnd Carbo Valverde, Santiago 2008, ‘Bank Legdin
Financing Constraints and SME Investment,’ 21sttfalasian Finance and Banking Conference 2008 Paper
Available at SSRN: http://ssrn.com/abstract=1247282

[18] Howorth, Carole, and Reber, B. 2003, ‘Habituate Payment of Trade Credit: An Empirical
Examination of UK Small Firms,” Managerial and D@oh Economics Vol: 24 Pages: 471-482.

[19] Klapper, Leora F. 2005, ‘The Role of Factorfog Financing Small and Medium Enterprises.’ World
Bank Policy Research Working Paper No. 3593. Alidglaat SSRN: http://ssrn.com/abstract=748344

[20] Bakker, Marie H. R., Udell, Gregory F. and Kfger, Leora F. 2004, ‘Financing Small and MediurpeSi
Enterprises with Factoring: Global Growth and Itgdntial in Eastern Europe,” World Bank Policy Resh
Working Paper No. 3342. Available at SSRN: httgriiscom/abstract=610386

[21] Soufani, Khaled 2000, ‘Factoring as a Finagddption: Evidence from the UK,” EFMA 2000 Athens.
Available at SSRN: http://ssrn.com/abstract=251407

[22] Zecchini, Salvatore and Ventura, Marco 20@8&blic Credit Guarantees and SME Finance,’ ISAE
Working Paper No. 73. Available at SSRN: http:Hssom/abstract=947106

[23] Sonmez, A. 2008, ‘KOBBorsalarinin KOB Finansmanindaki Yeri: Diinya Uygulamalari ve Tuekiy
Uzerine Birinceleme,” PhD thesis, Kadir Has Universitesi, Ibtdn

[24] Beba, Ali, 2008, “KOB ve Bilyiik Olgeklisletmelerin Projelericin Ulusal Fonlar”, Garanti Bankasi,
Istanbul

[25] Beba, Ali, 2008, “KOB ve Bilyiik Olgeklisletmelerin Ar-Ge Projeleri AB Cerceve Programlaaranti
Bankasi istanbul

[26] Beba, Ali, 2008, “KOB ve Bilyiik Olgeklisletmelerin Projelericin AB Fonlar1”, Garanti Bankasi,
Istanbul

[27] Beba, Ali, 2008, “Ulusal ve AB Destekli Barili Proje Ornekleri”, Garanti Bankagstanbul

[28] Beba, Ali, 2008, “AB Fonlarindan Yararlanmigin Proje Hazirlama Kilavuzu”, Garanti Bankasi,
Istanbul

[29] Beba, Ali, 2008, “Kadin Gisimcilerin Projeleriigin Ulusal Fonlar ve AB Destekleri”, Garanti Bankas
Istanbul

[30] Amting, Corinna, 2009, “SMEs in the FP7 Pragté&Kagider EU Daysjstanbul

80



SUCCESSION PLANING IN FAMILY OWNED SMEs :
A CASE STUDY FROM iZMiR, TURKEY
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MERT GUNERERGIN, iZMiR UNIVERSITY OF ECONOMICS

ABSTRACT

This paper aims to present an insight into the esgion planning processes of Turkish family ownBtES mainly in
Izmir, by adopting the case study approach. As tigest of this case study, among various altereativthe
automotive sector is chosen. From this sector, ohdzmir's most successful and conventional famdwned
businesses, Ermat Automotive is selected. In otderollect information about their succession te&sgelans and
processes, a series of in-depth interviews arewiad with the predecessors and successors dirthis

Keywords: succession planing, family owned businesses, SME,
1. RELEVANT LITERATURE

It was family that ruled countries and empiresthfiough the history; as empires and sultanates ademn times,
businesses are run by families today. Acceptingfdlbethat the true rulers of countries are thobe Wwold economic
power, and citing that more than 75 % of all conpaifisted inistanbul Stock Exchange are family owned (Yo

2000), the above statement is fully recognized.the focus of this paper is small and medium seag@rprises, it shall
be noted that 94,1 % of Turkish SMEs are familyhed/(Tatoglu, Kula and Glaister; 2008).

The importance and dominance of family owned bissies in Turkish economy is supported by number8: @Bof all
firms are SMEs (94,1 % of which is family ownedpa#b,6 % of employment is provided by them (Sirk&6i08)

1.1Family Owned Business: ‘FOB’

“Family owned business” is defined in various waysl a number of criteria for it, is available. Gakevant definition
is “Family owned businesses are those companiaghinh at least 51 % of shares are held by a familyelated
families; the family members comprise the majodfythe senior management team and the owners hayoeday
responsibility for the management of the busin€aligkan; 2008). To avoid confusion, distinctivefididons for
family-owned businesses; family-owned and managesinesses and family-owned and led businessesffareain
the literature:

“A family owned business a for profit enterprise in which a controllimymber of voting shares, typically but not
necessarily a majority of the shares, are ownedbgnbers of a single extended family, or are ownedre family
member but significantly influenced by other mensbafrthe family”(Davis; 2001)

A family owned and managed businasslefined completely same as the family ownednmss but additionally the
family determines the objectives, methods and psjcbesides at least one family member has ai@osit the top
management. (Davis; 2001)

A family owned and led compamjso has the same definition but with a differentte family determines the
objectives, methods and policies and at least amélfy member is actively in theoard of directors(Davis; 2001)

In addition to the definitions given above familwmed businesses have certain common characternisfexsed to in
the literature: the founder or a family memberhis CEO; members of that family is employed by thsifess; major
decisions are made by the family; managerial asségs are affected by family relations (Holland &wdilton; 1984)
; there exists a continuous association betweeiilyfaand the business (Hollander and Elman; 1988) ahere is an
expectation or actuality of succession by a famigmber (Churchill and Hatten; 1987).

1.2 Family Owned Businesses and Continuity
Although family owned businesses are among theidgaaictors of Turkish economy, they are mostly aetd: there

is even no official definition of family businesses Turkish Commercial Code and there is no govenmtal / non-
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governmental focus on their continuity. As statgd_bnsberg (1999), less than 30 % of family owneditesses can
accomplish to pass to second generation and onBt Hurvive to the third. It is also cited that age life span of
family owned businesses is limited to 24 years, mimgathe firm survives and prospers only in the lifme of its

founder.(Welles; 1995) These deductions prevail farkish FOBs. In this respect, unlike non-familysinesses ,
family owned businesses should thoroughly concemtoa long term continuity of the enterprise andcgssion of
management and ownership rather than short terfitgiidity (Sivgin; 2009)

2. SUCCESSION PLANNING IN FAMILY OWNED SMEs

Succession planning is a certain process, notglesione time event and through that process, neamnegt of the
business is passed from one family member to an¢&marma et al; 2000).

This process should involve the following ten edens: a statement of the distribution of ownersttip,identity of the
new leader, the trainings designed to prepare ¢welaader to his/her new role, the definition diestkey members’
roles during the transition, the process of thechpase/sale of stakes in business, taxation comsides, legal
considerations, financial considerations, retireneemsiderations, the method of monitoring thisgess, the method of
dealing with disputes, the timetable of the prod@&sice, D. and Picard, D.; 2006) and most impulya a formal
process of finding a successor (Upton-Bowman; 1999)

As long as the succession process is correctly gethat can provide a competitive advantage toROG& over non
family owned rivals (Bjuggren and Sund, 2001). Acting to Gallo (2002), children trained for a fugucareer in
family business have the opportunity to gain famiélues, history, corporate culture, entreprenéutiaracteristics
and most importantly, the unique ways of dealinghwiroblems and conflicts developed by the famiyl. these
acquisitions stated by Gallo (2002), ensure thelfabusiness with the additional competitive adeayg which would
not be obtained in case of the transition of lesldprto an external professional. Lambrecht, (2088nonstrates the
ingredients of a successful multigenerational fiteorsthat assures the above mentioned acquisitiotise successor as
transfer of professional knowledge, managementeglentrepreneurial characteristics and the sothefssence of
the family business. Studies suggest that, many<OB®@mily owned businesses are aware of thefargmce of their
life cycles and positions in the business. Themfto achieve a smooth succession, they startiricaithe potential
successors from early childhood in order to giventithe required values, characteristics, knowlesdgkinformation
(Westhead, 2003). Lambrecht, (2005) suggests lieapérsonal and career development of the succsssald better
follow the subsequent steps:

Up to age 11 The FOB should be presented as a playground

The potential successor should be involved in light
Ages 11-15 business activities during weekends and vacations

It is time for the potential successors to be imedlin
Ages 15-17 more serious business activities and to take Inijtia

responsibilities.

The successor should start an undergraduate degree
After age 17 (Preferably in an area related to the family bussje

The successor starts working either in the family

business (From low levels), or in another company t

have outside experience (Whether in home countny or
After graduation abroad).When the successors have outside work
experience, besides the knowledge and wisdom they
gain, their self-confidence develops, they have |the
opportunity to prove their capabilities to theinfidy.

Potential successor rotates among different
departments and positions before he/she obtains the
When the successor begins to work full-time in the necessary experience to hold a higher position in
FOB management. Predecessors provide the successors
formal trainings in this stage, in order to enstieir
achievement

For the continuity of the family business, doomsday
scenarios (Financial crisis, death or resignatibra ¢
During the succession period family member) should be prepared in written format
so that the successors utilize when needed. Legh| a
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financial procedures are completed, shares aregass
on, the retirement plans and considerations ard |hel
for the predecessor.

2.1 Potential Failures in Succession Process

In spite of its importance due to continuity calesations, succession is among the major pointsemadures occur in
family businesses (Kram and Handler; 1988).

Some of the basic reasons lying behind those &slare cited in the literature as: Mismanagemermtrgénizational
change caused by the transition of managementatdintm the predecessor to the successor ; thelityato re-
establish the emotional and managerial equilibrinrthe business(Gersick; 1991ack of mutual respect among the
successor and the predecessor (Handler, 1989 avid, 0882); mismanagement of family and businessntaries
(Handler, 1989); conflicts emerging during the &ition of primary values from the predecessorsi®duccessors due
to differences in personal characteristics; theuchstances in which there is either many or n@peapriate potential
successors; the unwillingness of the successor lftecht, 2005); the unwillingness of the predecessmsence of the
necessary breathing and maneuvering room for theessor(Lambrecht, 2005).

After a review of literature regarding Turkish fdynowned SMEs and succession, it stands out thatlynthe major
focus has been failures in succession. Accordinbeaeport of a project conducted on behalf ofdpean Commission
regarding family businesses in Turkey, the key fsolgying behind the failure of continuity can bersuarized as:
insufficient financial resources and inability tontrol costs, inability of institutionalization,ifancial competition and
conflicts between family members, over-blown salffidence of family members, and inability to edistb proper
recording systems and developing new long-terntegias. Furthermore, another major draw-back ofilfamwned
businesses is the failure of planning the delivargontrol and management to the next generatiamaty succession
(Kuratko et al., 1993).

Considering the vital importance and role of susiesplanning and process in continuity, this pdpeuses on the
real life practices of the selected Turkish fanailyned SME: Ermat Automotive.

3. METHODOLOGY
3.1 The Process

A series of in-depth interviews are conducted l®y d@lathors with both the successors and the prestasesf Ermat
Automotive between July and August 2009. Each vieer lasted approximately one and a half hour. Tioek place
in the offices of Ermat managers and each werereparded. Successors of the firm are Mr. HasarmiQizeMrs. Asli

Ozering; Mr. Ali Ozering and predecessors are Muhig Ozering and MrSafak Ozering.

3.2 The History of Ozering Family Businesses

The Ozering Brothers were sons of a goldsmith $mall town ofizmir, called Bergama. From early ages they worked
at their father’'s small jewelry shop on weekends aacations. They were both successful studerag,ttok bachelors
degrees from leading universities of Turkey on naeital engineering. MiSafak Ozering has started his career in an
Istanbul firm after his graduation, while Mr. Muh@@zering has turned back to the family businesdrgama.

3.2.1 Mr. Muhip Ozering - The Predecessor

Mr. Muhip Ozering was graduated from Middle EastAmcal University, Department of Mechanical Engirieg and
he received his master's degree at the same uitwérg on a different subject: Solar Energy. Déspiis plans of
continuing his career as an academician, he tupaed to Bergama and started to work at the jewahgp. This was
the turning point for Ozering Family as a whole.eDio his childhood work experiences, he was cormpéteand
familiar to the jewelry business. Soon after hisleavor in the family business, his older brother Mafak Ozering
quitted his career ifstanbul and returned to Bergama. Now it was timgrégress for The Ozering Brothers:

“ ... We have lots of stories of Bergama... Soomr aftebrother’s return to Bergama, we rented a place started

selling durable house appliances and TVs. Thoseevike days when Turkish customers first met colds. Tl
remember us selling a lorry of color TVs in Bergama new year’s eve.said Mr. Muhip Ozering.
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They were searching for new ventures and opporésnithile they were running the existing busineséssa result of
the growing economy and the deregulations on egpdurkish customers were willing and able to bugducts that
could enhance their life standards. By the yeab5198e Ozering Brothers discovered a promisingosegiutomotive.

Meanwhile the continuing shrinkage in jewelry seatmde it difficult to support the needs of a gnegviamily. Both
the newly detected opportunities and shrinkagéénald business played a vital role in their ingestt decision. They
acquired a Renault franchise in Bergama.

Until the announcement of economic precautions pfilA5, 1994, things went very well for The Ozerikamily.
Following the announcement of precautions, an emonarisis emerged which severely affected thesihesses in
Bergama. Trying to find ways out of the crisis,\tiealized that 90 % of their customers were fromgurrounding big
cities rather then Bergama.

This was the second the turning point for them.yTlweuld have either quitted the automotive sectozxpanded their
business to a big cityzmir.

“ | was the bouncer of the family, so | went/zmir in 1996 and started to work as a car salesnB&cause, our
demand of a second franchise fmir was refused by Renault with the argument thate were more than 18
franchises over there...”

The refusal did not stop Ozering Brothers; Mr. Mufiizering continued working as a car salesman tivgif received
an offer from another Renault franchise to taker dlieir business. Name of the franchise proposatiedamily was
Ermat Automotive.

3.2.1.1 The Ermat Venture

A period of progress has started for the familyhwtite take over of Ermat Automotive in a hundredasg meter
showroom in 1997 and continued with the constractd Ermat Plaza in 2001. The construction decisiba plaza
was a very risky one for those days as, due tdigallinstability and economic crisis, majority noéw ventures and
investments were prone to failure.

At this point for the continuity of the family burss they hired a management consultant who waddtahem at
structuring organization chart, managing humanteagpind preparing a family constitution. Althoudiey failed to
write down the family constitution, they improvedvgrnance of the business significantly. Betwee®618nd 2001,
the business was managed by Mr. Muhip Ozering.

With his own words:*This one man show has ended with the change invisipn after my interactions with the
management consultahtMr. Muhip Ozerin¢ learned to share responsipiind work related issues with the other
family members, especially the successors.

3.2.2 Asli Ozering — The Successor

Mrs. Ozering (daughter of MSafak Ozering) is a food engineer; in her last yatathe university she had some bad
experiences that caused her to decide not to pealsér profession. The day after her graduatioa vgmt to her uncle
(Mr Muhip Ozering) and asked him to give her a jBhat was something unexpected. In 1997 she stameking in
the family business. The first job given to her vaashe call center of the firm: she started witisv@ering the phones.
Her other duties included paying the bills and axa time, she started replacing absent workers whre attending
trainings or were on vacation. Soon after thatuhnicle and father suggested her to be a saleswoman.

“ ...1 said ok but added that | have no idea about camyen don’t know how to drive. | asked them hoveuld
understand the models of cars. They replied: Modedswritten at the back of the cars, look therel qust memorize
the prices.

She was raised in a conservative neighborhood igdea, she was not comfortable with people. Shegihtoshe was
not able to sell anything. Slightly after her déemisto ask her uncle to give her another positghe sold her first car.
That was when she overcame her shyness and tim8hiy continued her career as a saleswoman.

“ ...Neither my colleagues nor the customers knewl tlvas the daughter of basshe added.
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She made mistakes and corrected them, she leaveegtléng by doing. She proceeded step by step.ntide active
sales, after a few years she was appointed ashibeaf other three salespersons. She was makieg aad directing
the work of other salespersons at the same time.

“... I was inexperienced and not educated to leadopeolhat was a really though time both for me andteam, but
we have done a great job, we sold many cars evéreimorst times.’5he said.

As time passed she realized that she became a wibldet uncle: “...while | was working, | figured out that | became
a copycat of my uncle in sales. We have the safieg’ st

With the expansion of family business, her unclggasted her to be the sales coordinatorl fwas involved in
everything: service problems, finance, accountsaes, and customer relations. ... That's why | anfagaliar with
solving problems in every aréashe added. Now she is in the board of directord she is the general manager of a
subsidiary of Ermat: Cem Automotive. “l.am the boss of Cem Automotive now, for the gigsihonths. | started to
understand everything better and cleater

Mrs. Ozering thinks her biggest chance is to belsse to her uncle:*..My biggest chance was to be in a close contact
with the founder and the administrator of the besim.. | proceeded step by step, | had no knowlenigi@xperience,
we had lots of conflicts with my uncle, but at¢ne of the day, we accomplished a great many thoggther:

She describes being the CEO of Cem as:
“ ...Being on your own at the top, is really rewardiggu have to know everything, control everything god have to
establish a systeth

Her promotion as the CEO of Cem is result of aslenimade by board of directors at the beginningGff9. She and
her brother Mr. Hasan Ozering, were promoted to gopitions of two subsidiaries: Cem Automotive afafak
Automotive. Aim of this decision was to have bettentrol on the firms and to provide the successahganced
experiences in leading the firms.

Mrs. Ozering explained her feelings about workindtie family business as motivating. She addedtigpower and
pleasure of the job is very different, even thoagh mostly works without the chance of any vacation

3.2.3 Ali Ozering- The Successor

Mr. Ali Ozering is a graduate of Kog University, matment of Mechanical Engineering. His professga conscious
selection which he made with his father (Mr. Mulilgering). They thought this education would helm leistablish a
system in family business in the future. He wilVbéa master’s degree in financial management inagadgn 2009.

His work experience in Ermat was as follows, withwords:

“..It all started as a punishment that my father gane He forced me to work in Ermat . | was delivgriea to the
employees. | was very upset and furious at thenipégg. But after a few hours it turned out to be. fudiscovered that
the biggest mistake that | could make -regardiygre@sponsibilities in Ermat- was just breakingthk glasses...”.

Aspiration ofMr. Ali Ozering in his work was appreciated by Mduhip Ozering and he was rotated among various
departments like Mrs. Asli Ozering did at the véeginning of her career. According to Mr. Ali Ozerithe real
punishment for him started during his practicedoaunting department.

Despite all disadvantages of a career in the fatmiginess, Mr. Ali Ozering decided to work for fiynikeeping in
mind that Turkey was severely affected by the reeennomic crisis and millions have lost their joBsher reasons of
his decision are the convenience earnings provijethe family business which would help him to ntain his life
standards, the greater sense of involvement apdmsibility.

3.3 Ermat’s Succession Plan
During the interviews, it is understood that ther@o official succession plan but some unoffigigdctices in Ermat.
They have not included the elements of a good ssame plan suggested by the literature in theicession process:

They don't have a statement of distribution of ovehé and a defined way for delivery of shareshéiligh Mrs. Asli
Ozering is fully supported by top management imterof guiding her in the areas that she feels fitseiit and
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inexperienced (In her own words: “ My biggest chance is being so close to the fourigerthey have no formal
trainings designed to prepare her to the new role.

Mr. Muhip Ozering transfers the professional knalge, management values, entrepreneurial chardiderand the
soul of the family business to the successors inddly. Through this transfer of experience, famiblues, history of
the family business, corporate culture, entrepreakcharacteristics and the unique ways of dealith problems and
conflicts developed by the family are passed om, to

“ ...he (Mr.Muhip Ozering) is the man who thought ustibsiness ... He does not teach directly, he letdgam by
experiencing. As time passes, he draws himself in@c&mentally... At first he left the sales departthreampletely to
us, that month we made the worst sales ever, bstomdy recovered. said Mrs. Asli Ozering.

According to Mr. Muhip Ozering, they manage theibess on the basis of goodwill between family merspso they
have not worked on any special methods of dealiitg disputes and any doomsday scenarios. The fasndér.
Muhip Ozering and his brother Mgafak Ozering keep on following the performanceshef next generation, but they
have no formal method for this monitoring procé®sgarding the personal and career development steggested by
Lambrecht, 2005, all indicators support the infolitpaf the succession process:

The successors were not integrated to the busihemsgh apprenticeship periods in their early didlod. Only Mr. Al

Ozering has worked in Ermat for some time, but tygiointment was given as a punishment to him. ideriag the
profession selection, predecessors have let trendegeneration free (Only for Mr. Ali Ozering, Hiher Mr. Muhip

Ozering has given him some guidance without beogyave). Likewise, Mrs. Asli Ozering has been freehoose a
totally irrelevant profession regarding the fanilysiness.

The process of transition between generations tiesiablished with a specific time table and alssre is no explicit
and formal agreement on the identity of the futeesler (Even though it is not declared formallysibbvious that Mrs
Ash Ozering is being equipped as the main sucecesfsBrmat). Although there are no formal retiremplans for the
predecessors, Mrs. Asli Ozering discusses futueaasms with them.

“ ... make plans for the aftermath of my uncle’tirement, and | share my ideas with him. If he &sathe business
today, | am capable to keep the business operasngdoes today...”

Mrs. Ozering feels ready to take over the businessit seems that it's not the case for Mr. Ali€diac: He answers a
question about what he would do if his father MutNp Ozering left the business with a sudden degiais “I would
ask him to stay!

As it is clearly understood during the interviewd;. Muhip Ozering is a dominant character and higharity is
strongly felt all around Ermat. Mrs. Ozerin¢ adwittthe situation, but she added that he was touggfere, he used
have a more strict management style, in time harlneanore flexible.

With such a successful and strong authority attéipeof the business, it is evidently hard to avoahflicts among
family members. The Ozering family has achieveditmage such conflicts by the strong goodwill andualurespect
between members.

4. CONCLUSION AND FUTURE RESEARCH

Established by the father, expanded by his sors)ikaely to be taken over by the third generatiBnmat Automotive
is a very convenient case to study succession leetwenerations. As noted in the paragraph aboveatdoes not
have an official succession plan.

Top management applies some informal practiceatahe issue, but the process is still run by aflthumb.

Lack of a well-thought, well-establishedid elaborate succession plan, as cited in thatibe, is likely to result in a
series of failures for the business: Organizatiatgnge caused by the transfer of management tamtrkely to be
mismanaged; the successor will probably experigheeinability to re-establish the emotional andanagerial
equilibrium point via reducing uncertainty (Dunr@9B); there will be a good chance that a lack ofualurespect
between generations will emerge during this conegngeriod; differences in personal characteristiod personal
values will induce conflicts; predecessors will armably be dissatisfied by the way successorshercompany; the
employees will be de-motivated and disturbed byuheertainty perceived around; there will be disparnong family
members about the successor, mostly when he/st®sen without a consensus and when his/her compeseare not
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enough. Although in many cases intelligence, haodkwgood leadership skills and education are tlostrimportant
criteria, literature supports that the eldest safithe predecessors are more likely to be the ssoce (Fox et al., 1996;
Kuratko et al, 1993; Martin, 2001)

Alongside those threats, the successor may notlbegao take over and may have different planstfee future; or the
predecessor may not be willing to transfer his poaee to his character or incompetency of delegati

In our case, even though there are no formal pdemksprocesses of succession; serious intentiongt atamsferring
experience and knowledge, desire to keep the Bsiakve, existence of goodwill and mutual respedhe family,

explicit boundaries between family and busines$i¢Otmembers of the family are kept away from bussnssues),
willingness and commitment of the successors aaddmily motto What happens in business stays in busireres
strong factors that can protect Ermat from cerfailures in succession.

It was aimed to gain an insight about and to preaedloser to look to the succession processesudfiSh Family
Owned SMEs in this paper. It will be proper to egéathis study through examining more family owiS?dEs in their
succession periods in the future, so that some ammfailures or practices can be detected and theabri
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SOCIAL CAPITAL IN ENTREPRENEURS' NETWORKS: EFFECT
ON MANAGING IN A DOWNTURN
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SERRA BAYRAM, ABIGEM KAYSERI

ABSTRACT

Social capital is the value derived from the cotioes within and between social networks withinogisty. Despite
the attention given tgsocial capital recently, the nature and applicatd social capital in an entrepreneurial context
have not been explored extensively (Anderson, Ja@R2). Surely, high level of personal social capwill assist
entrepreneurs in gaining access to financial ressuand potential customers. Given the currenta@oandownturn,
SMEs will do well only if they can effectively usdl the resources at hand. These resources inthedenes that the
entrepreneur has through his/her personal conmecti®resent research will try to answer whetherqgunaities of
personal social capitabf the entrepreneur affects the capabilities & 8ME incoping with a downturrand the
economic performancef the SME (as judged by the entrepreneurs themskelUsing Social Survey of Networks (Van
Der Gaag and Snijders, 2005), financial questicenand downturn management questionnaire, thisrpefeEmpts to
answer this research question. A sample of SMEKawseri Organized Industrial Zone participated his tstudy.
Results of the preliminary analysis showed supplwat brokerage opportunities in an entrepreneuesvark and
access to higher diversity of resources positiagfgct the diversity of responsive actions theyetédcing a downturn.
The link between diversity of responses and ecoagmrformance was in the expected direction, howeesired
significance levels were not reached with the samaphand.

1. INTRODUCTION

There are conflicting reports on how successfulegmeneurs are in dealing with the economic downtfir2008-2009.
Some reports mention that, especially in emergoanemies, entrepreneurs expect positive growtlthisrcoming two
years thanks to entrepreneurs’ unique abilitieeéat quickly to new opportunities (Endeavour gumieaeurial survey,
2009). Other accounts, however, mention SMEs tmbst affected by the ripples of the downturn (Hodel, 2009),
citing access to finance problems as a culpriinsing entrepreneurial companies to suffer the ESAPME report,
2009). In this study, we look at how a personalituaf an entrepreneur, namely their individuatisd capital, affects
how they cope with the economic downturn. The testdn help us point out the behaviours entreprsrexhibit that
helps them to weather the tough situations bettevarse than their peers. As social networks take tand effort to
built, knowing what kinds of networks aid them ifisis can help entrepreneurs built their networtcoadingly before
the challenging times roll in.

Entrepreneurial organizations have the advantaggitify and being in tune with market needs (Thitland Candemir,
1998) when things go sour. Both the agility anddloseness to customer are made stronger by thepeateurs’ and
managers’ informal relations with their colleagaesl their customers (Nohria, 1992; Burt, 1992)séeial capital can
be defined as the value driven from social netwatks reasonable to think an entrepreneur’s $awaworks will help
tem enhance their business outcomes.

Prior literature on social capital demonstratefrang relation between entrepreneurs social netwoacktheir business
performance through a wide array of mechanismstepreneurs observe and delve in opportunities seeythrough
their unique ties (Burt, 1999); They get informatiand advice from their social contacts (Birleyagt 1985); They
gain access to financial and human capital (Batjeagd Liu, 2004).

In their recent study Dulupcu et al. (2006) wrote:

“... Although 99% of business enterprises comprise oESkh Turkey, their share in value added, credit an
export are very low compared to the European copatts (OECD, 2004). In other words the SMESs inkéyrseem to
have problems in the fields of innovation and ficerwhich are assumed to be solved or enhancedgthrsocial
capital as stated by various adherents of socptalditerature (Puntam, 1993; Ruuskanen, 2004jfodunately the
studies and the measurements of social capitaluskey are very limited and even they are not relateSMEs and
regional development.”

The study shows it is very important to study socépital in entrepreneurial context, and TurkislES seem to be
fertile ground to plant the seeds of improvemenebkiancing social capital. With this general gaahind, we set out
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to analyze a specific, albeit significant, parttloé unexplored arena of social capital and entrequmeship in Turkish
context.

Our objective with this research is to discuss safnthe specific qualities of an individual's sdctapital that may
affect how their entrepreneurial behaviour changed how this change in turn affects their businesgormance
during a downturn. In the following sections we lexp the relevant literature and outline relevatets of the social
capital concept. We sketch out the hypothesizeatiogiships between these facets and the respoheagepreneurs to
the economic downturn. Description of the socialmoek analysis and statistical analysis methodsf@tewed by the
results and conclusions derived from an initial gknof 20 entrepreneurs.

2. LITERATURE SURVEY AND HYPOTHESES

Literature in social capital arena demonstrates$ soaial capital is a productive resource similarother forms of
capital (e.g. financial capital, human capital) T8 Ghoshal, 1998). Previous literature on persoreworks of
entrepreneurs revealed that entrepreneurs notidgoarsue opportunities in detached networks (BL8§2), ask for
advice and support from their contacts (Birley, 398nd access financial resources (Shane & Cab()2

Social capital can be seen in three dimensionsictstral, relational and cognitive (Nahapiet & Ghalsh1998).
Structural social capital relates to the structifrdies between individuals within a social netwoRelational social
capital refers to the trust and friendship assetsing from one’s networks. Finally, cognitive edaapital is the
value and efficiency created through the share@ ewd mental schemas prevalent in a network.

As we are dealing with individuals’ networks inghstudy, we will be focusing on the structural aspef an ego-
network (i.e. a network that comprises the peop#t & focal person knows and the relations betwleese people)
rather than relational and cognitive aspects. Toiscentration coincides with the trends that canobserved in
previous literature that bridges entrepreneurshipsocial networks (Burt, 1999).

One of the foremost discussions that appear inigueviterature on social capital is the dualitgaeding the source of
value in social networks. On the one hand laysctaign that networks rich in structural holes, whtre focal person
has connections to several people or groups oflpdebpt do not have direct ties with each othefl, pviovide more
value to the person. On the other side is the tHlaadense and closed networks, labelled closunganks, will offer
more value to the focal individual.

Figure.1 Sample Closure Network
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Networks with closure are networks in which mosthef people have close ties to each other. A vimethiexample of
such a network can be seen in Figure.1. This kintetwork tends to have high trust and strong mecijpy norms —i.e.
people respond to each other in kind- becausecoé@sed visibility of behaviour. Because of thettenvironment and
expectation of reciprocity, closure networks previstrong access to information and task or emdtisopport.
Information advantages result not only from accbesalso accuracy. Accuracy is ensured in two wayformation
travels less (because everybody is connected,ateyclose’ to each other in network terms (Baked &yer, 1992)).
When information travels less, there is less chaofcalistortion. 2) Confirmation of information isssured by
redundancy. Since people are connected to each thtfmugh several channels the information couldcbefirmed
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using these channels separately (Uzzi, 1997). Gilkierefficient travel for any positive and negatiwérmation in
such a network, and strong reciprocity rules, mambéthe network are highly aware of image anditaton building
(Aaltio et al., 2008). This heightened awarenessgaiases ‘risk management’ behaviour that leadsve risk seeking
conduct. This kind of normative environment dis@mes diversity of distinct ideas (Baum et al., 200Bhus,
Hypothesis 1 follows:

Hypothesis 1Entrepreneurs with networks high on closure ithibit less diverse responses to economic downturn

Figure.2. Sample Brokerage Network

Networks high on structural holes are networks imiclv two or more groups of people are connecteoltin a limited

number of individuals. A visualized example of sumhnetwork can be seen in Figure.2. These holegtecran

environment that is ripe for brokerage opportusitier the individuals spanning the structural hdlkeshe network

(Burt, 2001). The clustered groups in such netwgrksluce information and develop ideas separata &ach other.
They are non-redundant sources of information.Middals that act as a bridge between these groays &ccess to all
these diverse ideas by the virtue of their netwlodation. They have access to unique informatiod eariety of

viewpoints from different groups of people theyeiatct with (Burt, 2005). Knowledge and behaviow @maore uniform

within than between groups, so individuals thatrfa bridge across groups are more familiar witerattive ways of
thinking and acting. Such variety of ideas and b&ha will result into shift of focus from internatakeholders to
external ones and increase the diversity of regmgs/en to a downturn (Pearson and Clair, 199&o#kand Cabuk,
2006). Hence,

Hypothesis 2 Entrepreneurs with networks high on brokeragd wihibit more diverse responses to economic
downturn.

After the initial forming of a firm, entrepreneufecus on the quality of their network compositioncls as
diversity/heterophily and non-redundancy (Steied &reenwood, 2000). Heterophily (opposite of honilgplis the
tendency of individuals to collect in diverse greuatjargal (2005), in his study of bankers, shdhat greater
heterophily in an ego network supports creativeutsmhs to resource issues. He defines this propastsesource
embeddedness the degree to which network ties contain valuabkrumental resources (Lin & Dumin, 1986).
Resource embeddedness was shown to have positpacisnon sales growth, profit margin and returnassets.
Batjargal (2005) posits that the practical implicatis that entrepreneurs should weave more reseigh ties into
their networks.

Diversity in contacts breeds variety in resourced mcrease creative ideas (Richard, 2000). Hasimtiverse set of
individuals in one’s family and friends circle ils@a conducive of seeking interactions with dissemibthers. Creativity
increases as interactions with diverse people amersk artefacts increase (Fisher et al., 20049pRewith more
homogenous networks are lower in creativity andnopss to new ideas (Perry-Smith and Shalley, 2608)pared to
people with heterogeneous networks. Given suchiamgtlink between diversity in one’s networks andedsity in

one’s ideas and behaviour, it would be reasonabéxpect entrepreneurs with diverse contacts pedad implement
a diverse set of responses during a downturn. Higsets 3 and 4 express this link for positional rdita (i.e. the
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vocations of people in one’s network; Lin et aD02) and resource diversity (i.e. the capabilibépeople in one’s
network; Van der Gaag and Snijders, 2005).

Hypothesis 3Entrepreneurs with high heterophily in their netis will exhibit more diverse responses to ecomomi
downturn.

Hypothesis 4 Entrepreneurs with more diverse resources inr theiworks will exhibit more diverse responses to
economic downturn.

Having reviewed the literature on social capitatéres that enhance diversity of thoughts and hetiavhe question
remains whether such diversity would lead to bgtenformance, particularly in crisis situationse@ivity literature

provides ample evidence that diversity of ideasiamglementation methods increase individual perfomoe as well as
firm performance in general. However, since thiglgtis interested in responses and performancaglam economic
downturn we turn to ‘crisis management’ literatfme guidance. In their article on successfully capiwith a crisis,

Pearson and Mitroff (1993) emphasize the importasicéeing in relation with a wide array of constitus and

considering ripple effects of actions under durd@$®y conclude that the entrepreneurs should dpwvelportfolio of

actions to respond to a downturn or crisis thak @ihance their ability to strategically weather Hostile environment.
They go on to enumerate five arenas of responde &vit action avenues for each of the arenas. Tlggests that
diverse set of responses, ranging from cost cutorgmployee training, will help entrepreneuriaimgEanies cope with
the downturn better.

Hypothesis 5Entrepreneurs who exhibit more diverse respotsesconomic downturn will have better performing
firms.

As mentioned before, this study aims to uncoverrtiationship between an entrepreneur’s socialtaapnd their
responses to an economic downturn. The literatexséewed above in this domain lead us to put forwhve
hypotheses discussed above. A summary of thesiorelhips can be seen in the model in Figure.3. ditection of
the hypothesized relationships between variableseadound on the arrows in the model.

Figure.3 Model to be tested in this study
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3. METHODS

The study uses Social Survey of the Networks, 38N, (Van Der Gaag and Snijders, 2005), financiakeasment
guestionnaire and downturn management questiont@iamswer the focal research question. SSN questice is a
validated survey from individual social capitakliature. Downturn management questionnaire coraisit§ questions
gathered and adjusted from English and Turkishuagg entrepreneurial literature. The questions weended to
determine an inventory of company actions usedisiscsituations. The actions listed covered mabased actions,
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product/production based actions, financial actiarsl human resources based actions. Financial sasset
guestionnaire is a short instrument measuring tiepreneurs’ self assessment of their financialthe At this stage
access to actual reliable financial data was nesipte. If such data becomes available in the éytiwill be included
in the research.

In order to achieve higher participation rateseftm-face survey techniques were used to fill theisestionnaires.
During the course of these interviews, informal vensations and probing questions can be used terstiaoshd the
mechanisms linking social capital to managemerstesgies during economic downturns. At this timeotaltof 23
entrepreneurs are contacted, 1 was excluded asothpany ceased operations last year. Two entrepi&neéere not
willing to participate. We have secured participatiof 20 entrepreneurs (86% response rate) in Ka@ganized
Industrial Zone. This limited sample will be usedapilot study and the number of firms in the siempill increase
over time. Currently, data collection is continuhgough snowball sampling methods.

SPSS was used for statistical analysis and UCINEWa$ used for social network analysis. Closure aifvork was
operationalized with the density of an entrepreiseago-centered network and Structural holes ok@vork were
operationalized with the constraint measure, coesisvith previous literature (Burt, 1992). Hetendp of a network
was measured through the number of distinct prafassmentioned in the Position Generator indext(p&rSSN).
Only the strong connections (i.e. people withinremteneur’s family or friend circle) were considir®iversity of
resources was gauged using the distinct resountts khentioned in the Resource Generator index ¢he&86N). Only
the strong connections were considered as in tterdghily measure. Diversity of the responses waasured using
the number of different actions entrepreneurs atddlin response to the recent downturn. Successawassessment
of general financial health of the firm, as juddey the entrepreneurs themselves. Hypotheses westedteising
regression analysis.

4. RESULTS
4.1Descriptive results:

Before moving on to the results of hypothesis bestive would like to give some descriptive figufemm the data.
These are important in showing the general attinfdentrepreneurs in Kayseri towards the recenheguc troubles
and provide details as to tactics they are usirajléwiate some of the effects.

Of the twenty entrepreneurs interviewed, only 4eve@male. About half of them were in the age raoigg5-44 (9 out
of 20), with the second largest group being 45-%i#h & people. Majority of the companies were insgaince for over
20 years (9 out of 20), with the second largesugrwith operations between 6-10 years. The indesstvere as
follows: chemicals (1), construction material (&)ectronics (1), paper (1), printing (1), texti®),(metal works (3),
food (4) and furniture (5). An overwhelming majgriiperated in domestic markets with only limitedyagements in
exports (15/20). Two of the remaining firms opedasolely in foreign markets, whereas 3 of them afsst in both.
Finance is listed as the main problem of SMEs irk&y by 16 of the participants. Twelve of the eptemeurs thought
SMEs were affected more by the economic downturmpaoed to larger organizations; eight of them tiude

effects were about the same. There is a generiahispt, however, with sixteen of the participantpest this financial
environment to continue only for one year.

In terms of the entrepreneur’s responses, thetsesiibw the following actions are preferred by aerashelming
percentage of interviewe@xplore and expand to new domestic markets, Iser@aoduct assortment , Decrease
product price, Change production technology, Chapgeluction process, Have employees take paid |dageease
effectiveness of collection activities, Stop any sbborrowing, Delay investment#\ detailed frequency table can be
found in the Appendix.

4.2 Regression Results:

Regression analysis was used to test the hypotlséstesi previously. Hypothesis 2 and 4 were supdomvhile the
coefficients for the other hypotheses were in thpeeted direction but failed to reach statisticajngicance.
Brokerage opportunities in entrepreneur’s netwaikmificantly predicted diversity of their respoasp = -14.7,t =
1.96,p < .1. Diversity of resources also significanthegicted diversity of their responsps= -.86,t = 2.24,p < .05.
These two variables also explained a significaopprtion of variancé®® = .48,F = 5.49,p < .01. The relationship
between closure of entrepreneurs’ networks, hetéisomf their networks and diversity of their resses to the
downturn were in the expected direction, howeveirdd significance levels were not reached with Hample size.
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Hypothesis 5 was not significantly supported. Dsitgr of the responses to downturn failed to prefiicts’ financial
performance. Although the direction of the relasibip was as expectefl € 0.1), significance level remained low (p =
0.14).

5. DISCUSSION AND FUTURE RESEARCH

This research set out to find out if thaalities of entrepreneurs’ social capitaffect the capabilities of the SME in
coping with a downturrand theeconomic performancef the SME. We find support that brokerage in amoek and
resource diversity have a positive effect on diwgrsf responsive action during an economic downmtuelosure and
positional diversity of the network, however, didtproduce a significant change in diversity ofp@sses. The link
between these responses and company performancdseasot significantly established.

The findings on brokerage are consistent with nabghe previous literature, especially on entreprgial networks.
Bridging behaviour results into better performafmeindividuals and firms alike. Burt (2005) evequates structural
holes to entrepreneurship. Individuals high onepreneurial behaviour tend to favour ego netwoidts in structural
holes. The structural holes in their network inticthe entrepreneur has connections to peopléfatatit realms of
operation (possibly different professions or indes). This variety exposes them to differing ideakich in turn
would help them widen the array of tools they wseespond to forces in their environment.

Resource diversity was also found to significauiffect response diversity. In addition to the baesburce diversity
gives to any creative idea development for theepméneur, access to varied resources gives theopfitetunity to act
upon these ideas. As such, resource diversitysengigl in both development and the implementasiages of crisis
responses.

Burt (2000) mentions brokerage is the source afealdded, whereas closure is critical in realizimgvalue buried in
social networks. One explanation for not finding tfelationship could be the ‘family’ nature of denmnetworks in our
sample. Closure helps with support however derisithese particular cases are achieved throughlemeald family
based social support networks, rather than a dansieess network. In a previous study in the saeog@phical area,
Coban (2005) showed that competition gets verygmetlsand becomes a sour capital. As a result, gnetneurs don’t
want to cooperate with other companies in the senhestry to solve their problems. In her study 0886 of firms
were interested in such cooperation, 66% activetyded this. It is possible that the dense netwarlesur sample gave
the entrepreneurs necessary emotional supporabedl fto produce viable solutions for their busspsoblems. As we
have collected detailed data on demographics athail network contacts, the next step would bedofirm if the
dense networks observed here consisted of maimyboginess family members.

Professional/positional diversity also failed tmgce the expected effect. Possibly the positimeritory used here
was not effective for the purposes of this studlye Ttems in this survey are designed to uneartialoapital of a
member of a society within that society at large.sdich, positions asked about are geared towardsaoah help us in
life in general (knowing a doctor; a politiciantemcher) rather than what can help us in businessfuture study, the
survey can be modified to ask about person’s ctstacvarious industries/businesses and use thasume as the
indicator of positional diversity. This approachsy@eviously used in the literature by Batjarg&lQ®) successfully.

Finally, although the link between diversity of pesses and economic performance was in the righttitn, the

results didn’t reach statistical significance. Texplanations for this result are both specifichis tstudy: our sample
size is not large enough at this time; and the oreaswe use to gauge financial performance arersplirts. As a
future step, alternative sources of financial daiihbe used to confirm the results. Another reasonld be that the
actions entrepreneurs took within the last six rhsndidn’'t reflect in financial results yet. We cdutevisit the

participants and assess the financial consequerici®ese actions at a later time to see if thera iagged effect of
diversity of responses.

5.1 Limitations

Limited sample size is the main drawback of thalgtut is encouraging that significant results ¢enreached even
with such a sample. However, further data collectidll make the study stronger. Another limitatisnrelated to the
cross-sectional nature of the study. One couldfisayperformance may be affecting the social nekgsoHowever as
the study is asking specific reactions to the eotoalownturn —a relatively recent phenomenon-, sowlal networks
form over a longer period of time, we could saywwek variables precede diversity of responses @ependent
variable). Finally, firm performance is measuredseyf reports. Although specific performance measwrere probed
(profitability, financial health, market share, gtd¢here may be a halo effect when answering tHeatter and more
objective measures of financial situation would-@ase the validity of the study.
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APPENDIX A

Actions and Frequencies

Market based actions

Explore alternative business options

Explore and expand to new domestic markets

Explore international markets

-]

Retract from some of the current markets

(3]

Product and Production based actions

Change the product

Decrease production

Decrease expensive raw material

Decrease the volume of product

Increase product price

Increase product assortment

Decrease product assortment

el e E=1 LVS1 R a2 o] Kem:)

T1ie product pric to foreign currency

Decrease product price

10

Change production technology

10

Change production process

10

Change raw material from import to domestic

Focus on using existing raw material more efficiently

Stocking raw material for future production

Focus on quality standards certification

WO

Human Resources based actions

Salary freeze

Temporarily stopping the salary payments

Have employees take unpaid leave

Have employees take paid leave

=]

Stopping payment of bonuses

Increase employee satisfaction

Increase activities for employee engagement

Increase participation in outside training

Increase participation in inside training

Decrease the number of line employees

Hiring freeze

Decrease managerial employees

Change top management

Increase savings on employee related overhead expenses

Decrease staff personnel

Decrease the number of hours worked

Ol (| D[ O]~ [t | | OO —

Financial actions

Increase productivity

Increase effectiveness of collection activities

Stop any sort of borrowing

Take on a new partner

Delay investments

We brought back some of outsourced activities

We outsourced some of the activities

Payoff bank loans with funds borrowed from other sources

We increased income from alternative sources (e.g. financial

investment, interest income, etc.)

— | —]—

Sell assets for cash
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SOCIAL ENTREPRENEURSHIP AS AN EFFECTIVE WAY IN THE SOLUTION OF
SOCIAL AND ECONOMIC PROBLEMS

SENOL YAPRAK , AFYON KOCATEPE UNIVERSITY
BERFU ILTER, AFYON KOCATEPE UNIVERSITY

ABSTRACT

In recent years, economic crises around the waale fsignaled some negative developments. Thes@m@ioigrises,
also, have brought about social problems. So,atrisust to find radical and permanent solutionthése problems, not
temporary ones. Nowadays , because of economiescai©und the world, there is a huge increasesimidsal of a lot
of employees and in unemployment. In order to fandolution to these problems, social entreprengurishan
alternative way. Social entrepreneurs don't letgheernment or business world to solve these spctdilems, they do
it themselves. They find the source of the probtemd solve it by changing the system. Also they awe/the whole
community to take new steps by sharing the waysabfition with the society. Like an economic entesp@ur’s
building a new industry, social entrepreneurs tyfihd innovative solutions to social problems gmdctice these
solutions in a wide range. Social entrepreneursk ta, when there is a problem in the society,etl ft and find a
useful solution. A social entrepreneur finds tharse of the problem, convinces the society for steps and solves
the problem by changing the system. Social entrequnes not only give people a fish or teach howdb, fout also work
until make a revolution in the fish industry. A scentrepreneur finds new solutions to the so&etomplex
problems. While doing this, they are always positio all events. They believe that everything thay argue will be
solved later in any way. In general, entreprengar person who brings together all necessary setweg@roduction. In
this study, the factor of social entrepreneursisipanalyzed as an effective way for solving econoamnd social
problems that occur nowadays, especially underslsadomic conditions.

Keywords: Entrepreneurship, Social Entrepreneurship, SaeidlEconomic Problems
1. INTRODUCTION

Welfare of countries is based on foundation of modmdustries, providing employment, overcoming @y,
entrepreneurs which provide goods and servicesimgeegtional-international requirements (Robbinsl &oulter,
20001, p.17). Today, entrepreneurship fact hasrbeca study area which receives great support eceptance. The
reason is that entrepreneurship forms the coredgndmics of economical, social, psychological aachhological
development and evolution (Schumpeter, 1991, p.407)

There is no doubt that one the most important fadtodevelopment of a country is the presencadividuals having
entrepreneurial spirit and who can bring this cbemdstic into prominence in practice (Conkar alidr] 2005:203).
Entrepreneur is a person who makes innovation kipdarisks. In other words, entrepreneur searchesportunities
and when he determines them, he tries to realizé@lbas by taking all kinds of risks. And entregnanship is the name
given to all risk taking, opportunity searchingpil@mentation and innovation process (Cetindamai2 2017).

Economical comfort created by entrepreneurshiplse affective in resolving social problems, hencéiseen as a
factor which resolves social problems. However résolving social matters, there is need for samidilepreneurs with
this consciousness.

2. CONTRIBUTION OF ENTREPRENEURSHIP INTO ECONOMICAL AND SOCIAL DEVELOPMENT OF
COUNTRIES

Entrepreneurship initiates and improves the changbe structure of enterprises and society. Thisnge improves
growth and production. Entrepreneur accelerates farenation, spreading and implementation of newasde
Additionally leads to formation of new industriesEntrepreneur increases the productivity in sectmig new
technologies and accelerates the economical growghrapidly growing sectors. Hence, entreprengtiné key factor
in organizing economical activities, creating enyph@nt and production activities. Entrepreneur & tiain actor in
process of transferring economical resources fmmproductivity areas to higher areas since he lepaltilization of

unemployed production factors by combining produttiesources in a new style. When it is evaluatezl/ery respect,
entrepreneurship becomes prominent as main fielckeéating social benefits. (Ibrahim Ozturk, Girisitik Raporu,

2008, p:21)
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In a country, regulating economical structure, tngaemployment opportunities shall make a majantgbution to
social peace. Forming such an environment in atepwhall form a base in providing peace. Countineg/hich such
ground is formed also obtain capacity of maintairtimeir social development.

3. WHAT IS A SOCIAL ENTREPRENEUR?

Entrepreneurs are essential drivers of innovatiwh grogress. In the business world, they act amesgf growth,
harnessing opportunity and innovation to fuel eenitoadvancement. Social entrepreneurs act simjldapping
inspiration and creativity, courage and fortitutte seize opportunities that challenge and forevamnge established,
but fundamentally inequitable systems.

Distinct from a business entrepreneur who seesevialihe creation of new markets, the social engmegur aims for
value in the form of transformational change thdt benefit disadvantaged communities and ultimatebciety at
large. Social entrepreneurs pioneer innovative systemic approaches for meeting the needs of Hrginalized, the
disadvantaged and the disenfranchised — populati@midack the financial means or political cloatachieve lasting
benefit on their own.

Throughout history, such individuals have introdiliselutions to seemingly intractable social protdefandamentally
improving the lives of countless individuals by obag the way critical systems operate. Florencghhingale and
Maria Montessori offer two prominent historical exales. Muhammad Yunus, recipient of the 2006 Ndbehce
Prize, is a more recent example. He began offariiegoloans to impoverished people in Bangladeshdin6, thereby
empowering them to become economically self-sidfitiand proving the microcredit model that has rimeen
replicated around the world.

