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Objectives: The role of SMEs in developing innovations has become more prominent in global competition policies. Personal networking and multi-firm clustering are crucial in facilitating this process. Also, SMEs are seen as conduits for new knowledge to spill back into local labour markets. However, only a minority of SMEs behave in this way. This paper seeks to determine whether: (1) growth-orientation and a propensity to network significantly distinguish SMEs that engage in international trade; (2) SME local embeddedness characterises non-entrepreneurial SMEs.

Prior work: (1) 2001–03 pan-European OUBS study on the growth and trade impact of broadband on existing networks. (2) SERTeam quarterly surveys (2005-07) of UK SMEs on networks, innovation, growth-orientation, performance and propensity to trade internationally.

Approach: The paper has used some 700 common SME respondents to different SERTeam surveys to explore three questions: (1) Are the SMEs members of networks and clusters more likely to engage in international trade? (2) Are entrepreneurial SMEs (growth-oriented innovators) more likely to engage with other firms in international trade? (3) Are SMEs more embedded in their local communities less entrepreneurial and less likely to trade internationally?

Results: Most SMEs (85%) are members of at least one type of network and most respondents (60%) trade with other firms rather than directly with consumers. The 36% of SMEs in clusters were more likely to export, innovate, trade online and have growing sales. Some 53% of respondents see themselves as part of the local community. One in five (21%), especially wholesalers, business services, transport firms and manufacturers set their focus further afield. The SME owners who join clusters are more open to the world but this appears to be due more to industry effects than to a formal growth strategy.

Implications: For policy makers, some support for the development of clusters that recognise the informality of SME relationships; For entrepreneurs, no single ’best’ practice. Pursuing their own international agenda is as valid as seeking to collaborate in clusters. Practitioners should encourage SMEs to develop basic capabilities that enable them make use of knowledge and to keep their options open.

Value: The paper has identified key characteristics of SMEs that engage in the global economy through international trade. The were significant differences between cluster SMEs and those that prefer to preserve their autonomy and engage in the global economy as individual firms. These findings are important for the development of effective policies encouraging SME participation in the global economy .
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1.
Introduction

1.1 Innovation policy

Public policy focus on the main role of small and medium enterprises (SMEs) in the development of modern, competitive economies has moved over the past two decades from that of job generator to that of innovation creator. There has been a corresponding shift from a broad focus on small firms and the self-employed to a tighter focus on entrepreneurs and the processes of successful entrepreneurship.  This shift in focus also represents the ascendancy of Schumpeter’s (1934) model of the entrepreneur as the creator of innovations in order to gain competitive advantage over rivals. Examining the rationale, aims and objectives of policy documents in this area (DTI, 1998, 2004; EC, 2001), three distinct but overlapping main parts that SMEs are expected play with respect to boosting innovation in the economy emerge:

· Inventors and prime sources of innovation;

· Adopters, adapters and disseminators of external innovations.

· Key participants in new product development, production and distribution systems.

The individual entrepreneur or small entrepreneurial firm, driven by a need to gain a competitive edge over their rivals through creating new products, services, processes, marketing and sources of finance, is the classic Schumpeterian model of innovation. As ‘gales of destruction’ sweep away slower and less efficient businesses, successful entrepreneurial firms swarm in to replace them thus increasing the overall innovation, efficiency and competitiveness of the economy.  However, taking the first SME role of the entrepreneur being the source of successful innovations, the evidence seems to indicate that large organisations are by far the most important sources of innovation. Except in high technology areas where entrepreneurial small firms can have very specialised knowledge (such as in bio-technology, software applications and so on), most small firms to not have the capabilities, resources or scope for developing and exploiting innovative products, processes or services by themselves in any significant or large-scale way.  

Although patent registrations are a far from perfect proxy for the degree of innovation in an economy, they are used quite widely in the absence of better measures and have shown clearly for a long time that the rate of innovation is strongly linked to the rate of overall research and development (R&D) activity (Pavitt,1984). The bulk of R&D is conducted by large public and private-sector organisations. Over time, Schumpeter (1942) came to recognise this and his later position stressed the importance of the coordination and resource-based capabilities of larger organisations, a similar position to that of Peter Drucker (1985). For an individual entrepreneur or a small entrepreneurial firm to be the primary source of successful innovations generally requires highly specialised, advanced knowledge, highly developed social capital in the shape of strong formal and informal networks and personal connections or almost unlimited access to finance (or, preferably, all three). Not many small firms meet these requirements. Indeed, most new small firms are no longer trading in their original line of business within five years of start-up, and the vast majority of the survivors are not interested in Schumpeter’s recipe for growth.

Consequently, economic development and competition policies that rely on entrepreneurs as their primary sources of significant and sustainable innovation may be rather risky and unreliable. However, the second SME role, that of entrepreneurs as adopters, adapters and disseminators, looks a lot more promising. This is where the earlier, classic Schumpeterian approach is much more promising. This is the territory of the opportunistic entrepreneur where the main function is that of undertaking to turn the new ideas from external sources into successful goods and services. In this role, the entrepreneur is both the coordinator and driver. The most frequent sources of innovative ideas are external, often as a result of perceiving market gaps rather than achieving a unique technological breakthrough. Indeed, a lot of small firm entrepreneurial activity involves spotting an innovative product, process or service in one context and adapting it for use in other contexts, or in adding features to a basic innovation in order to make it attractive or useful to particular segments of customers and consumers.

Much of this entrepreneurial behaviour is consumer-driven and does not involve the application of leading edge technology. There are obvious examples from the worlds of fashion, fast moving consumer goods and the food and restaurant sector. Although these all represent massive markets and provide thousands of jobs, these sectors, however. are not the main focus of competition policy. The key to improved productivity and increased competitiveness is seen to lie in the creation and application of advanced technological innovation and the knowledge associated with it. Increasingly, universities and other higher research institutes across Europe are being urged to establish closer links with entrepreneurs and the business world in order to develop commercial applications of scientific and technological innovations, Much of this collaboration has been, and still is, between large organisations but increasingly and largely as a result of policy-driven initiatives, smaller firms are being encouraged to participate.

Many of these policies seem to involve the strengthening of network ties between firms. Networks will be discussed in more detail below around Figure 1 but, generally, the term is used to cover a broad range of mainly cooperative formal and informal personal relations that groups of people linked by some common bond have with each other (in this paper the focus is on the networks of SME owners). The OECD and others draw a distinction between networks and clusters, which mainly involve relations between firms and other organisations in a geographic locality that can be as much competitive as they are cooperative (OECD, 2004). Networks can transcend physical location but its spatial dimension is a key defining characteristic of a cluster. In AIM Research’s 2005 management research forum that critically examined  clusters and their impact on aspects of regional development, clusters were described as ‘systems of localised economic activity and innovation’ and quoted approvingly the Department of Trade and Industry (DTI) definition of clusters as ‘concentrations of competing, collaborating and interdependent companies and institutions which are connected by a system of market and non-market links’ (Adriani et al., 2005).

Most regions in Europe appear to have policies designed to promote technology-based clusters, some encourage the development of links with firms in other regions, there are innovation centres, enterprise hubs and so on. Alongside these developments has emerged the concept of the knowledge-based entrepreneur who is often a graduate, outward looking, capable of understanding and communicating with the scientific and technological innovators. The emphasis is on collaboration, networking and developing new knowledge. The new entrepreneurial small firms have sufficient knowledge and effective organisational routines and systems, often themselves conducting some R&D in the field, so that they have the absorptive capacity to adapt and exploit the innovative ideas that ‘spill over’ from large firm and university scientific, engineering and technological innovations (Cohen and Levinthal, 1990; Gray, 2006a).

These small firms with high enough absorptive capacity to be able to adapt and profit from leading edge scientific and technological innovations in developing new products and applications are the early adopters of those innovations (Rogers and Beal, 1958; Rogers, 1983). Through their networks they diffuse awareness and interest about their products and, importantly, also learn about other applications and commercial opportunities elsewhere. In this way, knowledge is exchanged and created and successful innovations eventually become acquired by the ‘majority adopters’. Also, as the successful high absorptive capacity, early adopter small firms prosper, they grow and their networks include, as more or less equal partners many leading large organisations. There is a shift for a successful minority of these active small firms into the third main part played by some SMEs, that of key participants in global systems of new product development and diffusion. Crucial to this process and crucial to the success of public policy in this area is a deeper understanding of the outward looking entrepreneurs and how SME networks function. Furthermore, it appears from the issues discussed above that a particular policy challenge is how the small microfirms can be more involved in accessing, exploiting and diffusing innovations locally.