While social entrepreneurship isn't a new concéphas gained renewed currency in a world chareedrby a
growing divide between the haves and the have-nligh this heightened visibility, social entrepreng at the
forefront of the movement are distinguishing thelwese from other social venture players in termaltfnate impact.
One example is social entrepreneur Bunker Roy, evbated the Barefoot College in rural communitreBdia to train
illiterate and semiliterate men and women, whosk &£ educational qualifications keeps them mire@averty. Today
Barefoot College graduates include teachers, heedttkers and architects who are improving commasitacross
India, including 450 "barefoot" engineers who havaalled and maintain solar-electrification sysseim 547 villages
that reach nearly 100,000 people.

Another example is Ann Cotton, who started the Caigmpfor Female Education (CAMFED) in 1993 to awhi¢he
simple goal of ensuring an education for youngsgitl Africa whose families cannot afford schoolseBy establishing
a sustainable model that provides community supfaorgirls to go to school, start businesses ardrmeto their
communities as leaders, CAMFED has broken the cgtlpoverty for hundreds of thousands of young wornre
Zimbabwe, Ghana, Zambia and Tanzania. Since 1993, 400 children have benefited from Camfed’s etiona
program across a network of 2,798 Schools. 5,13®Bgavomen have received business training andgpagrants to
establish their own rural enterprises. 1,067 yowagnen have been trained as community health atsjviis 2008
alone, they reached 79, 998 children and younglpesith vital health information.

These and other social entrepreneurs are solutinded pragmatists who are not afraid to tackle sofrtae world’s
biggest problems. They recognize the extraordipatgntial in the billions of poor people who inhathie planet, and
they are absolutely committed to helping them useirttalents and abilities to achieve their potntiSocial
entrepreneurs use inspiration, creativity, couréggitude and, most importantly, direct actioncteate a new reality —
a new equilibrium — that results in enduring sociéenefit and a better future for everyone
(http://www.skollfoundation.org/aboutsocialentrepearship/whatis.asp).

4. THE DIFFERENCES BETWEEN “ENTREPRENEURSHIP” AND * SOCIAL ENTREPRENEURSHIP”

The most commonly quoted definition of “social epireneurship” today was formulated by Prof. J. Gredpees of
Stanford University in 1998, but his essay contaiadundamental oversight. He outlines five factbet define social
entrepreneurship: Adopting a mission to create smstain social value (not just private value); gggping and

relentlessly pursuing new opportunities to servat thission; engaging in a process of continuousvation,

adaptation, and learning; acting boldly without nggilimited by resources currently in hand; and biing a

heightened sense of accountability to the constiies served and for the outcomes created. He meeetions earned
income.
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We think that is not only conceptually flawed, laiso psychologically crippling. It lets nonprofitdf the hook. It
allows them to congratulate themselves for beingtrépreneurial” without ever seriously pursuingtairability or
self-sufficiency. They still return, year after yeto the same individual donors, foundations andegnment agencies.
What, thenjs social entrepreneurship? And how does it diffenfrentrepreneurshiper s&

A social entrepreneur is any person, in any seatbo, uses earned income strategies to pursue al sdgective, and a
social entrepreneur differs from a traditional epteneur in two important ways:

Traditional entrepreneurs frequently act in a dbcr@sponsible manner: They donate money to nditprahey refuse
to engage in certain types of businesses; theyemstronmentally safe materials and practices; ttrewnt their
employees with dignity and respect. All of thisadmirable, but their efforts are onigdirectlyattached to social
problems. Social entrepreneurs are different bec#usir earned income strategies are tedctly to their mission:
They either employ people who are developmentalisalded, chronically mentally ill, physically chatiged,
povertystricken or otherwise disadvantaged; or sedlymission-driven products and services thaeteadirect impact
on a specific social problene.g, working with potential dropouts to keep them @heol, manufacturing assistive
devices for people with physical disabilities, goding home care services that help elderly peofag sut of nursing
homes, developing and selling curricula). « Secpnttaditional entrepreneurs are ultimately meagurg financial
results: The success or failure of their compaisaetermined by their ability to generate profas their owners. On
the other hand, social entrepreneurs are drivea diqublédottom line, a virtuablend of financial and social returns.
Profitability is still a goal, but it is not the yngoal, and profits are re-invested in the missiather than being
distributed to shareholders (Boschee and McCIluwg§32-3).

5. SOCIAL ENTREPRENEUR AND CORPORATE SOCIAL RESPONSIBILITY

Social entrepreneur is defined as a person who snakattempt by using traditional entrepreneurstgghods in order
to facilitate social change by realizing social taeg (Bornstein, 1998, 35). Social entrepreneur@ghes social
problems with a entrepreneurial spirit and a bussnenind (Barendsen and Gartner, 2004,44). Hencélsoc
entrepreneurship is much different than socialaasibility. In corporate responsibility projectegetmain objective of
companies is not providing benefits to societyatidition to its main objective of profitability, dir objective is to
improve their image and increase sales by meetaagiirements of society. In social entrepreneurghg main
objective us to provide jobs, food and/or socialdfits for poor persons in an area where povertiigsmost intensive
by determining the potential with a small amounirviestment in a field in which it is possible tbtain the maximum
social benefit (http://www.milliyet.com.tr).

Social responsibility is a term associated witreaterprise which follows a business strategy adidyoorrespondent
with economical and judicial conditions, businefias and expectations within the enterprise andray people and
establishments around the enterprise, and pleasidgomforting the public (Eren, 1990, p.110). Entiees maintain
their activities by taking objective of profitalilias a key element within their economical, peditiand socio-cultural
structure (Yilmazer, 2005, p/321). However, besidelfare of public, enterprises acting in accoogawith the social
responsibility and business ethics affect futureesfablishment in a positive way. Therefore, sgcid¢mands
enterprises to work effectively, attach intereststial events and be sensitive about mattersecelaith business
ethics and they react against contrary acts (028196, p.42-43).

6. SOCIAL ENTREPRENEURSHIP AND INTERACTION OF NONGO VERNMENTAL ORGANIZATIONS

Individuals can correspond to his inherent feeliafpout being useful by being occupied with a puepasthout
expecting financial benefits, and corresponds sonieieds of enriching the society through voluntaggncies. Hence,
voluntary agencies become establishments in whiaeaningful life and responsible citizen awarers®sput into
practice. People take the pleasure of adding a&ewahich shall create a difference in their regimyyntry and gradually
in the world. Therefore, voluntary agencies inciegly become more important in respect of socitd ljuality
(Arguden and Yilmaz, 2006, p.5).

Throughout history, nongovernmental organizationsrganizations without profit which played a vémportant and
effective role in social life have been named iffiedent ways. Functions performed by these orgdioza in the past
and especially services they shall provide todasetmgreat social importance. While determiningaqmlicies in a
country, acting by taking standard of judgmenthattsociety as a reference point reduces the aesistwhich may be
encountered in adopting and implementing theseigslin the society (Arslan, 2005, p.155).

Volunteering is basis of social entrepreneurshigca®ise of this aspect, it involves NongovernmeXgaincies as much
as enterprises. In the world and recently in Turkbge number of enterprises and Nongovernmentabh@zgtions
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which  put signature under important projects is réasing gradually (Resource  http://b
iibf.comu.edu.tr/php/index.php?option=com_conterie~article&id=150&Itemid=282).

Nongovernmental organizations argue that enterprésn encourage social entrepreneurship by mainggitheir
activities with the voluntary involvement of th@mployees. In this concept, it is desired thatgigwsector employees
participate in projects of nongovernmental orgatiore for at least one hour a week. As a part ofad@esponsibility
awareness of enterprises, these efforts increasal swareness of individuals and show that thay lea helpful to
society while working in private sector (Guclu, wvingankaynaklari.com, 05-01-2009). These activitipsn a way to
develop innovative ideas about social matterstherowords, they become practices which may pagewvy for social
entrepreneurship.

7. NONGOVERNMENTAL ORGANIZATIONS SUPPORTING SOCIAL ENTREPRENEURS

First and important nongovernmental organizationictvisupports social entrepreneurship is Ashokahoka which
was founded in 1980 does not receive support fromegqments, EU funds, weapon or tobacco compaAiesng its
financers there are google, eBay and Anuseh Engawi was the first woman tourist to space. Ashoka b&00
members from 62 countries who see social benefit pofit. Ashoka’s members who receive financighort for 3
years are provided consultancy service by McKinaegl they are assured to share the same with otherbers
(Sosyal Girisimciler Yeni Bir Sektor Yaratti (Sot@ntrepreneurs Created A New Sector), www.insankédari.com,
.03-01-2009).

Ashoka’s efforts consist of three stages. Firsalbfit supports social entrepreneurs individuallythe second stage, it
supports social entrepreneurship groups and thstiage is the stage for forming financial systamd infrastructure in
order to spread and improve application area ahseatrepreneurship universally (www.ashoka.orgimedo).

Figure 1. Works of Ashoka

Group
Sacial

Entrepre ne urship Infrastructure for

national sector

Entrepreneurs

Resource: M.KAYALAR ve T.ARSLAN, Ashoka’'ya Uye Sosyal Gimcilerin Turkiye ve Diinyadaki Faaliyet
Alanlarinin kagilastirilmasi (Comparison Activity Fields of Ashoka Mber Social Entrepreneurs in Turkey and in the
World), edergi.sdu.edu.tr/index.php/sduvd/artideiw/1365/1452

Ashoka commenced its operations in Turkey on 22eldrdary 2004. Currently Ashoka has 16 members. Wi
works, each member both offers a solution to aipubhtter and forms a model. Through annually hetdrviews,
new social entrepreneurs join Ashoka Turkey farfilgnizalp, 2007, p.19).

Another important organization which aims to urstecial entrepreneurs but does not provide finansigport is
Schwab Foundation. Foundation implements practinabvative and market focused approached intendexdhange
the conditions which forgets people and push thempadverty (Social Entrepreneurs Created A New 3gecto
www.insankaynaklari.com, 03-01-2009).
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Figure 2: The Changing World of Organizations
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Source: Paton, Rob, Studying Social Entrepreneurship amérfrise
http://www7.open.ac.uk/oubs/research/pdf/Studyin@Betial%20Entrepreneurship.pdf

There are many intermediate forms, both as regaids — think of business franchising, and fedenati@f

organizations. And as regards hybrids, those wittechsocial and economic purposes. Indeed, esfignttae map is

out of date — the world has changed. One big stbtiie last 20-25 years has been the emergence@fvayeneration
of gren and ethical businesses (eg, involved imtféaie, or providing environmental products andises). Another,

even bigger story, has been the recognition thaareeganizations are impossibly difficult to runn-a world that is
changing rapidly they are unmanageable. So larggaaies have out-sourced non-core activities arstruetured into
federations of business units. And governmentspafse,have been doing the same — the generallieeneen for the
state to retreat from direct involvement in thehdsly of services. ( Paton, Rob, Studying Sociar&greneurship and
Enterprise http://www7.open.ac.uk/oubs/research@dflying%20Social%20Entrepreneurship.pdf).

Figure 3: Venture typology
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Source:Neck, Heidi and other§he Landscape of Social Entrepreneurship

Some resources propose four specific types of grneurial ventures, plus a hybrid forBocial Purpose Ventures
(Quadrant 1) are founded on the premise that aalkpebblem will be solved, yet the venture is foofit and the
impact on the market is typically perceived as ecoic. Traditional Ventures(Quadrant 2) focus primarily on
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economic mission and economic impact, with finahperformance as its primary metric. These ventirage no
explicit social mission beyond running a good anmdfifable business through the exploitation of netsfiased
opportunitiesSocial Consequence Ventuf§auadrant 3) are similar to the traditional veatakcept that many of their
practices have social outcomes, although theselsoaicomes are not the reason for the firm’'s eris¢ but an
outcome of doing business. The popular taxonporate social responsibilitynost closely aligns with the social
consequence venture. The fourth type of ventutbagnterprising Nonprofit{Quadrant 4). Enterprising nonprofits
have earned income activities which very much apbpéy general principles of entrepreneurship Addaity, these
organizations focus on growth and economic sudtdityg and may be funded by venture philanthrogidtinally,
there are hybrid forms that have a combinationaifdviors and characteristics that are found in nioae one type
(Neck, Heidi and others. The Landscape of Social Entrepreneurship,
http://www.sciencedirect.com/science?_ob=Article BRudi=B6W45-4TRR8XM).

8. SOCIAL ENTREPRENEURS CHANGE THE SYSTEM

All social entrepreneurs work on social problemd amatters. Works they perform focus on system whielke people
poor and suppressed. The aim is not founding aitabgw a school but it is to change the healtleducation system
(Hartigan, www.insankaynaklari.com, 03-01-2009).

Social entrepreneur is a person who realized th&lsproblems which occur in his/her society angingbs down the
problems with an approach which has not been thoaghlentured until that time; and a person whangarust of
society by creating difference with his/her creatipersistent, sensitive, realistic behaviors. i&oentrepreneurs
devote their lives to create solutions for sociabpems through their characteristics such as rjsiveativeness and
extreme commitment, similar to commercial entreptea. These unique individuals who are presentényeculture
can foresee the next step in their field (environtneducation, health, human rights, social devalenmt) and they
follow the project tightly until this foresight bemes a concept which is adopted by society. Sarisiepreneurs
determine blocked aspects of society and develap ideas which shall enable their transformationfoRaation
created by social entrepreneurs changes societgls of transformation and their approaches to somiatters
dramatically (Denizalp, 2007, p:8).

Social entrepreneurs are persons who find innoeagnlutions for the most important problems of etyciThey are
ambitious and determined about developing new isdash provide large scale transformation in figigiainst social
problems. Social entrepreneurs do not leave theisolof social problems to government or busingsdd, they find
the source of the problem. They solve the problgnhanging the system, they share solutions widrge mass and
they convince whole society to take new steps. Né®a of each social entrepreneur must be practeadily
understandable, ethic and it should be able to limebivide support of the region’s public. Henceiwduals stand up
for their own rights and they make a move to appig new idea. Just like entrepreneurs who chahgeface of
business world, social entrepreneurs are importahtilding stones of social transformation
(http:/turkey.ashoka.org/social_entrepreneur).

9. FORMATION OF SOCIAL ENTREPRENEURSHIP CULTURE

Social entrepreneurs undertake an innovative aadirlg role in solution of social problems. By takia problem in
subjects such as health, environment, human raghts starting point, social entrepreneurs enalgialsmansformation
by creating projects on basis of social effecttanability and innovation. Recently, social epteneurs created a
new sector except for government and private seictarespect of creating solutions for social proide Social
entrepreneurs are leaders of local transformation Kaydlar ve Arslan,
edergi.sdu.edu.tr/index.php/sduvd/article/view/1/2852,2009 )

At first, social entrepreneurs should implemeneges of activities in order to solve locally foedsproblems and to
trail locals. Moreover, laying foundation of acties which may be accepted in respect of matteishndre effective in
establishing public welfare of locals is incumbent social entrepreneurs. In order to improve sosgaitor through
their activities, social entrepreneurs should supimoincreasing awareness of public about localcation, economical
development, environment, human rights, healthcwitlinitiative.

10. CONCLUSION
Lately, social entrepreneurs have an importardlgsdr role in solution of social and economicaltiars. At first
stage, this catalysor role contributes to solutiblocal problems. At next step, they have the ifjaation of social and

economical problem solver in universal meaningcdse each region has different problems and lirti@o of these
problems local solver actors are effective (rawamat, labor force, geographic conditions etc).
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A social entrepreneur, while searching solutionsdoial problems, should study in the region wtitee problems
occure. He or she sould apply the SWOT analysikanregion. The threats and occasions that wilseavhile finding
solutions to social problems that constituted &t tiegion should be searched. Afterwards the vaeakstrong aspects
which are considered to be effective in findingusons of the region should be designated soithail be possible to
overcome the social problem regionally. These déltéorm a good guidance for a social entrepreneur

Social entrepreneurs gradually make progress uttisal of social problems. Social and economicabpgms which are
solved locally can spread to a wider environmenemviscommunicated with other social entrepreneurseusally.

Social entrepreneurs which support each other giralide opportunities for social and economicamémrt of

societies worldwide through a wider perspective.

In this sense, it is very important for social epteneurs to receive support of nongovernmentarozgtions and
governments in creating a universal environment.
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CORPORATE ENTREPRENEURSHIP: A CONTEMPORARY PARADIGM IN
ENTREPRENEURSHIP RESEARCH

DENiZ KANTUR, BOGAZICI UNIVERSITY

ABSTRACT

This conceptual study aims to develop the corpogateepreneurship literature by differentiatingviletn posture and
activities. The study identifies the gaps in thepooate entrepreneurship research and developsdalrtimat posture
(attitudes towards entrepreneurship) acts as ampantent variable affecting corporate entreprehguréactual

behaviors). The relationship between posture amdocate entrepreneurship is suggested to be meadelst certain

factors (management support, work discretion, rds/aginforcement, time availability, and organiaatl boundaries).
Qualitative research method (interviews and foctsug studies) is adopted in the current study teelie the

conceptual model and proposed relationships.

1. INTRODUCTION

The concept of entrepreneurship has been appliethtty different levels, for instance, individuagspups and to the
whole organization (Lumpkin and Dess, 1996). Curstudy focuses on entrepreneurship at the orgaémizbevel not
individual or group. Corporate entrepreneurshipaiis evolving area of research, however there is mwetsally
acceptable definition of the term (Gautam and Verh®®7). Authors use many terms to refer to difier@spects of
corporate entrepreneurship like intrapreneurshipurékko et al., 1990;Burgelman, 1988 internal corporate
entrepreneurship (Schollhammer, 1982) amrporate venturing (Guth and Ginsberg, 199Dhis study through
reviewing the literature on firm-level entreprerghip and analyzing the results of the qualitatiesearch,
differentiates between attitudes towards entrepnestgp and entrepreneurial activities (actions)e Thnceptual model
developed in the current study is part of an extensesearch project (No: 09HC103D - Kurumsal @incilik: Orgiit
Kaltara ve Liderlik) funded by Bgazici University Research Fund which attempts tweltyp the corporate
entrepreneurship literature through differentiatingtween intentions and actions and the analysith@feffect of
organizational factors on turning these intentims actual organizational actions.

2. LITERATURE REVIEW

According to Zahra (1991) corporate entrepreneprsifiers to the process of creating new busineggnméstablished
firms to improve organizational profitability andhleance a firm’'s competitive position or the strateggnewal of
existing business. According to Burgelman (198133, ¢oncept of corporate entrepreneurship shoulddecthe effort
of large firms to renew themselves by carrying wedv combinations of resources that alter the latiips between
them and their environments. Burgelman (1983) midizates that little is know about the processtigh which large,
complex firms engage in corporate entrepreneurshfipile, research on intrapreneurship concentrates morarge |
organizations, Carrier (1996) examined the phenameof intrapreneurship in small businesses; inclgdiifferent
forms of intrapreneurship, factors governing theemgance, factors motivating owner-managers andpnténeurs and
the strategic processes involved, and emphasizgédithall and medium-sized ones are also facingdlee to innovate
and therefore engage in intrapreneurial activii{@srrier, 1996)While there is imprecise consensus on the defimitib
corporate entrepreneurship, most authors accepalhgpes of entrepreneurship are based on inien&that require
changes in the pattern of resource deployment hedcteation of new capabilities to add new possésl for
positioning in markets (Stopford and Baden-Full@94). In general, corporate entrepreneurship can be etbfis the
pursuit of creative or novel solutions to challengenfronting the firm, including the developmentahancement of
products and services, as well as new adminisgatdchniques and technologies for performing ommiunal
functions (Knight, 1997).

There are different types of corporate entrepresigéprdefined in literatureéOne is the creation of new business within
an existing organization - corporate venturingrarapreneurship as it is called (Burgelman, 1983akko et al., 1990;
Guth & Ginsberg, 1990). Another is a more pervasivivity associated with the transformation orawal of existing
organizations (Stopford and Baden-Fuller, 1994).Buwgelman (1983) the corporate entrepreneursHigrgeo the
process whereby firms engage in diversificatiorodigh internal development. Miller and Friesen ()98&ated a
distinction between the concepts of corporate pnéreeurship and an entrepreneurial strategy. Arepreneurial
strategy is defined as the frequent and persigtHait to establish competitive advantage throughoivation, while
corporate entrepreneurship is defined as an inéeguattempt to implement innovatioMenkataraman (1997)
emphasizing the exploitation of opportunities ftdteatentrepreneurship as a scholarly field seeks to nsteted how
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opportunities to bring into existence ‘future’ gsoahd services are discovered created and expl®i@etover,recent
research has argued that corporate entreprenewadtip value not only by utilizing resources in nsays but also,
perhaps more importantly, by creating new resouggbsja et al., 2001)

While there is no consensus in the literature mdiggrthe definition of entrepreneurship at the orgational level,
measures are developed to assess entrepreneurstipn werganizations. Previous research that medasure
entrepreneurship at the organizational level fodusestly on large corporations and used measuies &si the firm
‘Entrepreneurial Orientation’ (Khandwalla 1977; Mil and Friesen 1982; Covin and Slevin, 1989; Knhit97) or
engagement of the corporation in corporate entrepreship (Zahra 1991, 1993a). The first and thetipopular scale
was developed by Khandwalla (1977). Khandwalla {393tudied 103 large Canadian firms and the redatip
between top management style, environmental cordest firm performance was examined. Khandwalla 7}97
operationally defined two management styles; endéregurial and conservative and entrepreneuriaé sids mainly
associated with innovation and proactiveness immations. There were nine items in the scale uthekse two main
dimensions of innovativeness and proactiveness.s€hie overall renders an assessment of a givepayts degree
of entrepreneurship.

This Entrepreneurial Orientation scale was subsgifusefined by Miller and Friesen (1982) and byvToand Slevin

(1989). Miller and Friesen (1982) developed twdet#nt models of product innovation. Conservativedal assumes
that innovation is performed reluctantly in respone serious challenges and entrepreneurial mostinaes that
innovation is performed aggressively and continliouBheir study was conducted among 52 Canadiansfiand a
negative correlation was expected between the taefs. Authors operationally defined entreprenéarigntation in

terms of innovation, proactiveness and risk-takiAgbduct innovation refers to the ability to creagav products or
change existing ones to meet the demands of cusrdoture markets. Proactiveness refers to a cogipaapacity to
outperform competitors by new product/service ochtelogy introduction. Finally, corporate entreprership

indicates that a company is willing to engage isibess ventures in which the outcome may be highbtertain and
therefore risky.

After Miller and Friesen (1982), Entrepreneurialigdtation scale was further refined by Covin andvii (1989).
Covin and Slevin (1989) studied 161 small entrepueial firms in hostile and benign environmentsg th
entrepreneurship construct was referred as ‘Ergrequrial Strategic Posture’ and was characterizeftéguent and
extensive technological and product innovationraggjve competitive orientation and a strong rairtg propensity.
The scale consisted of nine items measuring thieergions of innovation, proactiveness and riskngkvith a 7
point scale; first three items measuring firm’sdency toward innovation, second three assessinfirthis proactive
orientation and the last three items assessingfitimes risk taking propensity (Covin and Slevin 138 Overall,
Entrepreneurship Orientation (EO) scale has beandfdo possess strong reliability and validity immerous studies
(e.g., Covin and Slevin 1989: Khandwalla 1977).ekatCovin and Slevin (1991) developed a popular ehaxt
entrepreneurship behavior at the organizationadlldysing the three dimensions of innovation, ptivacess and risk
taking and authors defined the concept of entrepnestip as the entrepreneurial posture affecting fierformance
and they included external, internal and strategitables interacting with the entrepreneurial psof the firms.

Guth and Ginsberg (1990) indicates that corporateepreneurship covers two types of processesjsotie birth of
new businesses within existing organizations amdrse is the transformation of organizations througewal of the
key fundamental ideas. Using these two dimensidrorporate entrepreneurship a model is presethidportrays
the theoretical connections that can be drawn fconporate entrepreneurship to the other concepieatents in the
field of strategic management. In their model, Gahd Ginsberg (1990) identified four concepts diifer
entrepreneurship within organizations; environmesitategic leaders, organization form or conductd dastly
organizational performance. Using two dimension&ath and Ginsberg (1990) - innovation/venturind aenewal-
Zahra (1991) tested a model of corporate entreprshig with its predictors and financial performanautcomes.
Reviewing studies of Burgelman (1983) and Mille®&2), an index of corporate entrepreneurship i®ldg@ed in the
study (Zahra, 1991) based on responses of CEQI4®fortune 500 industrial firms. Zahra (1991) tbarrelated the
results of the measure with Miller's (1982) Entepeurial Orientation measure and received 0.4%®laion, p<0.001.
Zahra indicates that entrepreneurial orientatioalesdirst developed by Khandwalla (1977) and refirfarther by
Miller (1982) and Covin and Slevin (1989) measursn’s disposition or orientationtowards corporate
entrepreneurship activities rather than actual gageent and only covers formal activities while thabove nine items
incorporates informal activities and actual engageim

Drawing on the dimensions of innovation and vemgrand strategic renewal, Zahra (1993a) operatiethlthe
corporate entrepreneurship construct and develtpetCorporate Entrepreneurship Scale’. This seals intended to
measure engagement of the corporation in corperatepreneurship activities such as venturing, vation, and self-
renewal activities. First dimension, corporate watton and venturing, operationalized with four gmments of new
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business creation (5 items), new product introduc(b items), percent of revenue from new produdt @chnological
entrepreneurship (4 items). The renewal dimensiaa lhree components, mission reformulation (3 ijems
reorganization (4 items) and system-wide changéef@s). All the items were is 5 point scales. Thd-senewal
dimension reflects the transformation of organaadi through the renewal of key ideas on which gmeybuilt (Guth
and Ginsberg 1990; Zahra 1991). It has strategicarganizational change connotations and includegedefinition
of the business concept, reorganization, and tinedoction of system-wide changes for innovatioalia 1993a).

Reviewing the studies of Miller (1982) and CovirdaBlevin (1989, 1991), Lumpkin and Dess (1996) tades that
entrepreneurial orientation refers to the procesgezctices, and decision making activities thaidléo new entry.
Authors add two more dimensions to Entrepreneu@aientation construct namely autonomy and competiti
aggressiveness. Using the entrepreneurial orientatith five dimensions they provided a contingeframework to
investigate relationship between entrepreneurignteition and firm performance. The framework balbjcdeveloped
some propositions integrating some moderator, n@diand independent variables between the reldtipnsf
entrepreneurship orientation and firm performanager Gregory, Lumpkin and Covin (1997) explored tiature of
entrepreneurial strategy making and its relatignshith strategy, environment and performance amtleoled that
entrepreneurial strategy making process may beusudd by or parallel to other related processestwaie difficult to
separate in an organizational context.

The Entrepreneurship Orientation Scale first dgyetbby Khandwalla (1977) and later refined by Mil{&982) and
Covin and Slevin (1989, 1991) once proved valid egléhble measures in different organizations weshttested for
cross cultural validation. By emphasizing that sbumeasures of entrepreneurship are especiallgarifior managers
attempting to understand the construct's' cultagabamic, Knight (1997) tested the cross-culturalasugement
properties of the Entrepreneurship Orientation &cllnight (1997) included the development or enkarent of
products, services, and techniques and technolagigsoduction as part of organizational innovatigss (product
lines, product changes and R&D leadership items ifimovativeness dimension) and included new teclesq
competitive posture, risk-taking proclivity, enummental boldness and decision-making style as temsi of
proactiveness. Same scale is mailed to both Erglisth French-speaking managers in Canada andséstitated that
measure performs well both in reliability and vaiidn different cultures.

Risk taking, innovativeness and proactiveness déo@s tap some important aspects of corporatemetneurship, yet
Stevenson and Jarillo (1990) developed an oppdytimaised conceptualization of entrepreneurshiphdugt argued
that entrepreneurial value creating processes alan filace in any type of organization. This un@dewding puts the
focus on entrepreneurship as the pursuit of oppiytirrespectively of organizational context (Bnowt.al. 2001).

Covin and Miles (1999) suggest that there is atifbiguity surrounding the corporate entrepreneprsbnstruct and
identifies three most common phenomena that arenofiewed as examples of corporate entrepreneurslirigt

situation involves, an established organizatioreeng a new business, second an individual or iddals champion
new product ideas within a corporate context aimdltha philosophy permeates an entire organizaioperations. In
their study they focus on the final phenomenon, rebg the term corporate entrepreneurship is redetveefer to
cases where entire firms, rather than exclusivadjviduals or other "parts" of firms, act in waysmt generally would
be described as entrepreneurial (Covin and Mil@891pg.48). Covin and Miles (1999) than define fdifferent forms
of corporate entrepreneurship, sustained regeneratirganizational rejuvenation, strategic reneveadd domain
redefinition.

The literature on corporate entrepreneurship glemdicates that creation of a corporate entrepresigp activity
requires radical changes in the internal behavidrthe organizations. While some organizationaliemments or
cultures enhance the implementation of intrapréakactivities some others hamper it. Kuratko e{&990) attempt to
measure the effectiveness of the environment dgureufor the implementation of intrapreneurial islelarough the use
of Intrapreneurship Assessment Instrument (IAle TAl (Kuratko et. al. 1990) is developed to idénthe conditions
needed to foster entrepreneurial activity withiganizations. The scale initially had five dimensiamith 28 items
however Kuratko et. al. (1990) found only three nffigant dimensions including; management suppant f
intrapreneurship (measured with 9 items), orgaimpat structure (6 items) and reward and reseavetiability (6
items). In a further study by Hornsby et. al (200®) Intratpreneurship Assessment Instrument wsessaed in terms of
its measurement properties of the key internalmmgdional factors that influence middle managermitiate corporate
entrepreneurship activities. Five dimensions weryenél significant: the appropriate use of rewardsinigg top
management support, resource availability, supg@drganizational structure and risk taking andrence for failure.
The distinction between engaging in corporate gnéreeurship activities and an organizational emvirent favoring
entrepreneurship is important for a better conadptaderstanding of corporate entrepreneurship.
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The literature review on the measurement of compoeatrepreneurship indicates that most of theiesudsed one of
the two measures of intrapreneurship; first onadpéie Entrepreneurship Orientation Scale (Khankdwi77, Miller,
1982 and Covin and Slevin 1989, 1991) and the sbcm®e Corporate Entrepreneurship Scale developedahya
(1991, 1993a). In a study by Antoncic and Hisri2BQ1) corporate entrepreneurship construct has kefered and
both of these scales are incorporated to checls aalsural validation. Data was collected by udiwg surveys, one in
the United States and another in Slovenia and sisabhowed moderately good convergent and discaimbixalidity
across these two samples.

Finally, taking into consideration above literatureview, research on entrepreneurship and espedaliporate

entrepreneurship is still developing. Articles agireg in the mainstream entrepreneurship literaituthe past decade
was reviewed with respect to the methodologies eymal (Chandler and Lyon 2001). Results indicatadsetoward

more multivariate statistics and some increasé@eénetmphasis on reliability and validity over thetp@decade. However
it is suggested that there should be emphasis olipleusource data sets, reliability and validitysues, the
development of more sophisticated theoretical m®deld subsequent analysis, and more longitudirsdareh. .

Moreover, there is lack of a consensus on chaiattgr firm-level entrepreneurship which impedes afye

development and inhibits proper theory enhancerfianhpkin and Dess, 1996). According to Zahra (19@&Eearch

needs to concentrate on the dimensions of the mmg$or the proper progress in the field.

3. QUALITATIVE RESEARCH

Literature review provided the researcher of thisdg with the necessary knowledge about the previstudies

conducted in the field of corporate entrepreneprsidditional to the literature survey, qualitativesearch is carried
out in order to generate sample of items that tdp the domain of corporate entrepreneurship cocistoetter.

Qualitative research methods enable researchagsttoloser to the people under investigation amgter richer and
deeper data (Bryman, 1988). There are various rdstbb qualitative research used for item generadidditional to

literature search like experience survey, insighhdating examples, critical incidents and focusups (Churchill,

1979). Among these, focus group and semi-structurelpth interview is conducted in this study.

As part of the qualitative research two semi-strirexd interviews were conducted. The first intervieas conducted
with the general manager of a marketing and satespany in food industry who is also the head of ngpu
Entrepreneurs Club (Geng¢ Girhciler Kullibl). The interview was conducted in thiéice of the club where young
entrepreneurs meet regularly every week. The iderlasted for one hour and fifteen minutes. Aaayal manager
of a company and as the head of such an entrepiaheub, the interviewee shared his ideas abeaitentrepreneurial
initiatives in companies, the concept of entrepuesteip and shared his suggestions about how to bee m
entrepreneurial. The second interview was conduuiigl a manager from one of the big consulting cames in
Turkey which organizes the Entrepreneur of the Yoeanpetition in Turkey since 2004. This competitisrtonducted
in different countries around the world since 1986e interview was scheduled in the head-officahef auditing
company and lasted for one hour. The interviewesresh her experiences gained through the selectiomirmer
companies. Both of the interviews were semi-stmezt and some sample interview questions inéfide

* What do you understand from corporate entrepreh#s

e Could you please define corporate entrepreneurship?

* What characteristics make you perceive an orgdaizats an entrepreneurial one?

» Do you think your company/club is an entreprendwdanpany? Why?

* What kind of corporate entrepreneurship actividies observed in your company?

» Could you please explain the different kinds ofpawate entrepreneurship activities in your company?
* What are the major differences between these diftacorporate entrepreneurship activities?

* In general what are attitudes towards corporatepreneurship in your company?

Two focus group studiedswere conducted. The firgsug was consisted of people from private sectah wiinimum
five years of work experience. Second group waspas®d of doctoral students of gzici University Management
Department from the fields of Finance, Managemert @rganizations and Marketing. The first grouptipgrants
were closer to the realities of the business enwirent, its constraints and uncertainties and becatiminimum five
year work experience requirement they were actuallyhe upper levels of the hierarchy (minimum teg tlirector
level) closer to the top management team. On therdband, the second group participants were atlirng from
academic field with no work experience at all. Thisup was relatively distant from the businessirenment when
compared to first one; they all completed their tyears in their program and had a structured acadeatkground

“ These are general questions that provided thetstriof the interviews. The semi-structure nabfréhe interviews
enabled the researcher to adopt interview quesiinascordance with the issue under discussion.
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which made them generate ideas with a real acadeenépective. The first focus group lasted fomaiButes, it started
with the question of ‘What do you understand froonporate entrepreneurship?’ asked by the modeaatdrthan the
participants were left free to discuss, the entreeurship level in their companies and charactesist entrepreneurial
firms in general. The second focus group lastedbf@ hour. Because the participants of the secooupgwere from
academia the discussions were basically on therdiimeality of corporate entrepreneurship.

All the discussions were tape-recorded and latetestt analyzed by the researcher. During contealyais all the
words and the phrases that were mentioned relatétbtentrepreneurship within organizations weravetten. First,
analysis was made separately for each discussimhsnéerview, later on all the words and phrasesewsmbined
together.

4. CONCEPTUAL MODEL

Reviewing the literature on corporate entreprerféprand analyzing the results of qualitative reskathe current
study develops the conceptual model of firm-levetepreneurship (Figure 1). Zahra et al. (1999)ewes the literature
on firm-level entrepreneurship and concludes thastnstudies adopt the measure developed by Miher Friesen
(1982) by even using different constructs. Consetiyiea serious misfit between the construct andasuees has
occurred, questioning the meaning of what has lbeend and its theoretical and practical implicaidZahra et al.,
1999, p. 54). Accordingly, Zahra et al. (1999) segjg that future research should differentiate betwentrepreneurial
disposition (Covin and Slevin, 1991; Miller and ¢s&n, 1982), orientation (Lumpkin and Dess, 1986} actions
(zahra, 1991).

While the entrepreneurial orientation construcstated as a general philosophy of the firm, theceptualization
involves both actual behaviors and attitudes (Wiklu2006). Lumpkin and Dess (1996) state that,epnémeurial
orientation, which incorporates autonomy, innovatioisk taking, proactiveness, and competitive aggiveness,
represents the process aspect of entrepreneudshipors suggest that entrepreneurship is repreddmtenew entry
and it explaingvhatentrepreneurship consists of, while entreprenkariantation that refers to processes explaiow

entrepreneurship (or new entry) has occurred (Lumakd Dess, 2001).

Accordingly, the conceptual model presented hefferéntiates between ‘entrepreneurial posture’ différent ‘forms’

of firm-level entrepreneurship. ‘Entrepreneuriabpuwe’ construct incorporat@sly attitudes towards entrepreneurship
and incorporates dimensions of innovativeness,taking, proactiveness, and competitive aggressis®nAccordingly
the proposition is developed as follows:

P1: Entrepreneurial postures as a higher-order damg involves dimensions of innovativeness, ring,
proactiveness and competitive aggressiveness.

Figure 1: A conceptual model of firm-level entrepr@eurship
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FACTORS
-Management Support
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-Rewards/Reinforcement
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According to Sharma and Chrisman (1999) corporatgepreneurship may take several forms. Vesper 4)198
differentiates between three forms of corporateepméneurship: new strategic direction, initiativem below, and
autonomous business creation. Schollhammer (198@ntifies five different forms of entrepreneurshgs
administrative, opportunistic, imitative, acquisitj and incubative. Stopford and Baden-Fuller (}9%%#fferentiated
between three types of firm-level entrepreneurshiw business venturing, organizational renewal $ettlmpeterian
innovation that transforms the whole competitiveimmment. Covin and Miles (1999) developed foufedent forms
of corporate entrepreneurship: sustained regeoeratirganizational rejuvenation, strategic reneveald domain
redefinition.

The literature suggests that there are differepedyof corporate initiatives within firms. This dyuasserts that
introducing a new product into market - which is tiasic form of corporate entrepreneurship - nedsttdifferentiated
from self-renewal which introduces significant cas to the strategies of the firm. As the abowrdiure suggests,
such a differentiation between different entrepueia activities has not been clearly conceptudize the
entrepreneurship literature. Accordingly, in lingthwthe reasoning of Covin and Miles (1999) andedasn the
qualitative analysis, four different forms of corpte entrepreneurship activities can be developethvation/new
business (such as new product development, entarioghew markets, and finding new niche marketaspmities),
organizational renewal (such as changes in intggradesses of the firms), strategic renewal (intiowa in strategies
of the firms) and domain redefinition (engagemeantnew competitive battle). Overall, a positive &sstion is
expected between entrepreneurial posture and eliffdorms of entrepreneurial actions in the firffike propositions
are developed as follows:

P2: Corporate entrepreneurship activities withimfs take four different forms of innovation/new ibass,
organizational renewal, strategic renewal and domiadefinition.

P3: Entrepreneurial posture involving dimensions iohovativeness, risk taking, proactiveness and
competitive aggressiveness has a positive assogiatith innovation/new, organizational renewal,astigic
renewal and domain redefinition forms of corporatdrepreneurship.

5. THE MODERATING EFFECTS OF ORGANIZATIONAL FACTORS

For entrepreneurial intentions or orientations timtio reality (i.e. actions) some organizationatfas are required as
facilitators. Entrepreneurial intensions need tosbpported by certain organizational capabilitiesas to engage in
organization actions. Considering that entrepraakactivities require certain amount of time arapital (both social
and financial) there need to be an organizatioatiing favoring the emergence of these activitreserms strategies,
procedures and human resources applications. Kumtlal. (1990) develops five factor structure tfzatilitate the
emergence of entrepreneurial initiatives. Therergirical support for the affect of these factossiefluencers of
corporate entrepreneurship (Hornsby et al., 1998nsby et al., 2002; Kuratko et al., 1990). Thes ffactor structure
of organizational variables involve: managementpsupp work discretion, rewards/reinforcement, tiaeailability,
defined organizational boundaries. The proposisaeveloped as follows:

P4: Entrepreneurial posture affects different forofi€orporate entrepreneurship - innovation/newibess,
organizational renewal, strategic renewal, and damaedefinition - only when there is management
support, work discretion, rewards/reinforcementdiavailability, defined organizational boundaries.

7. CONCLUSION

In today’s competitive business environment whargepreneurship is increasingly important, how canips will

know how entrepreneurial they are? This is direcdiated with the refinement of the corporate gmireurship
construct and the measurement of it. Corporateeprgneurship is an evolving area of research amddncept has
essential theoretical and practical implicationshil/ the concept is gaining popularity among academs and
practitioner, there is not a consensus in thedlitee regarding what the term really is. Accordmghis paper aims to
contribute to corporate entrepreneurship literathreugh clarification of the construct and throwtgveloping a better
understanding about entrepreneurial attitudesniittes and actions.
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MANAGING TECHNOLOGICAL INNOVATION PROCESS IN THE PU BLIC
ORGANIZATIONS

IBRAHIM ARPACI, MIDDLE EAST TECHNICAL UNIVERSITY

ABSTRACT

In today’s fast changing environment, there is necetive task more vital and demanding than theased
management of innovation and change. This papes tnsontribute technological innovation managenmefturkish
public sector and investigates technological intiomaprocess in public organizations. Ongoing iret@mn projects
that are performed by public organizations areyaeal to identify technological innovation procdssthe scope of the
study total twenty public organizations; all of thnistries and pioneer public organizations thexfgrm technological
innovation projects are analyzed. Case study isl e a research strategy and interviews, docuniemtaand
observations are used as data collection methodsactordance with the findings achieved by the el
technological innovation process is identified. Bover stakeholders of the process, inputs and tautffithe process
are identified. The results of the study will lighie way for innovation projects and enable sudaéssanagement of
innovation process in public organizations.

Keywords: E-Government, Technological Innovation, Innovatianagement, Public Organizations

1. INTRODUCTION

“Processes” can be defined as the particular wayshioh an individual organization has learned théee, and
include the routines which characterize the culafrthe organization (Schein, 1984). Many reseaahere performed
on innovation processes in enterprises and regicorapetitiveness. With the increasing innovatioacgss research,
numerous studies and extensive research in inmovatianagement have descriptively linked innovatieith
competitiveness and economic outcomes at the radtievel (Porter, 1990; Nelson, 1993). Moreoverstheesearches
attributed to the recognition of innovation as § kieterminant of economic growth and a basis fonpetitiveness
(Porter, 2003). Now, it is widely accepted thathremlogical innovation and its effective diffusiomeacentral and
crucial to the growth of economic output, produityiand employment (Sternberg and Arndt, 2001).

According to OECD (1997) innovation is the procesmaking change, difference and novelty in thedpiats, services
and business manner to create economic and samialfib Innovation has a different meaning from anagement
perspective, it is not a single action but a tptaicess of interrelated sub processes. It is rgitthe conception of a
new idea, nor the invention of a new device, ner development of a new market. The process ihafle things an
integrated fashion (Myers and Marquis, 1969).

According to Trott (2002) an organization managssrésources over time and develops capabilitias adffect its
innovation performance. Innovation process includes economic perspective, a business managemexteggstr
perspective and an organizational behavior to manaigrnal activities. Organizations form relatibigswith other
firms and trade, compete and corporate with eadterotindividuals within the organization affect pess of
innovation. Organizational architecture clarifigs iway of innovation over time. The organizatiomathitecture
contains firm'’s internal design including its fuioets and relationship with suppliers, competitard austomers. All of
these components consist of micro environment.llyingicro environment effects the macro environment

According to Betz (1998), technological innovatiprocess includes some stages. First, a new teapalust be
invented. Second, the new technology must be dpedland embedded into new products, process, wcesr Third,
the technological innovation must be designed, peced, and marketed. Technological innovation regpress an
important source of global competitive advantagwday’s technologically intensive competitive metk To compete
in today’s technologically intensive competitive nkets, companies must create new products, seraitgprocesses
and they must adopt innovation as a way of corpdifg (Tushman and Nadler, 1986). Technologicabirations in a
firm help it respond quickly to new product offegg and shorten product development time. As tecyicdl
competition intensifies, it becomes more and morgpdrtant that firms recognize, protect, and reicéotheir
technological capabilities as the sources of glot@inpetitive advantage (Guan and Liu, 2007). Teldyical
innovativeness plays an important role in developednomies, it is also important in the revitali@atof transition
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economies since it is the driving force behind pinecess of restructuring and catching up (Guntimer Gebhardt
2005).

Innovation is widely recognized as a core renewat@ss within organizations. Unless managers cootigly look for
ways to change or at least improve offerings omtereand deliver those offerings, organizations tglcoming
increasingly vulnerable to hostile and turbulentiemments (Bowen, 1994). For this reason growittgraion has
been paid to the challenge of innovation managerireritying to understand the generic and firm-sfiedssues
surrounding the problem of dealing with this chadje (Tidd et al, 2001). To overcome these challemmgganizations
need to be prepared for innovation, managers needrstand the nature of innovation, organizaticeedrto develop a
strategic portfolio of innovation projects (Trardieet al, 2003). Understanding the nature of intiovain the life
sciences is critical to manage innovation procBgseloping such an understanding requires a caesfnination of
the nature of innovation in the life sciences, ithvation process that spans academic institytioealthcare systems
and multiple industrial organizations, and involeewide range of stakeholders (Atun et al, 2007).

Successful innovation occurs when an inventionateel to a product, service or process in some ghihe
organization’s value chain, is joined with a busmelesign, which in turn is implemented with diog and skill
through innovation management (Maital and Sesh&@,7). This research aims to detect technologiwadvation
process in the public organizations, inputs angutstof the process, and stakeholders of the psogé® findings will
help effective management of innovation processéisa public organizations.

2. METHODOLOGY

There are five major research strategies usedersditial science; experiment, survey, archivalyeml history and
case study (Yin, 1994). Case study is one of thpmrasearch strategies. “Case study is an empirncgiry which
investigates a contemporary phenomenon within @al-life context, especially when the boundarieswben
phenomenon and context are not clearly evident,ianghich multiple sources of evidence are usedin(Y1984).
Compared to other methods, the strength of the stasly method is its ability to examine, in-deghcase” within its
“real-life” context (Schell, 1992). The case stutigthod helps you to make direct observations atigéatadata in
natural settings (Bromley, 1986).

The purpose of this study is to identify innovatjpmocess and stakeholders, inputs, outputs of theeps. This study
used case study as a research strategy and dhtaeaghthrough case studies are qualitative. Ingtidy interviews,
documentation, and observations are used as dig¢atmm methods. The interviews performed durihg study were
semi structured or open interviews. The researokgss consisted of six steps: literature reviewingethe research
guestions, case and interviewee selection, dakectioin, data analysis, identification of the ination process.

Twenty organizations are participated in the stu@iy.the other hand twenty eight technological iratmn projects are
examined. All ministries, two governmental orgatimas, one nongovernmental organization and tweoapei firms
that are project partners of the public organizetiare analyzed as cases. The selection criterithéocases and
projects were:

e The cases are public organizations located in Turke
» Case study projects must contain a technologicahgé at least for the organization
» Case study projects must contain an economic aalseadue

Research questions that meet objectives of they stiate answered by top level IT managers duringrésearch.
Twenty one managers are interviewed during theysflide selection criteria for the interviewees are

e They hold executive positions in the public orgatian
» They have experience in strategic management aidassor technology level
* They are willing to allocate minimum of 45 minutesdiscuss the matter

In this study interviews, documentation, and obagons are used as data collection methods. Thervietvs
performed during the study were semi structuredopen interviews. Researcher utilized a MP3 playet thas
recording option during the interview to record eersations. Information about the technologicabiation projects
performed in the public organizations accumulatexinfdocuments, books, governmental reports, andléiso The
researcher took observation notes during the cashy.sFollowing research questions were prepareduide data
collection
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What are the technological innovation projects #ratperformed by the organization?
What are the stages and processes of the techoaldgiovation projects?

Who are the stakeholders of technological innovegpimcess?

What are the sources of new ideas and innovation?

What are the obstacles in front of the innovation?

What are the drivers of innovation?

The interview process methodology was as follows

The interview procedure was initiated by a teleghoall or e-mail. The interview reason and purpoisthe
research were discussed, the time and place fontdiew is set.

Interviews were performed face to face in the witawee’s office when the time comes. The intervigas
initiated with a short explanation of the topic.eTimterview was semi structured; questions werplprmed.
All of the questions were asked to the interviewee.

The researcher throughout the conversation recotidednterview on a MP3 player. The interviewee was
aware about this.

The interview time range was from forty-five minsiti® two hours. Only in one case a follow up megtims
arranged to complete the interview.

Twenty eight technological innovation projects thesid innovation in the public services are exanhimethe study.
Table 1 illustrates examined technological innawaprojects which are performed by the public oizmtions.

Table

1: Technological Innovation Projects

Organization

Technological Innovation Projects

Metu-Technopolis, Ankara Chamber
Industry, SMIDO

pbfinnovation Relay Center Anatolia, Business Supgpéetwork
Anatolia

Ministry of National Education

ILSIS, E-School

Ministry of Public Works and Settlement

Remote Sensing and Geographical Information Systnoigct,
Land Registry and Cadastre Information System, $bésg
Information System

Ministry of Finance

Finance SGB.Net Project, Strategic Management Broje

State Planning Organization

E-Transformation Turkey Project

Ministry of Transport

Land Automation Project, National Transport Portal

Ministry of Energy and Natural Resourct

e ENEBIS, Ministry of Energy Portal

Ministry of Agriculture and Rural Affairs

Farmer Registry System

The Ministry of Industry and Commerce

Electronic Commerce Project, SME Information Cdiet
Project

Small and Medium Industry Developme
Organization (SMIDO)

NKOBI-NET Project, KOSGEB MIS

Ministry of Health

Salik-NET Project, TELETIP

Ministry of Culture and Tourism

Turkey Tourism Portal, Turkey Culture Portal

Ministry of Justice

Better Access to Justice, National Judiciary Infatios System

Ministry of Labour and Social Security

Worker Entry and Exit Declaration Project, Work pestion
Project, Zone Automation Project
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Case study tactics used to increase reliability ity of the study. Multiple sources of eviden@nterviews with

multiple organizations and departments, governnhasitauments, books, observation, web sites) arel usedata

collection phase to increase construct validitysédech questions are prepared to guide data goliedindings and
results are derived from the collected data. Thmonteis reviewed by participants. For internal ddii, pattern

matching technique is used to analyze case stuidiemses in data analysis phase. For reliabilityhef study, case
study protocol and case study database are prepared

Recorded interviews transcribed before analysthefinterview data. Analysis of the data colledi®ain case study is
performed using pattern matching technique. Canh{bh®l5) described "pattern-matching” as a usefohinique for
linking data to the propositions. He asserted ffatern-matching is a situation where several gigrfeinformation
from the same case may be related to some thealrgtioposition. Several pieces of data collecteuinfrrases are
classified into patterns. Then selecting the diagenfpatterns, data matrixes are designed. In this we are able to get
a mixture of qualitative and quantitative data. Tdllowing sections discuss these findings.

3. RESULTS

According to the results of the study, it can leest that innovation process in the public orgdiona consists of four
stages and six steps as illustrated in Figuredgestof the innovation process are idea generatioject development,
production and innovation. Six steps of the innmratprocess are idea, project study, project apiroproject

implementation, new services and innovation.

Public Organizations

Idea
Generation

Universities ~ r» Idea Project Study Project Approval Project " New Services Innovation Rl Nongovgrnmental
Implementation Organizations

Project Development Production Innovation

Idea Invention Innovation

Private Organizations

Figure 1: Technological Innovation Process in the #blic Sector

Idea generation is the first stage of the techriobdgnnovation process, in this stage new ideaswhll be transformed
to new projects to lead innovation are generatderd are four different sources of new ideas andwvation in the
public organizations. Table 2 illustrates sourdesimovation in the public organizations. In thélg percentage shows
frequency of the related item. According to resoifghe study show in the table, it can be stated tmost of the
innovations arise from personnel and legislatioavé&theless some of the innovations are arise &@itimens and other
firms.
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Table 2: Sources of Innovation

Sources of Innovation %

Personnel 78.5
Legislation 64.2
Other Firms 14.2
Citizens 14.2

Personnel who think about how to serve better avd to ease business processes try to generatedeew. iNew idea
generation is performed in the public sector whame is qualified staff. Only skilled staff can geste new ideas in an
organization. But employing qualified staff in theblic sector is too hard because of the low wagdisy. As a result,

innovation and new idea generation get hard inptiigic organizations with lack of qualified empl&yesovernment

tries to overcome inactivity of the staff and fotbem to design new projects by legislation. Newslare introduced to
force organizations to make innovation. Sometimew ideas are generated by citizens. Citizens arestidl users of
the services for the public sector. When they aresatisfied from the existing services they makggestions to the
organizations. They generate new ideas in ordeaki® a better service. Public organizations canashehmew ideas and
projects from other organizations especially framsulting firms to innovate in the organization.

Project development is the second stage of thentdabical innovation process. This stage consikta/o steps. In the
first step of the stage, project feasibility stugypject plan, and project documentation are peréat. In the second
step, approval of the project is performed by apar@uthority. First, approximate cost of the pobjis calculated in
the project feasibility study. Approximate costicates the financial budget of the project. Thidigator determines
the approval authority. Approval authority is theterizing officer who decides acceptance of thgqmt. Authorizing

officer can be head of the unit, undersecretanyioister according to the financial limit of theopect.

Obstacles in front of the innovation prevent transfation of new ideas into projects and transfoiomabf the projects
into innovation in the public sector. Table 3 ithades obstacles to innovation in the public orgatdns. According to
results, the main obstacles in front of the innmratin the public sector found as bureaucracy, @ygdr authority,
legislation, and lack of qualified staff.

Table 3: Obstacles to Innovation

Obstacles to Innovation %

Bureaucracy 100
Approval authority 92.8
Legislation 92.8
Lack of qualified staff 71.4
Work environment 35.7
Financial constraints 35.7
Management hierarchy 21.4
Low wages policy 14.2
Government program 7.14

Production is the third stage of the technologitaiovation process. This stage composes two stppsgect
implementation and new services. In the first siéphis stage, implementation of the project iscaaplished. The
second step of this stage is gaining the new sEsvisfter implementation, a new service is acquifdte completed
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service is accepted by the examination and acceptanmmission of the public organization. It istédsin the
maintenance period. According to result of thestefital acceptance of the service is done if thiere deficiency.
Innovation is the last stage of the technologicadovation process. In this stage, diffusion of tlew service is
performed in order to innovate in the organizatimmovation includes not only the development st dhe diffusion
of the new services. From the perspective of intiomasystems, it is not just the development of remwice that is
important, as the accessibility of new servicel$e af interest (Doloreux, 2006).

Verloop (2004) claims that successful innovatioguiees changes in organizational processes andecsiom of an
idea into a new product that is designed, manufadiuand adopted by users. According to Rogers5)lfere are
different success rates of adoption. Adoption deeision to make full use of an innovation as thstltourse of action
available. Innovations that are perceived by itteptial users as having a higher relative advantagmpatibility,
trialability, observability and less complexity Wile adopted more rapidly than other innovatiorsiitzky and Klein,
1982). Innovation offers new services for the oigations. Offering a better service or a new s@npoovides easier,
cheaper, quicker, and more secured services. $eimicovation changes the business processes ofpubéc
organization. Mistakes in the processes are mimchizecause of the innovation.

Innovation can arise from universities, privateamgations, nongovernmental organizations or putiganizations.
An important source of innovation comes from linkadetween them. Table 4 illustrates stakeholdeisnovation
process as composing a complex system where amdation may emerge from one or more componentsestistem
or linkages between them. According to results tef study, it can be stated that public organizatiqurivate
organizations were participated almost all of tmmowvation projects. On the other hand, Nongovernaben
Organizations (NGOs) and universities were parditgd a few innovation projects performed by pubfiganizations.

Table 4: Stakeholders of the Innovation Process

Stakeholders %

Public Sector 92.8
Private Sector 92.8
University 57.1
Nongovernmental Organizations 28.5

4. DISCUSSION AND CONCLUSION

Many scientists defined innovation as a processgation and Sutton, 2000; Buggie, 2001). Nelsonvairder (1978)
suggest that innovation, as driven by competittam be viewed as a process. It is suggested thairtdtess that may
successfully attain innovation and hence future@oizational growth consists of stages (Rothwelf4; Buggie, 2001)
such as: strategy development, ideation, evaluatimhimplementation. Fraser et al (2005) definetbwation as an
increasingly distributed process, involving develgmt webs of multiple, players and modular produrctietworks
with a variety of possible and dynamic value chednfigurations. Thus, viewing innovation as a psscprovides a
systematic model and process of how innovationbearealized.

Storey (2000) sees the idea of innovation as anpldyrational process. This meant that managiagtdiled a series of
stages with each culminating in a phase or stagewe Typical phases were: idea conception, sptifin of product,

planning the project, prototyping and so on, thioug final review. This type of understanding oé throcess of
innovation and its management is closely alliethtidea of product life cycles.

Twenty organizations were conducted to the studlianovation processes that show how innovatioeadized in the
organization were investigated. The analysis resdémonstrate that, in order to reach innovatibrofathe public
organizations follow six identical steps: new idganeration, project study (project plan, feasipil#tudy, and
documentation), project approval, project impleragoh, new services, and innovation.

Findings indicate that, innovation initiates witew idea generation first. Wolfe (1994) claims thmtovation process
research focuses on the analysis of ordered stepsving the formation, redesign and implementatidmew ideas.
And Nonaka (1994) confirms that knowledge creatiomd innovation take place inside new product depraknt

117



projects. According to Zaltman et al (1984) innawatprocess starts with the generation of inittd leading to the
development of a new product or service. In additgiorey (2000) argues that innovation comes &irat foremost
from the ideas of individuals and from the way inieh the ideas are captured.

Project study is the second steps of the innovgiimeess. After idea generation, new ideas areteeldo transform
new projects. Cooper and Kleinschmidt (1986) seeidea development and idea selection stages dfuttzg front

end’ of new product development. And deficienciesidea development and idea selection are domifatbrs

explaining innovation failure (Khurana and Rosehtli®98). The idea development and idea selectivese is a
fundamental stage of the overall innovation prodessause it represents the initial impulse forhrtinnovation
activities (Birkinshaw, 2000).

After project implementation new services enlivan the organization. After this step the last stegmed as

“Innovation” comes. Diffusion and adoption of neardce is realized in the last step. Innovationcess includes not
only the development but also the diffusion of ne&rvices. Because successful innovation requirasges in

organizational processes and conversion of aniiteaa new service that is designed, manufactuaad,adopted by
users (Verloop, 2004).

Findings indicate that, stakeholders of the teabgichl innovation process are; universities, pevatganizations,
nongovernmental organizations and public orgaromati And an innovation may emerge from one or more
stakeholders or linkages between them. Accordindtdoreux (2004), innovation system is viewed ased of
interacting private firms, public authorities, raseh organizations, and other bodies that functgoording to
organizational and institutional arrangements aathtionships that are conducive to the generatisse, and
dissemination of knowledge. In this context, theme multitudes of actors involved in the innovatmocess. The main
partners for innovation activities are; other firnumiversities, technical colleges, technology $fan organizations,
government agencies, and financial organizations.

Inganas et al (2007) investigated new energy tdolgies in their research study and identified a bemof
stakeholders; research institutes, technology deysi energy companies, investors and policy makersording to
them an intensive interaction between technologyviders, power companies and research institutebighly
important for the successful transfer of new engegynologies from research institutes to the itrgus

According to results of the study stakeholders sigmificant part of innovation process. Externalatiens with
stakeholders enhance the innovation process. Itioovamerges as a result of interaction betweerstakeholders.
Doloreux (2006) confirms these ideas declaringoy@ation is a process by paying attention not oaldifferent stages
of evolutionary development, but also to certaipety of institutional arrangements, organizatioraimf, and
configurations of relationships among organizatitimst are all related to the provision of knowledfjeance, and
other inputs to innovating firms. Many studiesrmavation stress the importance of external linkagyed processes at
all points along the technology transfer pathwaiddTet al, 1997). Innovation is seen increasingtyaamulti-firm
networking process involving close collaboratiom®en companies and a consequent linking of tecigygbush and
market-pull factors (Rothwell, 1992). There is atgspresumption that collaboration between univiesiand SMEs is
desirable (Henry et al, 2000).

Successful innovation management is required irerotd perform successful innovations. And idergifion of the
technological innovation process is required ineorb manage innovation in the public organizatidrechnological
innovation process in the public organizations wesitified through the study. Moreover stakeholderghe process,
sources of innovation and obstacles in front ofittm@vation were detected through the study.

Surely the findings represented in this paper wilbvide successful management of innovation in plblic
organizations that will increase national produtfivand, as a result, enable to gain internatioc@aipetitive
advantage. This study detected innovation proaeshd public organizations in Turkey. Further reskavould be
useful to research innovation process in the pgieaganizations.
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1. SIX SIGMA APPROACH

Today’s business environment expects speed, fléyibadaptability, accuracy, ease of doing businesith product

and service performance as a minimum requirememtmeet this new set of business needs, organizatiead to

deploy tools, which can enable them to remain cditiyge and grow in the increasing digital age. Sigma is one of
the strategies and tools which leading organizatiwave started using to achieve accuracy and spebdt the same
time reduce cost and increase customer satisfaatidrprofits. Sigma is a Greek alphabet characigitlze sigma value
indicates how often defects are likely to occuk Sigma’s target is to achieve less than 3.4 defecerrors per million
opportunities, hence the name (Thawani, 2004).

The levels of Sigma and the defects per milliortsuare can be explain with Tablel

Table 1.Sigma Levels

Sigma Level Defects Per Million
6 34
5 233
4 6210
3 66807
2 308537
1 690000

Source: (Love, 1999)

Six sigma is the rating that signifies “best insgg with only 3.4 defects per million units or ogons. The primary
use of six sigma in measuring zero defects has ledre manufacturing industry. Most US manufactgrfirms on
average rate below four sigma. In 1990, IBM waarativerage level of three sigma, while Motorola wpsrating at a
level of four sigma. Comparatively speaking, whatethe industry, most companies averaged a leviwfsigma at
the beginning of 1990, with the exclusion of thargstic airline flight fatality rate at approximateive sigma. For
example, airline baggage handling, doctor presonptvriting, payroll processing, restaurant billingnd journal
vouchers all rated four sigma (Rayner,1990).

Six Sigma has been widely publicized in recent year the most effective means to combat qualitplpnes and win
customer satisfaction. As a management initiat8ig,Sigma is best suited to organizations with tiéige operations
for specified outcomes. It aims at preventing nonformance to defined formats and contents of on&s) generally
identified as defects in products and errors indaations (Goh, 2002).

Six Sigma is a disciplined, data-driven approach amethodology for eliminating defects in any prase$rom

manufacture to transaction and from product toiser¥One of the primary themes of this modern maramt practice
is to identify and prioritize high-impact projecésid enable companies to establish goals that redatettom-line
improvement, customer satisfaction and loyalty (Kon2007). A company’s top leaders should pay padr attention
to the following steps if they wish to avoid sonfatee pitfalls and assure a high likelihood of se&s with Six Sigma
deployments (Byrne, 2003):
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« Step 1: The top leaders—including the CEO—must brechighly visible and vigorous champions of Six
Sigma.

« Step 2: To build broad-based commitment to Six Sigminciples, a company’s top business leaders must
play a strong, hands-on role in cascading Six Sigmawledge and work practices to others in the
organization.

- Step 3: As leadership of Six Sigma initiativesas@aded to individuals at successively lower leivethe
company, it is critical to enlist the active suppamd engagement of business process owners Biixa
project implementation.

«  Step 4: Select Black Belts that have the competsnuecessary for the job.

«  Step 5: At the appropriate time, provide Black Belining that addresses the needs of the indilsdas
well as the requirements of the job.

A key difference between Six Sigma and other apgves is the integration of a highly disciplined gegss (such as
DMAIC for Define, Measure, Analyze, Improve, Cortror DMADOV for Define, Measure, Analyze, Design,
Optimize, Verify) with one that is very quantitagiand data oriented. This is a winning combinatias-evidenced by
the results of the companies that have used it.cbheepts underlying Six Sigma have always madseséthat makes
Six Sigma especially timely today is the combinatid the following (Hahn, 2005)

« intense competitive pressures, including thoseltirgurom globalization;

. greater consumer demand for high-quality produa emanagement recognition of the cost of poor
quality;

« the accessibility of large databases and our gldidigest and analyze data.

Although Six Sigma builds off prior quality managemt practices and principles, it offers a new dtme for
improvement. The structural differences simultarspypromote both more control and exploration irpiovement
efforts. Some organizations may find benefit frdme Six Sigma approach because it fits their orgditimal needs
better (Schroeder et al. 2008). Six Sigma offaatisticians and quality professionals an exceltgortunity to take a
leadership role and to get involved more deeph@émanagement and improvement of the organizétiowhich they
work. Six Sigma builds on their knowledge base andbles them to take their skills and knowledga tew level—
leading the improvement of the organization (S2665).

2. THE IMPLEMENTATIONS OF SIX SIGMA IN HSBC BANK IN C.
2.1 Six Sigma and the Training Process in HSBC

The HSBC Group which is active in Europe, Asia-Ra¢egion, South and North America, Middle Eastl @irica is

one of the largest banking and financial servicmganies of the world. The headquarters of HSBC idgkiplc which
is registered in England is in London. HSBC Incichkhhas over about 9500 branches all over the wortdr 355.000
personnel in 85 countries and regions, and ovemiili®n clients around the world started busings$urkey in 2001
by purchasing a bank. Now it has become an impbfiaancial supplier in banking sector in Turkeythwi335

individual and corporate branches, over 3 millitards and 6853 personnel.

Six Sigma is accepted as one of the most importesains of reaching the global goals including exjpanthroughout
the HSBC Group also and in the HSBC Group thegestong network of sharing information and expeéamong
the teams implementing Six Sigma. HSBC Turkey édhly bank adopting and implementing Six Sigmdgsioiphy
in banking sector in Turkey. The aim is to make Sigma common throughout the bank, to state amentinleat will
provide all professions to reach their goals aray pin important and active role in accomplishingnthfast and well.
The projects of Six Sigma are followed and impletadrcarefully throughout the HSBC Group. Professideams are
trained in order to implement Six Sigma methodoldgy2006 by using amendment techniques the progmessded
154 M USD of financial profit. Six Sigma is alsoportant in terms of its implementation resultseeféd especially on
our financial tables.

In HSBC Turkey the studies about Six Sigma staitethe year 2005. Projects with Six Sigma methodgplare
implemented and concluded successfully within théybof professions. By May 2007, “The First WavejEcts” were
started by organizing professional staff with a cmand of Six Sigma implementations in the body oh@e and
Organization Management in order to manage Six &ignplementations, provide spread in organizatiorexamine
the processes with Six Sigma methodology and maldies faster in HSBC Group panel. By April 2008\eTFirst
Wave Projects were completed and The Second Wabjed®s were close to the conclusion level. Besteselevant
projects, all the preparations to start The Greendgation Projects were completed.
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In the body of Change and Organization Managentenetare 4 Black Generations that manage the psoged are
trained on “Six Sigma Tools and Management” andeGi@enerations that are being trained.

- Green Generations carry out projects about worlcgsees in their responsibility and take part time
assignments in Six Sigma projects.

- Black Generations carry out projects about more prehlvensive work processes and take full time
assignments in Six Sigma projects.

The Six Sigma program in the HSBC Group is impler@erand coordinated by “Center of Excellence — Cafhith is
connected to Business Transformation Unit founaed0d05 and located in India/Hyderabad. “Center xddlence —
CoE” aims to supply implementation of methodologythie same standards in all Group countries andmuam profit
by organizing standard training programs througltb@tGroup.

3. THE AIM AND SCOPE OF IMPLEMENTATION
3.1 SME — MME (Enterprise Banking) Loans, Amendmentof Loan Assessment Process Report of Six Sigma

3.1.1 The Aim of the Project

It is aimed with the project to shorten the assesdrtime of the loan demands of SME — MME cliettsthe pre-
analysis study of the project the assessment toneviME loans has been counted as 32 days and takojdhe
projects for these clients has been stated asy3 da

As the Project scope and loan assessment procagsdiferent the project is phased and examinpdrsg¢ely as SME
(loans under 3 million $ - Regional Work Developmedectoral Work Development), MME (loans over 3lion $ -
Regional Work Development, Sectoral Work Developthand 228 Corporate Branch loans. The studies dotiigs
scope are stated down for your information.

In the implementation of the project first a targe shortening the loan assessment process hasdtated and the
problems that the bank faces in reaching this axetbeen defined. The awaiting time in each urstbeen measured
by the road map created for the loan approval mxde the line with the results of the analysisalthe related team
has come up with amendment ideas for shortenisgithie and what kind of a solution can be creadatkfined.

The aims of the project can be listed as followed;

«  The shortening of loan assessment time
« Increasing assessed loan files
«  Providing low rate of false loans
The reasons why the loan assessment time is langectisted as;

Reasons arising from process;

«  The expertise process is manual,

« Individual branches prepare SME loan files,

«  The committees can meet once a week and limitecbeuof files can be examined.

Reasons arising from person;

«  The questions are not answered in time,

« There are defects in package,

«  The contradictions between FINS (Financial Infoioratnput System) inputs and detailed balance,
. The offer is not directed to approval committee,

+  CCIS (Corporate Client Information System) finah@iputs are false.

Problems arising from environment;
« The information comes late from the clients.

Problems arising from method;

«  There is missing information because the form uselifferent from the form in CCIS,
. Large components and high increases are not explambalance sheet analysis,

«  Document flow is done as hardcopy,

Problems arising from the system;
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« Application input is partial,
« The loan authorized officer approving loans canbefollowed systematically,
« There is not a systematical following/reportingqass for SLA (Scheduled Total Operation Time).

The amendments implemented in the project thabisedn order to shorten the loan approval time raemtioned
above.

Whereas the loan offers under 500k USD are ass@ssdmbut 6 days on average, this time is deterthaseminimum
12 days on average for the offers over 500k UShstelering the work-load that will emerge in theeca$ increasing
authority, assigning limit to the officers who hatle assistant manager title and are working irefpnise Banking
Loan Adjustment unit will avoid the increase in Wéoads of the authorized officers in loan approval

In 2007 it was discussed that 257 transfer filesemsessed by GM (General Management) teams. lgethértransfer
activities all to the authority of the branch mamagvith a transfer table prepared will help avoidihe work-load
emerging in the GM units and the transfer timeheffile between branch and GM units.

When the approval limit increase is risky in alaih®, amendment can be possible in process by kpepiy cash
loans, like daily loan usage, out of limit or totmhe can be decreased by defining a special fionivehicle loans and
cash loans.

If the missing information and documents in thenlofer files are not completed in a certain tittey are returned by
GM teams. Tough there is a 7-day awaiting timecfmmpleting the missing parts in the files, it ipkevaiting much
longer in order to decrease file returns and alasthg time in sending the file to the branch arttigg it back.

The loan offers between 1 million USD and 3 milliosD first go to the Enterprise Banking and the.éan&Risk
unit. It has been seen that in this case 427 Id@nsowaited in Enterprise Banking unit for 4 daysaverage in 2007
for reasons like missing parts in the files and &ihecking. This awaiting time will be avoided whée files are sent
directly to the Loan&Risk unit like the similar MMIBans.

The most important awaiting time for loan offers ltmme out as answering of the questions askdtktbranch. For
the questions asked to the branch the awaiting ftim&LA will be defined as 3 days. As the loandl Wwé moved on
CCIS with the preparation of Main Information Rep(¥IIR), they will be used in the questions andvess part
developed on the CCIS and SLA will be able to Hifeed.

The extension in information process has been dstateone of the other main reasons for the extenisidoan
assessment time. By creating MIR and moving infdimnaprocess on CCIS, 2 days of SLA will be defirtedthe
information unit.

The extension in the expertise process effectdadue assessment time badly. The revision of theroffill be done
according to LTV (Margin Rate) after defining th@@unt of the loan that can be adjusted withoutingithe expertise
report from loan assessment teams for mortgages laad expertise. Thus loan assessment will not teew#it for the
expertise operation.

In order to reach the loan offers to the loan adiinénoffer itself is sent or it is scanned in Espetand sent to Maslak
via e-mail. In the case that loan approval directnthorization is given to certain people andsysem’s applicability
is defined, in stead of sending the offer itse# tiotification will be done depending on the form @CIS. Thus the
time lost by courier and scanning can be decreased.

The following of the loan file assessment time @ael manually by each work unit. Thanks to the loggin the Loan
Offer Approval form for the following of the fileassessment time will be followed systematically dgnding
systematical report.

4. RESULT

The loan assessment time calculated as 32 daye ipre-analysis study of the project has decrets@8 days at the
end of the project, the time between loan offer apgroval has been shortened and efficiency thugase in used
loan number has been provided. Depending on thedéfars from corporate branches of HSBC Bank incTurkey,
4332 (361 per month on average) loans in total leen assessed in 2007. Whereas about 11 loarsmgses have
been done per day in the meantime after the dexraassessment time to 25 days this number iredetas17 loan
assessments per day.
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Helping this approach to become common throughbethank with intranet network or publications inmgany,
changing this methodology into a team culture \witke the projects more efficient and will incredlse success
percentage with the help of all the personnel ndiy an branches but also in general managementy @Gidck
Generation and Green Generation personnel aresttdor now as it is new in Turkey. However; withogting the
implementation and the project to the internalrtbethe contribution and support of all the pers&bman be reached.
When the branch personnel who are face to facecahihts all day can transmit their ideas about inakhe operation
easier and making internal or external clients gladhe management, it will help finding reasonafddutions to
important problems.

Besides, by training the personnel in individuadrathes about enterprise banking loan offers andosppprocess,
shortening the missing document completing timetfer applications from branches, updating the miindided
forms according to the ones on the system and rgakim program used more practical; it will be trieddecrease this
time to 20 days.
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A RESEARCH ON ENTREPRENEURSHIP EDUCATION AND DETERM INATION OF
ENTREPRENEURSHIP PROFILES OF UNIVERSITY STUDENTS:
SAMPLE OF iNONU UNIVERSITY

MEHMET KARAHAN, INONU UNIVERSITY

ABSTRACT

The main purpose of entrepreneurship education ranogis to provide the students with necessary basic
entrepreneurship and business knowledge, to alémy #ransition into private sector and to allowntbe carry out their
businesses successively. Because of this reasorthisnresearch there is an urgent need to deterrthiee
entrepreneurship profiles of university studentsriger to find out potential entrepreneur, to allim come into area
and to determine the problems of entrepreneurshipation.

The sample of the research is the randomly cho8é&nsfudents at Inonu University at 2008-2009 spgdgcation
semesters. As a data gathering tool, “The Entreqpneship Skills Test I” consisting of 37 questiordateveloped by
Tekin, (1999:227-234) wary used. First of all, fnegcies and percentages of the obtained data wene to determine
the entrepreneurship profiles of the universitydetus. Then, some statistical methods such ag,tdealysis of
variance together with SPSS program were applietbtermine whether these data differ accordingtesal variables
or not.

Keywords: Entrepreneurship skills, entrepreneurship educatamtrepreneurship profiles, statistic analysis
1. INTRODUCTION

For decades, unemployment rates have increasedgthoat the world. Young people in particular haviiallties

entering the job market; one reason being that thaeik work experience. Education does not proteyirest
unemployment, and many university graduates cafimita job. To address high unemployment ratestipiains have
suggested that young people should engage in sglfeyment. Some universities have started to affaurses in
entrepreneurship education. However, the same expkrience that is required to find a job is neagsfor starting a
business. Therefore, for the majority of schoolvéra and graduates, entrepreneurship is not aeviaption. In
addition, many young people lack career maturity #ire confidence to make career related decisiwatswould also
empower them psychologically to engage in entregurgal activities (Plattner et al., 2009:305).

While development in science and technology quidckihange the structure of a society, they also asmethe
economical and social value of an entrepreneuresutictpreneurship. As a reflection of this, thig é&mtrepreneurship
based on individual and individualistic skills cosnfront and intellectual productivity capacity ofp@rson gains
importance. There is a need for our contemporatyepreneurs to go beyond the classical entrepreidemtity &
profile. This new style entrepreneur will be the snimportant driving force of organizations at bathtional &
international competition (Arslan, 2002:2).

The development of skilled entrepreneurs requinedcteation of a new culture and it become necgdsathange the
traditional society structure in this respect. Ceiitive advantages of entrepreneurs and businéssks globalization
world and economic condition in Turkey require mociety to become creative, risk-taking, and emé&egur
(Ozgener, 2009). All countries over the world canceith the development of entrepreneur culturesriter to create
new entrepreneurs and support entrepreneurshifheAtame time, most of the education organizatiwes the world
think they are also responsible in this field. F®veloping countries such as ours, reaching thdeowgorary
civilization level can be achieved by supportingl amroducing entrepreneur spirit. This can be eebil by bringing
out the entrepreneur spirit of our students throaigimteractive education and training supportlfi€ir2005).

It is accepted by foreign researchers studyindis field that when compared with other societieskish people are
more entrepreneur then others. Because of thismedétss very important for us to see each studatting university
education as an entrepreneur, to equip then witlwledge and skills to be able to find out the pti#ds of the society
in which they live and to turn problems into an ogpnity and finally to allow then grow as adultweaae of their
potential and their creativity unleashed (Arsla®02:3). There is a need for new entrepreneurs toe sthe
unemployment problem and also to increase the iegoen capita in our country which is strugglinghaémployment.
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The provision of the needs of this new entreprest@pris possible by the training of powerful entespeurs (Alswedan
and Ozhavzali, 2009).

The main purpose of entrepreneurship educatiom iallow individuals to start their own businesses 4 work
independently. The main purpose of entrepreneumrsthiication program is to provide the students wibessary basic
entrepreneurship and business knowledge, to alémy #ransition into private sector and to allownthe carry out their
businesses successively (Tekin, 2005:447). Beaafubes reason, in this research there is an urgeed to determine
the entrepreneurship profiles of university studentorder to find out potential entrepreneur, ltovathem come into
area and to determine the problems of entreprenipuesiucation.

2. RESEARCH PATTERN AND METHOD

The population of the research consists of theestustudying at Faculty of Business and Facult§mgineering during
the spring semester of 2008-2009 education year séimple of the research consists of randomly teel &35 students
coming to Inonu University.

The sample of the research is the randomly cho®énsfudents at Inonu University at 2008-2009 spgedgcation
semesters. As a data gathering tool, “The Entreqneship Skills Test I” consisting of 37 questiordateveloped by
Tekin, (1999:227-234), wary used. First of all,guencies and percentages of the obtained data fearel to
determine the entrepreneurship profiles of the ensity students. Then, some statistical methodk aschi-square, t-
test, analysis of variance together with SPSS ogiere applied to determine whether these dafier di€cording to
several variables or not.

3. FINDINGS AND COMMENTS
3.1 Demographic Data

The 73% (172) of the total 235 university studenit® have been participated in the research argismidt Faculty of
Business of Inonu University and the calculationtted average entrepreneurship skill point has lktarmined as
245. Other 27% (64) are studying at Faculty of Begring of Inonu University and their average poift
entrepreneurship has been calculated as 244. Botie dwo groups’ students’ the average entrepnesiim skill point
is over at least 200 skill points which is necegsarobtain entrepreneurship education as Tek®991234) said. With
these data it can be said that the major of theeusity students who have been participated inrésearch have the
enough skill to begin the entrepreneurship educatio

3.2 Frequencies of Items

Almost the 99% (233) students’ entire group of adg® were participated in the research is 21-30. 9 (229) of

the students aren’t married. The 34% (79) of thelestits are the biggest child of family and the 2@%) of the

students are the middle child of family. The 89%9qRof the students are students of the highera@ucand the 7%
(16) of the students are students of graduate éidncaThe 75% (175) of the students are livingities and the 14%
(32) of the students are living in big cities. Qteudents are living in small towns and villages.

The 37% (88) of the students have said that theynarking in a job or them a salary. The incoméehef 8% (18) of
students who have a salary is 400-500 TL and tenire of 6% (13) of students is 151-200TL. The 46%he students
have stated that their average monthly expenseshenti0% (23) of these students have stated thgtale spending
average 201-300 TL in a month.

The main reason for their wanting to establishrtbain work; the 46% (108) of the students haveesitéihat their aim
is to earn money; the 20% (47) have stated thgtdbe't like to work for other people. None of theiother and father
of the 36% (86) of the students had their own jod ane of their mother or father of the 34% (80}t students
worked in their own work in the most big periodtbéir life. In the family of the 22% (51) of theustents there is a
person who has a shop and in the family of the 2% of the students there is a person who hasaeepbf

employment.

The 64% (151) of the students didn’t get educadibout Entrepreneurship and the 36% (83) of studeae stated

that they are getting education. The 32% (74) oflestits have stated that they are getting Busirshssagon and the
12% (28) of students have stated that they arengeficonomy education.
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The 64% (151) of the students say that they wilhlappy for working with other people and the 15%)(8f them say
that they prefer working alone. The most 46% (/16B}he students state that with group working amdividual
working one becomes successful. The 66% (155)eéthdents have said that they have never beehlf@eause they
may be never employed. Because the minoritiesefthdents are working in a job or they are fited, 4% (16) of
students say that they are innocent and they dravied unequally. It is observed that the minori$c3(80) of working
students they are generally working in small Busses. Most of the students 84% (198) have statdhby didn't
establish a work before. The 26% (62) minority led students who established a work before weredaaskeut their
difficulties and obstacles they confront and mdghem 5% (12) complained about the powerless aketand 4% (9)
of them complained about the excess of the buratio@bstacles.

The question of “if you have a capital how do y@e this for investment?” was answered by the 5684)(bf students
as “l establish my own work” and was answered gy 20% (47) of the students as “I evaluate in bamkd was
answered by the 9% (20) of the students as “| #stahn associate employment place”. While decidmgpen an
employment place or making decision about an attethp 40% (95) of the students stated that itdsessary to
investigate the market and the 35% (83) of studstatied that it is necessary to decide by seeimgnidrket conditions
and the emptiness of market. The 29% (68) of thdestts stated that they can spend their all tincteesnergy for new
and profitable works and the 30% (70) of studetated that they can spend their all time and entagpew ideas of
products and production for new financing plans foncdhew human sources that is all of the altewessti

The 50% (118) of the students stated that they pviifer the personality features which have theulities of
successful finisher a work and good knower a wordk the 38% (89) of students prefer the personfdiyures which
have the peculiarities of energetic and intelligdiite 34% (80) of the students said that they ath precise and they
have the skill of being well organized and the 30%) of the students said that they have the ekiieing successful
finisher a work and they think that they will fihigheir works successfully thanks to it. The 44%3(lof the students
hate to tell the indefiniteness of the future oéithwork and the 23% (54) of students hate the lzsfamong
personals. Majority of students 71% (166) havessitéihat they want to study on the problem the pdggiof solution
of whichis 1 in 3.

About the students’ preferences of job; the 36%) (8% the students prefer management, the 14% (38kep
entrepreneurship and the 13% (32) prefer teacHihg.students state that they firstly trust theneseb5% (130), and
then they trust both themselves and their famil$62@6) and they then trust themselves and theinfis 13% (131).
According to the students, the personality featurepeople who are successful in working life ggepple who are
dynamic, strong and rash 45% (106), people whouatalthe opportunities and who have a mission 3% people
who behave according to their situation.

The question “if it is wanted you to choose a peras a work partner, do you choose your closedriaman expert of
his/her subject?” was answered by the 83% (194)uafents as “I choose an expert of his subject”vaasl answered
by the 17% (41) as “I choose my close friend”. B&86 (200) of the students stated that if therenseaningful thing
to do they would be pleased for being together wibple. The 69 % (161) of the students statettiegt completely
agree with the idea that determining a person whesponsible for the subjects of work is helpdulake result and the
26 % (60) of the students state that they agrete thvé idea expert some situations. The 60 % (1#)eostudents state
that their competition priorities are playing thenge successfully and determination of struggle2eh@o (59) state that
they agree with the same idea but winning and ¢paire also among the priorities.

The 86 % (203) of the students haven’t the enowgfital to start the entrepreneurship and only thé61(32) of them
have the enough capital. It is found out that t8e%(117) of the students have portly info aboet ¢hedit source and
opportunities to start entrepreneurship and thath % (67) haven’t got any information. The numtbiestudents who
have information is only 23% (51). The 49% (115)tleé students know from where they can buy crdflit is
required, students who believe that they can fiaguital from their family and friends are 36%(84ppke and students
who believe that they can portly find capital ad€&80) people.

3.3 Findings about transverse comparisons

In the result of the comparison of the studentsiagions of taking and not taking entrepreneurgpcation with the
entrepreneurship skill point; there is a meaningfahnection between their entrepreneurship skilhipand the
situation of taking or not taking entrepreneurstipication (%25.119, dof=13, p<0.05). According to this resitlcan

be said that the entrepreneurship skill point$efdtudents taking entrepreneurship educationigheih

The results of the variant analysis which was madeording to the situation that whether or not thés a relation
between the situation of students’ being the olde#ite smallest child of the family and other abfes are like below
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Table 1: The variant analysis of the comparison of studdmi\g which number of child of family and other

variables
Sum of Mean Level of
Squares df Square F Significance
Between Groups 49,124 3 16,37 3,450
a. Aileis \Within Groups 688,285 145 4,747 0,018<0,050
Total 737,409 | 148 Significant
Between Groups 7,371 3 2,457 5,844
b. Isolc Within Groups 46,252 110 420 0,001<0,050
Total 53,623 113 Significant
Between Groups 5,943 3 1,981 2,684
c.Tercih Within Groups 163,863 222 ,738 0,048<0,050
Total 169,805 | 225 Significant
Between Groups ,949 3 316 2,736
d.Sermaye  |Within Groups 26,694 231 ,116 0,044<0,050
Total 27,643 234 Significant

As it is seen in the Table 1, the situation of shedents’ being the older or younger child of tHamily; The relation
between the entrepreneur in the family of the sttsland what kind of job they have is tested byavairanalysis and a
meaningful relation was found between them (F=3.460=3, p<0.05).

In the result of the variant analysis test whicimisde according to the relation between the ststemtrking life and
the employment place where they spend their IHerd is a meaningful relationship between them @44 dof=3,
p<0.05).

In the result of the variant analysis test whichmiade according to the relation between the stsdéesires in the
subjects of work which have the possibility to loéved, there is a meaningful relation between tEnR2.684, dof=3,
p<0.05).

In the result of the variant analysis test whicmide according to the relation about the situatfostudents’ having or
not having enough capital to begin entrepreneurshigre is a meaningful relation between them (F32, dof=3,
p<0.05).

The result of the comparisons between situationshef students’ having or not having enough capitalbegin
entrepreneurship and other variables:

Table 2: The comparison the situation of students’ havingairhaving enough capital to begin
entrepreneurship to other variables

Value of Level of
SERMAYE N X S T Significance

a.Ebeveynis 1Yes 32 2,28 1,716 -2,592 P<0,05
2 No 203 3,11 1,71 -2,491| Significant

b. Aileyapis 1Yes 29 4,07 2,2% 2,085 P<0,05
2 No 120 3,12 2,20 2,077| Significant

c. Oncekig 1Yes 30 2,50 73 -5,576 P<0,05
2 No 189 2,93 31 -3,185|  Significant

d. Rekabetoncel 1Yes 32 2,14 1,11 2,492 P<0,05
2 No 203 1,69 97 2,246| Significant

e. Kredibilgisi 1 Yes 32 1,88 ,94 -3,144 P<0,05
2 No 203 2,34 76 -2,688] Significant

f. Sermbulma 1Yes 32 1,50 ,8( -3,601L P<0,05
2 No 203 2,06 82 -3,650] Significant

g. Puanlar 1Yes 32 265,63 21,09 5,75b P<0,05
2 No 203 | 241,971 21,69  5,874] Significant
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In the Table 2, as it is seen, the situation ofstiuwelents’ having or not having enough capitaldgiib entrepreneurship;
According to the result of T Test which was madeocading to the relation of the kinds of works whittteir mother
and father did, there is a meaningful relation leetthem (t= -2.552, p<0.05).

According to the result of T Test which was madeoading to the relation of the kinds of employmplaces that they
have in their families, there is a meaningful rielatetween them (t= 2.085, p<0.05).

According to the result of the T test which was madcording to the relation of the situation ofitlestablishing or
not establishing a work before, there is a meaningdation between them (t=-5.576, p<0.05).

According to the result of the T test which was madcording to the relation of the students’ coitipet priorities,
there is a meaningful relation between them (t-82,4<0.05).

According to the result of the T test which was madcording to the relation of the students’ infation about the
credit sources and opportunities, there is a mgdulinelation between them (t= -3.149, p<0.05).

According to the result of the T test which was madcording to the relation of the students’ situmtabout their
finding capital from their family or friends, thei®a meaningful relation between them (t= -3.6640.05).

According to the result of the T test which was madcording to the relation of the students’ emepurship skill
points, there is a meaningful relation between tiiens.755, p<0.05).

The result of the variant analysis according to te&ation between students’ entrepreneurship giglints and other
variables.

Table 3: The variant analysis according to the relation leevstudents’ entrepreneurship skill points and
other variables

Sum of Mean Level of
Squares df Square F Significance
Between Groups 107,861 13 8,297 3,076 0,000
a.Ebeis \Within Groups 596,139 221 2,697 P<0,05
Total 704,000 234 Significant
Between Groups 5,750 13 442 2,035 0,019
b.Giregt \Within Groups 47,810 220 ,217 P<0,05
Total 53,560 | 233 Significant
Between Groups 11,900 13 ,915 3,046 0,000
c.Sorumlu \Within Groups 65,816 219 ,301 P<0,05
Total 77,717 | 232 Significant
Between Groups 20,489 13 1,576 2,701 0,001
d.Kredibil \Within Groups 128,975 221 ,584 P<0,05
Total 149,464 234 Significant
Between Groups 25,110 13 1,932 3,075 0,000
e.Sermbulm  |Within Groups 138,822] 221 ,628 P<0,05
Total 163,932 234 Significant

As it is seen in the Table 3, which the student$fepreneurship skill points;

According to the result of the variant analysig tehich was made according to the relation of tivel& of works
which the students’ parents did, there is a mednimglation between them (F=3.076, dof=13, p<0.05)

According to the result of the variant analysig t@kich was made according to the relation of tbemgarison of the
situation of students’ getting or not getting edigra about entrepreneurship, there is a meaningflattion between
them (F=2.035, dof=13, p<0.05).

According to the result of the variant analysig telsich was made according to the relation of thewgers that students

gave about whether it is helpful or not to get suleby determining a responsible person abousth®ect of work,
there is a meaningful relation between them (F=8.04f=13, p<0.05).
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According to the result of the variant analysig telsich was made according to the relation of iheation of students’
having or not information about credit sources amgortunities to begin entrepreneurship, there imemaningful
relation between them (F=2.701, dof=13, p<0.05).

According to the result of the variant analysig telsich was made according to the relation of iheation of students’
finding capital from their family or friends if reired, there is a meaningful relation between tErB8.075, dof=13,
p<0.05).

4. RESULTS AND RECOMMANDATIONS

University programmes, no matter the disciplineggudti infuse young people with a positive self-cgtceo that they
can find employment, become entrepreneurs and lleeraployed. University programmes should seek to
strengthening students’ self-concept and producdident, determined, and assertive graduates thatcompete
successfully in the world of work. Universities skth also ensure that students do not lose theieecaelated
excitement during the course of their studies. M@asearch is needed to investigate how Universiaas empower
students academically and psychologically so they tan engage and succeed in the world of wogeieral and as
entrepreneurs in particular (Plattner et al., 2800).

Attempting to realize an economic activity inclugleisk such as success and failure. Entreprenewes d tendency to
success. For this reason, they use their tendeotiesng their skills and improving them, beingépendent, making a
good work, struggling in a way in which they becosoecessful. So, an entrepreneur is a person wtis ilia prize of
success but at the same time who is ready to skeofifailure. Only those people who are readyrttailure can be an
entrepreneur. An entrepreneur has to provide himsi#h information and has to be wise in this demsand
preferences to lessen the risk to least and teaser his profit to higher position.

In this sense, it is necessary for our educati@tesy to evaluate again the subject of trainingrarepreneur and to do
everything to give young candidates of entrepremequired information. For this, it is required ¢valuate the
entrepreneurship education and to improve it wétv methods, ideas, and programs.

Almost all of the students participated in the egsh are young (99%) and not married (97%) becaftiskeir being
university students. Most of these students areplthest child of the family (34%) and are living dities (75%). It is
seen that most of the students aren’t working wogk and their monthly income and expenses are havy Because
of these financial impossibilities, they want toaddish their own work and to earn money after atioo (46%).

Most of the students’ parents are working and tieye not got their own employment places. Thisasittn shows the
reality that the oldest children of families hawefind a job after education for their families.€rmajority of students
who believe to find capital from family or frieng36%) or who partly believe (34%) supports thisasid€he rate of the
students who believe that they cannot start toepnéineurship because of lack of capital is alsg hegh (86%). But,
the students’ having partly information about ctestiurces and opportunities (50%) can be intergrasethe necessary
information was not given to the students duringirtleducation it can be recommended that univessithould
reevaluate this subject.

Although they have a tendency to group working, nudghe students cannot create common enterpnsmng them
because most of them (64%) do not have educationta@mntrepreneurship and even there is not angreaout it in
the Faculty of engineering. These results shovdé#fieiency in our education system.

The classical question “If you have capital, whaiWd you do with this?” was answered by the 56%tatients as “I
would establish my own work”. This rate is 45% iar&pe, 67% in USA, 39% in Kirikkale University inet research
made by Alswedan and Ozhavzali (2009), 46% in Hafigversity made by Arslan (2002) and it can benstisat most
of our university students also have a tendenagninepreneurship. These results obviously showdtatents should
benefit from these skills and those concerned shsupport them.

According to the result chi-square test which weasdenrelated to the question that whether there rniseaningful

relation between the situation of students’ hawengrepreneurship or not having education and emngrship skill
points, there is a meaningful relation between tlameording to this results, it has been observad students who
have gained the entrepreneurship education haveh@ntrepreneurship skill point and this showsithgortance of
entrepreneurship education and this supports tha itiat students need this education. About thiat,pblonig

(2004:270) says that academic and public environrsieould give more importance to contemporary @néneeurship
education, they should make more investment to radter, various supporting activities should beamged and
pedagogical analysis should be made about thismatt
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With the assumption that the first child of the fyrhas the higher possibility to be an entrepren@iswedan and
Ozhavuzlu, 2009), because the first child of theifa is behaved well and he/she trusts himself maonere is a
meaningful relation between them by comparing sftigation to the work of parents, to the employnaate, desire to
work and the situation of having or not enough pi he table 1 supports these ideas.

There is meaningful relation between the situatibhaving or not enough capital to start entrepuesigip and parents’
jobs, their competition priorities knowledge abeutdit sources and opportunities and entreprengusdtill points.
This situation makes it evident that supports ofifes and education institutions are very impatrtan these students
to win their future. If there is a entrepreneursimipdel in their family, this increases their trtte#mselves. Universities
should increase their supports for these students.

There is meaningful relation between the entrepnesigp skill points of students and their knowledd®mut credit
sources and opportunities, their finding capitablg¢ 3). According to these results; their familiestablishing a work
before affects the students’ entrepreneurshipsskitid courage them. Particularly, their familiagmorts for capital
improve their entrepreneurship skills. And alsthifre is a support for credit by concerned insting, their skills will

be improved.
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EVOLUTION OF THE BASEL ACCORD AND ITS EFFECTS ON SM ALL AND
MEDIUM-SIZED ENTERPRISES

CAN TANSEL KAYA YEDITEPE UNIVERSITY
GCAGATAY AKARCAY , YEDITEPE UNIVERSITY

1. INTRODUCTION

Ever changing global markets with complex structuicrced many actors to modify their systems. €&hagors who
make up the financial system range from financiatkats to banks all the way down to simple investoiEspecially
for banking, significant events of the early 197@s the discontinuation of fixed exchange rate dinel petroleum
crises of 1974, had significant effects to triggathorities even more to establish a sound glodaking system. Late
1970s and early 1980s has been the period of suladtderegulation. As a result of this developimemajor banking
crisis emerged towards the end of 1980s. Theref@meking crisis has expedited the necessity dfang regulatory
process in world banking.

In 1974, the Bank for International Settlementslgisshed the Basel Committee with the purpose aidardizing the
banking systems of nations. In 1988, Basel | Ghpitcord has been established. Recent crises $taawen us that
economic crises in one country can easily affetieotmarkets in different locations because of tlee fmarket
economy. In the light of recent crises arourelwhorld, to more efficiently deal with the growiegmplexity of the
financial industry and with systemic threats, a neapital Accord under the name of Basel Il was psggl by the
Basel Committee on Banking Supervision to estataisiore sophisticated framework for banks to mesasgsk and set
aside sufficient capital to cover losses from marigk, credit risk, and operational risk.

Though Basel Il aims to fix weaknesses of the hamkiystem, the new accord will lead the banks ténaan abrasive
manner towards small and medium-sized enterpriSRKEE). Basel Il was expected to be fully implemdritg 2009 in
Turkey; yet the general view towards the implemimedate is no earlier than 2010. The utilityBafsel Il has
become questionable especially after the finamciaés of 2008. The purpose of this article iprimvide an in-depth
study on the evolution of Basel |, need for Bakalévelopment of Basel Il, criticisms to BaselSMEs in general and
in Turkey along with especially financial proble®BIEs face, Basel Il and SMEs, and finally recomnagiods to
SMEs to better themselves.

1.1 BASEL |

Bank for International Settlements (BIS) is antinggional organization founded by the central basfksations around
the globe in 1930. It is one of the oldest finahorganizations in the world (Yalgin, Onder, Aksgryiirek, 2006).

In 1974, as their main goal being to standardieebtiinking systems of nations, Bank for Internali@wtlements set
up the Basel Committee. In 1988, Basel | Capitat@kd was established. International standarde baen set for
capital adequacy and the notorious %8 capital aa®qratio has been introduced (Uz, 2005).

Capital for banks acts as a cushion for potengidlifes. Higher the capital of the bank is, thghleir is the solvency of
that bank. If a bank fails to maintain a souncelexf capital and if the maintained level of cap@annot cover losses,
the bank will become capital insolvent. The sousdnaf a bank can be defined as the likelihood lorsk becoming
insolvent (Greenspan, 1998). Certainly the lowes likelihood the higher is the soundness of a bank

Up until the 1990s, bank regulators based theiitalagdequacy policy principally on the simple leage ratio defined
as follows:
Capital
Leverage Ratio =

Total Assets

It is obvious that the larger this ratio, the sgenis the cushion against failure. What is obsiabout this ratio is that
it fails to take into consideration assets on thsid of risk. The asset risk of a bank can inegasxcrease the
likelihood of insolvency) and the capital can sthg same if the bank satisfies the minimum leverage. In other

words, the leverage ratio set tménimum capital ratipnota maximum insolvency probabilifiiasan, 2002).
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The first Basel Capital Accord was instituted irB8%o coordinate global regulatory efforts and d$tablish minimum

capital requirements to eliminate the threat pdsgdindercapitalized banks. Under Basel I, the ngaial could be

summarized as to strengthen banks for potentiahfiral crises by introducing the minimum capitajueement ratio.

Basel | Accord required the internationally actbanks of the G-10 to hold capital equal to at 18a8tof a basket of
assets measured in different ways according to tiséiness. This accord not only offered a moseplex system to
involve risk-based capital requirements, but alss,wn a way to deal with the weaknesses of therége ratio as a
measure of solvency.

The definition of capital is set (broadly) in twiers, a bank's capital was defined as comprisirtiers. Tier 1 which
is also called the core capital included the boalkie of common stock, non-cumulative perpetualgsrel stock and
published reserves from post-tax retained earnifigs.2, which is also called the supplementaryitegpvas deemed
of lower quality. It included, subject to variousntlitions, general loan loss reserves, long-terboslinated debt and
cumulative and/or redeemable preferred stock. Emk Ihas to hold at least half of its measured abpitTier 1 form.
The 1988 Basel Accord primarily addressed bankinthé sense of deposit taking and lending, soitsad was credit
risk (Bank of International Settlements, 2001).

In the early 1990s, the Basel Committee decidedupidate the proposed 1988 accord to include banitatap
requirements for market risk. In April 1993, affailed attempts to co-operate with several othstitutions such as
the International Organization of Securities Consiniss (IOSCO) to jointly develop a framework, thesBl
Committee released a package of proposed amendrtekite 1988 accord. Primarily, these amendmerapqsed
minimum capital requirements for banks’ market .rifke proposal generally conformed to Europe’s Ghpidequacy
Directive (CAD). Banks would be required to ident# trading book and hold capital for trading baonérket risks and
organization-wide foreign exchange exposures. Bhsel Committee’s new proposal was adopted in 189&n
amendment to the 1988 accord. It is known as ti96 Xdnmendment. It went into effect in 1998.