1.2 SME Networks

The main economic advantages of networks for small firms lie in the capacity for sharing knowledge and risk about markets, impact of regulations, products, supplies and so on – activities that are often too time consuming to be carried out effectively by small firms that have less access than large firms to useful information. Some are formal business associations, others informal clusters and some even created by large firms in order to benefit from falling transactions costs in outsourcing or contracting with small specialist services and components firms (Williamson, 1975). Scale and superior information give large firms clear competitive advantages. These information asymmetries can make markets a hostile environment for individual small businesses.  Networks offer a useful halfway house between market uncertainties and corporate hierarchies, though small firm owners themselves also stress the social contact as well as the business opportunities. 

Perry (1999), summarising the economic benefits of networks for today’s small firms, notes that networks offer three distinct advantages to SMEs over both markets and bureaucratic hierarchies:

· improved resource use and sharing or risk; 

· flexibility and adaptability; 

· more effective access to information and skills. 

Porter (1990) sees the competitive advantage enjoyed by certain geographic cluster networks in international or global competition as deriving directly from these economic benefits. The defining feature of Porter’s clusters is their capacity for boosting local and national business competitiveness through drawing on local skill specialisations and other factor advantages. This includes a complex mix of both competitive and cooperative relations between firms in related industries, usually driven by prevalent supply-demand conditions. Although, Porter recognises the importance of local geographic proximity and the density of transactions between cluster firms, his concept is essentially industry based. Although very influential in current local economic development policies, Porter’s approach to clusters has been criticised for conceptual imprecision and for not recognising that effective clusters are embedded in their local or regional economies through cultural and social ties (Martin and Sunley, 2001). Clearly, one element of a successful cluster must be the quality and effectiveness of the networking between firms both within and outside the cluster. It is not clear, however, to what extent the focus should be on local embeddedness or on external markets.

To understand the role of networks in these processes better, the seminal work of Everett Rogers (1983) on the adoption of innovation is helpful. Drawing on his earlier work on the adoption of hybrid seeds and agricultural technology by US farmers in the 1940s, Rogers highlighted the importance of demonstration effects, communication and the role of social networks as crucial determinants of innovation adoption. In particular, he identified how the pressures of uncertainty over the outcome, unknown risks and lack of information raised the importance of social and occupational networks as sources of information. As more network peers adopt a given innovation, communication concerning the risks and outcomes increases within the networks until a critical mass of network members is reached when the dissemination and demonstration effects gather their own momentum and the adoption of the innovation is a success. 

According to Rogers, innovative adopters are usually already involved in the broad field of the innovation and usually with a very strong curiosity to try the latest fads and gadgets. They tend to have higher income and educational levels than their peers. As their enthusiasms lead them to communicate their experiences, they are a vital first step in the diffusion process. However, the next group, the early adopters, are a much larger and more significant group. They are similar to innovative adopters but tend to be more business-minded and prepared to take risks (Foxall and Goldsmith, 1994). They are less obviously ‘faddists’ or obsessives. Being closer in characteristics to the more mass markets, their networking and communications are extremely important to the ultimate successful diffusion of the innovation, which comes when the innovation is taken up by the early majority adopters. Successful innovations will be then be taken up by large numbers of late majority adopters, eventually tailing off when the laggards enter the market. Adoption patterns and characteristics of the earlier consumers vary between different types of products but this model is particularly appropriate to ICT innovations. 

Developing Rogers’ work, Valente (1995) identified two major network effects in the successful diffusion of innovation – relational network diffusion, and structural network diffusion. Relational network diffusion concerns the nature of direct ties among individuals while structural network diffusion focuses on the network member’s position in the social structure. Relational network effects highlight the role of opinion formers and the frequency of communications between members. More frequent contacts with network opinion leaders reduces uncertainty and increases readiness for adoption. The structural effects focus more on the centrality of the early adopters in a network and the quality of their exchanges with other members. Thus, the role of network leaders or hubs is very important (Rogers and Beal, 1958). However, so too is the business relevance of the innovation – opinion formers tend to be early adopters of applications with high business potential (Becker, 1970). Indeed, a three-year OUBS study (Gray et al, 2003) found that networks that included microfirms often had two leading members (or poles of influence) – one with high technological knowledge (the expert’) and the other with much clearer business acumen (the ‘entrepreneur’).

A very important influence on social network theory is the work of sociologist Mark Granovetter (1973) which is critical of the economically rational approach of transactions costs analysis and holds that economic transactions and market behaviour are embedded in the social relations of those involved.  Non-economic as well as economic factors have to be taken into account, particularly with respect to small firms where cultural values are powerful determinants of entrepreneurial behaviour (Gray, 1998). For Granovetter, the social context and the nature of the relationships, or ‘ties’, are more important than the economic function or structure of the network. For instance, strong social ties between economic actors are important in establishing trust whereas weak social ties are a base for flexibility and the sort of mutual collaboration that supports innovation. Strong ties may promote uniformity and thus inhibit innovation. Granovetter’s social ties are strongest in informal, kinship situations and weaker where more formal contracts and agreements govern relationships (such as in supply chain contracts).  Thus it may be surmised that an agglomeration of firms joined by only weak ties would provide an insufficient base for the formation of a cluster and that a successful cluster would embrace a dynamic and changing mix of strong and weak ties between large firms, institutions and SMEs in a locality. Indeed, Granovetter suggests that effective networks should be seen as layered or over-lapping. Figure 1 depicts a typology of small firm networks derived from a three year study led by OUBS on the adoption of broadband by small firms and its impact on existing networks of microfirms (Gray, 2003). 

Figure 1. OUBS Classification Matrix of Networks
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Source: Gray et al, 2002; Gray, 2003.

 This typology of networks is useful in analysing the characteristics of the different networks, relating to the structural differences between networks and their links to knowledge managment.  However, typologies often reveal little about the dynamics of these networks. Indeed, a pan European OUBS study of the impact of broadband on microfirms revealed that successful firms often migrate over time to more dynamic or better connected networks, though often without dropping out of the original network. As Granovetter suggested, multiple membership of networks appears to be common among SMEs.  However, the OECD has reviewed a large number of empirical studies and concludes that the propensity to engage in knowledge-based networks decreases with firm size even though ‘collaborating firms are more innovative than non-collaborating ones, irrespective of their size’ (OECD, 2001). The Small Enterprise Research Team quarterly survey examined network effects in UK small firms in the 2nd quarter of 2002. Three types of networking were examined: association (business, professional and trade bodies), supply/value chains and informal cluster networks. Table 3 shows network membership and respondents’ main use of networks. 

Table 1. SMEs network use 2002. (column  %)

	Network use
	Association
	Supply chain
	Cluster
	All networks
	All SMEs

	Social contact
	38
	35
	62
	41
	46

	Business advice
	52
	42
	59
	50
	42

	Technology advice
	30
	29
	33
	29
	25

	New customers 
	20
	23
	31
	23
	20

	New suppliers
	14
	17
	23
	15
	14

	Joint marketing
	13
	12
	17
	11
	10

	Joint purchasing
	9
	8
	11
	8
	7

	Recruiting staff
	3
	3
	3
	3
	3

	Sample (n)
	810
	343
	507
	992
	1168

	 per cent
	69
	29
	43
	85
	100


Source:  NatWest/SERTeam Quarterly Surveys of Small Business in Britain 20:4.

A high 85 per cent of respondents engage in some form of networking and, as expected, there was a great deal of multiple-membership between types of network. The balance between social contact and the business functions such as the sharing of business and technology advice and seeking new customers are clear. Both social and business activities are significantly more developed among the firms in cluster networks, though associations are also used a lot by members for business and technology advice (reassuring for chambers of commerce and trade associations). Granovetter (1973) has suggested that networks are characterised by strong ties have a very high element of mutual trust. Business relations, such as those in Table 1 usually have weaker ties where some degree of caution or weaker trust is present. Strong ties, however, can also be restrictive so in business relations weak ties will offer more flexibility. However, successful small firm networks generally go through a process of weak ties strengthening into stronger ties. According to Brereton and Jones (2001), this process will be further strengthened through network firms beginning to develop an ‘insider mentality’ that excludes potential competing outsider small firms. Ease and speed of communication between members and a share understanding of common purpose characterise small firm networks bound by strong ties but it should be expected that there may be fragmentation tendencies from more active or successful members who may feel constricted. 