By this time, shortcomings of the original accortésatment of credit risk were becoming evidente Bimple system
of risk weightings provided an incentive for bartkshold the %0 risk-weighted debt of G-10 governtagia fact
viewed with some cynicism, since those same goventsnwere largely responsible for the original adtoHowever,
such debt tended to be unprofitable. Far more fatd® for banks was corporate debt, which was viedyPo100. With
all corporate debt being weighted equally, it maeiese for banks to hold the most risky corporaks. d¢igher quality
corporate debt incurred exactly the same capit@igds but was less profitable.

Another issue during this period was operatiorsd.rOperational risk poses a significant risk fanks. It includes a
variety of contingencies including fraud which iscaitine factor in bank failures. Neither the oniji Basel Accord nor
the 1996 Amendment required capital for operatioisél

In January 1999, the Basel Committee proposed acapital accord which has come to be known as Bas€here
followed an extensive period of consultation, witte committee releasing additional proposals tadiseussed in
January 2001 and April 2003. It has also condutieele quantitative impact studies to assess thoggopals. The
finalized Basel Il Accord was released in June 2004

1.2 WHY BASEL II?

The 1988 Capital Accord prescribed a single meastiresk to determine minimal capital requirementsatest crises
have shown that economic crises in one countryeeaily affect the other markets in different gepbias because of
the free market economy. Asian crises in 1997 hawsgatively affected Malaysia, Indonesia, and Ppifies
respectively; then pulled Singapore, Hong Kong, &odith Korea as well which resulted in a greatahte Asia
pacific and eventually to the whole world. Russ@ises caused the Russian government to devaluadtional
currency by %34; which caused the Central AsianuRkgs to suffer crises as well (Garanti, 2006).

As the ever-changing times have proven, the growmgplexity of the financial industry demanded mtran what
the first Basel Capital Accord could offer. Underrent applications, because the measurement dftaisk is not

calculated in accordance with the highly complexkat structure, compliance among banks about thig seme

business entity sometimes could not be reachedeftive different credit costs could be attainedhe Tisk weights of
Basel | lacked to meet with these above mentiommedptexities which banks and financial systems aghale went

through. The minimum capital requirement of %8 wad difficult for many banks to maintain. But frothe

supervision viewpoint, it has become clear thatagibg the actual risk levels of banks have nontelethat accurate
and significant (Kicikdézmen, 2003).
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To deal with the growing complexity of the finarciadustry and with systemic threats, a new Capitetord was
proposed by the Basel Committee on Banking Sugeryigo establish a more sophisticated frameworkbinks to
measure risk and set aside sufficient capital teectosses from market, credit, and operationdl ris

Criticisms on Basel | to point out the weaknessesaa follows

e Credit risk is computed directly according to volkim that the risk level of the debtor is not taleto
consideration at all,

* Focusing solely on the %8 minimum capital requirateauses banks to neglect the actual risk lehalsthey
are being exposed to,

» Since being an Organization for Economic Co-openatand Development (OECD) member allows the
member countries to be in the %0 zone, this hinthersisk level differences among the OECD cousirie

» Contemporary methods for risk evaluation are negtec

e Collateral types are rather limited,

e Operational risk is not taken into consideratioalatYapiKredi, 2006).

1.3 BASEL

Global financial systems are on the verge of mamstit changes. Basel Il Regulations have beerinpaffect in
2007, and the deadline for Turkey was 2009. Tldrsstic global changes will have a significant icipan the
financial sector as well as in the real sector.eBgeexamines the standards of the capital acobbanking systems
in addition to risk management and risk measurentgamks will have to be more sensitive towards rgien they
grant credits to public, especially when grantingse credits to SMEs. A more risk sensitive apgroett affect firms
in many ways from the line of credit they use tedit assurance issues. The two major points Bagkiterion focuses
on as far as measuring risk is concerned are:

e The risk level of the business entity to use theslitr
e The risk level of the transaction of issuing thedit

The risk level of a business entity is measureduph extensive quantitative and qualitative techegy For the
guantitative aspect, the financial statements eflibsiness are studied thoroughly to be able tes daonclusion.
Qualitative aspect of the subject matter includegables such as the professional record of the beesnof the
executive team, social responsibility level of thesiness, transparency of the management, theinagianal structure,
research-and-development, volume of import/exporatket share, and product recalls and so on. Aft@tuating
both the qualitative and the quantitative factties,risk level of the business entity is identifiaderms of a grade.

The risk level of the transaction is measured tajuating the type of the transaction, credit agsgacredit maturity,
and the monetary means used. After all, creditietgssued will be categorized as “high risk” orwlaisk”, therefore
the cost of the credit will be affected as well.

Apart from the first accord, one other applicatiRasel Il will bring along is a new method nametérnal rating based
approach method (IRB). Apart from the presentiappibns, the new accord offers a method for eaatkito establish
their own internal risk rating system when meagythre minimum capital requirement ratios of bussess which after
a grace period, is highly recommended for banksige by the Basel Committee. Since banks using Rt will
allocate weights of risk to their assets, the gpoading capital is going to have to be at a nedhitisafe level. This
will eventually be much harder on businesses treatdling to borrow funds than it was before, #nww, banks have
their own IRB criteria as far as rating businesses.

By the start of the Basel Il applications, the aafstapital will be directly affected since thekrigvel of the entity and
the risk level of the transaction will be the twajor cornerstones for evaluation. Basel Il will iagp the entire
spectrum of financial services, including corpordieance, retail banking, asset management, paymend
settlements, commercial banking, trading and sadtail brokerage, and agency and custody servi@es.of the most
significant aspects of Basel Il for Turkey is tlhetfthat 99.5% of all business entities in Turkey BMEs.

1.3.1 The Three Pillars of the New Capital Accord

The New Basel Accord is a set of recommended hastipes that emphasize the three areas of capijairements,
supervisory review, and information disclosure (@&er 2005).

135



1.3.1.1 Minimum Capital Requirements

The first pillar is theminimum capital requirementshich sets out minimum capital requirements anfinds what

constitutes capital. It refines the 1988 Capitatéwd measurement framework to include three optfongalculating

credit risk, from the simplest to the most sophatid, and introduces a capital charge for operaltiosk. Data must
be sufficiently granular and capture historicahtte to ensure a detailed view of risk across therprise. Several
disagreements have emerged in the literature assftire structure of operational risk as to whastitutes operational
risk, and why operational risk is included in tredcalation of regulatory capital charges. Forfirg time, banks will

be required to set aside capital for market, crediti operational risk (Bank of International Seattents (a), 2004).

1.3.1.2 Supervisory Review Process

The second pillar is theupervisory review procesghich recognizes the correlation between regwatapital and the
strength and effectiveness of internal control skl management processes. This pillar require& baamagement to
explain their risk assessment and management tativand strategies to bank regulators locatedndividual
countries. The bank management will need to eduegiglators on their bank’s risk level, philosogbward risk, and
methodologies used to assess and manage risk. &Ragulvill also require third-party validation oflkenk’s risk
methodologies and actions (Mazspa004).

1.3.1.3 Market Discipline

The third pillar is themarket discipling which requires bank management to increase tred t&f transparency and
disclosure to the marketplace so that capital markave sufficient information to assess effecyivible risk a bank
undertakes and impose capital market discipline doeessing capital. Enhanced reporting and disaostull be
required on items such as capital structure, rigasurement and management practices, risk prafild, capital
adequacy. For those institutions adopting the nstréihigent parts of the accord, the potential paysffmproved
competitiveness in the form of higher stock prie@sl cheaper access to public debt (Ki¢iikdzmen,)2Qbwler the
third pillar, banks are required to be in possessiba disclosure policy approved by the board ioéaors when
explaining in detail the approach they employ amelinternal audit mechanism when disclosing infdroma(Bank of
International Settlements (b), 2004).

In many countries, implementation of Basel Il ahd telated Pillar 3 requirements will be a natenadlution from a
disclosure framework that meets these objectivesother countries, supervisors may wish to focusalty on
achieving consistency in the application of a "tiae® level of disclosure across all banks. Thisyrearve as a suitable
starting point for promoting market discipline. 8uzaseline disclosures can be grouped under tlevialg six broad
categories:

» financial performance;

» financial position (including different tiers of gital, solvency and liquidity);

» risk management strategies and practices;

» risk exposures (including credit risk, market ribguidity risk, operational, legal and other rigks

e accounting policies, and

» basic business, management and corporate goverimdoageation. (Bank of International Settlement802)

1.3.2. Market Risk
Market risk is defined as the risk that the valfi@aminvestment will decrease due to market fluibtues. These factors
which affect market risk are:

» Equity risk, which is defined as the risk that &tpcices are expected to change.

» Interest rate risk, which is defined as the risk ihterest rates are expected to change.

e Currency risk, which is defined as the risk thatfgn exchange rates are expected to change.

e Commodity risk, which is defined as the risk thatmnodity prices (e.g. grains, metals) are expetted
change.

e Credit risk, which is defined as the risk that arlds expected not to be paid back.

1.3.3 Credit Risk

Credit Risk is defined as the risk a bank is exddsedue to the fact that the debtor cannot metehuisites partially
or fully (Candan, Oziin, 2006).
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1.3.4 Operational Risk

Operational risk according to the Basel Committeeléfined as the risk of loss resulting from inadeq or failed

internal processes, people, and systems, or fromrred events including legal risk but excludingattgic and
reputation risk (BRSA, 2006). As far as operatloisk and the capital associated with operatioisl are concerned,
the general view is that BIS itself has not cleaty out a structure to successfully quantify ofpenal risk, which

constitutes as a criticism on the subject mattéeg& 2002).

Operational risk is the potential for incurring des in relation to employees, contractual spetifina and
documentation, technology, infrastructure failunel @isasters, projects, external influences antboey relationships
(Deutsche Bank, 2004).

Operational risk includes, among somewhat morenargi events, unusual occurrences as well. Somsuahevents
that would constitute examples of operational ask as follows:

Bank robberies - In 2006, Securitas Bank depot ganaas kidnapped to get ransom of 90,000,000 UB2005, at
the Central Bank of Brazil, a gang dug a 262-footnel from a nearby home and accessed the vastié#d 70,000,000
USD. In 2004, a gang kidnapped two bank executteeget access to vaults from Danske Bank Grouptdal s
49,268,800 USD. Again in 2004, a very violent relbtook place which ended with the shooting ofoliceman at
Norsk Kontantservice to steal 8,800,000 USD.

For examples of Organized crime gangs to use mdueking technology - In 2002, a “Logic bomb" wdanped in a
brokerage computer system to steal 3,000,000 Huoms UBS AG. In 2003, there was a breach of therimil

computer security system which resulted in a temesf funds in the amount of 1,900,000 Euros froNPBParibas. In
2005 there was an attempted money transfer aftekiri@ into the computer system with the purposestefiling

308,000,000 Euros from Sumitomo Mitsui.

For examples of terrorist actions - Loss relate8/idl/2001 has been reported from Bank of New Yorthe amount
of 829,611,434 Euros, and 781,598,928 Euros framQiti Group. In 1993, a truck bomb exploded ie Bishopgate
section of London attributed to Irish Republicanmdrwhich resulted in 466,647,344 Euros.

For examples of internal fraud - In 2004, concealnud loss position has taken place with a co22#,686,711 Euros

at National Australia Bank. In 2002, concealingasfs position has taken place with a cost of 70961 Euros at
Allied Irish Bank. In 2002, 528,764,805 Euros hdexn embezzled at Bank of China. In 1999, coiggalf loss
position has taken place with a cost of 2,679,639, Zuros at Sumitomo Corp. In 1996, there has been
misappropriation of funds in the amount of 496,6@3, Euros at Morgan Grenfell. In 1995, conceatihtpss position

has taken place with a cost of 953,017,389 Eur@aehgs Bank. In 1995, concealing of loss positias taken place
with a cost of 1,055,650,031 Euros at Daiwa Ban&uSche Bank, 2007).

1.4 CRITICISMS OF BASEL Il

Basel | was a widely searched topic in the earl0E9 Since it was a major attempt to standardieebinking system
around the globe, much research have been doneamy wifferent countries. Basel Il, on the othendiahas also
attracted much attention although it is a ratheeme subject. Since this research is in many waagsciated with Basel
I, criticism of Basel Il has also been studiedheTiterature review has a positive tendency towaglplications that
have been brought by the second accord. Nevesthdiewever, many scholars and practitioners dégagith some of
the characteristics of the new accord.

After the arrival Basel Il was announced with grizaifare, particularly in the U.S., the initial adation shown by the
industry, regulators, and the scholars has dealeasekedly, and has become progressively even mated through
time, after the details of the overall subject erattere examined more closely (Kaufman, 2003).

Additional criticism of Basel Il comes with the fabtat the new accord has the potential to createngven arena for
banks in the U.S. since the bank regulators wijliiee the banks to adopt different methodS.he main point here is
that Basel Il creates an uneven playing field fog targe, but not the largest, banks in the U&Up, 2004)

In a study of the Austrian economy, Schwaiger (3@@hducts a research on Basel Il and its effettSME s. For the
Spanish economy, Saurina and Trucharte (2006) d@pply analysis to a more complex environment. hBesearchers
meet on a common ground. Since SME s are smallsales volume (therefore they would be expectdthte much
less volume of liabilities on their balance sheétgh those of much larger firms, the typical &elvould be that, the
loan portfolios of SME s would be much less riskwarn those of the larger companies. Indeed, almibstxtant
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literature agrees that there is no evidence thak SMoan portfolios are less risky than the largeporate ones
(Altman, Sabato, 2005)

As for the Americas, the preferential treatmentgoffernment liabilities in the calculation of capitequirements
according to Basel | has created incentives foikbdn concentrate a significant part of their assetgovernment
instruments. This crowds-out credit to the privagetor. However , the implementation of BasehllLatin America
will not change this distortion since nationalithorities are given the discretion to continagofing government
paper in the calculation of capital requirementsa®z, L. 2005)

In a wider sense, beyond the general percepfioBasel Il as being a practical accord, ¢hsrlittle support for
the idea of using a “simple” risk weight mappi@ag, in the Basel Il framework, to approximdtee actual credit
risk exposure or economic capital requirementaflarge variety of differentiated banks. Redawerk by (Carling,
Jacobson, Kenneth, Roszbach, 2002) has alreadynstimt banks can have different perceptions ofigieness of a
portfolio with identical counterparts and that folib size is important for credit risk and econemtapital
requirements. Different perception of riskinessamesimply a subjective approach towards the fimgnpractices of
SMEs; and it is believed that this differential epgch towards what should be in a corroborativénifas is the
strongest weakness of Basel Il that appears ititérature.

2. SMALL AND MEDIUM-SIZED ENTERPRISES

Small and medium-sized enterprises (SMEs) are neddp considered as the backbone of the economyany
countries all over the world. For OECD member ¢oas, SMEs constitute more than %97 of the totahber of
firms. In the US, SMEs provide approximately %#3te net jobs added to the economy and employrar8650 of
the private workforce, representing %99.7 of alpyers (Altman, Sabato, 2005).

The size scales (revenue, assets, number of enggogéc.) in the definition of SME according to &uean Union
countries, developed or developing countries migittbe suitable for Turkey. For this reason, aegalty accepted
SME definition should be developed through a higidyticipated consensus (Demir, 2007).

2.1 SME Definition According to Different Bodies

2.1.1 SME Definition According to Under-secretariatof the Prime Ministry for Foreign Trade of Turkey
According to the Under-secretariat of the Prime istiny for Foreign Trade of Turkey, any businessitgrin the
manufacturing sector, with a 1-200 employee volukexping an accounting record according to the ksebtry
accounting system, and not exceeding the TLY tediosi of $2 million of fixed capital employed, exding the
property, plant & equipment in considered as a ktnahedium-sized enterprise.

2.1.2 SME Definition According to Under-secretariatof the Prime Ministry for Treasury of Turkey

According to the Under-secretariat of the Prime istiy for Treasury of Turkey, SMEs are businesstiest who
operate in the line of production and whose fixedets such as machine, car, equipment etc. exglddimd and
building do not exceed 400,000 TLY (Hancerli, Gokgk 2005).

2.1.3 SME Definition According to International Standards of Accounting and Reporting
According to the International Standards of Acconmind Reporting (ISAR), SMEs are divided intcetihgroups:

The first group of SMESs that are publicly held, #esond group is the type of SMEs which has a reaide volume of
business operations, but are not publicly heldiefioee are omitted from mandatory financial repagtto the outside;
and the last level of SMEs are the ones that anallysmanaged by their owner(s) and employ a vemglsnumber of
people.

In addition to the above said, ISAR classifiesriéggorting differences as follows:
The first group of SMEs are to fully apply IFRSetkecond group is the type of SMEs that are tagtlgrapply IFRS:
full application of principles on valuation anddincial statements; and partial application of pples on disclosing of

financial information to the public; and the lasbgp of SMEs are to apply matters such as accrasiskaccounting,
historical cost principle, periodicity concept amul offsetting between accounts (Ozkan, 2007).
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2.1.4 SME Definition According to International Acmunting Standards Board: Specific Accounting Standals
for SMEs?

IASB has a different stand on the subject mattecesihe board’s view will involve accounting start$aon the issue,
specifically a set of accounting standards derivenh IFRS specifically on SMEs. After a debateothe appropriate
threshold criteria, it has been determined by &f@H that the proposed standard should be intenoledrttities which
do not have public accountability. There are twaditions that a business entity should meet irotd be considered
as an entity that has public accountability (themefshould use the full IFRS). The first critersathat the business
entity has issued debt or equity securities in lipulnarket; or the second criteria is that the tgniiolds assets in a
fiduciary capacity for a broad group of outsiddepgtein Jermakowicz, 2007).

An entity has public accountability (and therefereuld use full IFRSS) if:

» It has issued debt or equity securities in a pubigrket; or

» It holds assets in a fiduciary capacity for a bragrup of outsiders. Examples of
such an entity include a bank, an insurance comparsecurities broker/dealer, a pension fund, auaufund and an
investment bankExposure Draft of a Proposed IFRS for Small aretiMm-Sized Enterprises, 2007).

SMEs are defined very differently by authoritiestie finance arena. Most of these national dedingi differ in

guantities of assets, debts and employees. BethaskASB defines SMEs as business entities whicmaibhave

public accountability, small and medium-sized emtises neither issue debt or security equitiesublip nor hold

assets in a fiduciary capacity for a broad groupui$iders, such as a bank. IASB suggests thati$ellof IFRSs is not
necessary for SMEs. Therefore IASB has publisheét t#RS for SMEs.

2.1.4.1 Non-Publicly Accountable Entity

IASB tried to replace the terremall and medium-sized enterpris&h non-publicly accountable entity (NPAE).
However, the term NPAE was not considered to begmeized, because the te®ME was known universally. Also
SMEs usually prepare financial statements onlyofgners/managers and for tax purposes, but this wioiesnply that
SMEs are not accountable. Finally, IASB acceptesl tdtrmsmall and medium-sized enterprisg®metimes called
small and medium-sized enjignd the ternsmall and medium-sized entftgs been added to the objectives of IASC:

e« To develop, in the public interest, a single sethafh quality, understandable and enforceable globa
accounting standards that require high quality, nsparent and comparable information in financial
statements and other financial reporting to helptiggpants in the world's capital markets and othesers
make economic decisions; to promote the use amdaigs application of those standards; to take actamf
the special needs of small and medium-sized entitid emerging economies.

* to promote the use and rigorous application of themndards

« in fulfilling the objectives associated with thesfiand the second, to take account of, as appab@rithe
special needs of small and medium-sized entitidseamerging economies; and to bring about convergeric
national accounting standards and International éwating Standards and International Financial Repay
Standards to high quality solutions(Exposure Draft of a Proposed IFRS for Small amedium-Sized
Enterprises, 2007)

2.1.5 SME Definition According to Small Business Ac

According to the Small Business Act (SBA) which Ip@ssed in 1953 in the United States, a busindgéy employs
less than 250 people with annual sales revenueeigoetween 9.5 million USD to 22 million USD isnsadered as a
small business. The average count of employetee small businesses is below 100 employees (Ra5).

2.1.6 SME Definition According to KOSGEB
According to SME Improvement and Support Office B@EB):
» small enterprisés of 1-9 employment
e mediumenterpriseis of 10-49 employment
+ large enterprisés of 50+employment (Ozer, G., Saya. 2001)

2.1.7 SME Definition According to European Union

Micro, small and medium-sized enterprises are Higcamd economically important, since they represeh % of all
enterprises in the EU and provide around 65 miljmlys and contribute to entrepreneurship and intimvaHowever,
they face particular difficulties which the EU andtional legislation try to redress by grantingieas advantages to
SMEs. A legally secure and user-friendly definitisnnecessary in order to avoid distortions in 8iegle Market
(European Union, 2003).
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Table 1.1 SME Definition according to Organizationsn Turkey

SME Defition according to Organizations in Turkey

Institution |SME Type | Number of Employes | Sales Asset Size
KOSGEB Small 1-50 N/A
Medium 51-150 N/A
Treasury Micro 1-49 N / A& 600.000 TLY
Small 10-49 N / A< 600.000 TLY
Medium 50-250 N / A< 600.000 TLY
Foreign Trade 1-200 N /& 2.000.000 USD
Halk Bank 1-250 N / A< 600.000 TLY
Eximbank 1-200 N/A
TUIK ve DPT |Very Small| 1-9 N/ A
Small 10-49 N/ A
Medium 50-99 N/A
TOBB Micro <9 N / A< 1.000.000 TLY
Small <50 N / A< 5.000.000 TLY
Medium < 250 N / A< 25.000.000 TLY

Table 1.2 SME Definition according to European Unia

SME Defition according to European hion

Balance Sheet
SME Type Number of Employes Sales Total
micro <10 < € 2 million OR <€ 2 million
small < 50 < € 10 million < € 10 million
medium-sized ||< 250 < € 50 million < € 43 million

2.2 BASEL Il and SMEs

Though there are definitions for small and mediured enterprises in Turkey according to differergamizations,
there is not a single stated definition which altheorities agree upon. Appliance of Basel Il wilbpide a generalized
definition for SMEs.

Basel Il brings certain limits to the definitionslmsinesses that banks will use as a basis whantigg credits. SMEs
are defined basically on the basis of sales reveniiecording to the Basel Il definition of SMEsgtbhusinesses that
have 250 employees at most, revenues below 50omiltiuro and end-year balance sheet balance belomill8n
Euros are considered as small and medium-sizedpeistes (Yiksel, 2005).

The Basel Committee has taken risk managementtendrplementation of an efficiently working risk negement
system in banks as their primary objective. Thé bemefit will emerge when a potential qualitatioe quantitative
problem occurs. Successfully implemented and effity working risk management system will diagntse problem
at once. As many business entities will have tpgemlly banks will have to reexamine their cap#alictures with the
implementation of Basel Il. If the banks fail to oy the highly advanced methods for risk measurgmeanks’

demand for capital will rise, which eventually wile reflected upon the cost of credit for SMEs veine willing to

borrow.

Small and medium-sized enterprises are also dedsiiccording to their credit risks. This classifion separates the
SMEs into two categories, retail and corporate SMetail SMEs have credits not more than 1 milkamos in a bank
and institutional SMEs have more than 1 million &um a bank. When a business entity fits to tHaniien of SMEs
but has a credit risk above 1 million Euros, iagsumed to be a corporation. Therefore, the riskcast of credit is
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calculated with a different method (Aras, 2007).atldition, corporate SMEs are the entities thaeed annual sales of
50 million Euros and retail SMEs are the entitidgolu are more in the nature of individual cliemggel, 2007).

There are many changes awaiting the SMEs in Tubledgre the implementation of Basel 1. SMEs, beeaaf their

positive effects on economic development and exggoshe innovative and creative nature of the sgciatust

definitely be preserved and solutions must be fawntheir problems in the name of developing thekiBln economy.
In this sense, Basel Il and global competitionsuteust be clearly established so the weaknesghe murrent situation
should be overcome (Murat, 2006).

The following factors will significantly affect th8 MEs with regard to Basel Il
» Definition of SME has changed
»  Credit Pricing will depend on risk
» Rating will be required to identify risk
» Assets for collateral have been re-identified
» Importance of corporate management principles margased
* Reporting and recording financial information alowith transparency has become much more important
(Aras, 2005).

The approach should be proactive in terms of pegmars for the requirements of Basel Il. Any latempt will create
even more serious problems since the SMEs corestitutery significant percentage of the Turkish econn  This
percentage is %96 in England, with a high percent€d©99.9 in France, %99.8 in Germany, %98.6 @ian%97 in
Italy, %99.4 in Japan, %97.8 in South Korea, aif®¥ % in the United States of America (Deloitte, 200

2.3 SMEs in TURKISH ECONOMY

In Turkey, SMEs constitut®8 % of all enterprise§6.7 % of actual employmer6.5% of investment88 % of value
added 10 % of exports. 99.32 % of the total number of enterprises is ia thanufacturing sector, which are
approximately 250,000 enterprises in total.

Main Sectors of Turkish SMEs ar@6.1 % Metallic Goods; 25.6 % Textiles, Clothihgather Products; 24.3 % Wood
Products and Furniture; 12.7 % Food and Bever&y8$6 Paper Products; 7.4 % Others.

Regional Distribution of SMEs i®8 % in Marmara Region, 17 % in Aegean Region, 1 3id-Anatolia, 11 % in
Mediterranean Region, 9 % in Black Sea Region, i@ South East Anatolia, and 3 % in East Anatolia.

2.4 Institutions Offering Services to SMEs

SME Improvement and Support Office (KOSGEB), TunkBtandards Institute (TSE), National Productivitgnter
(MPM), The Scientific and Technical Research Coluné€iTurkey (TUBTAK), Turkish Union of Chambers and
Commodity Exchanges (TOBB), State Institute of iStas (DIE), Export Promotion Center (IGEME), Tecthogy
Development Foundation of Turkey (TTGV), Turkisha@iesmen and Craftsmen Confederation (TESK), HalkkBa
Credit Guarantee Fund Company (KGF), Foreign Ecoad®elations Board (DiK), Turkish Foundation for Small
and Medium Business (TOSYOV), Foundation for SuppbMocational Training and Small Enterprises (MEX) are
the institutions that are offering services to SMESurkey.

2.5 SME PROBLEMS and RECOMMENDATIONS to SMEs

According to the studies of World Bank and KOSGE®@ximately % 40 of SMEs have financing problersas,
2007). Bank loans make up the largest portionoofee of finance for SMEs to carry on their openagi (Bayraktar,
Kdse, 2001). As banks offer four main types ofvieer — payment services, debt financing, equitwrfiting, and
special financing — % 88.3 of SMEs in Turkey apfily credits, and the remaining % 11.7 seek othtarrtives
(Casu, Girardone, Molyneux, 2006). % 52 of alditreeeds is resolved by commercial banks, and Byldalk Bank
(Sezer, 2005).

With Basel Il regulations, SMEs will have to presémansparent and reliable financial statementsrder to borrow
funds from financial institutions, especially frobanks. SMEs which fail to improve themselves irs threa will
significantly jeopardize their sustainability (Uy&007).

In order to be able to borrow funds from finandiastitutions, especially from banks, SMEs must pnéssound
financial statements. Financial statement lendnglves underwriting loans based on the strendtthe borrower’s
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financial statements. There are two requirementshig process. First, the borrower must have mftive financial
statements (e.g., audited statements preparedpoyatde accounting firms according to widely acedpaccounting
standards such as GAAP). Second, the borrower g a strong financial condition as reflectedhia financial
ratios calculated from these statements (Bergee|l|L2D04).

Among other problems SMEs face, financing seembetexclusively important. The studies of OECD estthtat
financing problems cause SMEs not to be able tdimos production and expand (Aras, 2007). Becadigmancial
problems, SMEs lack new technology, and this rédldaectly on the quality of their products (Okt&iiney, 2002)

Standards for SMEs should have the objective @imgISME financial reporting to improve as goodeeral financial
reporting is extremely valuable to SMEs in orderidentify new contributors to the entity (whatewbe form of
economic contribution) and reduce the cost of faiag. (Pacter, P. 2005)

Banks are to evaluate SMEs in two major areas uBdsel Il. These areas require immediate attertjotne SMESs in
order to reduce or avoid potential disadvantageBasfel Il. The first area is the financial chaesistics, and the
second area is the qualitative characteristicsditAd financial statements and financial ratiogesprofitability, debt
coverage, turnover ratios etc.) come under thenéigd characteristics. As for the qualitative @wderistics,
accordance with corporate governance, managernmrence and competence, periodic developmenteobtisiness
entity, condition in the line of business, and lesfecompetitiveness can be listed (Doyrangdl, Gghilt, 2006).

Gengturk (2006) to some extent, seconds the abeviomed factors. As Basel Il will directly affectedit risk
decision concerning SMEs, these entities have pgporunity to reverse the potential disadvantageBasel Il into
advantages. Among other factors, transparent pieEsen of financial statements and conformity torporate
principles will be crucial for SMEs to avoid potattdisadvantages of Basel Il (Gengturk, 2006). nkgement and
audit process in a transparent manner is only plesby successful development of corporate govemgdzay, 2003).
The four core principles of corporate governancan@parency, fairness, accountability, and respditg) shed light
on how important accordance with corporate govereda for SMEs to successfully apply requirememtsught by
Basel Il. Unfortunately, the overall picture asnofw illustrates that the level of corporate goegee is low for SMEs
in Turkey. This situation will lead to a financiatessure on the SMEs. Especially with the implesatéeon of Basel I
in Turkey, the credit usage facilities for companiell be limited and also the rating system wélatl to an increase in
the cost of capital (Aksoy, Bozmu2007). Among other factors, stronger equityp$garent and reliable reporting, and
last but certainly not the least, corporate goveceglay as critical success factors (Aras, 2007).

Korkmaz (2006) emphasizes the importance of cotpagavernance for SMEs to overcome the difficuliesby Basel
Il as well. In order to avoid major problems comieg sustainability of SMEs during the Basel Hrisition era, SMEs
should eliminate off the record (unregistered) afiens. In addition, they need to strengthen thepital structure
along with focusing on their main operations. $imialitative data will also play crucial role imetrating process,
SMEs should work on this aspect as well especw@tiythe information systems. Qualified human resesiiis also a
must for finance and accounting staff. Last butaiely not the least corporate governance culsin@uld be spread to
all levels of the organization starting from the tnanagement all the way down to the bottom le{fedskmaz, 2006).

Yilmaz (2007) discusses the importance of reliali@ancial statements. As financial statements khaeflect
actuality, these statements must be prepared iangsgarent manner according to international stalsdand SMEs
should make the necessary investment in new tesgnaind infrastructure for high quality financightements. In
addition to the financial necessities such as bidiafinancial statement preperation to implemenbppr risk
management practices for a strong equity, qualgatiecessities such as corporate governance issa asuwell
(Yilmaz, 2007).

Banks will have to evaluate SMEs not solely onriicial performance, but on corporate governanceopednce as
well (Tekstilbank, 2006). According to a study danted by The Bank of England on why companiesbfasled on 22
bankrupt institutions, six top reasons in ordefrefuency are as follows:

Mismanagement
Poor assets
Faulty structure
Liquidity

Dealing losses
Secrecy and fraud

oukrwhE
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Mismanagement reasons for bankruptcy were % 68.4llofases and financial reasons were % 31.6 otadks
(Chorafas, 2004)

Moreover, % 95 of all Turkish business entities family firms (Yilmaz, 2004). There is evidencatiamily firms
are ineffective in corporate governance. Familgibesses fail to extend their existence to the gererations due to
health problems or death of family members. Butobd all, the major reason for this ineffectivenes®perating
without planning and acting myopic; and most impotly failing to allocate the necessary importateceorporate
governance (Deloitte Touche Tohmatsu, 2007).

SMEs are to take preventive actions at once inroimlgrepare themselves for the pending develomnabout the
implementations of not only Basel Il but IFRS inrRey as well. Unfortunately the adoption processnse to be
complex, because of the corporate structure of Sk the limited education opportunities about IFRSot
recognizing the Turkish uniform system of accoumtsl tax legislation while setting standards wicakerve as an
obstacle to the convergence process. In additichedlifficulties and obstacles of the convergepieess, SMEs in
Turkey will be subject to adopt IFRS like the Itgompanies at Istanbul Stock Exchange (Arsoy, %i2®06).
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THE DIFFERENCES OF PERCEPTIONS ON ENTREPRENEURSHIP BEFORE AND
AFTER GRADUATION OF UNIVERSITY STUDENTS

MELTEM ONAY, CELAL BAYAR UNIVERSITY
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ABSTRACT

It has become a reality that the importancemfepreneurship has been increased as the ecodem@topment of the
countries mostly depends on new investments. Towage new generations on entrepreneurship uniesrsiave an
important role. Researches’ findings show thatribenber of entrepreneurs is increasing in Turkeytfier last two
decades. However, when compared with developedtgesithe proportion of the number of entrepren¢aithe adult
population is still unsatisfactory (4.6%).

This article covers a research made to reveal tfierehces of perceptions on entrepreneurship keetord after
graduation of university students. A questionnaiesigned by KOSGEP is redesigned and used in tsarmeh. The
research will be held in two phases. The first phadll be applied in 2009 to a sample selected frdifferent

universities and faculties. The second phase wlhbld in 2011 and the questionnaire will be ajpptie the same
sample again after two years. Comparing the twa dats, we will be able to see if there is any gbaim their

perceptions on entrepreneurship. The subsidiarglasions will be made on how to improve the effestiess of the
curriculum to encourage students at the univessitie

1. THEORETICAL BACKGROUND

Entrepreneurship attracts attention as a significaanagement field that has been emphasized bwarasss and
implementers recently. It is hard to mention a gelhe accepted theory in this field. Studies pemfed on various
disciplines such as economy, finance, anthropolagyl education provide contribution to the literatuof
entrepreneurship. In the literature of entreprestapr definition of the entrepreneurship concdm, qualities approach
stating which factor is more determinant among qeaiity and environment factors for emergence tfegmeneurship,
strategies of success, new business establishmdntrgact of environmental factors on entreprert@priave been
the five main topics studied most (Bull and Willad95:115). What could be the basic motives legatiinemergence
of entrepreneurship is one of the significant poioit discussion. According to the classical ecomsnuinderstanding,
elevating the individual interests to the highestel is the most important motive encouraging gméeeurship. That
is, the desire to acquire economical benefit ardfitpresults in emergence of entrepreneurship.elsponse to this
approach of the classical economics theory, Mc&hell (1971:109) suggests that development of emneprship
depends on the need for success, a psychologidabia rather than economical motives.

Statements of Schumpeter about entrepreneurshipnasconomist have been maintaining its applicgbidibhd
significance increasingly also today. The issue teagived the required importance and contributrastly from the
science of business management until the recems.y€aday, the topic of entrepreneurship is despldied by every
discipline, and countries make great efforts toegelize understanding and implementation of enéegurship. There
is no doubt that the concept and implementationsmfepreneurship are one of the reflections ofgieat change
brought by information society and globalizatiora @ve are experiencing. Opportunities to find a goldl work at
public corporations or private sector are gradublgoming harder and educations dedicated to altpwieople to
realize their own enterprises have been gainingelacations in all countries. Employment, in most tbie
technologically-developed regions and countriesthaf world, is mostly directed towards people utiliz newest
technologies well and having skills in new prodoetation. Continuous change is deemed to be tivngrforce of
economical and social development and innovatiogetbaon value adding information becomes an undgniab
important part of competition as the incentive éad¢h such a culture and atmosphere (Schumpet8d:29).

In classical terms, entrepreneur used to be destrihostly as a person who established his own bssinwho
participated in the production process by gatheviagous production factors together and undertakisk and who
aimed at gaining profit as a result (Emsen, 20@).1%0day, entrepreneurship is perceived as a rdethachieve
superior situations that can be revealed by usiigh-kevel creativity (Titiz, 1999:11). In anotherefthition,

entrepreneur is a person organizing productiorooflg and services by gathering resources requirgatéduction. As
it is known, classical production factors consistapital, labor, natural and physical resources.different from the
industrial society, “information” is now considerathong the production factors in today’s informatgociety. That
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is, entrepreneurship is a concept involving caaéilin of all these factors towards production odd®and services. In
today's information society, entrepreneurship tateplace in the ranking as the fourth producfiactor due to these
qualities.

2. ENTREPRENEURSHIP AND EDUCATION

Education has great importance for entreprenewvércome problems encountered. In this contextoatjh official
education is not a must, it is a component neededuccess. It is important for entrepreneurs ¢eixe education on
fields such as finance, strategy, planning etc.

It is indicated by many researchers that entrepreshé is a behavioral change acquired as a re$dtlucation and
learning, as well as being a genetic characterigtiith this assumption, it may not always be pdssfbr individuals
without entrepreneurship education to be award&eif entrepreneurial self-competence. Entreprehgueducation is
important to ensure this awareness. Although theomance of education and information is admitted i
entrepreneurship, weight of components determiaibgsiness management is listed as follows (Ar&a62:1):

e Academic and technical knowledge: 30%
e Practical knowledge: 34%
» Inherent and acquired personal characteristics: 36%

Transition to information society has changed theatios in favor of the first one. Therefore, *2tentury
entrepreneurship affected by progresses in infdomagociety is described as informative entreprestdp §enocak,
1992: 186). Furthermore, young people with highéuoation are considered to be people ready for aiturcin
developed societies and it is emphasized that ¢eldicgoung people have several advantages in terins o
entrepreneurship.

The culture and idea of entrepreneurship is givestidents during education-training process adnth@information is

provided to let them become entrepreneurs thatadem all the risks, realize their ideas and tryritake their dreams
come true in future. For this purpose, courseskslmwps, certificate and diploma programs are bewgrdiversified

and widespread all across the world and in our tgun

Universities should encourage students, amongnatestakeholders of universities, to establishrtbein companies,
to become partners of existing companies and teesgs “information producers” by producing inforioatthat forms
the core of innovation there. Again, dependingtioa fact that entrepreneurship can be learned anght, it is
becoming mandatory to restructure education-trginim a manner to raise students especially and grilynas
technology entrepreneurs in the future. Recentepréneurship education at universities has beeftinghifrom
scientific information production about entreprership to education of entrepreneurs. Basic motivéormation of
this condition is the desire to convert scientififormation into productive ideas to provide betsefiAnderseck,
2004:194). On this issue, it can be said that édugalike missionaries, have important duties esgponsibilities for
adoption and generalization of the culture of eaeurship. It is possible that the students imepreneurship and
innovation fields will transfer information to compies around them via companies founded and iltgmslone as a
result of improvement of their performing-realizirsgills. In this way, it is a desired situation bave students
contribute to the awareness and change of peomands especially the world of business, about cditipe
technologies and innovations to create difference.

It is observed that psychological factors come immminence in the studies about factors affectthg

entrepreneurship. Whereas Bygrave (1989) consideesd for success, internal control focus, inclorato bear
uncertainty and to take risk as the basic determiin& entrepreneurship, Robinson et al. (1991) $eduon need for
success, innovation, internal control focus andramifidence factors (Koh, 1996:15). In variousdi¢s performed
recently (Koh, 1996; Gurol and Atsan, 2006), ibliserved that all the above-mentioned factors aneled.

It is observed that psychological factors are aliized in several studies on entrepreneurshipiriations of university
students. In these studies, first of all entrepuesteip degree of the individual is tried to be mead, and then the
associations between psychological factors anaépregneurship degree are examined.

Lithje and Franke (2003) performed a questionrstindy on 512 studies receiving engineering educaiioMIT in
order to examine the factors affecting the entmegueship such as risk-taking, control focus, envinental obstacles
against entrepreneurship, environmental factorp@uing entrepreneurship, point of view on entrepreship and
purpose of entrepreneurship. As a result of theystthey reached the finding that the personal atttaristics of
students had a powerful impact on the intent afegmeneurship.
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Wang and Wong (2004) analyzed entrepreneurshinatans of university students receiving techniedlcation in
Singapore. As a result of the study, it was founttbat gender, presence of entrepreneur histofgrofly and level of
education came out as the factors affecting theepréneurship, whereas income status of familypiesth origin and
nationality had no impact on entrepreneurship.

Veciana et al. (2005) performed a questionnair@mwersity students with similar cultural structsiie Catalonia and
Puerto Rico in order to determine entrepreneurstidpnation of students. As a result of the studlwvas found out
that entrepreneurship inclinations of both groupsensimilarly high.

Berglund and Wennberg (2006) analyzed entreprehgursiclinations of business management and engimge
students receiving entrepreneurship education. Agsalt of the study, it was found out that entesgurship
inclinations of both groups were high. Whereas [mobsolving inclinations of engineering studente dxigher,
business management students are more likely toaaetd on the market.

Need for success, control focus, inclination toetalkk, bearing uncertainty, self-confidence antbirative behaviors
were handled in the study performed by Girol arghAt(2006) for Tirkiye and a questionnaire wasoperéd on 400
senior students studying at Yildiz Technical Unsityrand the Mediterranean University. It was trieddetermine
entrepreneurship inclinations of the students yngswhat they were planning to do after completingir education.
As a result of the study, it was found out thatlimation to take risk, internal control focus, neefisuccess and
innovation qualities were higher in students witlrepreneurship inclination than those without it.

Arslan (2002) dealt with the role of physical, sdcand economical environment in formation of eotemeurship
inclinations and professional preferences of sttglahHali¢ University. As a result of the studywias found out that
the first degree priority in terms of professioials of the students was to establish own busjvelsereas the second
degree was to work at private sector. In formatéprofessional preferences, desire to gain pguitthe first degree
priority, whereas desire to work independently et second degree. As a result, it was found attehtrepreneurship
inclinations of the students were high. When thiatien between professional inclination and enteepurship is
analyzed in terms of gender, it is seen that ntalgests place first priority on establishing th@ivn business, whereas
female students place it on finding a job and wagkat private sector. In general, it was conclutfed male students
had more entrepreneurship inclination than femaaldents. It was found out that children of familisshigher income
group had higher entrepreneurship inclination. High ratio confirmed the expected positive relatietween level of
income and entrepreneurship. Whereas students dietpto families with fewer children have higheclination to
establish their own business, this ratio decreasésmilies with more children. Furthermore, it wiasind out in the
study that entrepreneurship was not closely assatigith the fact that father worked independentiyhis own behalf
and for his own account.

It was revealed by the studies on social psychofig that perception could be changed with edocaBased on this
finding, it will be tested whether "the entreprership perception”, which is the topic of our agicthanges or not as a
result of education and effects of business/sdiféaprocess.

3. PURPOSE OF THE STUDY

The study was commenced considering a two-stageepso Therefore, the primary purpose of the stedy determine
in which period of the individual (while studying the university or in business life) the “entrapgarship” skill is
more effective and efficient. As well as this primgurpose, an assessment will be made on why ithadis to
graduate from university want to establish theindwsiness, what issues they believe to encourfige wstablishing
their own business and what kind of entreprenegualities they have

4. SAMPLE OF THE STUDY
The study was performed on 180 students of whicB%5s from a “state university” and 24,4% is fr@eprivate
university”. The desired sample number could notabkieved due to timing of the application thasdsne of the

business management students were already gradtatethe university.

In demographical questions of the study, universifgnder, age group, department and father's simiesof the
subjects were asked. Accordingly, percentageseo$#imple are as follows;

* 75.6% study at “state” and 24.4% study at “privataiversity,
* 55.6% are “female” and 44.4% are “male” students,

148



» 83.3% are aged between “20-24", 15% are betweer225nd 1.7% are between “28-30”,

* 28.3% are at “international trade”, 23.9% are ariking and finance — evening education”, 36.1% aire
“banking and finance — formal education” and 11 a% at “business management” departments,

» Fathers of 46.1% are “self-employed”, 16.7% are&il@ervants"”, 17.8% are “workers”, 17.8% are ‘et

and 1.6% are categorized as “other”.

5. METHODOLOGY OF THE STUDY

The questionnaire form of the study was aimed &trdening the “entrepreneurship” qualities applied KOSGEB

(Small and Medium Scaled Industry Development Suppoested across the country and published viaret.

However, not the whole questionnaire form was usedhe study. Since it was intended to test theugints,

expectations and concerns of graduated studeriteeisame year and whether there is a change in ¢t after

experiences and practices in profession for twasygaaccordance with the purpose of the studyy thmee sections of
the form were used.

In section one; there are demographical findingshefparticipants of the questionnaire. In sectwa; the respondents
were asked to grade 17 expressions, about whywlagyed to establish their own business, amongraitimes from
“do not agree at all” to “absolutely agree”. Ircsen three; 7 expressions dedicated to deternainaif what concerns
individuals had about establishing their own buseneere used. In section four, 22 expressions usgzd to determine
which entrepreneurship qualities individuals had.

6. ASSUMPTIONS OF THE STUDY

The study will be performed in a two-stage procésshe first stage; analysis results of questiirengesponses of the
students graduating this year will be presentedhénsecond stage; the students will be contageathafter two years,
they will be asked to answer the same questionfaine again and comparison will be made with thodit responses.
In this way, it will be tried to show what kind dffference there is between the two forms. Accabjinfive different
assumptions are made;

Assumption-1 of the Study: “Individuals willing to establish their own busireesave differences in terms of
demographical qualitie's

Assumption-2 of the Study:“Individuals with concerns to establish their owasimess have differences in terms of
demographical qualities.”

Assumption-3 of the Study:“Individuals that are believed to have entrepreskigr qualities have differences in terms
of demographical qualities.”

Assumption-4 of the Study:“There is a relation between qualities of indivitbuailling to establish their own business
and qualities of individuals with entrepreneurstépability.”

Assumption-5 of the Study:“There is a difference between the perceptiondefndividuals by the time”.
7. ANALYSIS RESULTS ON ASSUMPTIONS AND HYPOTHESIS OF THE STUDY

Assumption of the Study 1:Individuals willing to establish their own busineksve differences in terms of
demographical qualities. This expression has bgammed via the below mentioned hypothesis:

Hypothesis 1:“Individuals willing to establish their own busireebave differences in terms of gender variable”.

According to results of t-test performed to detewniwhether gender difference existed or not in seofmestablishing
own business; significant relation was found betw2®f 17 expressions. Accordingly;

e Male students (mean=4,1772) want to be their owssbmore than female students (mean=3,8200) (p=
0,17<0,50)
* Male students (mean=4,3000) want to earn more mtra@yfemale students (mean=3,9800) (p= 0,17<0,50)

Hypothesis 2:“Individuals willing to establish their own busireebave differences in terms of age variable. “
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According to ANOVA (Analysis Of Variance) resultenformed to determine the existence of differenoerzg
individuals willing to establish their own busindasterms of their age levels, no significant rielatwas found in any
of 17 expressions.

Hypothesis 3:“Individuals willing to establish their own busireehave differences in terms of departments thegystu
at.”

According to ANOVA results performed to determihe existence of difference among individuals wijlto establish
their own business in terms of departments thegysat, difference has been found among variableisigbhis/her own
boss (p=0,029); testing him/herself (p=0,022); gsskills (p=0,023); improving skills (p=0,022); rmkéor a chance
(p=0,031); satisfaction (p=0,046 < 0,05)

In the sample group of the study, there are foyradenents which are international trade, bankind finance -
evening education, banking and finance - formalcatdan and business management. According to Rmsthalysis
results performed to determine the differences aysiotihe departments;

e “Being his/her own boss” variable; between banlang finance - evening education and banking arahia
- formal education (p= 0,003<0,05)

» “Testing him/herself” variable; between internatibtrade (p=0,005) and business management, baakidg
finance - evening education (p=0,007) and busimeasagement, banking and finance - formal education
(p=0,004) and business management

» “Using skills” variable; between international teap=0,003) and business management, banking aadck
- evening education (p=0,011) and business managet@nking and finance - formal education (p=0)008
and business management

* “Improving skills” variable; between internationthde (p=0,006) and business management, bankidg an
finance - evening education (p=0,012) and busimeasagement, banking and finance - formal education
(p=0,003) and business management

* “Need for a chance” variable; between internatianatle (p=0,016) and business management, bankitg a
finance - formal education (p=0,005) and busineaesagement

« “Satisfaction” variable; between banking and firardormal education and business management (pép,0

Hypothesis 4:“Individuals willing to establish their own busireebave differences in terms of fathers’ professions

Fathers’ professions of individuals willing to ddiah their own business have been examined withingroups in the
study (people who are self-employed and those whoat self-employed). According to results of gttperformed
between variables and occupational groups, diftardras been found only in “earning money” varialiihereas the
average of people who are not self-employed is & 98he average of those who are self-employed,4696.
(p=0,034<0,05). In this case, students whose fathez self-employed consider “earning money” asoaenprimary
need in establishing own business in comparisanher groups (for instance: civil servant).

Assumption of the Study 2:“Individuals with concerns to establish their owasimess have differences in terms of
demographical qualities.”

Hypothesis 1:“Individuals with concerns to establish their owmsimess have differences in terms of gender variabl
Significant relation was found in 3 of 7 expressiagmterms of concerns to establish own busindsss& are;

* Female students (mean=3,4898) believe more thaa shadlents (mean=3,0385) that they need to studieha
in the evenings and at weekends (p= 0,018 < 0,05)

e Male students (mean=3,2500) believe more than festaldents (mean=2,7857) that they will worryhire
is nobody to give them advice (p= 0,007« 0,05)

e Male students (mean=3,0779) worry more than fensélielents (mean=2,5306) about keeping books and
records (p=0.007<0,05)

Hypothesis 2:“Individuals with concerns to establish their owmsimess have differences in terms of age variable.”

According to ANOVA results performed to determite Eexistence of difference among individuals witmeerns to
establish their own business in terms of theirlagels, no significant relation was found in any7aéxpressions.

Hypothesis 3:“Individuals with concerns to establish their owmsiness have differences in terms of departmenis th
study at.”
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It was observed that students worry about estdblistheir own business only with regard to “keeplmgpks and
records” due to departments they study at (p= QMB3). According to Post hoc analysis performekini into
consideration the departments they study at;

e Students at international trade department (p=0,886 students at banking and finance departmforhal
education (p=0,042< 0,05) are more depressed/vdbthan the students at business management departme
with regard to “keeping books and records” at tlage of establishing their own business.

Hypothesis 4: “Individuals with concerns to establish their ownsmess have differences in terms of fathers’
professions.”

It was found out that whether the father is selplayed or not is not associated with the concefriheindividual to
establish his/her own business.

Assumption of the Study 3:“Individuals that are believed to have entrepreskigr qualities have differences in terms
of demographical qualities.”

Hypothesis 1: “Individuals that are believed to have entreprereprgualities have differences in terms of gender
variable.”

Significant relationship was found in 2 of 22 exgmiens which were asked to individuals that aréeletl to have
entrepreneurship qualities. Accordingly;

* Male students (mean=4,0641) have higher psychtoahgth than female students (mean=3,6162) (p=40,00
0,05)

e Male students (mean=4,2750) have a better senbeirnbr than female students (mean=3,9691) (p=0,028«
0,05)

Hypothesis 2: “Individuals that are believed to have entrepreskir qualities have differences in terms of age
variable.”

A significant relation was found only in “flexibili” (p=0,004 < 0,05) property of individuals thae&aelieved to have
entrepreneurship qualities. According to result$ ot Hoc analysis performed to determine whickhefconsidered
three age groups are more flexible, it can be #witistudents among the age groups “25-27” (med234,) are more
ready to do all sorts of required tasks in compari® students among the age groups “20-24" (p=20,0D5).

Hypothesis 3:“Individuals that are believed to have entrepresbigr qualities have differences in terms of departis
they study at.”

According to ANOVA results performed to determihe existence of a difference among individuals &natbelieved
to have entrepreneurship qualities in terms of depents they study at, differences have been famdng variables:
being realistic (p=0,001); mental strength (p=0)QI&termination (p=0,016); flexibility (p=0,052eing motivated
(p=0,007); detail (p=0,005) and being reliable (j883<0,05). According to Post Hoc analysis perfaine find out
which variable is valid for which department, thare the following differences;

» “Being realistic” variable; between internationahde (p=0,001) and business management, banking and
finance - evening education (p=0,013) and busimeasagement, banking and finance - formal education
(p=0,000) and business management

e “Mental strength” variable; between internationedde (p=0,005) and business management, banking and
finance - evening education (p=0,050) and busimeasagement, banking and finance - formal education
(p=0,003) and business management

e “Determination” variable; between international dea(p=0,003) and business management, banking and
finance - evening education (p=0,009) and busimeasagement, banking and finance - formal education
(p=0,003) and business management

* “Flexibility” variable; between international tra@gad business management (p=0,007)

» “Being motivated” variable; between internationedde (p=0,001) and business management, banking and
finance - evening education (p=0,004) and businemsagement
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* “Ability to pay attention to details” variable; lweten international trade (p=0,039) and banking farahce -
evening education, banking and finance - eveningatibn (p=0,001) and business management, baakidg
finance - formal education (p=0,005) and busineasagement

e “Being reliable” variable; between internationadde (p=0,001) and business management, banking and
finance - formal education (p=0,000) and busineaeagement

Hypothesis 4:“Individuals that are believed to have entrepreglipr qualities have differences in terms of fathers
professions.”

No difference was observed no matter what the psid@s of fathers of individuals, who are belietedhave
entrepreneurship qualities, are.

Assumption of the study 4:*There is a relation between qualities of indivitbuailling to establish their own business
and qualities of individuals with entrepreneurstépability.”

According to results of the chi-square analysisgrered among the expressions stated in both sextietations are as
follows;

A significant relation was found between:

» Desire to “be his/her own boss”, Desire to “earrrenmoney”, Desire to “have a job”.

* No significant relation was found with any expressi

* Desire to “prove others his/her value”, Belief tachieve it himself/herself as well after seeingeath
establishing their own business”, Desire to “hawetml on his/her own life”, Desire to “be takerrisas”,
“Freedom to do anything he/she wants”, Desire ®réwarded for his/her efforts”,

Assumption of the Study 5:“There is a difference between the perceptionsefindividuals by the time”.
The evaluation of this assumption will be maderafie second stage of the research is made.
7.1Results and Assessment of the Study and Recomrdations

The study was performed on senior students andugted students in four departments (internatiorzalet, banking
and finance - evening education, banking and fiearformal education and business managementatf ahd private
universities. The primary purpose of the studyoisi¢termine in which period of the individual (veh#tudying at the
university or in business life) the “entrepreneip$kkill is more effective and efficient.

The study has five Assumptions. In order to be ablénd answers to all of the study questionspegarison was
made with demographical qualities on students engample group regarding why they want to estahlhisir own
business, what kinds of worries they have whilaldighing their own business and which of the emdeeurial
qualities they have. In the meantime, it was alssm@ned to see the existence of a relation betwleecharacteristics
of individuals who want to establish their own mesis and the characteristics of individuals whaehentrepreneurship
qualities.

7.2 General Results of the Study

In the study, four out of five primary assumptiomsre taken into consideration and examined. Tis¢ @if them is the
determination of existence of difference in theutiuots of students from the sample group to estaliigir own
business due to their demographical qualities. Agnibve demographical variables are “gender, agearttepnt they
study and their father’s profession”. Accordingly;

* In gender variable, it was ascertained tmale studentsgive more importance to being their own boss and
earning money when compared to female students. seen that this result is compatible with litarat
information.

* No difference was found out amongst students imsesf “age level.

» Differences were found in terms of departments thiegly at. Among the variables which were foundbéo
different, there are “being their own boss, testimg/herself, using their skills, improving thekilss, needing
a chance and being satisfied”. The subject to lremuphasized here is seen to be the differencesbet
students studying at state universities and thogeieate universities. Because when results ofyasimare
taken into consideration, it is seen that studetitdying atstate universities(international trade and banking
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and finance) have more “entrepreneurship” qualitiesn those studying at private universities (besin
management) in terms of all the mentioned variaMéghin the departments included in the examiretsle
group, maybe the most remarkable point is thatesttadofBanking and Finance-Evening Education give
more importance to “being their own boss” in conmgxam to other groups.

* Interms of fathers’ profession, childrens#lf-employed fathersare also more willing especially in terms of
will “to earn money” among the variables, as iaiso mentioned in the literature.

The second Assumption of the study is to determinether or not the individuals with concerns tabksh their own
business have differences due to their demograpdpisdities. Accordingly;

* In gender variable, it was ascertained featale studentsdo not have much desire to work outside “working
hours” when they establish their own business imgarison tomale studentswhile it was seen that male
students have doubts especially in keeping “thewtting records”.

* In terms of departments of universities they statlyit was ascertained that students studyinbuainess
managementare overconfident especially in keeping the actiognrecords due to the departments and
lessons they study.

And in the third Assumption of the study, when ekaing the differences in terms of demographical ligea of
individuals who are believed to have entrepreneprgbalities;

* It was ascertained thatale studentshave higher physical strength and are more hutiotigan female
students.

» According to age variable, studentgéd between 25-27are ready to do all sorts of tasks.

* When considered in terms of departments studig¢beatiniversity, students dfiternational trade, banking
and finance - evening and formal educationr are more skilled in observing the events in carigon to
those who study at business management. Likewisg, have the capacity to ponder the matters asasell
having the capability of dedicating themselvesgrttasks.

Finally, according to the fourth Assumption of teudy, when examining the relation between the itiesl of
individuals willing to establish their own businessd those of the ones with entrepreneurship dggmlgignificant
relations were found between entrepreneurship qualitiesthadiesire to “be his/her own boss”, “earn more eydn
“prove others his/her value”, “achieve it himsefftbelf as well after seeing others establishing then business”,
“have control on his/her own life”, “be taken sersd, “do anything he/she wants freely”, “be rewatder his/her

efforts”, “test the idea of job”, “be independeatid “need a chance”.
8. ASSESSMENT OF THE STUDY AND RECOMMENDATIONS

The fact that the performed study covers a twoestagcess inevitably restricts the assessmentsemadnmendations
given as a result of the study. However, when tireenit results are taken into consideration;

When it is considered that entrepreneurship isonbt a genetic characteristic but also a behalvi@range acquired as
a result of education and learning, entrepreneprshiture and idea have to be delivered to studespecially starting
from the university years and maybe from the seapndeducation years and they have to be encouréged
“entrepreneurship” by taking certain risks into @act. Scientific researches have also shown thatetlis not a

significant difference amongst genders in termemfepreneurship. Besides, individuals’ desire rave themselves
and to have more economical welfare increase theemmeneurship inclinations of individuals rathdran the

entrepreneurship history of the family.

The performed study has two stages. It is a quitgguing situation to see whether or not therd é a difference
especially in the answers of the same students Wenare contacted after two years. It is antieigahat the results
of the questionnaire to be performed in the futmitereveal more interesting findings.
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GOVERNANCE WITH PROFESSIONALS IN FAMILY BUSINESSES

MAZHAR iZMiROGLU, HONORARY CONSUL OF REPUBLIC OF SLOVENIA

1. INTRODUCTION

Family-owned firm is the most pervasive and oldest of business through the history. The oldestifiabusiness is a
Japanese firmausi Onsenestablished in 718, still in business and the 4@theration of descendant is on duty. Family
businesses create 60 to 90% of GDPs in free magkedomies and represent around 80% of all regtstesenpanies.
Most of the largest enterprises in the world amilia controlled. They often outperformed non-famfiyms and on
average they exist longer than their counterparts.

Nevertheless, their importance is being recognipetly recently. Many prestigious business schooke [IMD-
Switzerland, Insead-France, Kellogg-USA and Bocttaty are establishing special centers to puttlgglits on how
family businesses can better profit and continussogiations like IFERA (International Family Entésps Research
Association) and FBN (Family Business Network) eader thousands of business owning families arouadwtbrld.
Recently, many giant companies are conducting apégeiining programs to support their stakeholderperform like
family firms and many companies providing finandatvices are increasingly focusing on them.

No doubt that, successful performance of thesesfinas great importance for not only owning familes also for the
national economies as well. But, it is worth comsidg whether all family businesses endure andemggenerations.
Surprisingly, average life span of family businesigeonly around 25 years. The low survival rat¢hese firms is well
known. Less than 30% last into the second generatiol only about 10% can make it to the third.

2. FINDINGS OF A SURVEY

According to the findings of the survey conductedBimajor cities and 100 companies in Turkey rdgentost of the
business-owning families (60%) regarded institudlmation as one of the foremost challenge thegdaa business life.
Good news is, working with professionals is beiegognized and valued in general. Bad news is, therecommon
complaints about difficulties in recruiting andaiting the talented personnel. But, in family besiges complainants are
not only owners. Non-family employees are also damng.

We all aware of difficulties in recruiting professals especially in rural areas as they often alwégting in less
developed regions with their families and look tloe occasion to leave. On the other hand, theyemeupset mainly to
be dependant to the families for decisions even #re authorized to make. More often, common teogés to pull
outsiders into the hierarchic system of the owrfagily. Those doesn't fit are to leave, otherwised constant and
endless conflicts with family members.

According to replies of respondents, 65% of thewoffad non-family executives co-work with family teas. Only 25%
are in favor of the outsider take control and I¢fael company alone. Besides, for most companies Y88%y family
members can be in charged of key positions.

In family businesses, cultural habits and trad&iqurevail. Loyalty and respect to seniors and risppaire common
behaviors in general. Such irrational factors idolg lack of trust towards professionals repres@mimon governing
philosophy of most business-owning families.

No doubt that, institutionalization means to sysiéme not only company interactions but also thailfarelations as
well. We know, many healthy businesses have bestiayed as a result of family disputes rather thasiness failings.
Strong performance doesn’t always translate imgéwity.

| am not going into details as this is another ephd@nd out of the subject of my today’s presemtatAlthough findings

of the research mentioned afore indicate emploghodessionals is regarded as an advantage by giedss owning
families, owners seem not to be ready to hand mias to outsiders.
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3. MUTUAL RESERVATIONS

Family business leaders are often uneasy to pufaroily employees into key positions. First of alltsiders are being
regarded as a cost rather than an investment. teade worry that the non-family employees willt tie as hard
working, loyal, committed and trustworthy as famihembers are, or that practical business knowléslget much as
family members. Additionally, there is a possililif the outsider may want an equity in the company

Besides, how well they will get along with the ngeneration and non-active family members? Andtvetut the
horror stories have being heard about outsiders atHeast try to take control of the business artstompeting with?
On

the other hand, non-family employees also have ncangerns of their own. First of all, will they breated on a par with
family members? Will their voice be heard in tlempany? Will they find an opportunity to advanc&®ey are also
hearing the horror stories. Will they be askedaketsides in family conflicts? What if to be exjgelcto work with an
incompetent who is in a superior position only hesgahe/she is a member of the family?

To achieve long-term success, the family businegeds on the fruitful collaboration between thsifess-owning
family and its non-family managers. This calls torderstanding desires, fears, needs and expe&atoiprocally and
this calls for a new behavior on the part of thaifg, especially leaders. They must try to underdtevhat it is like to be
in the position of an outsider. Conversely, nonifgrexecutives must try to understand the familgibass “system” to
perform better their roles and work with the fantdyvards reaching their goals.

Some businesses owning families put “family” fivgtile others put “business” first. It is often agsd that, one set of
interests need to be chosen over another, butrestiile of operation alone can cause serious pnahlén fact, both

family and business domains are crucial and reqpdreal care, neither need to assume a dominantinstead, respect
for the needs of the business must be balancedfavitily concerns if the family business is to ereluXo need to say,
the first option represent more challenging cas¢hfe non-family employees.

4. DIFFERENT PHASES

Talented non-family employees are often the keynel& for the success of family businesses, thobghrelationship
between family members and outsiders is still drth@ least understood.

Regarding the process of hiring and retaining dets, greatest difficulties occur mainly in firsergration. The
company is small, the family is not used to workhwoutsiders and the owner is more controlling amaybe less
trusting. All family businesses serve primarilyemploy family members at the very beginning. Howewas business
grows, the nature of employment changes. The @ffeorganization of labor becomes as importantaad work.

By the second generation and further, the busioessng families will accept non-family managersaaesecessary part
of running and thriving the business and they altlo become more experienced. The knowledge, cempetand skill
of individuals become increasingly specialized aadrdinating becomes even more complex.

5. WHAT ATTRACTS / DISCOURAGES OUTSIDERS?

In most countries, family businesses are votedterbest companies to work for. Many people finelsthcompanies
attractive places to work. What is the main reafmnsuch common evaluations? Is it possible topitmms to be
reached within a short period of time or bettermagts than other companies?

Before answering these questions, one needs tastadd the motives of employees who can not evee@or doesn'’t
want to be the CEO of the company.

Many outsiders are attracted to a family firm’s fimmeaucratic structure, friendly attitude towandpdoyees and owning
family’s values, deep culture and popularity. Sosee an opportunity to enhance personnel wealthatsato have
broader authority and responsibilities than theghmget in publicly owned companies.

Nevertheless, they may feel uneasy for a variergagons;

Particularly, when the family engages in extrempatism, in both placing and promoting family mentbgrst because
they belong to the family not because they areifigihland when an inequity of rewards that favanilg members over
them. Sometimes they don't fit in the culture of family business. Additionally, the family firmil&ito stay competitive
as closes itself to innovation and change.
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So, in such cases insufficient opportunity for athement and creation personnel wealth evolves hisdkind of
working climate demotive and discourage outsiders.

5. RECOGNIZING BENEFITS

In fact, leading a family business is one of thesthmmmplex jobs imaginable. As a family businesslé, the point to
start is to recognize outsiders benefit your compaMell chosen and wisely managed non-family emgésycan play
valuable roles in family firms. They enable yousimgss to grow.

We all know in the long term, family businessesognjnany strategic advantages over their competitikes; trust and
integrity in relationship, longer term view, abjlito make quicker decisions, greater loyalty of Eyees and higher
commitment by family members. But remember, some¢hese advantages can be a two-edged sword. Fampéxa
commitment towards the founder’s strategy may leathflexibility in the face of economic chance aadvantage of
being so patient may fail to respond to opportasitind threads as well. We know some disadvantikgeaversion to
risk, inflexibility and lack of fresh insights manot be lethal in early days but may easily becdomeadtts as the company
grows, market matures and the conditions changes.

Family businesses particularly that reached furthieases after foundation, should consider inpuinfr@on-family
executives. This can be in the form of a managen®amh or a board of directors supported by peoplese expertise
and style are different than those of the leadspeEially, if they come from other companies theind knowledge,
working discipline and experience gained beforastttomplement the chief's skills. To keep thetsts fresh, try to
include outside top executives on your board amdige room for new people at all levels of youramgation. Studies
suggested that, companies benefit from having 288 faces every five years at each level of the igament structure.

Here are some worth mentioning benefits your nenidfaexecutives can bring to your business;
5.1 Diversity of thinking

Business growth needs larger pool of qualifiedrieéhan one family can supply. Besides, as yoopamy grows, you
will inevitably need more middle and upper managairteam. If top positions are limited to family mieens, the
business will be confined and stay relatively sm#bu will be investing more money, but you will lgetting more
highly talented people into your organization. Atudially, you can gain the advantage of their frefdas and benefit
from diversity of thinking which will help the corapy stay competitive and innovative. Input andghsifrom talented
outsiders, reinforces strategic thinking and ultehamakes it part of your company’s business caltu

5.2 Culture of change

Change is a given and the pace of change is evetesating. Management today means effectively miagachange.
Competition is intensifying, product life cycleseabecoming shorter and rapid change depreciatesvahe of
knowledge. It was really possible in the past fdiuainess leader to create a strategic successakel it last for many
years. Today, during their tenures, leaders aiadaeveral waves of strategic renewal.

In many small businesses, owners are hesitantvel@e even middle management team, because theyussiders as an
expensive overhead. They often try to do almostyliemg and use to fix their own problems themsglae they have the
privilege of making their own mistakes as an eneapur. Besides the fact that they can not do, &weyn don't have
enough time to think strategically and generate de@s. They build a trap that make impossibletlier company to
transform. Especially when so much power restsrie eader and when he isolates himself from outsiget, the
organization can become very stable and resistgehdPrimary role of today’s managers is to fad#itgood job rather
than doing it themselves. You must give them npmeer and responsibility and count on them for gegiart of the
process that implements changes.

5.3 Establishing an effective board

We all know, the board of a company is charged withrseeing the operation of the business. A sogndoard is an
instrument for turning organization noise into hanic progress. Surveys suggested that, most facoilgpanies that
have lasted for more than one generation have swependent directors on their boards. An ideafdhasaould consist
of at least a significant minority of experienceplalified and impartial outside directors. We alsmw, in some
business- owning families, family members who mmalihe potential of an active board, have volultaglinquished
their seats to make room for outside directors.
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Nevertheless, business owners are more often aglutt have a board with outsiders, fearing thdilese control of the

company, at least their decisions will be challehgad especially their privacy will be compromisethwever, many

owners conclude that their initial fears were umided and outsiders have added to quality of boacisibns. The best
insurance against leakage secrets that might lotint the company and the family is to have nothilegal or unethical

to hide. While outside directors should amply bempensated, those who are motivated only by mormyeadren’t good

choices. Many business leaders agree to serve amdaof family businesses mainly because theytlikehare their

knowledge and experiences. A proper balance betimemal and external directors is vital. For exdanin a board of
eleven, even having 3 or 4 independent directong Ineasuitable for the beginning. Similarly, thehosld be a balance
between family and non-family directors. Board witb many family members may end up functioning & executive
committee. Like non-family directors, family membeshould be chosen for the quality of judgment ttey bring to the

board. No need to say, besides familiarity withbiiginess and broad knowledge of economics and geament, loyalty

to the family is an important requirement of ou¢siirectors. Remember, best outside directors fiea €EO’s of the

other companies.

5.4 Succeeding generations

Top non-family executives can be helpful in supipgrtsuccession process in many ways. The first fangimost is

mentoring children and help prepare them for lestuprroles in family businesses. So, many families outsiders to
direct career development and evolution of youngilfamembers. If family business is to survive, tahave leaders
for the future. Career development is essentidhéocontinuity of all family businesses. The appiate period of the
mentoring needs to be about 3-4 years. Avoid margdo one for a long period of time. By using edyi of mentors
over time, the mentored gains new perspectiveslamulsity of role models.

5.5 Non-family CEOs

In family businesses, despite the desire to ke@pléadership of the business in the family, it nsmynetimes be
necessary to assign an outsider as CEO. For exaaplacumbent leader died unexpectedly and thes he¢ too young
to take the helm. Or, the leader likes to retird an one in the next generation wants the leadershis not ready.
Furthermore, in case of temporary or permanentgeabe of the leader, a trusted non-family executare step in and
run the company. It is just like an insurance polic

In such cases, outside executives function asdgdrbetween generations. The leader may transgecdhtrol of the

company to a non-family CEO preferably within thganization. Then, he/she begins to mentor theessoe. After a
adequate period of time, the successor assumemkdhtrespected outsider can implement neededggsmmore easily
than a family successor. Moreover, family membeustnioe enlightened about the necessity for his kindperation.

This model works well, if the right person can berid in filling the interim slot of leadership iarhily business. By the
way, it worth mentioning that, it may sometimesdifficult to find a candidate with required quadifitions.

IdeaIIy your non-family CEO could be promoted withBut if you need to consider an outside CEO,
Look for someone whose personality is compatiblén family members, vision and strategy match thafsthe
family and who will have credibility both in thaibiness and the family,
Everybody in the family must embrace the decisiou need to explain the reasons for this assighmisn to
employees to secure their support,
One of the most important responsibilities of thesaer CEO is to train the next CEO from the famo,
he/she should have the ability to mentor and ledlae young family members,
Make it clear that, the new leader is in charge ,ndan't let employees bypass the new CEO and gihe¢o
previous with problems. You need to remind therthefproper chain of authority.

5.6 Set an example
Last but not least, outside executives set an ekafapother employees- including active family niers- to follow and
enhance standards of professionalism and tranafailyfs values and ideas and assure them the faimilolid and

trustworthy.

All these roles offer some extend of comfort to ilgrmembers that there are supporters by their gidgelp them meet
the challenges of governing a family business.
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6. SOME DO s and DO NOT s

Entrepreneurial behavior reflects the desire ftaltoontrol and being at the very center almostyghing. Consequently,
business owners often doesn't like talented outSigeessures on them towards conforming to evesicmanagement
principles and prefer to employ people who will lpably not challenge their control.

Using consulting firms in recruiting outsiders halveen avoided as this process is seen costly. Mere@ommon
tendency is to hire people who are looking for I, jimstead seeking successful performers currembisking in other
companies.

As a family business leader, you must seek tothizgebest people. To be the best, try to find arepkée best. But, you
need to be sure that non-family candidate holdeesthat are similar to those of the family and ¢bmpany culture.
You must not forget, your approach will affect tteenpany’s ability to attract and retain the talents

It will be the best to promote within the compaifypossible. As their loyalty, trustworthiness atiadents have already
been tested. Besides, inside candidate also uaddssthe dynamics of your family business and aatpcculture.

Do not expect an outsider to exhibit slavishly Bllnyalty. Naturally, outsiders consider their ofamilies best interests.
It is your challenge to convince them this liesanving your family business.

7. SOME HINTS
Here are several hints about both recruiting atalrmieig non-family employees;

* Look for people who are better than you. Remember yeam will carry you to success,

» Consider non-family employees as an investmengeratian an expense. As stated before, owners wtio tto
all the things themselves don’t have enough tinthink strategically and generate new ideas. j6heof a
leader is not  merely to run the company bue&m change and create the environment that erngesirgew
ideas. Thus, it makes  sense to invest in enpegple to allow you time to envision the futureogaposed to
being captured by day-to-day  operations,

» Allocate adequate funds for training and develogménfortunately, in many organizations employess rzot
being trained and developed sufficiently foeithfuture roles that limit the company’s careethgato
executive levels. Do not try to save money byans of under-invest in training. Don’t say traiis
important and than cut back on the training daidSearch out the very best training coursessandnars for
your people. Furthermore, avoid selecting anyote in your managerial team who doesn’t want torowp
his/her skills,

» Hire people to built for future roles rather tharfitl an immediate open position,

» Prefer people who have abilities that are not atel within the family. So, you can multiply théetats instead
of duplicating them,

» Clarifying expectations is crucial. Secure puttiegpectations of both sides on the table beforehihe or
promotion is completed. It will be possible emluce misunderstandings and eliminate disappointm&hus,
outsiders will be able to know the limits of thgiower, the procedure of how their performance \wél
evaluated and potential career paths that areadnl@iin the company. On the other side, family wilbw about
outsider’s career goals, compensation expecstod values,

* Create an organization structure for employeesdwenup through. Titles mean many things. Outsidédeast
will have a sense that they can move up in the emypCreate career paths for them,

* Adopt a family employment policy in which every eloyee will deserve his/her position in the company
regardless of being a member of the family dr 8bare it with your key outsiders,

« Design a compensation policy that applies to allpleyees, which stimulates and rewards performance,
contribution and  innovation rather than lengtlservice. This kind of compensation system wilpheutsiders
think and act like owners. Besides company prstiiire incentive available to all employees, carsitbn-
financial incentives as well.

 Make your non-family executives part of your teahhis can be achieved by convincing them that gstate
awards lie in serving your family business. Beiraated on a par with family managers, honoreth vaspect
and recognition will do it. Share complete infation with your key outside executives, involve rthén
strategic planning and decisions, communicatmttiee family succession plans.
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8. SOME CONTRADICTORY CONCEPTS
8.1 Nepotism

Some business owning families preserve an expentétiat only family members must lead the compahitenothers
focus on professional qualifications and experieft® latter choose the candidate who has thecbegpetencies for the
job, regardless he/she is a family member or not.

We know that, the success of the family busineg&és upon balancing the logic of family and bussn&leither must
be put before the other. Nevertheless, nepotisof isrucial importance as family members are therdjmas of the
survival of not only financial but also social anditural assets of the family business. This vidtero raise such a
guestion: how much nepotism is good and at whattpbis bad?

Family participation and leadership is criticalibput family values in the company which is therapst important side
of the success. Many family businesses developdbemployment policies for family members. Devel@mof these

policies is associated with the increase of the sizhe business or the family. When the businesshes a definite size,
specialization becomes a norm and competency aalifigations become more important. Also, increasethe size of

the family also need to standardize and formalieeeintry process for family members.

Family employment policies stipulated standardsdotry into the business, create requirements deaacement and
promotion. These policies require family memberkdwe qualifications at least equal to those ofidets. Most policies
state that, no jobs may be created or people mmvethke a way for the family member.

Conventional wisdom says, jobs shouldn’t be creatgukcially for family members. | am not in favdrcoeating extra
additional positions because a family member cgetta job elsewhere. But, sometimes it may be doaneate a place
for highly talented. Why not be creative and essiibh position to take advantage of the prospecgtiveng family
member

if both the business and the family will benefif@u can extend that adaptability to non-family eoygles as well.
Otherwise, wouldn't valuable opportunities be mikse

8.2 Is personnel turnover lethal?

Most family leaders as they often suffer with tihertage of talented people, avoid turnover. Ovsfirgafor long-term
employees to reward their loyalty is a common ficacs it saves the cost of replacing them. Neekr8s, there is a risk
for the organization.

As the business matures, the managerial team aggdher. This, inevitably results in an organizagiostagnation.
Besides, there is another risk. The team will allrbtiring at about the same time. That means at ¢pes of corporate
memory and years of vast experience.

Look at the age pyramid of your organization. luydusiness is overloaded with aged executivesr goganization
chart looks like an upside down pyramid. It is yatrallenge to shape your organizational profilehsas an original
pyramid. You must plan well and long enough aheatlite young and talented people who can be deedl@ver a
period of time. Younger generation will be at ttetom and there will be many candidates availabtepfomotion who
are ready to take over senior-level challenges.

Assess your middle managers, not on their pastibotibns but on their potential for top managemgasitions. If it is
lacking, it means it is the time for them to findo#her job. Maybe, some of your good people widivie for better
opportunities offered by other companies. Do notrwdmagine, if no company wanted any of your gdeogust try to
keep the very best among them.

Regarding to the succession process, successantualy establish their own management teams trestrbusiness’
strategic needs. At that time the former leadeos-family managers need the successor’'s respegoodl balance is
needed to be established between honoring pastilmaian and building for the future. Some of themill leave
voluntarily.

The important thing is that, it needn’t be leftie successor to do. Otherwise, your heir willégarded as a person who

cops off heads. That kind of reputation is not goeither for him/her nor the family. If necessarlganing the house
need to be done gracefully and preferably by thanment leader before leaving.
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8.3 Is non-family executive an impediment to succsi®n?

As a matter of fact, the transition period from ayemeration to another is a period of uncertaiotyemployees. Key
outsiders hired by the older generation always tfieelatened by the process of change within thepaom Ironically,
they may easily become impediments to successidrtlagange particularly when siblings are about ke the helm.

Non-family employees may become unhappy and summcwhether the next generation leader will apptectheir
contributions to the company in early days. Besitlesy may be so worried about the job securityll ey still have
their jobs? (usually, but not always) Is the systwing to be the same? (probably not) Will tmele change? (probably
yes) Because of these uncertainties, it is a conmsuenario that, they encourage the incumbent joistaower.

In co-partnerships, the most common leadership irfodéamily businesses especially in these daydingis must act as
a unit in their relationships regarding with sualtsiders avoid sending mixed messages to thera.dtvisable for the
incumbent leader successors talking to each otimrtahe future of the non-family executives.

In family business, it is naturally expected famitgmbers hold top management positions. Non-faaritployees need
to understand and accepted the fact that, theyneiler be CEO and must truly devote themselveleaaévelopment of
the next generation. These are to be appreciatgdyhby the family. Besides, reward such attituded|. But, some
outsiders have an ambition to be in the top passtiand cling to the belief that, one day they Wtome CEO. When
non-family executives nurture that illusion, theyyrhinder career development of next generatiorilfamembers by
keeping them out of the information, denying thernairagement and worry parents about their offgpunimecessarily.

Be clear with them when you have set a goal of kepmerely family members in the top positions &edprepared to
take action if an outsider doesn’t get it. In cgeer top non-family executive leave, you need tdkenaure that your
company is not overly-dependent on one person.

9. COMPENSATION POLICY

Your challenge is, to be sure providing sufficiemmpensation to attract, retain and keep bestdmrsihappy and
motivated. Of course, it will be a good startingrpdo gather information on market rates for kegigions. You must
have a package for your excellent outside execsitivet combines a market based salary with incestivat gives long-
term perspective.

To provide stock is a commonly known practice oe Hubject. This option makes your company moreagctttre for
outsiders and will be cheaper as it doesn’t reqeaigh. Nevertheless, it is not advisable for owteEromise or suggest
this option, as it will dilute family ownership amdeate conflicts in case of executive’s leave.itiEs presents legal and
administrative complications and also it is oftefficllt to value. We can say, only about 5% of fanbusinesses offer
stock to employees.

For these reasons, most families prefer applythgrooptions than stock ownership such as;

e To allocate a sum of money,

» For working in the company for a fixed period ahé or stay until some age keeps the outsider fon@time
in the company. Disadvantage is, profitability &g taken as criteria.

* Bonuses,

* Applied as a percentage of profit which will be gaiut over the next, lets say 3 or 4 years. It wadis
performance. The disadvantage is that, it is nog4t@rm oriented.

» Shadow stock,

« ltis the equity without conferring rights of owséip. It encourages employees to think about I@ngrtgoals.
The disadvantage is, the difficulty of putting v&lon the shares in case of outsider retires amdttikcash
his/her shares.

* Non-company investments,

e This option offers equity in any other investmeotsusiness-owning families. It strengthens tiesveen the
outsider and the family. The risk is that, investinmay loose money instead of making profit. Ndwelgss, it
will be the family’s money at risk, but failure aws brings disappointment.

Whatever type of compensation you apply to rewardr yop talents, try to consider through all thglas and possible
consequences as thoroughly as you can. You mufsirget, compensation is only one aspect of relatign with
outsiders. Of course, they expect to be paid amtpensated sufficient, other factors which undedipesviously count
much as well.
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10. NON-FAMILY MANAGERS’ EXPECTATIONS

Your non-family executives naturally have many estpons. Most important ones are as follows;

Want to be treated fairly,

If your family’s intention is that, only a family @mber can get top management positions, non-famélyagers
need to know that. Such transparency may disgeusame outsiders with high ambitions from everlyapg
to your job offer.

As discussed earlier, having a family employmeriicgp give some measure of comfort from the facttto
achieve positions in the company is based on rfariall, including family members. Everyone needsrieet
high standards to earn the privilege of joining Bethg promoted in the company. Also the compeosaibdlicy
will convince non-family managers that the famityfair and there will be no perception of inequigtween
executives related to the rewards of employment.

Want to have word,

They want to be listened as they want to contrihlatgour company. If you respect them by listeniagand
following their advices, they feel they are of w&l$o, their pride and motivation are enhanced.

Need praise and recognition,

One of the simplest ways of sharing business sacisedo share credit generously for the accomplestits.
Former leader of The Coca-Cola Company Mr. Woodsaifl, the best family businesses we know are those
takes the attitude that, “we owe our employees ntioa@ they owe us” and their actions match thituale.
Regard them as your equals instead of the hirgashel

Want to be involved in decision making,

Participation in decision making and especiallgtimtegic planning shouldn’t be a privilege only tlee family
members. When you add non-family executives iméogrocess, you will get the benefit of the frashpvative
and broad ideas that they can bring and will geirtsupport as well. But if you don't, you will rse the
message that theyare in the business not to coteriiut to do what you tell them to do.

Like you to share information,

If you want to built trust with outsiders, you ne@dshare information and communicate openly wit, that
may include some knowledge of the family and itelgems and to some extend regarded as sensitieb,as
profit and loss statements and knowledge of thelyamembers who work for them. This is because awifieel
uneasy. But it will be worth the stretch in thedamn.

Need to have relationship with the outside world,

Some business owners try to keep their non-fanmiipleyees from the outside world as they think aat that,
the more external contacts they have , the mosdylithe company is to lose them. Conversely, tkiisude
prevents the outsiders getting personal growthlbaodder professional network. In return, they wéle less to
contribute to the company.

Want responsibilities compatible with their talents

In this regard, it is necessary to have a caretrfpayour non-family executives like you wouldvesfor family
members. Ask yourself, whether your organizatiosigteed to offer room for them and they can aspiréhé
high levels. Large businesses will probably hattkeltrouble in providing opportunities, but for alinfbusinesses
it may be difficult. In these cases, family empla@mhpolicy can especially becomes a very useful too

Want to have good relationship with successorsfamily members,

This kind of relationship begins at the very eatgiges of your businesses, when the children aseyeeing.
You need to show and teach your children that thefamily employees are of great importance andes/ab
the business and have a stake in the success obithygany. Help them to realize how much they camlérom
talented outsiders. You must set an example forifajlou treat your non-family executives with resp and
fairness. No doubt that, not only your children Earmily members and other stakeholders will follgau as
well.

Want to be trusted

The growth of the business depend on the chiefugix@ccan delegate and trust others. Trust mushbiial,
building of trust has to be initiated most partanlyy by the business leader. One of the most inteagor the
involvement of non-family executives is your alyilito trust others as a leader. Begin by being wokhy
yourself. Be open, consistentand willing to sharewgr and authority and to delegate meaningful
responsibilities, have empathy for others. When gdapt such attitudes, you inspire your outsidersust in
return and committed to your family business.

An environment of trust and respect combined wighapportunity to grow and authority will persuade most
talented non-family executives that, it is theisbi@terest to serve the best interests of youilyanusiness.
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11. CONCLUSIONS

If your non-family executives;

Are ambitiously interested in and try to understéardily business issues thoroughly,

Realize that the business needs the family aslibegme stewards of the business, don'’t threat yacoihtrol

and support succession,

Accept that ownership is out of the question antbb@ng CEO may not be on the table,

Keep the distance and always remember that theypa@renembers of the family and act accordingly,reife
treated almost as a family,

Keep in mind that, owner’s children are their meatlued assets, mentor successors and help youzignsy f
members prepare themselves for future leadershép,rparticularly that of successors to the CEO,

Don't get involved in family disputes, avoid chaogito side neither with one generation or the othar
between family branches,

Loyal to the entire business instead of any memobgrart of the family, win the respect of family mieers, try
to enhance their political capital, aware of thet that, the more p.c. they have the more postilidi be heard,
thus contribute to the family business’ success,

Emphasize team work and see themselves as mepfiibesfamily’s team, and last but not least,

Empower employees, understand family culture atgega thus set an example for all,

congratulations for your success in hiring/retagnivaluable outsiders that help where your familgibess
wants to go.
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ENHANCING FAMILY WELFARE BY INTRODUCING PAPER RECYC LING VENTURE
(A STUDY IN A POOR URBAN COMMUNITY)

DEBORA EFLINA PURBA, UNIVERSITAS INDONESIA
WILMAN DAHLAN MANSOER, UNIVERSITAS INDONESIA

ABSTRACT

This study is a combination of research and soadsion, aimed to develop entrepreneurial effor@ipoor urban
society located in Depok. The community is knowrAkBahar Community, comprises of garbage collectomnd small
traders. Based on the assessment of the commusitgagth, the researchers introduce a low riskuen(paper
recycling). The participants of this research ammen based on the assumption that women can playasochange
agent in their community. The study use action asde method, with techniques such as socializatiietdtrip,
achievement motivation training, observations antdriviews. The sample for this research is 20 wowigim specific
characteristics, and we cluster them in group aftie result reveals that women enthusiasticallynied about the new
venture, but they are also impatience in produgpirggiucts. Patience is one of the requirements ikimgehigh quality
paper. We also find a need for leadership. More thelf of them haven't seen this activity as anestment for the
betterment of their future, probably because thenied helplessness phenomenon in the communitthEqurpose of
sustainability the researchers also cooperate avitkellknown paper recycling entrepreneur who cotglas guide and
buyer of their products.

Keywords: women empowering, learned helplessness, entreprehip, leadership, paper recycling
1. INTRODUCTION

Poverty is often associated with hunger, undersbunent, illiteracy, physical and mental diseasek laf education,
and social marginalization (Narayan, Chambers| a@t.aNelson & Prilleltensky, 2005). Blanco (2002s@ states
poverty as the total absence of opportunities, mpamied by high levels of hunger, lack of educatemotional and
social instability, unhappiness, sorrow and lowelesf hopelessness for the future. Poverty existalliregions of the
world, but it is the purpose of this paper to addrpoverty in Indonesia, th& &iggest country in the world that has
long history of poverty.

Data from Indonesian Bureau of Statistics (Biro &@uStatistik — BPS) July 2008 showed that Indomesiamber of
population below the poverty line by March 2008 wa&&96 million, or 15.42% from about 220 million quée
(Indonesian Bureau of Statistics, 2008). The dataved that there was a slight decrease number angmage from
2007 data, in March 2007 number of population beliw poverty line was 37.17 million (16.58% frometh
population). As in urban area in Indonesia, BPSd¥i#2008 data showed the number of population béh@apoverty
line was 12.77 million or 11.65% of Indonesian plagion. These numbers and percentages are stidli¢ered high,
which means poverty in Indonesia is a major prokielne overcome.

There are two kinds of poor individuals accordingGharles Murray (1984): the deserving poor — theluntarily
unemployed and the helpless, and the “undeserdng’ p- individuals who take advantage of societyemerosity. The
challenge is to take care of the deserving poohaut encouraging people to become undeserving @wurt984).
Another theorist who proposed “the concentratioiea$”, William Julius Wilson (2002) contends thatlividuals
living in highly concentrated poverty areas werechmuess likely to be tied into job information awther self-
sufficiency networks.

Hence low income families are often assumed tools&ed into a culture of poverty (Lee, 1988), angawt self-
esteem, motivation, self-efficacy, and lack of leagge planning. In general, individuals in povergve been linked
to threatening situations and uncontrollable Ifers, creating learned helplessness.

Michael Harrington also believed that poverty hgssgchological impact; making people feel “hopelasd passive,
yet prone to bursts of violence” the poor are lgreeid isolated, often rigid and hostile. To be piganot simply to be
deprived of the material things of this world. dttb enter a fatal, futile universe, an AmericahwitAmerica, with a
twisted spirit”. (Harrington in Harrison, 2004).
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Creating an intervention program to a poor comnyuttthelp them get out of their poverty is very onjant today,
because they couldn't get out themselves witholg. Héarrington believed that they are caught up wicious circle,
that they live in what he called a “culture of pdy& the term first coined by Oscar Lewis (Harriag in Harrison,
2004). This happens because the poor were bdhetarong parents, in the wrong section of the tguim the wrong
industry, or in the wrong ethnic group. Once “mikstahas been made, most of the poor people couwe lhaen
paragons of will and morality, but most of them Wboever had a chance to get out of poverty (Hgtan in Harrison,
2004).

2. POVERTY AND LEARNED HELPLESSNESS

Anup Singh (1991) argues that poverty is a multefad phenomenon. People experience poverty laeffgts their
life goals, social and personal relationship, angnitive and affective processes. He says thatmppisduces feelings
of helplessness and hopelessness (Singh, 1991).

Poor people mostly lack adequate information orthang that could help them overcome their diffi@st (Fitchen,

1991). They do not recognize that they have a prabbr if they recognize it they believe that ipart of their life and

cannot be resolved. According to Harrison (2004 ihan example of learned helplessness. Fitclsenadserved that
sometimes poor people lack their self-confidenceke action to change his or her life.

Harrison says that much discouragement and lachativation is caused by pessimism. Martin Selignvelm studied

the negative impacts of pessimism, believed thatdharacteristic of pessimists is that bad evernlisuwwdermine

everything they do and last for a long time. On ¢batratry, the optimists facing bad events wikedhe events as
temporary setback, will not last long and confimedly to one situation. According to Seligman, tliéedence between
optimists and pessimists is that pessimists givangpe easily and get depressed more often, whengtamists are

more succesful in school and work, and are legdylito “succumb” to long term patters of povertglf§man, 1990).

Seligman introduced the term learned helplessnedseaplanatory style, and defined learned helpkssras “the
giving up reaction, the quitting response thatdie# in the belief that whatever you do doesn’t erattExplanatory
style was defined as, “the manner in which you tually explain to yourself why events happen”. ({§®lan, 1990:
p.15). Explanatory style is the great modulatoteafrned helplessness, and he argued that an oftiriglanatory
style stops helplessness, while a pessimistic aapday style spreads helplessness (Seligman, 1990).

3. PROGRAMS TO ALLEVIATE POVERTY

Denise Winfield Harrison argues that programs tmate poverty will continue to be ineffective iusbcial welfare
theories begin to assume a holistic approach amadkathe problem of poverty from multi-disciplineghproach, i.e.,
working to empower the individual and to show himher that there is an escape from their life ofguty (Harrison,
2004).

The program that we have done toward the commumitpnsidered holistic. At the first encounter, previde them
life skills such as simple family balance for mathand controlling money used for snacking for recghand children.
We also provided them hygiene bathrooms and weltetp them get clean water instead of buying it.

At the second encounter we approached mothers wiitly,the assumption that they can act as changatagn the
family and in the community. We help them raise éiveareness of keeping money to be invested and séiife to
engage in the ventures by giving those women trgimion achievement motivation and technical trginThe
achievement motivation training was included in gregram to help us identify the strength of thethievement
motivations.

The need for someone to lead is very common infdadi@a. The success of programs depends on leddaders are
not necessarily formal, but they usually take tingt tep to be followed by others. Programs tevite poverty will
not do any good if there are no internal leaderslired in the program.

4. AL BAHAR COMMUNITY AND POVERTY

Al Bahar Community in Depok, Indonesia is a comrytihat consists of almost a hundred householdeirThain
livelihoods are collecting discarded things and Istnading among the community. Many of the housesi work as
partime housemaids in the surroundings. About diathe community comes from many rural areas in MJasa, and
half other comes from East and Mid-Java. Mostlythave farms in their rural areas, but poverty dembthem into
coming to the city to seek a better livelihood.
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Housing condition in Al Bahar Community is very ppwith houses stuck together in a slum area. Algtibe area
itself is not really a slum area, but the used netecollected carelessly made the area becomes Jlhe landlord has
to do something to make a better residence fortéimants, especially because the rented housesoasidered
expensive compare to its condition. Houses at dhhe-front area are 20 meter square each built yiahdlord, and
houses at the rear-end area are mostly 9 meteresqaah built by the bosses of the garbage cotlecteho also rent
the land from the landlord.

Their income in the city ranges between USD 30 DUSO0 per month. Every garbage collector has asha®meone
who collects the discarded things they pick up yd&y. They are paid monthly for every kilo secorzahdh things that
they offer to the boss. Financial matters are madgmporly by the housewives. Their biggest expeasedor food,

and their number two expenses are for eating sndtiesy expend about USD 1.5 to USD 2 only for sivagkThey

also expend USD 5 for clean water, and about USDtd.USD 2.5 to rent their small houses, not inetidheir

children’s school fee, money to be sent to thainifain rural areas and medical fee. In short, tirtome is not equal
to their expenses.

In fact, they can survive in the city because thaye their bosses to lend them money. The paymiéimisame interest
would be deducted from their monthly income by buss. This circle of debt creates ongoing poverithiw the
community. Those families come from the rural areaseek a better life to live only to find themss stay poor.
Because of their poverty, they just accept theidétion and do nothing to improve their lives. Fexample, they don't
know that if they invest a little bit and work tager to dig more deeply into the earth to find oleater, so instead of
doing it they just buy some clean water which igenexpensive. Only when they are helped by outsittedig wells
they understand that they can save money from #tis.w

The community is naturally divided into two grougsrefront group and rear-end group. The forefrgr@up largely
comprises of small traders and housemaids, andetiveend group comprises of garbage collectorsin@gn toward
life is better in the forefront than in the readegroups. That is the reason why the entreprengugsiogram we
conducted is better applied by the forefront grotipen the rear-end groups. It is very obvious tinat learned
helplessness phenomenon happens more intensely Withrear-end groups.

Demographically, most of the populations are ilite to elementary school graduates. Only 5 paoglee community
are senior high school graduates, while 14 othergumior high graduates.

5. METHODS

The community has been intervened twice by ourlfaaince year 2007. The first intervention is cooedd towards
every part of the family: fathers, mothers, chifdand the environment at large to improve theidiguaf lives. The
intervention was in the field of building savingHaeior, building hygiene clean water resources, @mposting. The
saving behavior was conducted towards mothers hitdren, to get them used to balance their incong: expenses,
especially snacking expenses. Building hygienerclgater resources done by creating three wellintbdlean water
to be used together for household needs. They sl the wells until now. Composting was the thiyde of
intervention that failed during the implementatatue to lack of available time reason by the commyuni

By 2008, we approached the community again to dgvah entrepreneurship program. This time we agbexhonly
women, with an assumption that women can takeaslehange agent within the community. We use acteaarch
method to identify entrepreneurial ventures to dleeh and took action based on the evaluation. ketke action
research cycle that we conducted within the comtyguni
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Evaluating prior — 3 Joint action planning

[aldaYtaldalaaYl

Readiness for changeg Action
= = = =
Feedback Data Qathering

Figure 1. Action Research Cycle

Based on the joint action planning, we identify twentures: paper recycling and earth-worm cultoratiAlong with
the community, we chose those low risk venturegthas the strength of the community and the oppistavailable.
Because many of them work as garbage collectoey, ¢hn easily get used papers from their work arteagh-worm
cultivation is another bright venture with less myyeand capital involved. But in the middle of taetion phase, we
dropped the earth-worm cultivation for some reasaash as not enough space to cultivate since riattgarbage
collectors) lorded it over for their second-handemial repositories and many of the women had sg¢tbought about
the activity. In the middle of the intervention, ¥eeus only to the paper recycling venture.

The intervention is divided into five programs: sdication, field trips, achievement motivation itriag, technical
trainings on paper recycling and earth-worm cutiorg and assistance program. There were more 2Bawomen
interested in the program at the first and secandrams (socialization and field trips) and the anmtalecreased in the
next programs. It increased again at the techmiaalings, but slowly decreased after the trainingge divided them
into four groups consisted of 4 to 5 women frommfrend and rear-end groups at the technical trgipiegrams. Data
gathering conducted using observation and interviethods.

Result

Figure 2. Entrance to the Al Bahar Community
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This community is different from other illegal dethents in urban area. Unlike the illegal settleméme Al Bahar
community settles in a private land. Therefore,lag) as the landlord takes the advantage from érisirits, the
community is not going to be removed from the area.

The problem with the area is the unhabitable setilg to be rented. The populations live in a diftypd-prone
environment. The houses are only 12 square medets éved by one family consists of parents anttiodn. There are
hardly enough space between the houses.

CF il

Figure 3. Settlement condition at the rear-end grop

The mothers were enthusiastically welcoming us rdurihe program. We used many programs to attragit th
attentions, such as socialization, field trip t@ tuccess people in the paper recycling and eatmveultivation
ventures, and achievement motivation program. Wested some of our money on the materials to db bentures,
and taught them how to do it with the help fromentp. In the socialization and field trip progranigre were about
30 women who were interested and had time to belved the programs, but in the achievement motvatraining
program there were only ten women involved in thegpam. Of all the ten women who actually engageldard work
everyday, only two of them showed high need foi@@ment. In the technical training program, theege more than
30 women involved in the program, but we chose @dlyvomen who expressed their commitments to tbgram.

After sometime, more and more women withdrew fréma &ctivity with many reasons. Many of them didsee the

project as a resource for immediate income, urthiledr job as garbage collectors. The problem withgaper recycling
project is that one cannot immediately master #ilk and create a beautiful paper recycle; it nepdence and hard
work. Although there was a guarantee that theidpets will be bought by a buyer, they didn't seentare enough.
Only five of them survive at this moment.

A need for leader is obvious in the project. Mafyh® women refer to a woman who seems to taked ile almost
situations when interviewed. This situation actpalits burden to the woman, especially becausénate’t taken any
leader role in the community before. Her persisteaied optimism in the project seems to influenaeneéghbours to
do the same.

6. DISCUSSION AND CONCLUSION

What we have done in Al Bahar is considered a tiolegpproach to empower the community. Althoughoweldn’t
reach the whole family in the community to be i in the entrepreneurial venture, some of thewe ladways kept
high hope in the business. They even have dreafns sniccessful entrepreneurs in the field of papeycling, and to
keep the dream high they practice almost everyaddpng as there is enough sun to dry the pageng of the women
even dares to accept the invitation to train iclaosl nearby the community, and started to selptloelucts to external
parties besides the buyer we are cooperated with.

To some extent, most of the population in the comitguhas the attitudes that lead to learned hedpless

phenomenon, for example they couldn’t figure owntiselves what to do in order to have cheap cledarviar their
everyday needs (the phenomenon at our first eneoumt2007). Only when external people come anghtithem
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what to do, they realized that they only have tensplittle energy to find clean water resourcesth&tvery early stage
of development, the community depends very mucbxbernal people to help them change.