1.3 Barriers: effects of competition and SME need for autonomy 

While networks clearly offer benefits to active small firms, there are some counter-tendencies at work as well. Small business owners also cherish their independence and autonomy (Gray, 1998), a motivation that often inhibits their desire to grow and widen their capabilities (or to accept the hierarchical layers of management that inevitably follow). Some networks, indeed, can be quite defensive – almost closed shops – and the increased openness may be seen as a threat; in other cases, the step-jump in communications exposes fundamental differences in business capabilities and strategic objectives, raising the risk of the network shattering rather than developing. However, it is useful to be aware also of the barriers. Small firms face enormous resource constraints – finance, skills and, above all, time. The adoption and use of innovations are a lot more time-demanding than replacing new versions of existing goods and services or adopting new consumer products. 
Another barrier to networking, unless the ties are very weak is the widespread ‘need for autonomy’ among small firm owners. The main motivation most frequently expressed by the owners of small enterprises is a desire for ‘independence’, to be ‘their own boss’ or to preserve their autonomy of responsibility and decision-making (Gray, 1998). For entrepreneurial small firms that seek to maintain their independence by using their newly strengthened order books, enhanced reputation and any newly acquired processes or products to seek new additional customers, the supply-chain relationship may be treated as a platform for launching growth in new directions. Much the same may clearly also be true for entrepreneurial large firms. Schumpeter’s theories, which see the constant failing of old, worn-out businesses and emergence of new entrepreneurs as fresh poles of capital investment and accumulation, place the entrepreneur at the heart of the economic development process. 

The process of vertical disintegration among very large organisations means that firms can release frozen capital by selling off the parts of the firm they no longer feel is central to their main purpose. Often these parts have been sold to former employees or else the contracting out process helps another small firm start or grow. This is a major source of spill-over diffusion of innovation. Sometimes the large firms retain or acquire a stake in these new partner small firms, especially if the small firms are perceived to be in a newly strategic area. New technologies both accelerate this process and provide new investment opportunities. On the other hand, many fast growing small firms feel that their own value will grow if they remain independent and that their own future may lie in competing with the older firms in true Schumpeterian fashion. Some large firms have responded by developing their own autonomous small units as internal ‘small firms’.

Finally, it has to be observed that Schumpeter’s economic model is one that promoted competition between firms and between sectors. Although policy makers constantly refer to a model of strong relations between SMEs and large firms, with the SMEs providing flexibility and fast response times and the larger corporations spearheading Europe’s cause in global competition, it must always be borne in mind that SMEs also compete in all markets with large firms and with each other. Indeed, many of the new small firms created through recent economic dislocation and re-structuring have to be competitive in order to survive. Competition is not conducive to cooperation which is required for effective networking and the development of social capital and absorptive capacity. There is a clear contradiction between the need to use innovations for competitive advantage and the need for cooperation in the development and adoption of innovations. It is likely that successful entrepreneurs are not only able to tolerate ambiguities but are also more likely to be very instrumental in their membership and use of networks. This suggests that the attitudes and mindsets of small firm owners will influence their behaviour with respect to networking, innovation and entrepreneurship itself.

2. 
Methodology

This paper draws on the findings of regular quarterly surveys conducted by the Small Enterprise Research Team (SERTeam), an independent non-profit research body based at the Open University Business School. Each quarter, the SERTeam surveys a national sample of SMEs on a series of performance indicators and examines an issue specific to each quarter. This is published as the Quarterly Survey of Small Business in Britain. Because of overlap of samples between each quarter (roughly 50%), it is possible to match respondents from one quarter to another and thus provide more detailed analysis of related issues as well as developing a longitudinal view of issues. Table 1 has already provided some details on how small firms use different types of network. Table 2 summarises some of the size and performance aspects of small firm networking from the 2002 survey. 