When we cameback after the first encounter in 260ihe of the trained mothers in the simple famiiabce program
have already unlearned the program and back to dihetihabit of spending money, but some of themt kbp good
learning because they are determined to give nmmoréng family. The odd phenomenon was that, those ware

already left the program were mostly resided atréag-end groups. When we encountered the commim908, we
were aware of this problem and put mothers fromm-eea and front-end groups together at the samepgso that
every group will have some rear-end and some feodt-mothers. Unfortunately, the method didn’'t wawdl. At the

end of the program, there were only front-end matheého survive and still do the project.

When we interviewed the rear-end mothers why tledtythe program, they said that they didn't haweetito do the
project because they have already been busy wéih jifh as the garbage collectors. They realized tiey don't get
enough from being garbage collectors, but they bideve that nothing they do will change theireBv Even if they
master the skill on paper recycling, that's notngpio change their lives. This attitude is veryfatiént from the

optimist front-end mothers, who have high hopehia business. They are not satisfied with only omgebto their

products, so they search other buyers and try wrdsgive in the product creation. They even damréam about their
children going to college from their effort in thesiness. The problem is, they always wait for peeson to take the
lead to start the work. If the leader is not in theod for doing the business, they won’t do the kneither. They

depend on the person, although she is not veryyhtppe their leader. It is by chance that the rimfal leader is a
senior high graduate.

Up until now, even the informal leader as the mmstimistic woman in the community asks us not tavke the

community before they could stand on their feetm8bmes we supply them used papers from our officas many

times we come to the community just to have a staldlwith the women or listen to their next pl&e usually gather
together at a small mosque located at the centdreofommunity. It is obvious that they don't neediernal leaders to
lead them to work because they already have oereniity, but we believe that being close to thepbeevho care for
them will do a lot of good to keep them spiritedtie business. We hope that they will continue éokwand spread the
skill to the community.
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DISCOVERIAL ACTIVISTS IN ORGANIZATIONS: INTRAPRENEU RSHIP
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ABSTRACT

Today, the discourse and practice of entreprenguitsds changed shape. In traditional sense entrepre are the
people who found the company and undertaking iiditpand loss with tolerate risk and uncertaintythe future.
Traditional entrepreneurs are encoded 'boss' an capital' that they come toge ther productiondiectand venture
every conclusions. In this case internal entreprenare described as the people who creates rttaleside of goods
and services and starts extra ordinary activitpriganizations. intrepreneurs (internal entrepres)eaire the creative
characters that they cause transformational changasmpany. They constitutes mind team of comphay they work
their own enterprises in natural structure andioaigidentity and don't prefer establishing an aiier enterprise. In
this context intrepreneurship is the key role iteagrises that it activates innovation and cregtipotantial. The term
“intreneurship” is the emphasize to creative way coinpanies and it includes multistructure with sorsk,
management information entrepreneurship thoughis $tudy examines the concept of entrepreneursitipinmthe
context of intrepreneurship by approaching it frandifferent point of view. Exploring the relatidrig between
internal entrepreneurship and entrepreneurship mgaiiscoverial entrepreneurship activities in #xésting. Also it is
dealed with distinguished examples and succesgstabout internal entrepreneurship. It's aimecdwiitis study to
bring in new point of view to businness managenemd entrepreneurship culture in the frame of ozginal
Dynamics.

Keywords Intrapreneurship, Internal Entrepreneurship, ration, Creativity, Organization, Discoverial Adst.

1. INTRODUCTION

Today, the field of entrepreneurship forming ohe front by changing face of organizational behasiech as of self-
managed teams, internal entrepreneurship, creatingvative organizational culture, inspiring leastép change
process, and reformers in the management fieldidBgs financial (profitability and growth) and néinancial
(customer satisfaction and Employee satisfactionjmments which determined the companies perforename
constitute a vital importance for the operatiorihef company Becoming entrepreneurs, setting up dlan businesses
and willingness to work independently with the ttadal sense is a factor that makes the peoplepréneurs. But
people can continue their entrepreneurs and indlpercharesteristics as an employed people in ganaation. This
means is to perform its activities in establishedibess, instead of establishing a business. Bisnviay, people may
choose to equip himself with internal entrepresalilities instead of traditional goals. Becathie case reflects a
natural result of one's own potential. Internatepitreurs must not be dealed with as an altemativentrepreneurship.
Because internal entrepreneurship is realized iisting company and necessary to deal it it's owmndig
charesteristics.

2. INTRAPRENEURSHIP (INTERNAL ENTREPRENEURHIP) CONC EPT

Although the concept of entrepreneurship associaldEs,today's large enterprises economic activdiesoften start
as small businesses (Ercan and Gokdeniz, 2009:vV82¢n the humanity end hunting and gathering c{jtdished
stone) started production in neolithic period gmteaeurship, began to first create forms. Theeeifois rooted activity
as much as the history of human existence. Aftenat term period simple businness forms and ayntries were
established. (Ercan and Gokdeniz, 2009:83). forpinpose of describing entrepreneurship, multigénitions have
been taken to explain it with economic, psycholaband sociological approaches.

The entrepreneur word is composed of ‘entre’ ffterg and 'prendre’ (to receive, to take) and mé&dmsomething'
(Oglit, 2006: 431). When the liberal economies comengofore with rationality and competition realiziedthe high-
level, risk factor of entrepreneurship has showntfe first time in 17th century in Western sod@set{Ercan and
Gukdeniz, 2009:61). Entrepreneurship concept wéisete by Richard Cantillon French economist as ptofit by
taking risks "(Hisrich & Peters, 1989: 7)in econontiterature. Another economist Jean Baptiste Say defined
entrepreneurs “persons who transform productiatofa into the profits” and he expressed todays nezaning of
entrepreneurship with using profit and risk factdfsytac, 2006: 141). Use of the concept of engepurship in the
British literature meet 19th century. (Cetindam@02:33). After that Joseph Schumpeter who Britisbnemist the
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describe entrepreneurs, person who form the mankeimize with "using factors of production throutgthnological
developments by bringing together.” in 1934 (Boy2®98: 78) According to Schumpeter, however, thbls situation
will be abandoned when entrepreneurship is awak@iada and Erturgut, 2009:3) Thus, entrepreneurshasizes the
one who create new market combinations via "creadstruction” in organization. (Dundar angca, 2007:124). As
it seen according to descriptions so far relatedepreneurial type, influence of the capitalisbgess and obedience.
(Kizilkaya, 2005: 39). Definitions at the beginnjmpme forward to the economic side, but with nefirdtions, this
case has been located traditional or classicatioatg TUGAD, 1994: 3). The touch of entrapreneurship wivh only
economy discipline but also management disciplae $how up entrapreneurs leadership (Migtij®2004: 14).

Here the main subject which will be dealed withiriternal entrepreneurship that it is out of entemeurship and
different activity in entrepreneurial activity. Aeaing to Hodgets, (1997: 12). “entrepreneurstopcepts include
every kind of entrepreneurial activity in enterpfis Therefore, intrapreneurship (entrepreneurshithinv existing

organizations) is an important element in orgaioratl and economic development. Scholars and piawrs have
shown interest in the concept since the beginnihghe 1980s due to its beneficial effect on reuztion and
performance of firms (Antoncic & Hisrich, 2001: 496Moreover the term of first of all according @&fford and

Elizabeth Pinchot “existing entrepreneur at the gany” in the 1976 (MIT, 2001). In parallel, theemal concept of
entrepreneurship appears to be expressed witheaxticich has written in The Journal of Economistli®76 by
Norman Macrae. However this definition must bela@eaas restricted suggestion only, with "expertmg to do
something new experiments in future domestic bssiee by finding alternative ways." (Yildiz, 2002).1Gifford

Pinchot in 1983, moved the concept as revised lgrger size of "an entrepreneurs that existingriganization
currently" (Hisrich & Peters, 1985: 96) Terms suah intrapreneuring (Pinchot 1985), corporate engregurship
(Burgelman, 1983; 1984), corporate venturing, anidrnal corporate entrepreneurship have been wsddstribe the
phenomenon of intrapreneurship (Antoncic & HisrigB01: 496). Intrapreneurship have been focusing field sizes.

* New Business Venturing,
* Innovativeness,

» Self-renewal, and

* Proactiveness.

New business venturing is the most salient chariatite of intrapreneurship because it can resulainew business
creation within an existing organization by redafqnthe company’s products (or services) and /yoddveloping new
markets (Antoncic & Hisrich, 2001: 496). Traditidlga the studies of intrapreneurship are multididiciary using
several sources that are often located within théiess of entrepreneurship (Menzel et al., 2003).73

3. THE PROBLEMS OF ENTREPRENEURS IN COMPANIES: BUREAUCRATIC PROCESS AND FORMAL
OPERATIONS

One cannot mention “entrepreneurial vigor” in aisgcwhere questions such as “what?”, “how?” amat #ho?” are
answered in the same manner as the preceding ¢gjensraThis situation might define why some cowdrishow
advance in economy and the others cannot even awerthe poverty threshold. (Hava and Erturgut, 2009n the
other hand, enlarging of entrepreneurs companisdan creating clumsy and slowness from officdaltiml systems
to hierarchic cycle. Because at today, the quiakdformations existing of the evolution of the hanmature, society,
and idea put forward the obligation of the conceptd are relevant to the 21 st. century paradiffoegsekerci, 200:
3). In terms of small businesses, bureaucratic siness Against to change has caused to loss itimespirit, and to
search for more flexible and free fields. Thishe tmain reason makes small businesses more at&ratlbwever, the
primary concern for entrepreneurs is to producedgaar services. At this stage, being a low offidahtrol system
depends on the entrepreneur’s initiative. Becaws&img hours are long and the company's conceaotrasi based on
the development of goods or services. (Kimberly &elsl 1980:393).

Today, one of the most important problem in largd astablished companies is losing employees famwcreated
barriers for their innovative ideas. Sometimes #itsation result in set up their own businesd&scause these
employees /managers discoverial efforts and inmagiursuits often can not responsed by their catpp&ometimes
they choices any other company generaly small themer. (Daft, 1991: 776; Segkerci, 2001: 19). Here is the thing
existing there is dynamic tendency that originafesin establishment. In this process, company expaitid
competition areas and oppotunities with sourcedchwbreated from inside. Even sometimes capital dsed by the
administrator, entrepreneur and management aesvieparated from each other because entrepriitgates the
change. (Stoner & Freman, 1992: 152).

When the Company's resources reach at the poinmnatirity, internal entrepreneurship are emphasiteth
entrepreneurship in no longer. In this period depiglg new products, processes or services actvileow up by
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internal entrepreneurs by means of doing innovatioflso entrepreneurship in innovation is creatéolwever, these
reforms will be carried out under the frameworkacfeparate organization. So this case loads heappnsibility to
employees because official actions and routine dumetic procedures such as re-doing public thmgy be slow
down.(Bartol, 1991:797). Internal entrepreneurghiprepreneurship) is popular especialy in crisesqus. Because in
crises periods employers can determine their intregurs as subscontractors instead of dismissireyafencing of
this, states must facilitate to establish busirsess should give up to consider entrepreneurs tselfeas competitors
(Titiz, 1998: 55). Positive effects of environmdnt@nd organizational effects to profitability andogth of
entrepreneurship performance can be seen in Figure,

Figure 1, The internal entrapreneurship model and its’ diedfeicts
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4. THE STRUCTURAL DIFFERENTS BETWEEN ENTREPRENEURS AND INTERNAL

ENTREPRENEURS

In small business, entrepreneurs generally retaamagement structure and capital. As soon as thetlgrof the
business, management and capital structure le@sgecially in the field of organizational manageimappears a
professional approach. On this issue, accordingaol H. Wilken who put forward distinction betwesranagement
and entrepreneurship "entrepreneurship includeptobine to make changes in production but manageimneolves
combining for producing”. (Stoner & Freeman, 19986) For example Steven Jobs established the Next Qmynpa
(Fourth generation micro computer and powerfullnthBM&Apple) with his several friends after he defea from
Apple company in 1985 (Stoner & Freeman, 1992: 156)

We can seperate into three group the structurdierdifits between entrepreneurs and internal entreprs
(intrepreneurs) First, entrepreneurs often turir thigention to technology and market share, btgrival entrepreneurs
focus on stabilities within the organization andstomers as well. Second, although the entreprenemsd the
organization's major structural problems, intereatrepreneurs bring solutions to this kind of peoi in system.
Third, internal entrepreneurs are coming from veittower- income- levels than entrepreneurs, froengbint of view
of socio-economic. Additionaly internal entreprersess education levels are higher than entreprendihiis case can
be linked organization's sanction necessities(wthercompany receive an employee, looked to makditions at least
faculty or MBA graduates. Major structural diffaces between entrepreneurs and intrepreneursemérs€igure 2.

Figure 2, Differents between internal entrapreneurs and prereurs

Intrepreneurs Criteria of Entrepreneurs
Different
Big company Size Small and new
culture company
consistency new culture
support inconsistency
legal business
Long term works Successfull fields Short term works
High technology Low technology
Large market Small market
Stabilized promotion Award fluctuating
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5. THE CHARACTERISTICS OF INTERNAL ENTREPRENEURSHIP

Environment analysigs an important factor for building successfulrepteneurial. Dreamer leadership characteristics
provides a privileged mission to follow happenedsale for internal entrepreneurship. (Ercil, 199Phus, internal
entrepreneurs as dreamer leaders, can drag peopheio trail with extraordinary dreams. (the realrld and while
awake) In this way internal entrepreneurship callsionary leadership (Akdemir, 2008) or transfotimaal leadership
(Erturgut, 2007:141-178). To be Leader througkrimhl entrepreneurship can be simulated as a gardéryou want
tomatoes, you plant tomato, you water it, you hoé wou'll deal with it. You don't plant tomato like the tomato
plant. You intense to your own culture to grow. (Er1992: 18). Internal entrepreneurs strive tonstate debate
within the organization for keeping alive continsadevelopment in organization. They Support to eye®s by clear
and straightforward for taking encourage theme ®ther feature of them is to be persistent. Eb@ugh anybody
doesn't give him to change about creating markatesGhuck House who internal entrepreneur of HPpamy, has
created market share for the fast, economicalfMigight, low-resolution monitor without dreadingdafolling down.
He has accomplished to create different marketsHBr Company such as operating room, defense temimol
educational institutions in different fields. (Hr¢l992: 19). The constancy of change, and thatowerwhelming
changes occurring in the health care industry rediéxibility and innovation (Goodwin, 1997: 71).

Internal Entrepreneurs, who not taking too much Bktrepreneurs, reduce risk the minimum througddyring goods
and services supporting users, partners, capitakmy shareholdersor or distribution channels. yTest be crazy
about taking risk. Because taking risk completertibtempetence generaly. Internal entrepreneurs within a
particular discoverial efforts, are not monotonadnle they building their personal respect in oligation. They work
within the low cost and the highest learning goathie logic of "be thrifty, stay flexible" (Pinch@ompany, 2001).
Internal entrepreneur always aware that a reagtimuid be occur towards his discoverial works. Tthatiand this kind
of reactions, internal entrepreneur attempts ttesods much as possible and executes his workciesefor a while.
In this way, he prevent the sabotage his innovaticefforts in beginning of the work. Under that dirof
perceptiveness, organizational culture which previ collaboration and create taking risk thoughbag employees
is dominated contrary to the traditional commanttonl model. For example 3M Company has been priiay&ost-
It-Note papers within 18 different colours, 27 diffnt dimensions and 20 different quality or Le@smpany in San
Francisco has been creating 65.000 different ptsdwithin different brand, colour, design, size atath. Everybody
is the entrepreneur under the internal entrepréaleactivity. When the values of Microsoft sharegreasing in
washington Redmond, everyone working all over thaldy will receive a fis share from this. HP Camny in
California Palo Alto everyone takes bonus from e&y to high level managers at the same time daugtto three
months performance values. Thus, organizationalpatence reachs maximum capacity and limited jcierijgtions
liquidates itself. Businesses which based on thditional task organization leaders seperated ef @mployees
required their job identifications. Messages frita management to departments and workstations chowa with
the order chain. On the other hand, the leadeasmimternal entrepreneurial event work by teams$iwithe company
that they adapt organize and renew themselves rioinstant response. (Fradette & Michaud, 2000giBe&
Waterman, 1995). For example, in Nova company, marsaact with the company's entrepreneurial expee
Firstly Nova company's managers also gain expegidnc working for someone else like founders of camp
However, some managers of Nova motivate themselétiing up their own small businesses while irosthContrary
to this, the another group have been working thnoimernal entrepreneurship without left the compand their
salaries. (Miller & Dees, 1991: 263).

A broad and widely used definition of intraprendipsis entrepreneurship within existing organizasio A more

specific and widely accepted definition of entreyership in this sense is ‘the process of uncogeaimd developing
an opportunity to create value through innovatiod aeizing that opportunity without regard to eithesources or the
location of the entrepreneur’ (Menzel et al., 2034). Ideal profile of Internal entrepreneurs cansommarized as
follows Figure 3.

Figure 3, Ideal profile of internal entrapreneurs listed @cceasing order of priority
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6. SUCCESS STORIES ABOUT INTERNAL ENTREPRENEURSHIP

Companies of internal entrepreneurs are full ofaierial ideas.that adapted from intrapreneurss’ capabilities. We
can account for some of these examples that EdwindLwho discovered polaroid camera was studyinge,Yal
Frederich Smith founded distribution service in oight for Federal Express, George D. Mestral \Bmdss engineer
and discovered selotype thanks to prickles attabtlie@vool socks, and Arthur Fry who discovered RbBlote in 3M
Companys’ research laboratories. These and otieeesfull discovers have different succes story.ifgtance Arthur
Fry, Sézgelimi had founded yellow sticky paperdpit)as a result of observation of , papers wisichattered wind and
flying with wind during the Sunday Liturgy when ks in front of the church choir in 1980. Jukelin this story
another companys' intrepreneurs has benefited fhendry and wet leaves stacking analogies. Thesitive thinking
has produced the following solution: "to put potatops a stowable mould before drying. Company soéidea to
only Procter & Gamble. In this example it is neeeggo focus attentions thet thing sold was aelliectual ability but
not service or a material. Thus story of boxegpshrringles was appeared as a result of succésfitidual effort.
(Daft, 1991: 367). It is possible to show similaample for Wendy Black who internal entreprenedrBest Western
International. He discovered the idea about ptd letters a single package that they sent conp&800 different
hotels . Thus his company decreased its’postalceoosts 600.000 $ annualy. (Daft, 1991: 368).

7. CONCLUSION

Today, the concept and practice area of entreprehigu has changed. Because the model derivatibosita
entrepreneurship like; women's entrepreneurshigakentrepreneurship, technological entreprendpyshanagement,
entrepreneurship, internal entrepreneurship hagribated to entrepreneurship a versatile structitewever, the
traditional entrepreneurs are persons that theyuverno profit or loss risk and establish the compaVhereas Internal
entrepreneurs in existing company are move as rmmetonous manner and spontaneous style through adkei
capabilities. These people not only constitute ifeins of the companies, but also form the compapgtents and
licenses. They are also the intellectual pioneéompany's goods and services. In this study, deading companies
intrepreneurial activities, intrepreneurial succs&wies, internal entrepreneurs discoverial aghients and diversity
between entrepreneurs and intrepreneurs in basicnvand mission has discussed. As a result, iatemtrepreneurs,
constitute the basic discoverial activist charaoferompanies.
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IMPORTANCE of PURHASING FUNCTION AND CONTRACT MANAG EMENT in
LOGISTICS MANAGEMENT
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SERHAT SOYSEKERC, CANAKKALE ONSEKiZ MART UNIVERSITY

ABSTRACT

In our age logistics and logistics management tenange been receiving more importance as a resuiteobming
different necessities of relations between ingth and businesses in addition to customers ddmaHorizontal and
vertical mergers of companies have contribute e firocess. Logistics term is percieved as a amjlitissue
previously. Then it's considered a resricted figlth “transportation and storage” activities. Tgdagistic has
become vital function in terms of both institutiomsd firms. In parallelly, purhasing activity hascobome different on
the further side of it's classical meaning “suggdanction” in logistic management. Besides, caots which the most
important devices to configure among parties arsisasfor distributing risks and responsibilitiegshbeen composing
strategic competition advantage in logistics managnt contents.

This paper aims to give the purchasing and contrasagement functions side of theoritical backebimlogistics
management. In this frame the importance of cohwad purhasing activity of logistics managemenpointed out
according to the new approachs. It will emphasinpdrtance of purchasing and conractual issues amd this
interrelated with popular businness and logistiesxagement. Another aim of this study is to proddmsntribution to
the small and medium sized enterprises to undetstenimportance of competition in logistics maragat.

Keywords: Logistics Management, Supply Chain Managementd&ing, Contract
1. INTRODUCTION

The development of management thought is foraisgto become familiar with new applicationdRecently,
"Logistics Management" and "Supply Chain Managefheetms have taken part in the business management
concepts. Initially limited to transportation and storage aadnilitary term that referred to as the field ofistics
today, stock management, transport, material agndbackaging, site selection and order of aédisiincludes taking

has become. Production, trade and national econdgthgrovide added value when considered in teriiithe logistics
sector is becoming an important sector. Especiallpplying materials and services that the mosbitapt inputs of
small and medium-sized enterprises (SMES) in apatgpquality, cost-effective, appropriate amouirisa timely and
appropriate place and show the continuity of thesfgrmance, depends on the efficiency of logistitanagement.
(Ozcan, 2008:275)

On the other hand the buyer-seller relationshithabusiness literature has been indicating inargamportance of
the value creating (Erturgut, 2008) Because todayrslor companies, prefer suppliers who supply gadl services
to market according to their own value that thegtdbute in their activities. (Bozkurt, 2003:173g&ent research on
this issue, vendors in the supplier's decision-mgkihas been emphasized the importance of the vtlaeds.
(Parasuraman, 1997:154). Today, anymore even dhtbiconsumers ensure that addressing enterprisesich
applications are to realize their responsibilityd eanvironmental protection by using the purchagiogver in their
hands (Araciglu and Tatlidil, 2009:460) Perceived shape of syipgl goods by buyers in the market, the supplier's
ability to refresh the product, product presentatgiven to the supplier's vendor support,creatgsositive way
differences in costs in terms of both buyers arlgrse When contracts considered as the main dswtitat regulate
Buyer-seller relationships in the all this cyclepiarties by the contract, procurement and contrectagement issues, is
held even more important place within the logisticganagement ever-expanding content. It will be wisef put their
importance and relationship with each other of twincepts that under the logistics managementdarsh Moreover,
If this relationship does not perceived creatidrpiivate logistics mixed for enterprises with teeactivities may be
difficult.

2. THEORETICAL FRAMEWORK
Logistics management area that integrates procurerand contract management activities also comssitlan

important part of supply chain management at thmeséime. Here's a brief theoretical framework igsented
regarding the a forementioned issues.
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2.1 Supply Chain Management

Before defining supply chain management,to defilatws supply chain expressed will be useful. Wébard to the
supply chain are to be run into a description atyum the literature. Supply chain, which suppliesv materials,
intermediate goods and final products translatie them and distribute the final product to custsni a network that
formed with manufacturers and distributors. (Led &illington, 1992: 66). According to another dégtion, the

supply chain is a network taht it composed of fiutiy the procurement process of materials, ana the@nvert them
semi-finished products and distribution channeksytban reach customers through service and distibwptions.

Supply Chain Management is defined as the cooridima@nd integration of materials, information amafcial flows

in a network that comprised of customers, suppligigtributors and manufacturers are. (Ataman228836) Today,
one of the most important paradigm of modern bissimeanagement is the reality that it indicatingegises can not
exist as autonomous assets and it will be requoetdke place within a supply chain. (Karagay, 2804) In other

words, the business management has been transfptmitnetwork competition" and it starts to turrpply chain

competition instead of brand competition. Supplyail@hManagement provide a significant contributian the

productivity of enterprises from raw material protion vendors to final productt sellers productamd distribution

process as helping to funds and information flonagement.(Gikeand at all., 2005:92)

2.2 Logistics Management

With the most lean meaning of logistics is movenam storage of all related activities between gaedeived point
and consumption of the located point.(Sirmen andiy2005:54) According to this definition of lofics receives as
a bridge function between production and consumpfpioints which separatable from each other withetiamd

distance. (Ballou, 1995: 39-54 and Alkusal, 200%: According to another recognition of logistics tlse entire

activities that provide all physical assets frone dmcation to another location,with the aim of thalization of overall
business functions.(Emel and at all. 2004:59) Ltoggis can surround businness activities such asspiatation,

distribution, warehousing, materials classificatéomd inventory management. (Ratliff and Nulty, 199&gurlu, 2007:

12, in Ozcan, 2008: 277)

It is known that origin of logistics based on tbé military applications. In terms of military lagfics is defined as , the
procurement and administration of tactic weaporb@owers to access strategic goals. (Baki, 2004uygut, 2008) In
both world wars, particularly the movement of naitit forces and military equipment subject has egatignificant
advantages to the parties at the point of winnivegwar. In the recent past,logistics has beemthet intensive service
area for civilian and military companies during thaqg war (www.fpif.org, 16.04.2008) Contractuangpanies
operating in logistics area, undertakened missguth as the last model of technological weapon#tersance and
repair additionaly high intelligence and moral dtgykeep the psychological content also. (Yiim#&0554)

When it is concerned in terms of business scieheeldgistics, flow and storage activities that pdevaccess to
materials, semi-products from parts and equipmessiness outside of the final product to businessldgment,
business and enterprise in action outside of thetfSimchi ve d., 2000) The logistics management,is to planning,
implementation and controlling process. for fuifilicustomer requirements logistics operationsiafatmation about
these activities as a cost-effective (Rondinellil &erry, 2000:398) According to Council of Logigti®éanagement
(CLM) defininition logistics management is defines "marrow storage and transmission planning antt@oprocess

in order to meet customer needs and goods andcesrvand get them the information effectively and
efficiently..(Nillson and Waildrige:2002) All thistarting from a theoretical framework, that carelipressed the scope
of the logistics sector include transportation, eterusing, inventory management, order processiagkgming,
purchasing, procurement and information servic&milarly administrative activities in the logisticsector can be
grouped under headings such as;, manufacturinghasing, physical distribution, marketing and afizles service
organization. (Tekin at all., 2005:117)

Logistics is seperated as In-bound Logistics amebound logistics. In-bound Logistics includingt@rials and semi-
finished parts between production centers for tagsactivities Out-bound logistics include logistiactivities among
production centers and brokers for complete pEstit end customers. (Emel at all., 2004:60)

2.3 The Importance of Logistics Management in SmbAnd Medium Sized Enterprises (SMES)
Rapid developments in information and communicatiechnology and the related emerging as well a#itfam
working the decreasing costs of SMEs in the markeid to preserve and to improve their place iteiguired for

logistics management to enter into the system edammist device. It has been realised quite rajgdelopments in
logisticsc field. Also new development in manageti®anch put forward the logistics. Todays newdtigs programs
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have been assambling in universities in parall®}ES giving and deal with to logistics necessaryantgnce . To be
increased productivity and efficiency in logistimemnagement in SMEs are advised to make these sty@ecan,
2008:294)
* Reverse logistics with 3.ve 4 party logistics woskseuld be done.
e E-Logistics: They should take advantage of Compsiémware .
»  Supply chain analysis, mapping, optimization teghes must be used.
e They must develop computer infrastructure for sgerdesign and management In computer design.
e SMEs must giving enough importance quality conarad six sigma for realizing logistics activity aaadd
zero fault production thought must be dominatedrganization.
 They must remove functions that dont have additimadue to businness for achieving Just In Time
applications and zero fault production.
» They can give quick reaction to change and failmreompany with controlling every logistics activin
computer surroundings.
« Justin time distribution system should be esthblifor using purchased and existing equipment.
e They must take advantage of numerical methods gistics management. (Transport Model, Store
Location and Capacity Choice, Explorer Dealer Reohl Shortest Path Problem, Cargo, Installation
Problem etc.)

2.4 Importance and Place of Purchasing Function iEnterprises

Because of earning operability about intensiverietdgy Transport and storage activities in the gmises, equipment
processes is modificated and Logistics Managemepardment has been came up. Even today a highntegeeof
businesses in developed countries logistics aigts/dre carried out in the one-hand. Logisticsagament is carried
out in some establishment at the level of assisthgeneral director (Ozcan, 2008:298)

When the logistics activities added to company'sjanization as an administrative link purchasingatament is
located of under the logistic function. purchasitgpartment are shown in Figure 1. in this typerghaaization chart.
(Yilmaz, 2008:4) Accordingly, purchasing departmentinager's job is depending on logistics and basine
development manager. However, the procurementulttie relationship with other horizontal and veatidepartments
on condition of mainly concentrated in finance dépent because of it's comprehensive and spect@sdin the
enterprise.
Figure 1, The location of the purchasing department in tha'§
organization

General
Director

| 1 1 |
General Director Assistarjt| General Director Assistarjtf General Director Assistarnt| General Director Assistarjt
(Businnes) (Marketting and Sales) (Logistics and Businne (Finance)
Development)

Purhasing
Director

Classification requirements of the procurementdssiave emerged with the increase in the busisidss®efit from

outsourcing and information service. Classificatidrsupply substances is shown in Figure 2, acogrthi the purchase
issues. It is seen in this classification that raw materiahich entering in manufacturing process and ollusiness

and management costs are grouped.
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Sekil 2, Classification of supply substances according éopthirchase issues.

Purchasing Issue

Main Raw Material Enterprise Materials
Consumable Material Investment/Auxiliary
Part:
General Manegement Manufacturing and Local
Cost: Purchas

When we evaluate in terms of organizational climatel business management, another important aspettie
purchasing function could be seen. In terms of nebshe employers, rights started in this departnaea reach their
customers as quality goods and services. In additidhere is a problem in the functioning of tkispartment started
here can also effects the entire organizationatnRdanned, systematic and principled working pasing managers of
enterprises are unabondondcese department's employees must be reliablegssential because most of suppliers
visit to purchasing deparments and its managegdsdt reflects image and prestige of entire eniggpEspecially sales
representatives whose duties sale of suppliers twaghd build a very amicable relationship. Withgageople, it must
be adjust the dose of relations, and relatiorzetéair to all companies, business informationb®teciphered are very
sensitive issues.

Purchasing is the important cost factor that ieetf final product and its qualityCompetition and to be successful in
competition, adressed the concerns to the procurefaaction and procurement process that it is irtgu input of
costs. In the process of purchasing or supply tleemeany processes which are responsible sucloasiftentification
of suitable suppliers, price agreements, determitiire form of payment, products and industry redeao querying
and market processes. The key point in the proskgsirchasing is the "contracts" that guiding goadsl services
procurement process. Process of purchasing suediitnection with contracts at the company careba & Figure 2

Figure 2, Purchasing process and it's connection with cotgracthe company
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v
Supplier Performance Order
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2.5 Contract Management and Its Importance in Enteprises
Contracts between the parties is the most importamls and especially help distribute risks andpoasibilities

contribute the configuration of relationships. Téfere, in the business world, especially in the pesiod to be able
manage contracts effectively how a strategic cditipe advantage, began to understanding better.
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Contract are goal oriented, connected activitiesque and should be managed; They must be handled moject

because of this charasteristics. A contract vahaasured by the trust relationship, make to trotfirst time, and

musn't be needed special measures. Contract andestwe with the texts of the parties will mutuglhepare and can
be written out or makes easy solution to predisputes. Contracts need to be considered in \gritie particulars are
listed below (Keresteci@lu and Acar 2006:14-21)

» Contract sufficiently clear and understandablaair

* To Obeying to writing rules or not.

* Including all necessary issues must be in contranbt.

» Avoing unecessary details or not.

« Constitutioning in accordance and integrity corttsithin it own content or not.

e To Appropriate related lows and rules or not.

e Considering parties goals and demands adequatelytor

» Expressing parties rights and responsibilities wtazld clearly or not, issues should be taken into
consideration.

We can summarize contract management problemslagdeabout function within the company and supplias
follows. Even large companies use a contract pejltand it does not improve too much emphasisti€nough. Index
comparison reports that obtained from depend acedfixrice contract instead of raw materials pricetra@t dont give
healthy results. It was stated Contract manageswutions worldwide annual endorsement to be arc®h80 million.

in 2005. (Doruk, 2005:5) Related to the effectivenef contract management in the logistics sectoore of
significant moves has made by Chrysler. Chryster diven his transporter all his transport conitrglbuthority. This
is the the example of utilizing from outhsourchindogistics sector at the same time. (Ataman, 200

2.6 The Relationship Between Purchase Function Andontract Management

Contract management solution emerged with requinérimlesupply chain management about regulating dicition
rules, and checking products prices in terms oémgnt rules in beginning. In this regard Contraahagement is in
the trend in terms of technology companies thavide services to an important field of activity. d@se during
preparing contracts proses recording some suggestif purchasing suppliers management createshamiages in
terms of logistic management with effective purhgs(Doruk, 2005:4-5)

Another subject that reflects relation between pasing and contract management is related witlpkegess in supply
chain. For succesfull logistics management it isviam this necessity that key supplying processed imeisdentified
and managed effectively instead of funtion basethiaidtration in enterprise. (Cooper at all., 19974) It is
understood that purchasing process must be pasition supply chain process seperetaly and the gifteresses are
depend on a contract. Key supply chain procesebéms given at Figure 3. Of these eight issuas;linderstood that
four of them related to direct contractual activimd one of the production management, one of relseand
development. Purchasing process is effected directly from catttmsed processes. "Returning” process is closely
related to reverse logistics practices that inclpaluct recovery applications. Reverse logistefngd; as the role of
logistics in product returns, source reductionyciing, material substitution, reuse, waste dispasal refurbishing,
remanufacturing, by Stock (2001:44-48), It is defieed that reverse logistics (returns) in many amscsuch as
consumer electronics, publishing, catalog sales poaver to affect business profitability (Ziege®02’ in Nakibglu,
2007:184)

Figure 3, Key supply chain processes

Contrat Based Processes

Customer Relations

Manaaemet
Customer Services Production Flow Managemen Purhasing
Managemet
Product Development and Returnings
Demand Management Tradina Updat

Order Management
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While the headlines relationship analyzes betweejept management it is useful to separate thetarms of contrat
related issues. Particularly in outsourcing projecning over contract management outhority tocar@yconstitutes a
risky a risky situation. in case Were done contveth hired consultants from the outside,contraeinagement is one
of the most critical processes in the success efpioject manager. The situation is different Ryocurement;
Monitoring of these issues may be transferred ¢éoprchasing department. However, purhase following occurs one
of the main tasks of the project manager in sormgepts that success depends on continious purdikasgonstruction
projects. When we consider purhasing activity inegrise as supplier selection, raw materials, gsritevels and
spesifications price and amount determing, chosimgscontractor who realize some parts of businriegsn not
denial that this strategic decisions must be irndgdinder contracts. (Tekin and at all., 2005)119

To succeed purchasing process, all products rekatetie preparation of technical specifications @stimates of
annual consumption should be given to the purchad@partment. Some times purchasing managers apibyas to
be target for other departmant managers and thigt&in may create conflict in the enterprises. Bapartment
managers must plan exactly what they want quality quantity of product before bring an accusatiparchasing
department. Purchasing managers are responsibldénext processes.

3. CONCLUSION

The main purpose of logistics management pracigces realize long-term organizational objectiveia the business
to increase production capacity, the developmerseaositivity to changes in the market and suppbtamers with the
improvement of relations among those who take tieirk.(Yaman, 2001:133) For providing permanentaagility
in logistics management, organizational informatmonst be share by all individuals who take parsupply chain
activities and decision authority and source distibn must be looked over. In this way relatioresyrareate maximum
value in enterprise.

In this study, it has been aimed to contributeh® ¢urrent concept with puting forward literatuexiew of relevant
theoretical structure. For this purpose, purchasimgl contract management activity which become iapo
applications in logistics management, have beenaledewith business profitability expectations erms of
applications has and contract management actiwtigsn the enterprise space, functioning and bigmefffered to
businesses the importance of this in content ot

In Logistics service sector in the near future d@heapectation may have been important developmsmth as
promotion and public relations activities to wiretbvent, driving the use of external resourcedidr@wal of foreign
capital inflows and sector. (Babacan, 2009) Besttlss in the near future the progreses will beeeted as follows;
inventory management developed by suppliers sttecltonsumers, and the commodity prices will beizedl
according to daily production and daily demand.(Adam, 2002:41) Another expectations related withrdasing
enterprises responsibility about product recovergyironmental concerns in paralelly sustainable ettgpment
concepts.

When it ewaluated from the point of view of SMHEsds understood that purchasing costs have thledsigshare of the
cost items. Recovering in this cost item effeatsanly products costs but also it's quality. Besidt is the emergence
necessity that for enforcing logistics activity 8MEs ideal organization structure must be estatdisth it's basic
working principles and authorities must be detesrdgcording to enterprise goals and vision. Intagdjust in time
distribution system must be assambled in SMEs dorgupurchased material during regirement period.

In terms of contract management activities, to miné disagreements, the implementation of inteomaii norms and
standards in this parallel development is required.
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ABSTRACT

In recent years, rapid developments in the InfoimnatTechnology (IT) field and improvements of glbba
communication networks enable all individuals tancaunicate without geographic boundaries arounduiwd. As a
result globalization has accelerated and commuitétetween communities significantly increased.

Globalization process changes daily life all owes tvorld. The economical and social aspects ofriexization offers
new opportunities and new commercial relationsrofight by those opportunities require revising.

International trade takes place at the focal péntof globalization with the feature of countrymmections with
economic value each other. Through internatioraaddr products and services produced in differentiments of the
world are facing a cruel competition in anothert pdithe world. This case is affected by negatigaditions as well as
affected by positive conditions.

Our world has been passing through a phase of euorarisis in both 2008 — 2009 and has even beatireong in

2010. The global crisis spread from financial méske capital markets, and then to the real sedioe. balances in
national and international commerce are subjecetonstruction. This crisis also narrows down tlebal volume of
commerce. As a natural consequence of the gloloaloggic crisis, the leather industry of Turkey artideo developing
countries are also susceptible to both direct aditéct impacts of the milieu of crisis. The leatlsector is also in
search of various means to overcome this crisis.

Considering all of its industrial inputs, the leatlindustry appears as a labor intensive industrghvimports most of
its raw materials, processes them into high vahlded products, and re-exports them. For this reasas directly
influenced by the global economic crises which $thawot be considered only within the narrow persipecof the
latest crisis, but also as an outcome of globatimatind technological developments. In this contéix¢ leather
industry has come to a unique turning point. Espigcthe countries that suffer from the distresdeing dependent to
a single market such as Turkey have begun to foaysroduction and promotional activities in targerkets for the
sake of opening out to more dynamic markets. Themgdts that are brought to the agenda to creataradlare its
indication.

The gradual transformation of companies towardseraation in the production processes, and towaatssterring a
portion of the company and product promotions ®ltiternet via computers may be considered asatig gteps of e-
commerce entrepreneurship in this regard. On therdiand, exclusion of the leather industry from ¢imgoing rapid
developments in the information sector practicatlgans the self slaughter of the leather industrgredver, in the
sense of necessary e-commerce sales as well dgeswggpross boundaries in both local and globaketarhas become
increasingly effective. Also as the developmentiriérnet technologies become more widespread acrogstries

while eliminating boundaries the concept of timsoathanged. These technological developments ifietlaeoccurred

primarily due to the economy led to significant ©ges in all fields of life and the e-commerce aseav form of

commerce has emerged in this process. The methimansfferring information between two parties haanged with e-
commerce. Information transfer used to be provittaditionally by direct personal contacts, phore ér mail. But

with e-commerce, information has begun to be trattsdhover computer networks.

This study aims to go through the methods by usiegtronic commerce for the Turkish leather seutbich is in a
difficult process, to give impetus to its developieo set out a marketing strategy for the develept of the leather
industry, enable it to gain the deserved place dvade in the new age, and to put in place the betiedt modern
information technologies can provide. In additisvith this study we implement a survey for leathempanies that
will generate a substructure for planning for thieife of e-marketing road map.

Key Words: E-commerce, e-marketing, leather industry, infdiomatechnology, global crisis
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1. INTRODUCTION

Leather is one of nature's most elegant and adhee time most useful material. Leather is a nhmaderial which is
used for different purposes such as furniture ds ageclothing etc since prehistoric times. Leatteaming today has
become very modern due to the emerging technolagiesmachineries and leather has taken an impaoptané in

areas such as clothing, furniture, accessories,fa@otevear. In this way, leather which is known akigury product

today has developed enough to cover many indusitiego that reason.

The Leather sector is a labor-intensive sectorkdwis in a position with a say in this sector aftaly. Particularly, 22
percent of sheep skin is processed by the Turkiagthér sector in the world. The leather sectamsng the first 10
with its share of 2.2 percent in the manufactuiimtustry and 1.5 percent share in employment ardlsaaountry. The
sector has a highly broad capacity in terms ofrmfttion and the subsidiary industry plays a rola d#ffidge between
the Middle East, Balkans and eastern and westeropgu (iSO, 2004, s.6)

The leather sector in Turkey should be a challepgine in terms of its environmental and structuwahditions,
entrepreneur profiles, design skills, flexibilitgpeed and dynamism, installed capacity and modechnblogy,
infrastructure, and experience in the world market.

In addition, the leather industry is one of the trlhgiamic sectors of Turkey’s economy in termst®export potential.

In the total industrial production in manufacturiiggage and trade, the Turkish leather industsyahahare of over 10
percent in the total production of the manufactrindustry, 1.5 percent in total employment and deBcent in the

total national. Exportation is the I®iggest one among all industrial sectors. Essintia terms of production and
export capacity, the Turkish leather sector hatdge a greater share but this sector can not tetleacapacity

sufficiently and a serious recession has been &qmad in recent years. This recession which oeduim exporting

has shown itself in the course of production anthenrate of capacity utilization. It may be comsiltl that the Turkish
leather sector is experiencing some problems imgef entrepreneurship or following the wrong mehof approach
excluding the big blow delivered to all sectorsthg global crisis in Turkéy (iSO,2004, s.6)

Today businesses live in an environment of contiisuchange. The leather industry in strategic aotictd terms is
affected constantly by the social, cultural, tedbgial, political and legal changes in the enviramt. The leather
industry should keep pace with changes in the enwient to be able to survive and to compete wétleagmpetitors. In
the competitive environment, the leather indusdrgxpected to be dependent on electronic trade asportant path to
improve its current status and to improve expoteptial in light of the development of informatidaechnologies.
Marketing activities and contemporary general teefadlowing e-marketing efforts are the main issudsch must be
monitored carefully in the leather sector.

Leather and the leather products industry in thddvand in Turkey has entered into a dynamic predegshe last 25
years. The sector and our country's economy asasdlie leather and leather products industryenatbrid have often
had a place that cannot be ignored. In Turkey,ittoadlly a strong manufacturing culture existstls sector. The
driving force of development was increased in etipgrin 1980 in the Western European market andintensive
suitcase trade to former Eastern Bloc countrieshsn 1990s. These years with investment in the semieated
significant capacity and thus Turkey has comedtatus of an important producing country in theldior

Following the crises in the sector experienceduisdfa in 1998 and in our country in 2001, develapndecreased and
investments stopped. In 2001, the effects of cHaige begun to decrease. During this processewtdny sectors had
a fast recovery, the leather and leather prodwtt®s has been slow in healing. During this perindhis sector, as a
result of losing competition power, the rate of org has decreased and exports have increasedyrapid

Finally, the current global crisis we are experiagctoday also affects the leather industry sigaifitly. The leather
processing industry has been focused in the arkdstanbul-Tuzla, Istanbul-Menemen, Tekirdag-Corlusak, the
Bursa Leather Organized Industrial Zone, Balik&inren, Bolu-Gerede, Isparta, Hatay, and Manisa*K@ame of
these firms work 12 months of the year, some ofitlage seasonal and some open and close on a mbagib/out of
record.

Because of the global crisis which affects all otte world, in the Tekirdag's Corlu District Leath®rganized

Industrial Zone, 50 out of 113 factories which cdmite 750 billion dollars to Turkey's exports aatly have to
suspend their production.
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Since 2008, in the Izmir-Menemen Leather Free Zaéch produce a big part of the sheep skin garmaft,
companies out of 127 which are active just use #§38eir production capacity. The situation is maich different for
the other companies.

According to the Istanbul Chamber of Industry, iarkey’s 500 Biggest Industrial Enterprises Year@&&port in
2008, the period after 2001 was evaluated as th& nmegative year. In the report, products (textilgparel, leather,
footwear) which were the leaders of the sectoryfears kept losing rates of import and decrease® 9.5, but the
position that was in the fifth raw didn’t change fbe sectdf (Star Gazete,2008).

Riding these negative developments of the lastyfears results in a requirement for investigatiorthef cause of the
sector's decline amongst rival countries and etialnaf the sector’s future.

2. PROBLEMS THREATENING THE EXISTENCE OF THE LEATHE R INDUSTRY AND SOLUTION
RECOMMENDATIONS

If we classify under the main headlines the prolsléhat threaten the presence of leather sectoanitoe seen clearly
that they accumulate under a particular framewaksame of the economic fundamental problems, ptamuc
problems (supply of raw materials, etc.), markefingblems, administrative problems (lack of capitct.), financial
problems and environmental problems as issuesctedlein a certain context. The electronic commerzy be a
solution to solve this problem for retail companieshe leather industry especially companies fhiatluce leather for
garment and footwear, and working for retail maskatterms of potential to create new markets.

The most important problems threatening the exégteri the leather sector are in the table below:

Table 1.Problems Threatening the Existence of the Leathetds

Being an economic crisis in the countries whichtdbate to foreign trade,

Focusing on a single market, and not able to et@loportunities along with bad management,

Short-term rapid growth of debt and debt which carre consolidated,

Not having standard products and not making cootisiyproduction,

Being insufficient in market and marketing actiog]

Not being enough and no adequate encouragemenin@edse in taxes,

Customs duties, a special consumption tax whichaged for leather increases the costs,

Dependence on foreign raw materials and leathenidads,

Lack of domestic raw leather,

Not enough control for imported products,

Energy used in industry is quite high comparedoimpetitive countries,

Because of countries like China, India, Pakisteamddadesh and others, they have lower labor fossts@and
worker costs cause an unfair competitive envirorimen

Not able to use enough commercial credit from banks

High credit interest,

Long-term payments and delay problems concerniggpats,

To have an unfair competitive environment becadis®bfollowing and sales without a contract,

Environmental problems,

High costs of refining facilities in order to protéhe environment,

Financial and economic problems which happen becaiithe global crisis,

Lack of R&D efforts and technology,

Most of the leather and leather made products égpoompanies in Turkey are SMEs (small and mediiz®
enterprises ) and lack of equity capital is inKidint against their competitors thus it's diffictdt apply new
technologies.

Capital for enterprise is insufficient,

To be an obstacle for companies to maintain adggaad quality in production and to expand fore{gn
markets, to lose their working capital of business

The basic problems of economic development issuigsnvwhe framework of the general economy areamdy seen in
the leather sector but can be seen in all seat@similar way.

The administrative problems are arisen from beamify companies which forms the overall structuf& orkey, and
in the incompetence of managers after a certail iathese kinds of companies.
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The financial problems or economic problems areamdy in the leather sector but also in other sactf the many
materials we import from abroad. In this study, therketing problems and the solutions for thesélpraos are mostly
emphasized. And also, in this study the currertustaf the leather sector and e-marketing trendshi® purpose of
determining the basis of a comprehensive survali@tector is made and sector issues and reconatiamsl for their
views concerning the solution is identified.

Marketing problems require the development of tlaeket as well as marketing efforts and the iss@i¢lseoapathy and
failure of companies are caused by some of thechaput dependence on foreign taxation direct flected to the
receiver, and payment problems concerning not vaagipayments. In addition, production is mainly terms of

subcontracting work brought problems such as cloessi and standard product development are amordghigghts

at a glance.

2.1 Dependency on a Sole Market and the Problems ¢&d in the Export to Russia

One of the most important problems Turkey in thatHer export industry is to being late in adaptiogmarket
variations. The sector has followed a strategy thdbcused on the Soviet Union and CIS countrgsnfiany years.
This region and then the Russia and Ukraine markietited strategy has been applied. The resulbbaa to make
things easily, but not being able to speak thedagg, and being used to working with an outsource.

Because of the geographical proximity to the Souieton and Ukraine and the political changes thidlt ntinue,
many things have not fit in a standard way makimesé markets attractive in terms of importance. &ibd¢ to have
diversity of market and to be dependent on a singdeket cause many problems. Especially in Rusk@&,Soviet
Union completed the process of integration intoldidrade and exports to these countries as theefiomas seen as
easy or profitable. Moreover, After Russia has bezoich, branded products increased demands, arglittlation such
as the starter stage has been eliminated. Theelemitustry which provides its raw material neddsagh import and
the high value added to products making it a lgrgdion of the suitcase trade with northern coestias started to
weigh on registered export after decreasing thidergradually. After the Russian crisis in 199&ragimately half of
its production exported to this market in which elegence on the single market has occurred due geriaus
concussion in the sector.

The leather trade in luggage is concentrated dysargpds of market structure and easy market tresold customers
come and also easy to come and shop with theirrfedding language and communication issues resdbyethe

receiver due to factors such as it was. In additdtifferent foreign brands was not recognized bymtdes of the
former Soviet Union. Today, the trend is gradualianging and customers are conscious. People isidRasd Soviet
Union Countries can reach much information, priceslity etc. easily and quickly via Internet. Tékre, companies
are required to follow a wise strategy.