Table 2. SMEs networks, size effects and performance 2002. (column  %)

	Characteristics
	Association
	Supply chain
	Cluster
	All SMEs

	Self-employed (0 employees)
	10
	11
	13
	13

	Microfirms (<10 employees)
	60
	61
	61
	62

	Small firms (10-19 employees)
	14
	14
	14
	14

	Medium (20+ employees)
	15
	14
	12
	12

	
	
	
	
	

	Annual sales up
	46
	47
	51
	45

	Annual sales down
	32
	35
	28
	33

	
	
	
	
	

	Sample (n)
	810
	343
	507
	1168

	 per cent
	69
	29
	43
	100


Source:  NatWest/SERTeam Quarterly Surveys of Small Business in Britain 20:4.

There were no significant size-effects with regard to network membership. Members of local and industry clusters reported a significantly better year’s trading than non-cluster members or non-network members. However, the survey on networking was conducted in mid 2002 in different economic circumstances and before the widescale adoption of broadband and mobile technology by small firms in Britain. As there remains little overlap with the later samples, these findings will be put to one side in this paper.. To examine the issues raised above regarding innovation, external orientation and entrepreneurship, the 654 responses to the 4th quarter 2004 survey on local embeddedness and the 638 responses to the 2nd quarter 2006 survey on growth and innovation are examined in more detail, in order to answer the following research questions:

1) Are there significant size differences with larger (and better endowered) SMEs being more innovative?

2) Is there any evidence that innovation is linked to growth in the way envisaged by Schumpeter?

3) Is there any evidence of an entrepreneurial or innovative ‘mindset’?

4) Are innovative firms more externally-oriented or, as Granovetter suggests, are they more embedded in their local communities?

3.
Findings

The evidence suggests that the size of a small firm as measured by the number of employees has an effect on the firm’s absorptive capacity with respect to its ability to innovate and to adopt innovations, such as information and communications technology (ICT) applications (Gray, 2006b). In contrast to the lack of size effects with respect to the propensity to network (Table 2), there are very clear size effects with respect to the propensity to innovate. Respondents were asked whether had introduced any of Schumpeter’s five types of innovation over the past year or whether they had not introduced any innovations. As Table 3 shows, thee were strongly significant differences between the non-innovators and those who had adopted an innovation and between those who had only introduced one innovation and those who had introduced a wider range of innovations.  There were also significant differences with respect to firm size.

Table 3. Innovation activity by firm-size (employees) -  (column %)

	
	Non-innovator
	Single-activity
	Multi-activity
	All

	Sole trader
	15
	10
	4
	11

	Microfirm (<10)
	63
	58
	44
	57

	Small (10-19)
	10
	15
	29
	16

	Medium (20+)
	12
	17
	23
	16

	Total (n)
	291
	185
	162
	638

	
	Chi2 = 49.713; df = 6; p<0.000
	


Source:  NatWest/SERTeam Quarterly Survey of Small Business in Britain 22:2.

There are clear differences between the smaller firms (sole-traders and microfirms)and those with more than 10 employees in the frequency and scope of innovations that they had adopted over the past year. Further analysis of the very small firms that do innovate revealed that they are more drawn to product or process innovations. Therefore, the answer to the first question must be that yes there are significant size effects and the larger small firms are, on average, more innovative In response to the second question, Table 4 indicates a strong relationship between firms that are oriented to achieve growth (a key characteristic of the Schumpeterian entrepreneur) and the amount and scope of innovation .

Table 4. Innovation activity by growth-orientation  -  (column %)

	
	Non-innovator
	Single-activity
	Multi-activity
	All

	Growth-oriented
	36
	63
	76
	54

	Exit/merge strategy
	19
	18
	36
	17

	Growth averse
	45
	21
	19
	29

	Total (n)
	291
	185
	162
	638

	
	Chi2 = 84.304; df = 4; p<0.000
	


Source:  NatWest/SERTeam Quarterly Surveys of Small Business in Britain 22:2.

Two-thirds of the non-innovators are either indifferent or adverse to the idea of growth, whereas more than three-quarters of those who have adopted a range of innovations are also growth-oriented. This provides strong evidence for an affirmative answer to the second question. This also provides part of the answer to the third question. Growth-orientation is clearly part of any entrepreneurial ‘mindset’ if such a thing exists. Table 5 provides additional evidence of attitudinal differences between innovators and non-innovators that a bit more supportive evidence for the concept.

Table 5. Innovation activity by owner motivation  -  (column %)

	
	Non-innovator
	Single-activity
	Multi-activity
	All

	Responsible for own firm
	45
	48
	43
	45

	Make money
	14
	8
	15
	13

	Build future assets
	7
	15
	14
	11

	Work alone/not told what to do
	12
	4
	3
	8

	Necessity
	7
	8
	6
	7

	Family tradition
	6
	7
	6
	6

	Other
	9
	11
	13
	11

	Total (n)
	291
	185
	162
	638

	
	Chi2 = 83.204; df = 12; p<0.001
	


Source:  NatWest/SERTeam Quarterly Surveys of Small Business in Britain 22:2.

Most respondents report that they are motivated by an intrinsic desire to be responsible for their own firm and their own decisions, with no significant differences between innovators and non-innovators (nor were there between growth-oriented and growth-averse owners). The next two motivators are extrinsic and relate to the more classic economic motives of making money and accumulating assets. If combined together, only the multiple-innovators stand out as being motivated by financial motives. The fourth motivator, to be not told what to do and to work alone is clearly linked to a strong need for autonomy and, as expected, is far stronger among the non-innovators. Thus, there is some support for the concept of an ‘entrepreneurial mindset’ but, in a similar way to the earlier quest for the ‘entrepreneurial personality’, it seems related to a business-mindedness and an identification with and satisfaction gained from showing a high level of competence in successfully managing a business. This does not appear to distinguish between growth-oriented entrepreneurs and successful business owners who want to sell their firms or consolidate rather than grow their firms (or to pursue additional business or non-business interests).

With respect to self-identification (an important part of any mindset), it is interesting to note that 34 per cent of growth-oriented owners (compared with 25 per cent of growth-averse owners) refer to themselves as ‘business owners’ (or businessmen, businesswomen) and 31 per cent as ‘directors’. In contrast, some 25 per cent of growth-averse owners refer to themselves by their craft (butcher, baker, surveyor and so on) and 21 per cent as ‘self-employed’. There were similar patterns with respect to innovators and non-innovators. Interestingly, only 5 per cent of all small business owners actually refer to themselves as ‘entrepreneurs’. These suggest a very strong and clear self-identity but more as a business person rather than as an entrepreneur. Respondents were also very clear about whether or not they have a local or external focus but, as Table 6 shows, this does not appear to be linked strongly to entrepreneurship (and it is even less to the range of innovative activities).

Table 6. Local vs. external business focus  by growth-orientation  -  (column %)

	Business focus
	Growth-oriented
	Exit/merge strategy
	Growth averse
	All

	Very local
	23
	31
	24
	25

	Quite local
	25
	26
	35
	28

	Occasional contact
	20
	15
	13
	17

	No local community
	8
	8
	8
	8

	External, beyond the locality
	24
	21
	20
	22

	Total (n)
	345
	107
	186
	638

	
	Chi2 = 10.580; df = 8; p<0.227
	


Source:  NatWest/SERTeam Quarterly Surveys of Small Business in Britain 22:1; 22:2.

More than half of all small firms (53 per cent) see themselves very much or to some extent as part of their local communities. Clearly the growth-oriented owners are less locally focused and more externally focussed than other firms. However, the overall differences are not significant. The answer to the fourth and final research question, therefore, is that entrepreneurial and innovative firms do not seem to be particularly more embedded in their local communities than other firms. Indeed, there were no significant differences between the ‘very local’ firms and the ‘external’ firms in Table 6 on their responses to a self-reported 10-point entrepreneurship scale (with entrepreneurship defined as ‘competitive, growth-minded and innovative firms). However there were significant firm size differences with ‘very local’ firms being more likely to be microfirms with an average of 8 employees compared with an average of 13 employees for the ‘external’ firms. 