To overcome these problems, leather industry satpsewith the Sectoral Foreign Trade Companied(§Tor other
partners and target markets should go to the feomadf joint action. Thus, the problems arisingnfranternal
legislation can be overcome more quickly with oeasspromotion and marketing activities will alseng@omentum.
On the other hand, in 2005, the Turkish Leathern€duTCL) to establish a good breakthrough in terof the
presentation can be considered. This group hasifidenthe U.S. market as the target market infttet stage. Then,
set as a target market, especially in the footveedrsector, mainly in Japan, a variety of markets loe created to
strengthen the image of "Turkish leather". Thisugr'e activities are funded by donations which &eedne-thousand
rate cuts of the export sector organizations amtitiadal contributions. The first fruits of TLC adties have begun to
be harvested by increasing domestic and touristiess These and these kind of joint promotionaiviiets will be
provided to be known as “Turkish leather” and wiltrease the market share in the world. Howevegettter with the
Sectoral Foreign Trade Companies (STFC) and thstemde of TLC activities, total projects which sgythen the
country image in the international markets are edéd

The sector's performance is significantly dependanexports. Therefore, changes in internationahatel affect the
success of the sector. On the other hand, it isiplesto open out a global market with e-marketiegeryone can learn
what others do in a short time in an environmengnghinformation is shared so fast. Therefore, bésg provides an
advantage. Geographic location loses its importahrang collaboration with business partners, thepsy chain and
customers. The relative place factor becomes hapgritant and you can connect to people who you In@ver met
before in electronic form, and that makes it pdssib supply demand with lower cost. Time presssreot an issue
and stores work 7 days, 24 hours automatically, @sd people communicate with each other accortbintheir

schedule. Through electronic commerce, adminigsatdio want to make cooperation with their partrerdhe other
side of the world do not care about time differenda the digital world, to get and keep custonmdorimation is easy
and cheap. Companies have great information souf@esransform these sources into information whghable to

186



give a direction to companies’ future is difficwbrk. This information is transferred very quickty customers also.
Customers will pay the price of this information @rch information which is provided by the supplerd that is
considered to be an important benefit for them. tAeapadvantage of the Internet media environmettiasstandards
that are open for all the other company’s softwaeing used. Software programs approved by the natemal

institutions of cooperation and sharing issues thay arise in working with problems will hamper Gtyafeatures.

Therefore, almost any company can go to a very easyto collaborate. In e-business models and ertente which

has come through as a result of improvement otreleic commerce makes creativity and imaginatiomenimportant.

Many different jobs based on creativity and imatgoracan be successful with this e-structure.

3. E-MARKETING

E-arketing creates some new opportunities for lmssies as a marketing strategy, and provides tb reae customers
with  ower  cost. First, create  the necessary  infnasire is  required in business.

E-marketing is defined in different ways by varidndividuals and organizations. According to théimdgon which is
made by one of the important work done about eketarg enterprise named Organization for EconoBueoperation
and DevelopmentECD), individuals and institutions participated in tirg text, audio, video, such as digitized data
and thesg are processed on or off the network girémthe transmission based on trade-relatedactings called as e-
marketing.

According to World Trade Organization (WTO), e-metikg, production of goods and services, advegijssales and
distribution is done via telecommunications netvgorkccording to the description, the process aldrean be divided
into three main stag&s

1. Producers and consumers, or buyers and sellers untery,
2. The order and payment following the order betwéengarties,
3. Distribution of goods to purchasers.

To define commercial transaction as e-marketingnisugh to use one of them or all of these stagefetronic form.
In the production stage, the current form of goosisftware, services such as consulting services beardone
completely over the Internet. Issues those are iitapbtoday to use the Internet during shoppindhsag agreements,
payments, billing and the documentation processatembe made via the Internet.

According to Turkey’s Electronic Commerce CoundiECC), e-marketing is being made and the produaifogoods
and services, promotion, sales, insurance, distobuand payment transactions are being made thraagnputer
networks. Electronic marketing is divided into tarphases as commercial operations at one or alieoglectronic
media, advertising and market research througlizegin, and order payment or delivery

E-marketing, to improve business performance isube of computer networks. Increased profitabilingreased
market share, customer services and products keadore quickly to the right course of distributibosinesses are
some of the benefits of e-commerce. E-marketingptsonly ordering of products from the online tatag. It covers
all of a business’s aspects of electronic inteoactin short, in e-marketing, a business with altties (customers,
suppliers,)%government, workers, managers, etcggaoto develop communication and includes theofisgormation
technology.

E-marketing in the narrow sense, connects to custerar potential customers over the Internet byhieg out to
them, and provides information on the activitiesofmpanies, brands, products and services. Inrtiedbst sense, the
needs of customers or potential customers and m&tion gathered is to better understand and be tablmake
decisions according to demand for the future. s tontext, the target customer base in the newauy is the
internet user.

If you decide to e-market business, and to createeeded e-marketing infrastructure inside an admation,
investments should be made in four key areas.

* Hardware Investment: E-marketing requires purchases as first investrgends equipment: i.e. servers,
routers and PCs, such as mobile phones.

» Internet Trading: Most appropriate network for access to the Inteseevice provider.
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* Investment Software: An office must have established mandatory compatdtware and the electronic
commerce software that has to be copied.

» Electronic Payment Services InvestmentThe price of the products sold on the Internebéocharged is
usually based on credit card. Other than that, alaygank transfer to send the receipt, virtual puosbile
payments and other payment methods are also used.

As mentioned above, only the infrastructure investta which are required to generate investmentssd mvestments
are concerned with business e-marketing activiteperform within its structure in real terms. Eoy#es must be
ready for electronic marketing. In summary, empks/in enterprise e-marketing activities that &ieient in order to
find the software in use are essential to have gimanformation.

E-marketing a web site without having to do anyghireyond that is undoubtedly there. Primarily imarketing to
make very clear, clear objectives must be requsech as what type of customer will be addressednay be
specified. As modern marketing strategies in eteitr markets, the most important point is the custio All
transactions are focused on the customer. Forrghison, great importance should be given to thoomes's request.
Also businesses should try to understand the nefecisstomers and must meet those n&eds

In this sense, the mass of trends in Internet shgpp becoming extremely important. E-marketingtfte production
of goods and services, marketing, distribution pagment of transactions to be done must be madeiosed or open
network environment that can be seen in realization

E-marketing is the most important topic of customeriews and requests which can be made very quibinks to

technological features. Fulfillments and measurdmean be made concerning the real needs custorderaanprovide
correct information. For the leather sector exprdsabove apply to all situations although some petsd(such as fur)
are still to be taken in the classical style. Patiun due to the response to the market has shbatniri the survey,
there are 53 participants - that is 70% shop dweiiriternet and 30% have not been identified. 47%e participants
"could not find it anywhere but the Internet”, 26%id it "should be very cheap," 17% "buy becausg tto not have
time" and with 10%, other questions were answeretiringing different comments: (convenience, abdurcts are in
front of my eyes that they allow for comparisonptedelivery, and the responses also emphasize difgrences

from Internet shopping). The group was asked wbicthe leather products were purchased from theret and their
answers were given as a percentage of 3% of ctptbith of all leather products, 6% of footwear, 1dPAvallets, 15%

of bags, 15% of accessories and 29% in the forrangthing that was seen. According to these respofisen the

world leather and leather finished products witteofstill with the old method of marketing and camp, e-commerce
trends have been low yet customers via Internepgihg trends are not visible. With the questionp“Bou take

advantage of Internet banking services”, 77% sai&l wnd 23% said no. A large part of the bankirstesy accidents
have occurred because of the lack of informatiait they use. A large part of the banking systemries has heard
about trust issues or uneasiness of usage bechtimelack of information. “Do you find recommenitet of Facebook
reliable on products purchased” question answeséiB8bsaid no in response.

3.1 Advantages and Disadvantages of Electronic Maeking:

Determining the correct strategy, targets compathiasuse the advantages of electronic commerceakedadvantage
of new business opportunities in the face of coitipathas the advantage. For business products,ideas and the
overall situation regarding access to informatisrvéry valuable. In the information society accessnformation
through the Internet is a rational WagHasilglu, 1999: 97)

E-commerce arguably has a potential to add a highlele to businesses and consumers in developingtrees than in
developed countriéBBC News, 2003) Yet most developing country-basetkrprises have failed to reap the benefits
offered by modern information and communicatiorsht®logied (Computer Economics, 2000: 1-3)

E-commerce for businesses and consumers in terraeromunication and business rules provides many \ways.
The greatest and the most important advantagecofimenerce is that it enables a business concerndividual to
reach the global market. It caters to the demarfidsoth the national and the international marketyasr business
activities are no longer restricted by geographimaindaries. With the help of the electronic contageven small
enterprises can access the global market for geimd purchasing products and services. Even tasgictions are
nonexistent while conducting businesses as e-conarempowers one to execute business transactionsi2d a day
and even on holidays and weekends. This in tumifgigntly increases sales and profit.
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Electronic commerce gives the customers the oppitytto look for cheaper and quality products. Qgansrs can
easily research on a specific product and sometéwen find out the original manufacturer to purehagproduct at a
much cheaper price than that charged by the wHelesdth the help of e-commerce. Shopping onlinessally more
convenient and time saving than conventional shapesides these, people also come across repiested by other
customers about the products purchased from acpkatie-commerce site which can help make purchad#cisions.

For business concerns, e-commerce significanths aldwn the cost associated with marketing, custoozee,
processing, information storage and inventory mamamt. It reduces the time period involved with ibess
processes, re-engineering, customization of preddot meet the demand of particular customers, &sing
productivity and customer care services. Electrooienmerce reduces the burden of infrastructure dondact
businesses and thereby raises the amount of fumdslale for profitable investment. It also enabddcient customer
care services. On the other hand, it collects aadages information related to customer behaviochkvin turn helps
develop and adopt an efficient marketing and prionat strategy .

In every corner of the world even with geographikialitation, sales can take place. Electronic wdriade is not
limited to company size. Web pages that all comgmhiave share equal opportunities. Where SMEs taeach with

their own facilities to obtain information, reachiglobal markets and opportunities in this envirenincan be made
possible with e-marketing.

Reaching new customers could not be possible wattlittonal methods of products and services. A tgremarket
share can be made possible with the addition afva sales channel. Service costs, or over the pboiervice cost
which is lower will provide significant cost advages. For example, a customer came to the bankgawpists of $2
and $1 for phone and data services on the Intewtele it is possible to pay 20 cents. Decreasidgedgtising costs,
decreasing delivery costs, delivering importaningisi electronically, decreasing design and manufactucosts,
increasing market opportunities for products argises in renewing customers to deviate from théitional methods
provided.

The leather industry can provide advantages in gesfireferring to the acceleration of global contpat. Today's

trading conditions for businesses outmaneuver ctitopeand customers to gain added value with thedd the new

economy must be brought and electronic commereztiohic trade value, manufactured products arataelservices
to customers of enterprises provide detailed infdiom, and traditional channels abbreviated to nmaké deployment
and thereby businesses save on marketing cost®vale to its customers additional support andisesr Given the
creation of database, transaction prices drop, stationery costs are reduced. Many eliminated thegaphical

boundaries transaction which is responsible fomihste of time. Leather products are consumedrfastéor industrial

properties they are not. In addition, end-user pctsloffered are not used a year or more with liengy use and many
textile products according to the product offerighkr price. In a sense, these products may beidedl in the

prestigious product group. E-commerce products witfstigious brand presentation highlighting patéc points can

be observed. Leather sector to create global bremasarket with the opening of this channel carchea broader
market structure.

The advantages of electronic commerce as welladifadvantages are also present. This disadvacdagee listed as
follows. Especially in our small-scale researctasican be seen on the Internet shopping, secudtyrast comes first.
Dealers and agents eliminate the risk located irketig. This situation exists in distribution cimah intermediaries.
Product to the customer at the desired price, dyanquality and customer dissatisfaction not dediig in time may
occur. Mail or courier delivery charges are added sometimes consumers pay more than the servidesr
consumers via the Internet giving the number oélitreard purchases as a result are afraid. Thesillsan important
security issue. Recently this problem can be ovescwith the digital signatufe.(Baki, 2000: 40).

4. RESULTS

Important structures and transformations occur ltiong sectors and countries by the impact of gjlddaon in

manufacturing sub-sectors in the world. In Turkay,increase in income, changes in consumptionrpattavith the
EU customs union in the wake of increasing foreggmmpetition, such as export-emphasis on the dyrmamia
development trends in the construction sectors baes effective. In such an environment, the seotall segments
related to the current situation and the deterrinadf how our industry is waiting for a futureimaportant.

Our world since 2008 in a period of 2010 to include economic environment is undergoing a crisisb@ crisis in

the financial markets, capital markets are themaghito the real sector. Domestic and cross-bordde tbalances are
reestablished. This situation brings with it theirdking of world trade volume. The economic crisisthe world as a
natural result of this crisis affects the enviromtngirectly or indirectly. To exit from the crisigithin the leather sector
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is a desire. In many sectors, particularly Turkdglsor costs are quite high according to adversapetitiveness in
exports from China and other Asian countries. Hifficult to find a qualified labor force in thedustry and qualified
staff providing vocational education for the uplgiitg of labor is insufficient. The lack of qualifidusiness conditions
in those cases can be directed to other sectospiteehe many stages of export in foreign markstts,not enough
distribution and marketing channels and new mar&etsnot available making entry difficult. In addit, because of
our leather sector dependent on outside econonmditions, unfair conditions of competition ariseth€r than that,
rival countries on energy prices face one of thutois of the unfairness of international competitidhe development
of the leather sector in particular and the suédaade with Russia under the influence of the lacator has been fast
between 1989-1994. This state of the economy frapidrgrowth has a positive effect. However, thjgddevelopment
strategy being based on systematic and not spéaifiors, still the world's financial crisis and4$ia's economic crisis
effects, and Turkey's economy on the impact ofdtigs have also been added in the sector; thuiguseproblems
have emerged. These issues, more funding, manageme#marketing are weighted. The solution of thasdlems in
the industry is calling for an alternative. Onetiése alternative solutions is electronic commérce

Companies to invest in and to provide feasibilitydses being done, the leather sector technologicavation requires
enough R & D efforts to be made, leather sectorepnéneurs and managers require more incentives theveloped
and interest rates must be reduced with long-tesditcfacilities of the provision in the form ohfincial resources, and
thus creation solution among them can be evaluaté@. Turkish leather industry with the interneteattonic
commerce vendors, trends, crisis affected, andtba¥etermine the current situation with the ainthaef comprehensive
survey results obtained should be evaluated. Orother hand, screws, shoes, bags, leather gooédsp stothing,
leather and carpet production may take place effity. Survey of electronic commerce as a resuinofe specific
projects in the leather sector can be achieved vigibn is emerging.

Otherwise only in the companies making fur and guede production mode of production because ofable of
standardization in terms of hard sales purposesdegsronic commerce would be difficult to take @an opinion have
emerged.

Structurally, small and medium-sized companies isting of the Turkish leather industry, the chamgoompetitive
conditions in the framework of international adi®$ in order to maintain their investments in tirepaccelerated and
organized leather industry began. New facilitiegaged in organized industry in the region with gigant increases
in rawhide caused operational capacity and in thki$h leather industry, capacity has an imporfaotition in the
world*2 Organized industrial zones, but raising capaeityl infrastructure serves the healing sense. utistial
environment, but look out for when the crisis ismove to the new process is required. This is #griming of e-
commerce and e-marketing activities come from this.

The Turkish leather industry, the increase in thieepof raw leather in foreign markets in cases nghmtense
competition and competitive countries, especidlly European market are confronted exist. Howevesigaificant

portion of the leather industry companies in thterise competition of the Western European markegtbane about as
a result of negligence against Russia by Turkegheti than a single country market as a result pédéence in 1998
causeddghe economic crisis in the Russian Federatimler the influence of the leather sector has leebversely
affected”.

Turkey, especially leather, leather products angngats exports to maintain the current situatiocoating to the
global target should establish an e-marketing stftecture. Creation of infrastructure maintainsearkinterest on three
sides. Of public infrastructure, industry partngpshand sector policies will be created with theomeration of
enterprises with e-media applications. E-platfoppl&ations are turned down suggestions(see Table2)

Table 2. Applications of E-medium in leather and lather product trades as to entrepreneurship.

Applications of E-medium in Leather and Leather Praluct Trades

TRADE BETWEEN THE COMPANIES B2B

To take place in the supply chains of global ss]ldtike www.alibaba.com )

Establishment of e-marketing infrastructure of tbenpanies, participation to the supply chains exgame
infrastructure and standards with the buyers,

Various trends to be planned to provide necessdoymation furnishing
Gaining acceleration in the supply chains, achigwost savings and marketing advantages by e-niagket

Direct access to global market date and to pladersr

Establishment of joint portals for marketing thefble to provide cooperation among enterprisgme(éally for gross
orders or special products)
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ELECTRONIC SALES MARKET

Participation to the sales markets constitutedlbal sellers

Establishment of necessary e-marketing infrastractu

Real time participation to the order collection¢t@an, selling, marketing processes of the buyers

RETAIL SALES
E-marketing towards consumers
Establishment of customer oriented e-marketingrenwents in the stores/chains abroad

INTER-COMPANY TRADE B2B THE OTHER COUNTRIES
Establishment by the local companies e-trade meslonmented to the region/nearby countries for miamge
promotion, selling

Carrying out marketing/selling in the e-marketimyieonment

In the first stage of electronic commerce betweesiress enterprises, determining the deficiencyarhpanies
concerning electronic commerce and giving seveaahing sessions on this issue to relieve thesiidaties can be
good starting point. For ensuring the necessarywledge and equipment, this may be given varioumitrgs
periodically. An active working portal can be ceghtfor giving momentum cooperation between entsegrin the
global leather industry. After the required e-mainkg infrastructure has been created, participatbrihe leather
industry companies should be ensured to that imfretsire. Within this structure, companies can guded into the
marketing processes and they can benefit from theardages of electronic commerce. Apart from thdsg)|
consumer-oriented applications in electronic foamj companies on the basis of the establishmegieofronic stores,
thereby increase potential customers abroad, esdjyetm EU countries for e-store intended audiewith the creation
and increase in market share may be considered.
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STUDY ON AGRICULTURAL PRODUCTION COOPERATIVE CHALLE NGES IN
IRAN'S ENTREPRENEURSHIP AND EMPLOYMENT (  HAMEDAN PROVINCE )

H. SAADI, BU ALI SINA UNIVERSITY

ABSTRACT

The main purpose in this research study was amalykisurvey problem’s agricultural cooperatives JAGh
entrepreneurship and occupation in Iran (Hamedawipee). At the present time, 1100 AC are activéram, which

32 of them have been established in Hamedan prevResearch population includes all farmers thatna@mbers

of AC in Hamedan province, i.e. 2253 farmers of wmh&22 have been selected through sampling. The most
important tool of collecting information in this gearch is questionnaire. Beside questionnaire,rviets,
observation and documentary studies have also bsed. The precision of indices in the questionnairdace
validity have been confirmed by specialists. Talgttesearch reliability, the questionnaires westrittiuted among

a number of farmers, the results were studied émoriacha was calculated and found to be 79%- an acceptable
figure. The results of research show that the rmopbrtant problem o n AC in entrepreneurship angblesment

are: weak of entrepreneurship culture, weak ofegmémeurship education, lack of infracture, wealcagital for
investment, lack of progressive motivation in rueaka, weak of governmental support, dependentetural
governmental, imconfidence to office manager aratdiog manager.

Keywords: entrepreneurship. agricultural cooperatives, egmpent, Iran

1. INTRODUCTION

One of the discussions in recent years is for agmént of employment and there are lots of thealesut it. Some
known entrepreneurship as a kind of social decisiaking, which is implemented by economical innovst In this
definition, major role of the entrepreneurs is ajiag economical and social symbols. Jeffrey Timm(2@05) said
that entrepreneurship is creating valuable insigith anything. Some declare that entrepreneursta@ans innovative,
some said it means risk taking, and some know @& agnonym for creating a new business or develaprokthe
current trading. Entrepreneurship not only relatesdividual innovations, but also it is explaitalin organizational
level (Thompson & Alvy, 2000). So, an organizatioould be an entrepreneur. In such an organizafanming

employment by the usage of current resources igia goal. It is evident that risk taking, cooperatiof beneficiary
groups, applying modern technology in implementigtjvities and the most important thing is consiatgito training
are headings in organizations.

Agricultural production cooperatives are accouritedome ways as organizations, and parts of tHéaiency and
success, relate to their entrepreneurship and nolesral employment (Ansari, 1992). These econamsocial units
have important roles in dynamic and generating eympént, decreasing risks of investment in agricaltand
decreasing governmental costs in production. Rekearshow that investment profiting in companies list more than
private and service sections, in a way that Irksfésnic Revolution's great leader declares thapeaation is one of the
most fundamental solutions for fairness developragigt employment (Ministry of Cooperation, 2007).itdd Nations
Secretary-General, because of International DayCobperation in 1995, said that cooperation is degdional
instrument that could create generating employniietérnational Work Office, 1994). Basically, onéthe strategic
policies in forming agriculture cooperatives in terld is employment and entrepreneurship, and &a6®& million
people are working directly in the cooperativesAJlQ008). In French, four millions occupations areated in 21
thousand cooperatives (GNC Newsletter, 2007) anbhdionesia this figure was about 290 thousand caiowps in
2004 (Ministry of Cooperative & SMEs, Indonesiap2).

Entrepreneurship in agricultural cooperatives, #ermoeconomical social movements, needs some bawkds and
preconditions to manifest. UN Development Progrd&dNDP, 2004), reported that development of entregueship

depends on formation of cultural, social and paditinfrastructures and making economical reforBifferent studies
show that fulfillment of entrepreneurship in orgaations, including productive cooperatives, follogicircumstances
are necessary:

1- Development of Entrepreneurship Culture in Rurai&tes and Cooperatives

2- Entrepreneurship Training in Cooperatives:
3- Existence of Appropriate Physical Environment iro@eratives:
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4- Human Resources and Partnership in Cooperativeusabareas
5- Possibility of Supplying Goods and services in Gzragives

6- Advancement Motivation in Society:

7- Development of Infrastructures:

1.1 Agriculture productions cooperative in Iran

Based on the information available in the officeagficulture productions cooperatives and peasaifags (2006),
1100 production cooperatives have been establisheid June 2006. These cooperatives have coverg8 vifages
and have 278362 members and cultivate 275 millowesaof cultivated land through dry farming andyation. Wheat
and barely are almost cultivated in all productimoperatives.Hamedan is among the provinces afdbatry which is
active in organization and establishment of agtizal productions cooperative. High standing of agtire section in
economy of Hamedan province, existence of prodectind flat lands and most important of all intexdsand
industrious farmers have provided the ground faetigpment of agriculture productions cooperative.

1.2 Purpose statement

Analysis of survey problem’s agricultural cooperati (AC) on entrepreneurship and occupation in (fAamedan
province)is primary purpose in this research st@&bhme of the secondary objectives accordingly thelu

1. Describe farmers by personal, farming and sociatatteristics.
2. Describe factors are necessary in agricultural ecatjves for entrepreneurship and employment.
3. Describe the challenges of entrepreneurship ircaljuiral cooperatives.

2. MATERIALS AND METHODS

The present research has been conducted as stumvitys method we have chosen and studied selesgetples of

population to study and analyze the frequencyribdigion and ties among variables. In the surveseagch, the most
general method to collect information is questiormaKerlinger, 1997). Beside questionnaire, imig@w, observation

and documentary studies have also been used. Bre@$ indices in questionnaires or face validitgvh been

confirmed by the specialists. In order to studyeegsh reliability, questionnaires were distributedong a number of
farmers and their results were studied andhronbach was calculated for them with 79% rethat is an acceptable
figure. Because in this research it is not posdiblenanipulate the variables and the researcheiohlysstudied the

relationships in between. Research population deduall agriculture users who are member of adtioeiproductions

cooperative in Hamedan province (2252) of whom p2aple have been randomly selected and their aEn@ve

been studied. Data has been defined regardingaheenof research. In the information descripti@mt,pdescriptive

statistics such as frequency, percent, mediatieriom deviation, variance, average and other dases been used.

3. DISCUSSION
3.1Description of Personal Information about Reseah Samples

Based on the research findings, the average atipe gieople of out study is 47.4 years (standariatlen= 11.96). The
youngest sample was 22 years old and the oldestvaseB0 in the city. Among the respondents mosjuieacy was

related to the illiterate samples (33.9%). The mimnh frequency was related to the samples with bgtool diploma

and higher degrees (4.8%). The average area ofr uates for the people under study is 13.5 acrssmn@ard

deviation= 15.68). In this regard the most amoudwater land is 100 acres. Of course some haveateriands. The
average area of land in the population under stsdy3, 34 acres (standard deviation = 24). The ma@mbers of
cooperatives are adults with low education. Thémseacteristics increase the necessity of attemtidhe characteristics
of adults in formation of cooperatives.

3.2 Challenges of Production Cooperatives in Iran’&ntrepreneurship and Employment

Entrepreneurship in cooperative means innovativelyagy of cooperative resources and facilities feaching to
business opportunities. According to the presemtlystlran’s agricultural production cooperativesuldonot have
remarkable role in entrepreneurship and generaingloyment; while there is a high capacity in tfiedd. But it
should be under consideration that entrepreneurstagricultural production cooperatives of Iranisal community is
almost a new concept and framework of cooperativ@sot formed on this basis. According to the agsk’s results,
some of the challenges of entrepreneurship of algui@l production cooperatives are as follows:
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3.2.1 First Challenge: not availability of capitaland facilities

Results show that capital limitation about %41 he ffirst problem from among a lot of difficultieSable (1).
Agricultural production cooperatives in Iran hairaited facilities and financial resources for intresnt. Absorption of
governmental capitals is very difficult for the gmwatives. There is no possibility for absorptidrrisky capitals in
most of rural places or it is very low. Moreovedr flistances between some of rural places withcadjecities make
availability of villagers to money and capitalsfidifilt.

Table 1- Problems of production cooperatives fromte viewpoint of members of cooperative

Problems of cooperative Frequency | Percent
Limited capital 41 33.6
Attitude of cooperatives toward major owners ofage 16 13
Limited services (quality and variety of services) 14 9.13
Shortage of efficient manpower in cooperative 13 1.61
Not supporting the cooperatives by government 9 3 7.
Failure of the board of directors 9 7.3
Lack of active participation of people in cooperati 7 5.7
Unfamiliarity with principles and objectives of qoerative 5 4

No authorization for cooperative 5 4
Lack of long-term planning 3 2.5
Total 122 100

3.2.2 Second Challenge: cooperatives tendency tovgonment (reliance on government instead of reliare on
themselves)

Dependency of agricultural production cooperatitesthe government is an obstacle in forming engeeurship.
Avoidance of governmental assistance (online, 20@8)ecessary in flattening entrepreneurship. Unskeidy
cooperatives were dependant to the government aaglep assume that they are dependant to the gogatnm
especially spiritually and mentally. Results of 8tady demonstrate that request of governmentgistips the most
essential suggestion that people provide for imgnuent of the cooperatives’ conditions (%32.8). éasing of the
cooperatives’ capital is the next preference withegnmental supports (%30.1).

3.2.3 Third Challenge: doubtfulness about cooperates pillars (distrust crisis)

None of the organizations could promote in longrtewith the presence of doubts in human powersstéaship,
honesty and commitment make peoples to rely onnimgtons, and flourishing business and active wethtions. In
these cooperatives, there was distrustfulness digeowards board of directors widely. Distrudtfass is examinable
from two aspects:

3.2.3.1 Doubtfulness towards financial matters otie cooperative

According the results, %61.5 of the members dedtzaetheir knowledge about interests and lossekeotooperative
is low and very low. Unawareness about financidaied of the firms causes rumors about honesty adrd of
directors’ members. It is evident that in such adition, cooperation and continuous investmentnigrobable. Table 2

Table 2- Opinions of people about the amount of awaness regarding company's financial status:

Amount of awareness of Percent Frequency Cum

company's financial status frequency
Very low 44 35.5 36.1
Low 31 25 61.5
To some extent 34 27.4 89.3
High 12 9.7 99.2
Very high 1 0.8 100
No response 2 1.6 -
Total 124 100 -

3.2.3.2 Distrustfulness or limited trust to the Coperatives pillars

Results show that peoples’ reliance towards boéwirectors and inspectors of the firms is averagéow, but they
rely on the managing directors to a large exteohsitlering that the managing directors are oftéectesd out of the
members and villagers believe that it is governalentliance on these people is very high. Othepeaatives affairs,
that high reliance on them is necessary for thev'dirsuccess, are average or low. The most impoftoior of
distrustfulness towards cooperatives pillars isantive participation of peoples in general assemBByrticipation of
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farmers in general assembly is low and it is h@diith the least members. First result of this pescis selection of
board of directors with narrow polls, while they arot supported by most of the peoples; first &temistrustfulness is
formed in this level.

3.2.4 Fourth Challenge: weak trained members

Establishing and running an active economical aeiéds familiarity with a wide range of knowledged askills. In

developing countries, the main reason for probléemsooperatives is lack of trained people and spists and low
level of members’ knowledge. Data demonstrate tleatelopment of entrepreneurship needs at least tkirels of

training in business, creativity and cultural- sodields (Kasih Y.C, 2007). And some declare tbatrepreneurship
training in cooperatives is in four fields of sdiéin, technical, management, entrepreneurship stadfs’ skills, in

which without considering these trainings, entrepteship fulfillment is impossible (lyone, 2003kcarding to data,
%50 of the agricultural production cooperatives’mbers do not attendance in each training coursedoubtedly,

cooperative has no opportunity for growth and improents of the members without training. Inattemtiowards
training of other parts of the cooperative, esgbicizard of directors, is obvious. Table 3

Table 3- Frequency distribution of users based onapticipation in training class.

Participation in training course Frequency Percent
Yes 62 50
No 62 50
Total 124 100

3.2.5 Fifth Challenge: weak informing in cooperaties

Despite of limitations in the cooperative’s randeaotivities, most of the people are uninformed wthorograms of
cooperatives and also time of convene. Weak infagnesause pessimism towards cooperative’s manageandmumor
about inefficiency of it. Results demonstrate &7 of the people who are not participate in coafpers’ programs,
declare that not informing about the time of megdiand programs is the main factor of their absehable 4

Table 4- Reasons of non participation in programsrd participation in sessions

Reasons of non participation in programs and ppdion in sessions Frequency Percent
Lack of information about holding sessions and prot 37 37
Shortage of time 27 27

Interest of board of directors in non participata@some members 12 12

Not appearing at the village 16 16
Inappropriate behavior of the board of directorsal the people 4 4

Lack of interest in participation in group actiesi 4 4

Total respondents 100 100

3.2.6 Sixth Challenge: decreasing of participatioand entrepreneurshipcultural

Without enough consideration of entrepreneurshipu development, we are unable to reach to dpwetmt and
growth standards. In fact, it is entrepreneurship kind of social culture that protects and enages entrepreneurship
behaviors. Entrepreneurship, creativity (Jeffrey B&aron, 2006), responsibility, respondent and atoustomers
(Joseph & Igor, 1999 ) and risk taking. Capabitityunderstanding changes and detection of oppitigancooperation
and group work, creativity and innovation, autonasiand responsibility and risk taking are compamenthe culture
that are not achievable in short-term and percagsiograms.

In some cooperatives, partnership motivation iseksing. What is the cause of not participatings in the contrary
to cooperation and group innovation. Cooperativegdncomplete sympathy of the members for growindg an
development; but because of weakness of cooperatitere, managing director, storekeeper, accotrgad so are
responsible for major affairs of the cooperativeenvbers do not account the cooperative as theirehdhis is one of
the key elements for justifying unsuccessfulnesshef cooperatives in creation of dynamic and movenm Iran’s
rural community.

3.2.7 Seventh Challenge: narrow knowledge of the mmbers about principles and philosophy of formationof
producing cooperatives (not existence of appropri@ background for entrepreneurship)

In most of the cooperatives under study, villaggmes not familiar with philosophy and necessity obgeratives and
believe that they are governmental and servicingsuRs show that %56 of the subjects said thatoreas
establishment of cooperatives is just providingvises and distribution. This way of thinking abatjectives of
establishment of the cooperatives is far from tadity.
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3.2.8 Eighth Challenge: cooperatives tendency towds providing services and becoming far from produeig and
innovation

According to the available data, the most importaason of referral of the people to cooperati%gQ) is receiving
savings or benefiting from machinery services. dntf from the people’s viewpoint, providing sengde the main
responsibility of the cooperatives. Cooperativeslt®d provide services in response to this needaandlerating of the
responding. Nonetheless, cooperative provisiondigira wide range of activities for them, but thewe not sufficient
innovation and movement and also limit their atig to servicing. This long-term damage lower fusition of
cooperative as a servicing governmental institytwimch is responsible to provide some serviceseneasily in lieu of
membership of the members. It is clear that in smawondition, cooperative detained from its magsponsibilities.
Mac Keland declares that advancement motivatiorexpanding entrepreneurship morale, reinforcing qreak
independence and creating effective self-reliarBedkhaus & Horwitz, 2000). Various studies demmaist that
tendency of advancement in rural community is ldss civic societies. Examinations show that noy apecial
trainings are not provided, but also members atéramed sufficiently in primary fields.

3.2.9 Ninth Challenge: not availability SupportiveOrganizations from Entrepreneurship in Cooperatives

Rural organizations could be entrepreneurship, wg@rernmental institutions support them on the $as$icodified
regulations. Supportive institutions are effectiespecially in organizing, training and determinatiof kinds of
movement. The most important supportive authost@griculture Organization in Iran. Now, cooperasv portion is
very low from research budget and human resoumg&eonomical social units are not supported selfou

3.2.10 Tenth Challenge: not availability to Infrastuctures

Entrepreneurship without considering infrastrucstisea motto. Supportive regulations, stabilitypodvisions relates to
employment, facilities with appropriate interesteratraining in different levels and fields accaowglito didactic
necessities about agricultural products, guaranfgémes and insurance and the like, predisposeemm@neurship
development in the cooperatives.

Finding places for agricultural cooperatives hasspecial role in the amount of entrepreneurshipo Teatures of
physical environment effect on the cooperativesrepreneurship. First is the cooperatives’ postlofvillage or
villages that the cooperative is placed on). Indicated distance of the cooperative from majorkeis and availability
for customers, people, producers, data resourcgsoaganizations. Out villages have effects on diifeé aspects of
trading innovation and growth of rural business amdployments. Second physical element is natursdurees,
agricultural lands and water resources under tlope@tive’'s coverage. Natural resources and apiatepregional
conditions provide opportunities to use and berfiedin the environment and affect on entrepreneprahtivities.

3.2.11 Eleventh Challenge: Possibility of Supplyin@oods and services in Cooperatives

If cooperatives supply goods with an appropriaieeprthey could create dynamic members with betb@peration in
organization; because in this process, in additoomccelerating financial circles, it will providstisfaction of the
villagers and members. Now, local and regional mtsrklo not grow in Iran’s rural societies and ageywsmall and
limited. In these conditions, cooperatives shouwliofv markets out of rural places and environs gapplying their
goods inevitably. Availability of the markets is pwssible for the cooperatives because of lack gfr@piate
communicational systems, difficulties in shipmedt availability of stores and springhouses inagiéts; and in spite of
producing goods cooperatives supply them to thet mesilable customers, which have not sufficierdfipr Lack of
not sufficient profit will cause members of coogm@s seek for individual markets for themselvésist their tendency
of cooperation, which is necessary for succeshisfeconomical social institution, will decreaseddyally.

4. SUGGESTIONS

Agricultural production cooperatives could playerah rural areas as entrepreneurship organizatmosided that were
considered more by planners of the country’s caatpar systems. So, according to the context oftitiele, following
suggestions are recommended to develop entrepsinigur

» Government should provides necessary concertufiplgng and paying low-interest and long-term lities to
the cooperatives. Now, the banks need securityciwisithe main obstacle in applying the facilities.

* Origins of distrustfulness should be examined amalyaed. It seems that limited participation of nbens in
selection of board of directors’ members and n@&ardnce financial matters (that mainly are becafse
unawareness about informing methods) may causewinigg

« Selection of Efficient Peoples as Board of Direstor
»  Caodification of Distinct Regulations and Commitmémtimplement Them-
* Regular Evaluation of Cooperatives’ Pillars
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* It themselves. It is necessary to hold training pustifier courses to lead villagers’ viewpointsverds active
partnership.

* In order to develop entrepreneurship, cooperatipestiples and values should be taken seriousiyding
cooperatives are based on principles that are aina$ ruling principles in other cooperatives dfedent
sectors. Undoubtedly, a cooperative could follogvabjectives, when it was bounded to the cooperativ
principles and basis, which are included in theusta Observance of the following cases provideessary
opportunity for other activities and actions, swshholding meetings regularly, in each situati@gality in
holding the meetings especially attendance of tembers, providing financial reports in every finahgear,
accurate explanation of responsibilities of the imers, directors, board of directors and other coaipe’s
organs and so.

» Training is bases of entrepreneurship in agricaltygroduction cooperatives. With regard to the feait
entrepreneurship in agricultural production coopeeas is almost a new concept for members and
cooperatives’ pillars, and there is no counselibgua it, passing different training courses coutdvide
necessary fields of its formation. Now, cooperaitave not enough training. Different aspects ofipcing
cooperatives need training for familiarity and depéng of entrepreneurship in various fields such a
investment, risk taking, accounting, financial,hieical and specialty, partnership, managementglshé and
so. For success of the agricultural cooperativesir tmanagers should pass various trainings, especi
financial courses, cooperative principles, decisimking management and so.

e Cooperatives for developing entrepreneurship nesis protection of the government. Consideringhhi
investment in employment fields each year, it isassary that parts of it lead to agricultural piigiun
cooperatives in rural employment. In governmentgdp®rting, it should be under consideration thaipbes
should not dependant to it. Government should ntgrfiere in partial and implementing affairs of the
cooperatives except in investment, training angecson.

» Cooperative system in Iran’s rural areas, in additto national values for growing in various scopes
especially entrepreneurship and creation, is adugrtb the people’s culture and customs. So, prioduc
cooperatives in each region and province have #pgcial problems. It is necessary to analyze fhr@blems
continuously. Consider that most of the explorasgstems in Iran have origins in decades. Thederagsare
managing according to individual viewpoints, andlems of collective and cooperative systems doerist
for them. So, Ministry of Cooperative should valesearches in the scope of cooperatives.

« Applying desirably from the capacities of princig of constitutional law, Islamic republic Cooptara Law
and cooperatives’ statute for growing of agricidtuproduction cooperatives. Now, there are unknown
capacities in law that are not applied.

» Itis necessary to establish appropriate conditlmnapplying promoting methods and scientific cartahn of
innovation mechanism to rural community, beforalelshment of the cooperatives.

» Cooperative should be established in a region West capable of benefiting from the system cultyrall
socially, agriculturally and in natural resourceartp; then, people becoming familiar with coopeeati
philosophy, its elements and functions in a regplagram. In this case, by using from knowledgethsf
specialists, codifying of a program will be possibl

« Entrepreneurship, innovation and risk taking aeguees that are more in young and graduated peofiemg
and graduated peasants in rural areas should bemged for membership in rural production coopesat

REFERENCES

* Ansari, H. 1992. Fundamentals of Cooperation. Ralibns of Payam Noor University.

» Brockhaus:R. and Horwitz<P. (2000). The Psychology of the EntreprendmirD. Sexton& R .Smilor. The
Art and Science of Entrepreneurship Cambriddass :Ballinger.

« Jeffrey C. & P. Barom(2006) organizational entrepreneursHiichard Irwin.

e Ministry of Cooperation. 2000. Economic Share ofo@erative Companies in National Gross Production.
Cooperation Monthly, issue No. 103.

 GNC Newsletter (2007 ) No 348, June.

e Hamedan Province Department General of Coopera2iodg. Report of cooperatives of Hamedan Province.
Website:_http://www.hamedan-icm.ir

» International work office (1994). Cooperative arahbcracy. Cooperation Monthly, issue No. 67.

» Kasih Y. C. (2007). Entrepreneurship Training AdpeSekolah citra kasih.

» Kerlinjer, F. An 1997. Fundamentals of ResearcBémavioral Sciences. Translation of Hasan PashafiSha
and Jafar Najafi Zand. Avay Noor Publications Husé.

* Ministry of Co-operative & SMEs, Indonesia, (2004p-operative societies employed

197



Office of Production Cooperative Companies and &aasAffairs. 1996. Report of production coopemativ
companies in the country, Ministry of Agriculturiéad, Deputy of Promotion and Exploitation Systems.
Joseph P. & P. Igor(1999 <Entrepreneurship development in pullice entsgwiinternational labour
organization .

Lyons T. S. (2003 ).Policies for Creating an Epteneurial Region.

Thompson J& G. Alvy «(2000) "The worls of the entrepreneur” vol. 38, .80

Timmons J. ( 2005 )Teaching Students to Become Entrepreneurs: an Intgiew with Jeff Timmons.
Journal of Business Strategy, November, 2004 fionerican Sentinel University

UNDP ( 2004 ). Unleashing Entrepreneurship: MakBugsiness Work for the Poor. annual Review, Small
Business Activities,” IFC; Dalberg analysis. Welww.sekolahcitrakasih.com/goal.html

Online: http://www.kansascityfed.org/PUBLICAT/Maitv8ets03/RC03_Lyons.pdf

Online http://www.kar-afarini.com/index.php?opti@om_content&task=view&id=93&Itemid=37

198



THE RELATIONSHIP OF RESILIENCE AND ENTREPRENEURIAL INTENTIONS

WUSTARI H. MANGUNDJAYA, UNIVERSITY OF INDONESIA

ABSTRACT

Entrepreneurship is becoming a very relevant insémt to promote economic growth and developmentithentry.
Moreover, a career in entrepreneurship also offgégmificant opportunities for individuals to aché&éwinancial
independence and benefit of the economy by corinigpdo job creation, innovation and economic gtewtowever,
in Indonesia there are only 0.18% of 220 milliorojple who are entrepreneurs which is far less thaer2ent of the
people.

In this regard, from a psychological point of vietle intention to become an entrepreneur has bescribed as the
single best predictor of actual behavior (Ajzen910 On the other hand, it is also understood trad of the
characteristic to become a success entreprendhbe iperson should be resilience. The question a@ed whether
there is a relationship between resilience andepregneurial intentions.drcollect the dat¢his study used the modified
AQ Profile (Stoltz, 1997) to assess participaptilience and Entrepreneurial Intention Questioren@|Q) developed
by Linan & Chen (2006), which has been recently ffiredl and validated, to measure entrepreneurigniibns
amongst University of Indonesia students and engdey

This research was done amongst University stud®it93) and employees (N=107). Findings indicateat there was
no significant correlation between Adversity Quotieand Entrepreneurial Intention amongst University studen
However, there is a significant correlation betwdessilience (Adversity Quotient) and Entreprenduhidention
amongst employees.

Keyword: Entrepreneurship, Entrepreneurial Intentions, (AQversity Quotient), and Resilience.
1. INTRODUCTION

Entrepreneurship is becoming a very relevant insémt to promote economic growth and developmentithentry.
Moreover, a career in entrepreneurship also offgégmificant opportunities for individuals to aché&éwvinancial
independence and benefit of the economy by cortiniguo job creation, innovation, and economic giewA great
deal of research has studied the reasons for aneafi new enterprises and the entrepreneurial cterstics. In
Indonesia itself a lot of things have been donerier to develop individuals to pursue entrepreiaéendeavors both
for employees and students (high school and untyestudents). An important question has emerged/hy some
individuals decide to pursue entrepreneurial endesawhile others do not. In this regard, understamthe factors that
influence and shape individual's of starting a hass is critical if programs and policies are todeweloped to
encourage entrepreneurial behavior. Previous relsdsas identified the role of risk tolerance, ineoand preference
for independence as being significant in the denisd be self-employed (Douglas & Shepherd, 2002dividuals
with more tolerance for risk and stronger positittudes toward income and independence are ril@ig to want to
pursue an entrepreneurial endeavor. From a psygioal point of view, the intention to become anrepreneur has
been described as the single best predictor ohhbtehavior (Janzen, 1991). On the other hand, @so understood
that one of the characteristic to become a suceeBspreneur is the person should be resilience. question was
raised whether there is a relationship betweenligase and entrepreneurial intentions. This papeloges the
relationships between resilience (measures withefglty Quotient) and entrepreneurial intentionstvim types of
group’s employees and students.

2. THEORETICAL BACKGROUND
2.1Entrepreneurial Intention

The entrepreneurial intention has been consideseleakey element to understand the new-firm aagirocess (Bird,
1988). In this sense, entrepreneurial researcthéas conducted following two main lines; the paed@haracteristics
or traits of the entrepreneur, and the influencecafitextual factors in entrepreneurship (Robinsbrale 1991).
According to the theory of planned behavior (TP&)irepreneurial intention indicates the effort tthe person will
make to carry out that entrepreneurial behavidrcaptures the three motivational factors, or adeats, influencing
behavior (Ajzen, 1991; Linan, 2004 in Linan et aDP8). The three motivational factors are aofed:
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1) Attitude toward start-up (Personal attitude — Pgfers to the degree which the individual holdsositpve or
negative personal valuation about being an entrepire(Ajzen, 2001, Autio et al. 2001; Kolvereid 989 in Linan
et al. 2008). It includes not only affective (kdi it, it is attractive) but also evaluative comsations (it has
advantages).

2) Subjective norm (SN) measures the perceived s@eizdsure to carry out or not entrepreneurial behnaviln
particular, it refers to the perception that “refece people” would approve the decision to becamen&repreneur,
or not (Ajzen, 2001).

3) Perceived behavioral control (PBC) is defined as perception of the ease or difficulty of becomiag
entrepreneur. It is therefore, a concept quitelaino self-efficacy (SE) (Bandura, 1997 in Linahal., 2008) and
to perceived feasibility (Shapero & Sokol, 1982Linan et al., 2008). All three concepts refer e sense of
capacity regarding the fulfilment of firm-creatiopehaviors. Nevertheless, recent work has emphthsize
difference PBC and self-efficacy (Ajzen, 2002). ®®&ould include not only the feeling of being abde but also
the perception about controllability of the behavio

In this case, Hisrich, Peters, and Shepherd (2008jtions that entrepreneurial intention iEh& motivational factors
that influence individuals to pursue entreprenelioatcome’ (p. 58).

2.2 Resilience & Adversity Quotient

According to Stoltz (2000)Adversity Quotient is a “hardwired pattern of rese to all and magnitudes of adversity,
from major tragedies to minor annoyancgStoltz, 2000: 3.)

Stoltz (2000) mentioned that there are 4 CORE dgioais that make up the AQ; namely Control, OwngxsRieach,
and Endurance.

1) Control
Control has two facets. First to what extent that yre able to positively influence a situation2dde, to what
extend can you control your own response to a tits? Control is about 1). Your perceived abilibyalter a
situation, and 2) your Response Ability, whichtie &bility to control your own response to anythiingt may arise.
In this regard, can be divided by two categoriesgelayed Response Control, and b. SpontaneousoResp
Control. In this regard, Control influences all tHallows from adversity, as well as the price yoay from the
moment it strikes. The greater the adversity, trea@r the potential toll, and the more profounel bienefits of
positive influence and response control.

2) Ownership
Ownership helps us to redefine accountability ighhi constructive and practical terms. The dimenmsiof your
AQ assess the extent to which you take it uponsedfito improve the situation at hand, regardléstssaause.

3) Reach
Reach explores how far you let adversity go inteeotareas of your work and life. Reach determireeg large you
perceive the problem to be, or its apparent extengically, the larger the problem appears, tresatgr its potential
to induce fear, helplessness, apathy, and inaction.

4) Endurance
Endurance dimensions assess and describe how hengesceives the adversity will endure. Those leitter AQs
are more likely to perceive adversity as endurany] those with higher AQs possess an almost uncalpility to
see past even the most dire circumstances (S20619).

2.2.1 Quitters, Campers, and Climbers
Furthermore Stolzt (2000) also mentions that ttee 3 types of people that can be categorized &y &Q score,
namely: Quitters, Campers, and Climbers.

Quitters are the people who retired years ago but just mbethered to tell anybody. At some point Quittemsre
overwhelmed by the challenge of the ascent and gaven their higher pursuits. They ignore, maskdesert their
basic core human drive to ascend and, with it, mafclvhat life offers. Unfortunately for them, anok fthose around
the Quitters often are bitter and depressed albiit tot in life. They are resentful of the climberand even the
Campers, around them. When adversity strikes, €sitbperating system freeze or cash.

Campers for the most part, are retired Climbers. Theythetjob done sufficiently; they simply don’t dries hard or
sacrifice as much as they once did. They've lost @éldge. Their operating system get bogged dowihey have
reached some limits beyond which they seem unablspted, capacity, and capabilities the once hamp@rs
represent half-tapped potential. At some pointhiirtcareers and live, they understandably godl toiethe ascent up
the mountain and they found a nice, comfortableglto sit out their remaining years. They have iBeed their
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highest aspirations and contributions for the sgcand stability they now may enjoy. | say “may&dause, ironically,

the mountain is far from stable. The campgrouncbistinually rocked by an avalanche of change thases Campers
great consternation and fear. More tragically, etllampers may have been successful in reachingatneground,

once they abandon the ascent they gradually atraphbylose their ability to Climb, assessing an lmdable cost on

themselves and their organizations.

Climbersare dedicated to a lifelong ascent. Their opegasiystems drive an inner relentlessness that inmearthem
from adversities. Climbers make things happen. Tdreytenacious and refuse to accept defeat for. [bingy step into
the very fear that paralyzes so many others. Aljhahey my face more adversity than others, theyigoe to think in
terms of possibilities and rarely allow any intdrfator or external obstacle to get in the wayhafir ascent. They are
fueled by challenges and refuse to be insignifidantheir work or their relationships. Because béit operating
systems, they simply learn from each challengeptadmow, and move on to the next mountain.

Table 1: The Characteristics of High and Low AQ Scres

Low AQ score High AQ score

Give up Be resilient in the face of adversity

Become overwhelmed Be a top performer and sustgmgerformance

Become depressed Be authenticallyoptimistic

Not tap one’s full potential Take necessary risks

Feel helpless Thrive on change

Suffer illness Remain healthy, energetic, and vital

Propagate the Nocebo Effect Take on difficult aothplex challenges

Get mired in problems Persevere

Avoid challenging jobs and situations Innovateital fsolutions

Leave good ideas and tools unused Be an agilegrobblver and thinker
Learn, grow and improve

3. METHODS & MEASURES

The empirical analysis has been carried out ontypes of sample as follows: a sample of employdiesl07), who
are at least has been working for two years, gtedutiom high school, and within the range of 2§e55 years old.
The second group of sample is university studeNts 93) who has taken Entrepreneurship class asobrbeir

subjects. These university students are from Unityerof Indonesia, which is the best and largeswvemity in

Indonesia, and one of their visions is to becomevaldwide research and entrepreneurial universithe

Entrepreneurial Intention Questionnaire (EIQ) ugadthis study is a modified version of the onedigg Linan and
Chen and has been modified in Indonesian languBgdasa Indonesia.) On the other hand, Adversityti@uo
Questionnaire has been modified to Bahasa Indoffiesiathe AIQ used by Stolzt (2000.) Multiple cdations have
been computed for each of the three motivationedaulents, plus three dimensions of AlQ.