4.
Conclusion

In relation to the first research question, there is clear evidence that firm-size is a very important factor that has to be taken into account when researching entrepreneurship, innovation and networking. The larger small firms (say in the 20 – 50 employee bracket) were found to be more likely to innovate, network and grow than very small microfirms. As these entrepreneurial firms grow, it may be that. as OECD findings indicate, they develop their own R&D capacity and become less cooperative as they pursue their own individual strategies (OECD, 2001). However, other studies indicate that larger ‘focal’ firms that participate in networks still find, as they grow, advantages in networking with smaller  firms  and may even act as a ‘magnet’ in holding networks together (Wincent, 2005). The strength of ties as firms follow different development trajectories is likely to vary between industries and regions. Furthermore, there is clear evidence that each network and cluster is unique with its own dynamics, sense of purpose and structure and that, if SMEs have sufficient capabilities and resources to contribute and exchange, functioning networks are pivotal to successful innovation (Pittaway, 2004). 

At the very small end of the scale, however, there is also evidence of poor potential for cooperative forms of development among the self-employed and smaller microfirms. Indeed, given the social nature of the processes involved in successful entrepreneurship and innovation, the self-employed without other employees, roughly 70 per cent of all businesses in Britain (SBS, 2006), need to be treated as a separate category. Indeed, some 37 per cent describe themselves as self-employed (with 22 per cent describing themselves as business owner/business person and 16 percent by their craft or trade). The earlier category of artisan or ‘artisanal entrepreneur’, as used by Norman Smith (1967) in his seminal work on entrepreneurs, may be more appropriate. Similarly, the microfirms with fewer than 10 employees, which is the EU definition, are also noticeably less active on the average (ands those with fewer than 5 employees even less so) than slightly larger small firms. Many if not most microfirms are very small family business with little added knowledge brought in from outside the firm.

The size effects associated with a small scale are likely to be partly caused by the closed nature of the self-employed and the small micro firms. The pool of available skills, talent and knowledge is limited. On top of that, there is little scope for specialisation of labour and the omnipresent problem of lack of time for planning, developing competences in the firm or even reflecting on experience (learning,), all of which are considered essential for building up absorptive capacity  and the innovative potential of small firms. These problems are further exacerbated by the fact that many small firms operate on the margins and cannot afford to take on new staff and even less new staff that is qualified and experienced.  As mentioned in the introduction, in some cases networks do offer scope for ameliorating these problems. However, networks also require some time to be set aside for active participation, precious time that many of the smallest SMEs find hard to afford unless the network contacts are also customers (or suppliers) of local services. The network in this a case offers essential protection for survival but is rarely a conduit to external opportunities.

For the larger small firms that already have some degree of absorptive capacity, their networks offer much richer entrepreneurial opportunities. Their innovative activities, in much the way as envisaged by Schumpeter, appear to increase with size. This is likely to be particularly true of SMEs that actively and strategically to improve their absorptive capacity and knowledge base. As firms with an external focus are more likely to be part of clusters and wider ranging networks, this finding lends some support to a resource-based view of small firm participation. Furthermore, as discussed in the introduction, effective networks are composed of different types of firm including the locally-embedded and the technologically advanced. These findings are not evidence against Granovetter’s view that effective networks are embedded locally but provide further support to the findings of the OUBS microfirm networks study that active, dynamic, entrepreneurial and externally-focused SMEs are as essential to the effective functioning of networks as the locally embedded firms. 

However, it also seems clear that, if entrepreneurial firms find their existing networks too cautious and held back by ties that bind too tightly, many will shift to more open and wider networks. Entrepreneurs will participate if the structure and purpose of a network or cluster fits their strategic intent at a given time. This is, no doubt an important part of Schumpeter’s ‘gales of destruction’ as the old is let behind in the wake of the new. However, the majority of SMEs are not entrepreneurial in the sense of being driven to innovate in order to grow. The findings from the surveys described above reveal that most SME owners are capable business people, some with modest growth targets, others keen to remain as they are with their businesses providing a comfortable standard of living. For these SMEs, networks are valued as much for their social function and are seen as a source of stability rather than as a whirlwind of innovative activity. However, just as they outnumber the growth-oriented entrepreneurial firms, they are also likely to provide the necessary fabric and enduring structure of functioning networks. Maintaining an equilibrium in an ever-changing world requires considerable experience, judgment and skill, qualities that are necessary if networks are to survive and prosper. The characteristics of these very capable, though not necessarily growth-oriented, firms need to be better understood because successful innovative networks need a mix of both types of SME – the externally focused and the locally embedded.
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