4. RESULT & ANALYSIS

In order to know the profile of Entrepreneurialdntion for the students and the employees, Tabkh@ws that in
general most of the students have higher gradé¢ ¢ompares to the employees.

Table 2: Level of Entrepreneurial Intention (El)

Level El Students Employees
N % N %
Low 42 45.2 55 51.4
Medium - 33 30.8
High 51 54.8 19 17.9
Total 93 100 107 100
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It can be concluded that in general students hateefreneurial Intention higher than the employe&his can be

assumed that the employees are more reluctantconize entrepreneur compares to the students (eBpdoiathe
students who took entrepreneurial class).

Moreover, it also can be said that the employessiae resilience (higher AQ) compares to the stigde In Table 4
it has mentioned that the number of low score of i8Qigher in the students rather than in the epgss, and vice

versa the number of high scores can be found madifeeiemployees rather than in the students.

Table 3: Level of Adversity Quotient (AQ)

Student Employee
Level El
N % N %
Low 54 58.1 31 29
Medium 28 30.1 51 47,7
High 11 11.8 25 23,3
Total 93 100 107 100

From the computed correlation between AQ and Eltfier two groups it can be seen that there is ndtip®sand
significant correlation between AQ and El for tiedents respondents and there is a positive andfisant correlation

(r: 462) for the employees.

Table 4: Correlation between Adversity Quotient (AQ and Entrepreneurial Intention (EI)

Student Employee
R .149 462
R square .022 231
Sig. .153* .000**
* Not significant

** Significant at l.0.s. 0.05

In order to enrich the data of the correlation lesw AQ and El, it also has computed the dimensidheoAdversity
Quotient and Entrepreneurial Intention.

Table 5: The Correlation of dimension Adversity Quaient (AQ) and Entrepreneurial Intention (EI)

Student Employee
R Sig. R Sig.
Control & El .225 .033 .216 .028*
Ownership & El -.067 521 119 231
Reach & El .035 .738 .066 .509
Endurance & El -.046 .661 .013 .898
* Significant at l.0.s 0.05

From the results it can be concluded that thera positive significant relationship (r: 0,462, $00.05) between
Adversity Quotient and Entrepreneurial Intentiom fbe employees, and there is no positive cormatetween
Adversity Quotient and Entrepreneurial Intention floe students. Furthermore it can be seen that fre computed

correlation between CORE dimensions and Entrepraiduatention, it shows that only Control that hassitive with
Entrepreneurial Intention.
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5. CONCLUSIONS, DISCUSSION, & RECOMMENDATIONS
5.1Conclusions

From the results, it shows that at the employea,diiere are a positive and significant relatiopdetween Self
Resilience/high AQ score and Entrepreneurial Imbent which mostly has strongly contributed by then@ol
dimension. In this regard, it means that with leigthe AQ score, the higher also the score of pr¢resurial Intention.
On the other hand, based on the AQ score restitgni be seen that the employee in general carategarized as
Camper or Climber (has high AQ) score comparebéastudents.

The results also shows that university student&isng more low scores in Adversity Quotient tharEntrepreneurial
Intention, which as a result activities should baducted to develop their score of Adversity Quutién order to be
succeeded as a future Entrepreneur.

When we talk about the university students, thex dditows that there is no positive significant datien between
Adversity Quotient and Entrepreneurial Intentiord an general the score of AQ is in low level, bé temployees
seem has more lower scores compares to the studergsinteresting results shows in the studentsultewhich
mention that they have quite high score in Entnegueial Intention but in general has low score8dwversity Quotient,
this score should be taken into thorough consiaerabecause if the students actually become emtnepr but without
the adequate supports from his attitude and t(aitthis regard their resilience) then there widlve some problems in
the future. In this regard, university managenstauld also equip the students not only with theettgment of their
intention and skills as entrepreneurs but alsopethem with soft skills needed as tough and conmpetetrepreneurs.

There is still much to be learned to really underdt the mental process leading to the start-upsidecinamely
demographical factors such as age, position (stugteemployee), as well as external factors. |s tegard, a further
research with larger and variation samples is resentded.

The main conclusion drawn from this study relatea better understanding of the profile comparisetween students
and employee in the field Entrepreneurial Intentio Adversity Quotient. In this regard, it appehet to become an
Entrepreneurship University, there should be mantiviies such as trainings, coaching, etc. to eckathe
entrepreneurial intention in the university student
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CAREER PREFERENCES AND ENTREPRENEURSHIP TENDENCIES OF UNIVERSITY
STUDENTS

NUR ERSUN, ISTANBUL COMMERCE UNIVERSITY
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ABSTRACT

In the world and in our country, entrepreneurstag been gaining more importance and is being enggthas the
crucial cornerstone of the economies. While theegméneurial spirit can be genetic, it is also askedged that
family, environment, education and several othetdisg are important for its development. Univeesitithrough their
educational system can strengthen the entrepreheypiitude of the students, thus carry out an ntamb mission in
the formation of entrepreneurial spirit. In thig\sey, the entrepreneurial view points of seniodstus as candidates of
future entrepreneurs and the impact of entrepréalefactors on their entrepreneurial tendency hiagen examined.
Besides the demographical features of the studardsgstionnaire has been utilized to determinie &mrepreneurial
tendencies and the final data has been evaluatagibyg various statistical techniques. The findinggealed that a
large part of the students consider working in phigate sector or setting up their own businesdts graduation.
Furthermore, a positive correlation was observedvden entrepreneurial tendency on the one handhenfinancial
and educational status of the parents and the nuofilehildren on the other.

Key words: entrepreneur, entrepreneurship, prospective esrtepr, university students, entrepreneurial tenglenc
1. INTRODUCTION

Entrepreneurship has always had a vital functiah@ace for the development of modern civilizatiémy process of
economic development is determined by entreprenauntk their innovations (Kristiansen and Indarti02055).
Entrepreneurship and small business has been atdahged as as fundamental component of economictgrend
health (Plumly and al., 2008: 17). Latest scientdind technological developments rapidly changedsthuctures of the
societies and consequently entrepreneurship basedeoindividual and the individual skills becamerm important
(Erkan, 1993: 111). Entrepreneurship is more thamtere creation of business, ...... entrepreneurshap integrated
concept that permeates an individual's businessiimnovative manner (Kuratko, 2006).

Entrepreneurship in classical terms used to bendéfas the self-employed person conducting prootudty bringing
together means of production and taking risk inspitrof making profit (Emsen, 1996:154). Howeveéiisinow taken
as a methodology to reach better-off situationsugh high levels of creativity (Titiz, 1999:11).

Entrepreneurs have motivation for success, takk ais reasonable levels, and are willing to takeividdal
responsibility to reach a desired outcome (Moorheadi Griffin, 1989:20). They have the capabilityiriterpret cases
independently from casual ways of thinking and freen their own prejudices and take action follogvirapid decision
making without exhaustion by possible dangers @thmiber and Popp, 1992:105). The willingness o$qes to take
risk is defined through their threshold of endumands-a-vis risks and uncertainties. The studiedicate that
entrepreneurs are more risk-lovers compared ta pisgple (Raab and others, 2005:71).

Entrepreneurship is to have the capacity to sdresepportunities offered by our environment, toegate dreams from
these senses, to realize these dreams into prajedtbring them into life and to ease others’ libgscreating wealth
(Bozkurt, 1996:5).

While different definitions are to be found in suiéic literature, the common point is that an epteneur is a risk-
loving person capable of realizing the opportusitiet seen by others and turning these into busiitesas (Tekin,
2004:3). Entrepreneurship in this sense coverwiie§ with the pursuit of realizing and exploitimrgpportunities,
turning these into marketable ideas after invesshiy, time, money, and effort, and implementiftede ideas in
competitive and risky markets (Kuratko, 1995:58)eftefore, it is a process of creating value (Thamp2004:244).

It is observed that the economies with higher @méweeurial spirit and activity grow at a rate abdkie average.

Leaving aside this positive impact of entreprenipron economic well-being level, following threewtlopments
contributed to its popularity in latest years (TWBl 2002:19):
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1) Itis seen as a solution to unemployment;
2) It plays a vital role for the economies;
3) lts recognition in general as a result of demments in economy and business.

Entrepreneurship literature also underlines the oflthe social context. The orientations and bighawf students and
young graduates are influenced by a number of patssnd environmental factors (Luthje and Frank®3 137). As
an example, researchers have shown the importantiee ssocial status of entrepreneurial activitiesl situations
(Begley and al., 1997) in the participant’s envirant. Particularly, empirical evidence for the tieiaships between
the parental role model and preference for a saffleyment career has been reported several timegllE and al.,
2006: 510)

The economic environment the entrepreneur livesets the economical conditions; the family strugtit's roots, and
education sets the sociological conditions; andjestive perception, work discipline, desire for cess sets the
psychological conditions. Entrepreneurship is fednas an outcome of different combinations of thilsee factors.

2. OBJECTIVE OF THE STUDY

The objective of this study is to identify the ereneurial aptitude of senior undergraduate arwtianal school
students of a foundation university in Istanbulpteasure the impact of chosen diploma program$&i@netel of this
aptitude, to find out the type of determining fastdhat is affected by this choice, and to obsehe impact of
demographic variables (gender, family, environmirpyme level and entrepreneurial history of theepts).

It is also aimed at developing suggestions to imprihe entrepreneurial aptitude of students basgtieresults of the
analysis and contributing to the literature in fiedd through the conclusions and comments.

3. IMPORTANCE OF THE STUDY

Entrepreneurship is acknowledged as the “impulpweer” leading to economic development, job creatad social
improvement. Thereby, this study is expected tdrdmurte to the development of entrepreneurial agétof university
students who are considered as “prospective emtneprs” in countries with large young populationgxgmining their
views and the factors they prioritize in this field

4. CONSTRAINTS OF THE STUDY

The fact that the survey was made in a single wsitye a foundation university and that such typeiniversities do
not have a homogenous student profile regardingtlo@d-economic status although they have a pdpuolatf limited
enrollment compared to public universities can dwestdered as an important constraint.

Another constraint is the possibility of differgmérceptions by students of different diploma pragaegarding the
guestionnaire. On the other hand, the outcomesaledehat different perceptions of question did constitute an
important problem in reflecting the general tengenc

5. RESEARCH METHODOLOGY

The purpose of the research, sample populationplgagnmethodology, data collection methodology dihlly
research findings will be described under thisieact

5.1. Population and Sample

The universe of the study consists of third andtfoyear students and vocational high school stisdefiIstanbul
Commerce University. Students in the survey atected through a simple random sampling methode Jdmple
consists of 426 students.

5.2. Data Collection Methodology and Tools

Surveys on paper were distributed to students. Eat#ce survey methodology was not preferred duie length of
time required to conduct this type of questionnaire
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The survey consisted of 3 sections including demolgic questions, information about future business!
entrepreneurial experience. Entrepreneurial tresedsion was divided into 10 parts and questiorsaich section were
measured with the one-to-five Likert scale.

Collected data was evaluated using Mann WhitneyndJkKruskal Wallis non-parametric tests.

6. RESEARCH FINDINGS

Demographic characteristics of students, basiamddion regarding future work expectations, religbof the scales
created and the results of statistical tests aseriteed in the research findings section.

6.1 Demographic Characteristics of the Students
The collected demographic data includes faculty deyhrtment, gender, high school type, places wétedents lived
prior to attending university, family income, numlaé children in the family, education of the fatlznd his profession

and upbringing style of the student. Findings dlo@mographics are presented in Table 1.

Table 1. Demographic Characteristics of Students

Demographic Characteristics Distribution| Percentage
Banking and Finance 110 27.0
Tourism Management 107 26.3
Department International Trade 69 16.9
Vocational High School 61 15.0
Business Administration 60 14.7
Total 407 100.0
Male 229 54.0
Gender Female 195 46.0
Total 424 100.0
Regular High School 234 55.7
Public/State School 90 21.4
High School Private School 77 18.3
Trade School 19 4.5
Total 420 100.0
Places where Metropolis 265 63.2
stl_Jdents lived City 114 27.2
prior to District 40 9.6
attending
university Total 419 100.0
1000 or lower 27 7.1
1001-1500 18 4.7
1501-2000 50 131
2001-2500 39 10.2
2501-3000 59 155
Family Income =55 12000 39 10.2
4001-5000 44 11.5
5001-6000 36 9.4
6001 or higher 69 18.1
Total 381 100.0
1 84 19.9
Number of 2 230 54.4
Children 3 - 65 154
4 or higher 44 10.4
Total 423 100.0

207



Elementary School 67 15.9
_ Junior High School 42 10.0
l\EA‘f)‘:ﬁZ‘:'O” of " High School 200 476
University 111 26.4
Total 420 100.0
Elementary School 44 10.4
. Junior High School 39 9.2
nghcear“on of " High School 152 36.0
University 183 44.4
Total 422 100.0
Housewife 240 57.4
Retired 75 17.9
Profession of White Collar 38 9.1
Mother Own Business 34 8.1
Private Sector Employee 31 7.4
Total 418 100.0
Own Business 201 47.7
) Retired 102 24.2
E;(t):]eesrsmn of Private Sector Employee 92 21.9
White Collar 26 26
Total 421 119.8
Often Repressive 13 3.1
o Mostly Free 24 5.7
szg/ﬁ’é'”g'“g Controlled 136 322
Confidence — Based Free 250 59.1
Total 423 100.0

Note: Total distribution is not equal to 426 be@abanswers missing on some questions.

The departmental distribution of the students isolews: 27% Banking and Finance, 26.3% Tourismnisigement,
15% Vocational High School, 14.7% Business Admiaitidn, 9.3% International Relations and 7.6% Imational

Trade.

Gender distribution: 54% male and 46% female. %bare regular high schogtaduates. Prior to attending university,
vast majority of students (63.7%) lived in a metiigpwhile 27.2% lived in a city. 18.1% of familiémve an income

above 6001 TL while 15.5% have an income betwedilZ®00 TL and 13.1% between 1501-2000 TL. 54.4% of

families have two children. 47.6% of mothers haighlschool education while 23.8% have universitgrde. 38.9%
of fathers have university education while 23.8% fsigh school graduates.

56% of mothers are housewives and 17.9% are re#@®% of fathers work in their own business add% are

retired. Distribution of the type of upbringing stidents is: 59.1% confidence-based free and 32dttbolled.

6.2. Findings Regarding Future Business Expectati@n

Under the heading of Basic Information about Futixpectations, questions were asked about the med®o the
choice of faculty or school, the kind of workplasteidents want to work in, the area/field they wantvork in, most
significant factors shaping their career prefersrmed whether they have targets beyond the nextgars. Findings
are presented in Table 2.
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Table 2. Basic Information about Future Work Expecations

| Distribution | Percentage
| believe that my department will help144 34.1
me earn the money and status | desire
| see my future more in independent| 113 26.8
work and | believe this department will
provide it to me
Why did you Other Reasons 70 16.6
prefer this faculty
or school? | selected my department randomly | 54 12.8
| believe | can find the relevant 41 9.7
information and education in this
department to help me maintain my
family business
Total 422 100.0
Private Sector 218 51.7
Own Business 85 20.1
What kind of a Study Abroad 49 11.6
workplace would | Work in Public Organizations 21 5.0
you like to work in Other 19 4.5
after graduation? | Father's Occupation 17 4.0
Family Business 13 3.1
Total 422 100.0
Finance 83 19.6
Tourism 78 18.4
L Other 76 18.0
w(iﬂ] ;I(iljdlliireef(‘) Foreign trade 71 16.8
. Marketing and Sales 56 13.2
work in after .
graduation? Account|_ng 23 54
Academic Career 19 4.5
Manufacturing — Industry 17 4.0
Total 423 100.0
High earnings 142 34.0
Working independent — desire to 126 30.1
achieve
Wha!t_afe the MOSt 5 ersonal satisfaction (respectability) 66 15.8
significant factors Specific and regular work 51 12.2
shaping your pectt guial .
career choice? Fixed income and risk-free work 16 3.8
Not to be unemployed 14 3.3
To escape family pressure 3 7
Total 418 100.0
| have targets but | am open to new 231 55.3
alternatives
Do you have | have long term targets but | don’t | 106 25.4
targets beyond th Lknow how to reach them
next ten years? | have only short term targets, | have 57 13.6
no idea about the future
| plan my life daily 24 5.7
Total 418 100.0

Note: Total distribution is not equal to 426 be@asmissing responses.
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34.1% of students believe that their departmersicbiool will help them earn the money and statug tesire. 26.8%
of students believe that their department or schabhelp them get independent work. 51.7% of stotd want to work
in the private sector after graduation. 20.1% waritave their own business. 19.6% of students teawbrk in finance
and 18.4% in tourism. With respect to the mostificant factors shaping their career choices, 34%tadents want to
have high earnings, 30.1% want to work indepengleaid have a desire to achieve and 12.2% wantue Specific
and regular work.

6.3 Reliability of Scales

Eight different scales were used in the study temeine the entrepreneurial trends of studentepste scale scores
with values of 1-to-5 were collected and calculafed every student. Reverse conversion is perforfuedthe
expressions containing negative sense. With a mxqpécit expression (1) coded as (5), (2) code@@asnd (3) as the
value is included in the calculation process. Bty analysis was carried out for each scale.idddlity is a concept
which evaluates consistency and homogeneity fathallquestions in a measuring tool. Reliabilitylgsia is a method
developed to assess the reliability of the meagutdimls (Akgul ve Cevik, 2005:26). Reliability agsis results are
presented in Table 3.

Table 3. Reliability Analysis Results for Scales sl in the Study

Number of Scale Cronbach

Questions in | Scale Standard | Alpha

the Scale Mean Deviation | Coefficient
Perception Scalfor Entrepreneurship Concept 4 15.561 3.456 0.64
Perception Scal_ReIated to the Development of 7 27 591 5958 0.895
Entrepreneurship
Percep_tlon Scalfor Building One’s Own Business 6 25 021 5 856 0.935
and Being Successful
Entrepreneurial Characteristics Scale 6 25.0p4 .96 0.937
Entrepreneurship Barriers Scale 5 15.684 5.229 70.84
Necessary Entrepreneurial Skills Scale 5 20.4P0 0M4.7 0.908
_Percept|on Scalfor the_ Importance of Business Plan 4 16.274 4.041 0.922
in the Entrepreneurship
Perception Scalfor the Importance of Feasibility 4 16.415 4.072 0.927
Report In Entrepreneurship

When Table 3 Cronbach Alpha Coefficients were exaahi all scales were found to be highly reliableegx the
Perception Scale for Entrepreneurship Concept.epdon Scale for Entrepreneurship Concept was faarims:
reliable.

6.4 Normality Analysis for the Scales

Kolmogorow-Smirnow Z test was applied to determangalysis methods used to investigate the scaleescof
students. The result of the Kolmogorow-Smirnow £t tndicates which tests to use; parametric or pemametric.
Kolmogorow-Smirnow tests determine whether distiitms are equal to normal distribution.Test hype#®eare;

Ho = Sample distribution is equal to normal distriknit.

H; = Sample distribution is not equal to normal dilstrtion.
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Table 4. Results for Kolmogorow-Smirnow Z Test

Perception Perception Perception Score
Scorefor Perception Score chrgfor ,. | Entrepreneurial Entrt_epreneurshlp Necessary Perception Scortor for Importance of
Entreprene Building One’s o Barriers Score ) the Importance of e
- Related to the - Characteristics Entrepreneurial ) : Feasibility Report In
urship Development of Own Business Score (Score 4) (Score 5) Skills Score Business Plan in the Entrepreneurshi
Concept p . | and Being Entrepreneurship P p
Entrepreneurship (Score 6) (Score 8)
(Score 1) (Score 2) Successful (Score 7)
(Score 3)
N 424 424 424 424 424 424 424 424
Normal Mean 15.5613 27.5212 25.0212 25.0542 15.6840 20.4198 16.2736 16.4151
Parameters Std.
Deviation | 3.45604 5.95845 5.85620 5.95963 5.22941 4.70081 4.04124 4.07232
Absolute | 469 161 230 227 077 219 214 216
Most Extreme Positive
Differences .100 .105 .198 .203 .050 .165 .178 .189
Negative | 161 -.161 -.230 -227 -077 -219 -214 -.216
Kolmogorov-Smirnov Z 3.322 3.313 4.742 4.673 1.580 4.512 4.398 4.458
P .000 .000 .000 .000 .014 .000 .000 .000

P values are smaller than 0.05.hypothesis is rejected for all of the scales. r&distributions are not equal to normal
at the %95 confidence level. In this frameworkcokdted scores mean comparisons were made withgheopriate
non-parametric tests.

6.5 Testing Study Hypothesis
Research hypotheses to be tested have not bedtteavior each score. Score names are shown ireTabl

6.5.1Student Assessment According to Departments

Kruskal-Wallis test was used to examine whethedesttiaverage scores differ among different depantsnéd,: For 6
groups (Banking and finance, tourism managementat@nal high school, business administration, rira&onal
relations, international trade), average scoregquel.

Hi: Average score differs from others at least foe gnoup. (This hypothesis will be tested for eatlhe 8 scores
separately.)

Table 5. Kruskal Wallis Test Results for Average Sare Differences According to Departments

Score JScore 4Score JScore 4Score 5|Score 6]Score 74Score 8
Chi Square |18.951]17.403]15.472]10.592]11.374 |7.049 |5.398 |17.207
Df 5 5 5 5 5 5 5 5
P .002 |.004 |.009 |.060 |.044 217 .369 |.004

According to Table 5, p values for Score 4, Scoené Score 7 are higher than 0.05. Null hypothssiecepted. This
means that these scores don’t differ among depatsme values for Score 1, Score 2, Score 3, Saral Score 8 are
smaller than 0.05. Null hypothesis is rejected.sTineans that these scores differ among departmafiesn average
scores are examined, highest scores for Scoreohdpéb Banking and Finance, for Score 2 to Intéonal Trade, for

Score 3 to Banking and Finance and for Score Bandnternational Trade.

6.5.2 Student Assessment According to Gender

Mann-Whitney test was used to examine whether stualerage scores differ between gendéts. Female (u1) and
male (u2) average scores are equal. (L1=p2)

H: Female and male average scores are not equaiji 21
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Table 6. Mann-Whitney Test Results for Student Avesige Score Differences According to Gender

Scorel [Score?2 |Score3 |Score4 |[Score5 |Score 6 |Score7 [Score 8

Mann Whitney (22186.000|19524.000|19606.000{18886.000|21153.500{20747.000|18575.500{19341.500
u

Wilcoxon W [48521.000|45859.000(45941.000[45221.000]40068.500({47082.000[{44910.500|45676.500
Z -.022 -2.154 -2.097 -2.683 -.847 -1.181 -2.960 -2.350
P .983 .031 .036 .007 .397 .237 .003 .019

According to Table 6, p values for Score 2, Scqre@re 4, Score 7 and Score 8 are smaller th&n Rl hypothesis
is rejected. This means that these scores diffendmn genders. Examination of average scores shitatsfemale
students have higher scores than males.

6.5.3 Evaluation According to High School and the [Bces Where Students Lived Prior to Attending Univesity
The type of high school and the places where stadmed prior to attending university have beardgd. The result is
that, the valug@ value (probability value) is higher than 0.05 for albse types. There fore, the null hypothesis that
student scores do not differ based on high sclypel &nd the places where students lived priortémding university

is accepted at the 95% confidence level. In ottends; high school type of students and the pladesevstudents
lived prior to attending university are not statially significant on average score differences.

6.5.4 Evaluation According to the Family Income oStudents

Kruskal-Wallis test was used to examine whetherilfamcome of students results in a significanffeli€nce on their
average scores. The hypotheses of the Kruskal-$\tait areH,: There is no significant difference between the msea
of 9 groupsH;: At least one group’s mean is different.

Table 7. Kruskal-Wallis Test Results for Average Sare Differences According to Family Income of Studets

Score 1 |Score 2 |Score 3 |Score4 |Score5 |Score 6 Score 7 Score 8
Chi-Squarg8.374 |18.680 [18.535 18.655 12.487 17.911 17.924 19.669
Df 8 8 8 8 8 8 8 8
P .398 .017 .018 .017 431 .022 .022 .012

According to Table 9, the p value (probability \@lus higher than 0.05 for Score 1 and 5. Thereftwe null
hypothesis that the scores of the students do iffer thased on family income of students is accge the %95
confidence level. For Score 2, 3, 4, 6, 7 and &,glvalue is smaller than 0.05. Therefore, the mgliothesis that the
scores of the students do not differ based on diueation level of mothers is rejected at the %95fidence level. In
other words, the scores of students differ basefmiy income for Score 2,3,4,5,6,7,8. Examinatidraverage scores
indicates that students whose family income is betw3001 and 4000 TL get highest scores for Sc@&d,Z2 and
students whose family income is between 1501 af@ 20 get highest scores for Score 6 and 8.

6.5.5 Evaluation According to the Number of Children in the Family of Students

Kruskal-Wallis test was used to determine whethermumber of children in the family of studentauitsin a
significant difference on average scores of stglértte hypotheses of the Kruskal-Wallis test Big:There is no
significant difference between the means of 5 gsodp: At least one group’s mean is different.

Table 8. Kruskal-Walllis Test Results for Average Sare Differences According to the Number of Childrenin the
Family

Scorel |Score?2 |Score3 |Score4 |[Score5 |Score6 |Score7 |Score 8

Chi-Square; 495  |4.153  |10.418 |7.057 |55597  |3.501  |4.485  |2.977
Df 4 4 4 4 4 4 4 4
P 828 386 034 133 231 478 344 562

According to Table 10, the p value (probabilityu&)l is higher than 0.05 for all Scores except S8oreherefore, the
null hypothesis that the scores of students dodifter based on the number of children in the fgnaf students is
accepted at the %95 confidence level. An examinaifoaverage scores indicates that students fromiliés with 4 or
2 children get the highest scores for Score 3.
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6.5.6Evaluation According to the Education of Mothes

Kruskal-Wallis test was used to determine whetler éducation of mothers results in a significarfftedénce on
average scores of students. The hypotheses of thsk#l-Wallis test areHy: There is no significant difference
between the means of 6 groupls: At least one group’s mean is different.

Table 9. Kruskal-Walllis Test Results for Average Sare Differences According to the Education of Mothes

Scorel |Score2 |Score3 |Score4 |Score5 |Score6 |Score7 |Score 8
Chi-squarg2.926 12.940 13.624 13.052 4.770 7.835 7.298 17.617

Df 5 5 5 5 5 5 5 5
P 711 .024 .018 .023 .445 .166 .199 .003

According to Table 11, the p value (probabilityua) is higher than 0.05 for Score 1, 5, 6 and &ré&tore, the null
hypothesis that the scores of students do notrditised on the education of mothers is acceptdw &695 confidence
level. For Scores 2, 3, 4 and 8, the p value idlemian 0.05. Therefore, the null hypothesis thatscores of students
do not differ based on the education of mothersejected at the %95 confidence level. In other wpitores of
students differ based on the education of mothnsexamination of the average scores indicates tthatstudents
whose mothers have an elementary school educagioting highest scores for Score 3, 4 and 8 andttiients whose
mothers have a university education get the higbastes for Score 2.

6.5.7Evaluation According to the Education of Fathes

Kruskal-Wallis test was used to determine whethereducation of fathers results in a significaffedence on average
scores of students. The hypotheses of the Kruskalis\test areH,: There is no significant difference between the
means of 6 groups$l;: At least one group’s mean is different.

Table 10. Kruskal-Wallis Test Results for Average Sore Differences according to the Education of Fa#rs

Scorel |Score2 |Score3 |Score4 |[Score5 |[Score6 |Score7 |Score 8
Chi Squarg2.212 2.405 11.162 3411 9.150 1.837 1.896 12.948
Df 5 5 5 5 5 5 5 5
P .819 791 .048 .637 .103 871 .863 .024

According to Table 12, the p value (probabilityua) is higher than 0.05 for Score 1, 2, 4, 5, 6 An@iherefore, the
null hypothesis that the scores of students dodiffer based on the education of fathers is acckptiethe 95%
confidence level. For Score 3 and 8, the p valugmialler than 0.05. Therefore, the null hypoth#sit the scores of
students do not differ based on the education thiefa is rejected at the 95% confidence level.theowords, the
scores of students differ based on the educatidiatbérs. An examination of average scores indéctttat students
whose fathers have an elementary school educaébthg highest scores for Score 3 and studentseMatisers are
literate get the highest scores for Score 8.

6.5.8 Evaluation According to the Profession of Mdters and the Upbringing Style of Students

The profession of mothers and the upbringing siylstudents have been evaluated by Kruskal-Wastb find out if
average scores of students differ. For all scdrep tvalue is higher than 0.05. Therefore, the null hypothelsat the
scores of students do not differ based on educaifomothers and their upbringing style is accepaédhe 95%
confidence level. In other words, scores of stusleiotnot differ based on the education of mothedstheir upbringing
style.

6.5.9 Evaluation According to the Profession of Faers

Kruskal-Walllis test was used to determine whetter profession of fathers results in a significaiffecence on
average scores of students. The hypotheses of thsk#l-Wallis test areHy: There is no significant difference
between the means of 5 groupls: At least one group’s mean is different.
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Table 11. Kruskal-Wallis Test Results for Average Sore Differences Among the Profession of Fathers

Scorel |Score2 |Score3 |Score 4 Score5 |Score6 |Score7 |[Score 8
Chi-Squarg5.267 7.815 11.254 8.964 1.037 12.541 12.306 6.349
Df 4 4 4 4 4 4 4 4
P .261 .099 .024 .062 .904 .014 .015 175

Examining Table 14, the p value (probability valiejigher than 0.05 for Scores 1, 2, 4, 5, an@ii&refore, the null

hypothesis that the scores of students do notrdifised on the profession of fathers is acceptdiea®5% confidence
level. For Scores 3, 6 and 8, the p value is smtiken 0.05. Therefore, the null hypothesis thatgbores of students
do not differ based on the profession of fathersejected at the 95% confidence level. In otherdspiscores of

students differ based on the profession of fathArsexamination of the average scores indicates ttie students

whose fathers are private sector employees gétigihest scores for Scores 3, 6 and 7.

7. CONCLUSION

Throughout the world, student interest in entrepueship as a career choice is growing, while irstene traditional
professional employment in big business is gragidgtlining (Kolvereid, 1996: 46).

Improving entrepreneurship is one of the ways tilithelp Turkey to guarantee its place in the nesenomy and to
diminish the economic disparity it faces in compani to developed countries. Generation of persadseaterprises
with entrepreneurial mentality will pave the way da economy that is more productive, innovativenpgetitive,
creative, and flexible. Therefore, the level of fas will increase as long as the private initiativbased on
competition, so-calledffee entrepreneurshig’ is consolidated.

While there is a sharp shift from industrial sogitt information society, the capability of indivdls and countries to
remain ‘above competitiori depends on the discovery of their entreprenépoéential. Therefore entrepreneurship is
recognized as tharhpulsive power’ leading to economic development, job creatiord social improvement.

Until recently, the determining factors used tovireighted as 30% for academic and technical knovde@d% for
practice and experience, 36% for individual chamastics either natural or acquired, while the rofeeducation was
also acknowledged. The shift to the informationistycchanged the percentages in favor of the ¢ioshponent and the
entrepreneurship of the 2&entury started to be defined asfbrmatics entrepreneurship’ (Senocak, 1992:181).

This field of multiple interests draws attentionr the whole society, especially from academicemd professionals
(Ozbilgin and other, 2005:2000). A deep examinatidriiterature showed that numerous factors playingle in

development of entrepreneurship were taken intowtdcduring previous studies. Potential to earoiing, impacts of
family and education, desire for prestige and dostiatus, professional satisfaction, gaining assgpportunity for

admission or self-employment, and enthusiasm faupation can be counted as some of the outstarfdictgrs

(Paolillo and Estes, 1982:789).

Personality is a principal factor affecting entempaurship which gives individuals the initial cogeao turn their ideas
into concrete projects and the persistence to presbeir desire for success (Naffziger, 1999:22).

To initiate an enterprise; opportunities need tademtified, a business plan needs to be develapedprocesses like
administration and supply of necessary resourced tebe revised (Hisrich and Peters, 1992:30)sid®s, upgrading
personal interests, desire for economic benefit@oflts and the need for success as a psychologacable are basic
motivations for initiation of entrepreneurship.

According to the outcome of the survey, the majooit students of 34.1% believe that the prograny e enrolled
will provide them the income level and status tladegire, while 26.8% see their future in self-emgplent. When
asked about the field they are willing to work aftgaduation, 51.7% expressed their preferencevorfof private
sector, followed by 20.1% planning to start up itheein business. Furthermore, high level of desire'iigh income”
and “working independently” can be considered asflection of their entrepreneurial tendency. Thessults should
be interpreted as an indication of students’ wgjfiass to €reate jobs rather than looking for jobs”.

Under the concept of entrepreneurship liesasculineimage created by actions such as eagerness, Be|dmirage,

self confidence, risk taking. Therefore, gender wagected to have an important impact on entrepréadeactivity
which was disproved by the survey results. On thatrary, scores of girls with regard to the detaing factors of

214



entrepreneurship indicated higher results. It iss@e that the more active involvement of womeirbuisiness, their
growing interest in entrepreneurship, and consettpuebirth of “business woman” concept as opposed to
“businessman” are underlying factors.

Therefore, it will be better to look at the futurather than the past, when the relationship betwmefessional

tendency and entrepreneurship is analyzed frongyéimeler perspective. Because female entrepreneziesxpected to
stand out in business world with their emotionadlifications such as tolerance, reconciliation demmess, patience,
and readiness to share.

Another factor that was taken into consideratiors wee environment they were living in before théversity and the
type of high schools they graduated. However, tifes®rs turned out not to be important, upon tiues based on the
expectation of higher entrepreneurial tendencydividuals born and having lived in rural areas.

While the entrepreneurial spirit can be genetimifig environment and education do also contritiatés development
(Bird, 1993:15). The impact of the family is detémed by the social and economic conditions. Engeeurs mostly
rely on their own knowledge, experiment and capithkerefore, young people from families with loveame level are
expected to have a motivation for search agsurance”and tend to take jobs in public sector providinfixad and

periodic income. This expectation was confirmedh®y survey and the students from high-income segmemed out
to have higher entrepreneurial tendency.

Regarding the number of children in the familysievident that their means to raise children angrépare a future for
them decline with the increasing number. This fact to the assumption that the children of famileith fewer
children will have lower tendency for entreprendips The survey showed that this tendency was madtserved in
students with families of four children, followeg those with two children.

With regard to the impact of the education levdlparents in the entrepreneurial willingness, sisipgly children of
primary school graduates children were observeletanore eager to have his/her own business. Onttiee hand,
mothers’ occupation and their way of growing upnaad out not to be influential on their children’strepreneurial
willingness.

Since taking over the father’s business is coneiléo be an important factor, its relation to théddcen’s choices of
occupation was measured as well. Apparently, thiéddreim of fathers working in private sector havegher

entrepreneurial tendency compared to others. Fiue/s that starting up one’s own business is seensaution vis-a-
vis the difficulty of finding a job with a fixed @ome either in public or in private sector.

Entrepreneurship is acknowledged as the cornerstdnthe economies. Therefore, encouragement of eusity
students in this direction will pave the way to Merlucated enterprise owners and more competitreelycts and
services by increased quality, design, and custosaéisfaction. To conclude, this study shows tle treative
gualifications of students need to be developedutin education in universities in order to encoardigem for
entrepreneurship. To foster entrepreneurship, afie®il courses have become increasingly commonreriiary
institutions and enterprise education has been qimahto encourage entrepreneurial behavior (Peteand Kennedy,
2003: 131). This way, the number of entreprenears lee increased, there by contributing to bring @camtry to a
leading position.
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ABSTRACT

This study aims to examine how the Turkish bus gagsr transportation companies perceived theirrenmient .
Based on organization and environment literatuneriiB and Stalker, 1961; Emery and Trist, 1965; Tiigom, 1967;
Lawrence and Lorcsh, 1967; Dill, 1958; Duncan, 197tffer and Salancik; 1978) a field study conddctMilliken
(1987) typology of environmental uncertainty wasdigor research design. Results showed that % TZuddish bus
passenger companies are not aware of the threaisgdrom Turkish airline sector(state) , % 19 loémn do not think
the progression of domestic airlines can affedhogat their business (effect) and % 51 of thewehzot planned any
strategic response against airlines companiestth(ezsponse). Research limitations and suggestiorfsture studies
were also discussed.

Keywords: perceived environmental uncertainty, strategipease, bus passenger transportation companieisgairl
Turkey

1. LITERATURE REVIEW

Relationship between organization and its enviramrhas been a fundamental subject in organizatieary literature.

“Organizational environment” is defined as all edats that exist outside the boundary of the orgdiaiz and have the
potential to affect all or a part of the organiaati (Daft, 2004).Duncan (1972) also defined thevilemment” as the
concerned social and physical factors outside twndlary of an organization that are taken into ictamation during

organizational decision-making. The environment dsn divided in two layers: task environment and egeh

environment. Task environment includes the elemanid sectors which affects the organization anditsiness
strategy directly such as competitors, suppliaustamers. General environment includes sectorsnibiahave a direct
impact on the organization but have effect indlyestich as economic, political and social sectors.

Organization’s environment is a major source ofeutainty for managers, responsible for establishéxgernal

opportunities/threats and organizational decisicaking. Therefore, the concept “uncertainty” hasnbeecentral

element of the organizational theory literature.

In environmental uncertainty literature the ternmvigEonmental uncertainty” has been used both asszriptor of a
state of organizational environment and as a g#ecrof a state of a person who perceives hintsetfelf to be
lacking information about the environment. The tesnvironmental uncertainty is defined in two pecijppes: Some
theorists’ characterized environment in terms of fudjectively uncertain they are and others studiedconcept as a
perceptual phenomenon. But the most common defisticited by the organization theorists are thesombich
environmental uncertainty is studied as a percéptuanomenon. Three common definitions are (Milik&987):

(1) An inability to assign probabilities as to tlieelihood of future events. / Duncan.1972; Pfe$fSlancik, 1978;
Pennings, 1981)

(2) A lack of information about the cause-effedatienships (Lawrence&Lorsch, 967 Duncan, 1972 ;)

(3) An inability to predict accurately what the ocomes of a decision might be (Duncan, 1972; Sclé&xnigihmings,
1976)

About the concept “environmental uncertainty”, nuows conceptualizations have been explored initheiure. But
two of them were the dominant ones; information eutainty and resource dependence theory. The irafiiom
uncertainty perspective is built on the assumptiat uncertainty appears from a lack of perfeatrimiation about the
environment. (Lawrence and Lorsch, 1967; Thompd@67; Duncan, 1972; Milliken, 1987) Lawrence anddoh
(1967) and Duncan (1972) both argued that impekieotvledge about the environment created unceyténtfirms. It
was also posited that managers would perceive th@omment under the influence of their trainingdapersonal
characteristics. Therefore, perceptions playedgaifgiéant role in determining the amount of uncitya managers
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perceived in the environment. Lawrence and Lord@67) defined three components of environmentabdamty.
The first component was the lack of clear informatabout the external environment. The second caemtovas the
length of time for results of feedback after stgateaction and the last component was the gene@rtainty about
causal relationships. Duncan (1972) argued thatéuainty and the degree of complexity and dynanaitshe
environment should not be considered as constattrfes in any organization. Rather, they are degr@ndn the
perceptions of organization members and thus cay imatheir incidence to the extent that individadiffer in their
perceptions” (Duncan, 1972).Consequently, Accordimg.awrence and Lorsch (1967), and Duncan (197 2yais
impossible for an organization to have perfect kieolge about its environment and this lack of infation causes
uncertainty for the organization. In addition, ttigeats and opportunities that managers perceiveexist in the
external environment determined a firm’s strategitions and strategic options. The other perspedivout the
concept environmental uncertainty is “Resource Ddpacy”. Resource Dependence Theory is based ocotistruct
that organizations are dependent on limited ressung the environments for survival. A lack of aohtover these
resources creates uncertainty for firms operatintpat environment. According to Pfeffer and Sailafi®78) there are
three factors that influenced the level of deperdenf organizations on particular resources. Fitts®, overall
importance of the resource to the firm was criticaldetermining the resource dependence of the. f8atond, the
scarcity of the resource was also a factor and demsither factor influencing resource dependencetihe competition
between organizations for control of that resouficagether, all three of these factors acted taarfte the level of
dependence that an organization had for a particeturce. Within the resource dependence scti@knvironment
was seen as the source of scarce resources thafcritical to a firm’s survival. It was the lack obntrol over these
critical resources, rather than a lack of informatithat gave rise to environmental uncertaintyvilmments that
contained high levels of resources were perceiwelbss hostile to the stability of organizationfieveas those with
low levels of resources acted to increase the sitieiof competition among firms. Accordingly, resoel dependence
theorists argued that in order to reduce the impéthis environmental uncertainty on organizatigparformance, it
was necessary for organizations to develop anadisustfective relationships with their external #omment.

1.1Measuring Uncertainty

Burns and Stalker studied twenty English and Sslotindustrial firms to determine how their orgatimaal structure
and managerial practice might differ based orediifit environmental conditions.(Burns and Stallég1) Burns and
Stalker analyzed the factor environment with twg Kémensions: technology and rate of change inntaeket. They
labeled the two structures as organic and mech@aniechanistic structures were characterized Igh liomplexity,
formalization and centralization. Organic structurevere relatively flexible and adaptive, loosely fimed
responsibilities rather than on rigid job definitsy low formalization, lateral communication, irdhce based on
expertise and knowledge rather than authority. Tielieved that the most effective structure is tha adjusts to the
requirements of environment. It means that usingjgteof mechanistic in a stable and certain envivent and an
organic design in a turbulent environment. Howeteey recognized that mechanistic and organic desige defines
the two ends of a continuum. So, no organizatiopugely mechanistic or organic, but moves towareé on the
other.(Robbins:1990)As a conclusion, they emphdsitteat one was not preferred over other. The natfre
organization determined which structure is superior

Emery and Trist identified four kinds of environntiefl) placid-randomized, (2) placid-clustered, (#turbed-
reactive, and (4) turbulent field. They describadheone as increasingly more complex than the pusvone.

(1) In the placid-randomized environment changd®g place slowly and the uncertainty is low sagiee-making
does not require emphasis to the environment.

(2) In placid-clustered environment changes devellmwly, but threats are clustered, not random. @&turbed-
reactive environment is much more complex thenpttexious two. (4) Turbulent field environment is i@dhe most
dynamic and highest uncertainty. In this type ofiemment, eenvironmental elements are increasioghanized and
interrelated.

Lawrence and Lorsch went beyond the work of BurnStélker and Emery & Trist about searching moratiahs
between environmental differences and organizattaictures. They asked the question: Which orgéinizatructure
is more efficient under different environmentaluggments?

Lawrence and Lorsch looked at two dimensions: difiiation and integration. The dimension diffefatibn is about
different attitudes and behaviors among the mamagervarious departments. Lawrence and Lorsch arghat

managers will differ in their goal orientation, #nframe and interpersonal orientation. Differeiiatcauses a
difficulty about getting agreement. Therefore, thegree of differentiation becomes a measure of teitp and

indicates greater complications and rapid changes.
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The other dimension, integration is about the quali collaboration among interdependent units degartments. It is
needed to overcome differentiation and achieveywfieffort among units.

As a result of their research they emphasize thatorganization unit's structure can differ ongaktment to other
related to characteristics of environment with vkhitcinteracts.

Lawrence and Lorsch’s research concluded that argtions perform better when the levels of diffdi@ion and
integration match the level of uncertainty in thevieonment. Organizations that performed well incentain
environments had high level of both differentiatiand integration, while those performing well irsdeuncertain
environments had lower levels of differentiatiordantegration. Thompson (1967), @rganizations in Actionargued
“uncertainty appears as the fundamental problenedanplex organizations and coping with uncertaiat/the essence
of the administrative process” (Thompson, 1967.52). He conceptualized a firm’s external environtria terms of
two main dimensions: heterogeneity/ homogeneity stadility/dynamism. A heterogeneous environmemissied of
many elements that were different in nature; a hgegmeous environment contained very similar elemenite
stability/dynamism dimension referred to the rafecbange present in the environment. A dynamic r@mmnent
changed at a very rapid pace and thus createda deal of uncertainty for firms; a stable envir@amintypically
remained unchanged and was therefore more preftictBincan (1972), employing the works of Emery amist
(1965) and Thompson (1967), also argued that tivere two main dimensions along which the environneenld be
measured. Duncan called these the simple-complagrion and the static-dynamic dimension. The srpmplex
dimension measured the number of factors that wessent in the environment. A simple environmemtsisted of a
small number of key factors; a complex environmemttained many different defining factors. The istdynamic
dimension of the environment was concerned primpawith the amount of change in these factors. Aticsta
environment experienced little or no change, whildynamic environment was in a constant state afgh.Building
on the work of Lawrence and Lorsch (1967); MillikétP87) suggests that there are at least threerelift types of
uncertainty about the environment which can be ea&peed by organizational administrators as staffsct and
response uncertainty. State uncertainty is a parakpincertainty about the state of the environmenthis type
administrators perceive the organizational envirenhor a particular component of the environmeniredictable.
Milliken notes that state uncertainty appears i@ kck of information about the nature of the eswment. State
uncertainty is an incomplete understanding of thelgationships between elements in the environraedtmeans that
one does not understand how components of envinohmiéd be changing. In a further study of Millikgd990), she
theorized that state uncertainty mapped with theariging” phase of the Daft and Weick model (1984¢.Becond
type, effect uncertainty appears in the lack of arathnding in cause-effect relationships. Millikeefined effect
uncertainty as an inability to predict what the unat of the impact of a future state of the envirenmor a
environmental change will be on the organizatidme 8eorized that state uncertainty mapped witHititerpretation”
phase of the Daft and Weick model (1984).The Iggé tof uncertainty in the Milliken’s (1987) modal fresponse
uncertainty” Response uncertainty is a lack of kieo\ge of response options or an inability to pretfie consequences
of a response choice. Milliken believes that responncertainty is experienced in the context ok@dnto make an
immediate decision. Milliken (1990) believes thasponse uncertainty fits with the responding pleditbe Draft and
Weick (1984) model.

2. STUDY

In order to examine whether the Turkish bus passemmgnsportation companies perceive threats @aigthfrom their
environment a field study conducted. Milliken (198ypology of environmental uncertainty was used research
design.

2.1 Data and Method

Data was obtained from 108 bus passengers traasipartfirm’s managers located in Bursa by usingicitired
interviews. Based on Milliken’s typology a measwr&s developed for this study. It consists of thdimhotomized, as
yes or no, and two open-ended questions. Thettiotized questions are:

(1) Are you aware of what is happening in Turkish eansportation sector?
(2) Do you think the progression of domestic airlioas affect on or threats your business?
(3) Have you planned any strategic response againgtegicompanies’ threats ?
If the respondents answers the last two questisyesa then we asked them;
(4)"Please explain how and to what extdwet dirlines companies threat you? ” and
(5)"Please explain what kind of strategésponses have you planned? in order to get detafleuination.
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3. RESULTS

Results are summarized as shown in Table 1, TabledZTable 3. Table 1 shows that % 12 of Turkish passenger
compaies are not aware of the threats coming framkih airline sector (state) , % 19 of them do tiobk the
progression of domestic airlines can affect ordhtbeir business (effect) and % 51 of them hasteptanned any
strategic response against airline companies thfesgponse).

Table 1: Distribution of environmental urtertainty types perceived by managers

Types of uncertainty Questions Percentages (%)
Yes No

STATE 1.Are you aware of what is happening in Tsinki 88 12
air transportation sector?

EFFECT 2.Do you think the progression of domesdtimas 81 19
can affect or threat your business?

RESPONSE 3.Have you planned any strategic respayeast 49 51
airlines companies threats?

Table 2 shows how do managers perceive the stast Tiprkish airline companies and what are theicpptions about
the effects or threats coming from this start dResults show; % 39 percentages of managers thatkthis start up
decreased their market share in the sector. % Zépeges of managers think that the consequenteésdaftart up was
the competitive advantage decline. Besides, % 1Zepéages of managers noted that they have madeaftes the

progress in Turkish airline sector. Remarkably %pg&fcentages of mangers think that the start wrtfie sector had
only local affects. According to them only the loigtance expeditions were affected by the progressirkish airline

sector because airlines doesn't preferred in shisthnces by the passengers because of the higgs i plane tickets.
Another remarkable result is that; some of the rgaraperceive the progress in the airline sectesuasdal threats for
the small firms.

Table 2: Distribution of strategic effects perceivd by managers

Types of Effects Frequencies Percentages (%)
Market Share Decline 29 39
Competitive Advantage Decline 20 27
Increased Loss 13 17
Local affects only 9 12
Suicidal threats for the small firms 3 4

As mentioned above only 49% of the respondentsrtegahat they have a plan including strategic easps to airline
companies’ threats. Table 3 shows the types ategjic responses preferred by the firm manageis. diear from

Table 3 that the vast majority of these manager§5ffpreferred low price strategy and making distaum ticket

prices as a response. The other responses prefgrrhe managers are trying new expeditions (%) increased
service quality (%4). Findings also show that sarhthe managers both made discount on ticket pacekincreased
service quality (%15) and both made discount dtetiprices and tried new expeditions (%6).
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Table 3: Distribution of strategic respoge types preferred by managers

Types of Responses Frequencies Percentages (%
Discount on Ticket Prices 31 65
New Expeditions 5 10
Increased Service Quality 2 4
Both Discount and Service Quality 7 15
Both Discount and New Expeditions 3 6

4. CONCLUSION

Results suggest that % 88 of bus transportationpeoies are aware of the speedy growth of Turkislines
companies. The 81% of the respondents reportedattimies companies threat them. The remarkalblgirfigs of our
research are that 51% of the bus transportatiorpaaies had not planned any strategic responseastelthallenge. In
conclusion, despite the fact that Turkish bus pansition companies have realized that there liseat originated from
Turkish Domestic airlines start- up, they have a@¢telop any strategic response in comply with agiatmanagement
literature.
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