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EXECUTIVE SUMMARY

Poverty remains a core problem for more than 80Wiomipeople around the world, and
numbers are still rising in sub-Saharan Africa.r&pteneurship is now seen as a promising
tool to fight poverty in this region. But despité good intentions, projects to stimulate
entrepreneurship in more impoverished areas dalnatys deliver the results hoped for. How
can initiatives to stimulate entrepreneurship iveleping regions of sub-Saharan Africa
become more effective? In this doctoral dissematiwe sought to address this issue by
listening to the ‘voices of the poor’ and by plagimoverty in a broader perspective.

The first question we tackled is handividuals’ perspectives on poverty impact the
development of opportunitieBoverty is often approached as a purely finarisgle. Many
believe that if you provide resources to the poatdvelop opportunities and increase income,
the rest will follow. For example, some multinatidtirms try to stimulate entrepreneurship
by providing poor landholders training in commelégaming and the opportunity to become
part of their global value chain. Yet, these oppoities are usually not recognized by the poor.
We have developed a theoretical explanation for whgh initiatives are often not very
successful. For people who are poor, poverty isentloan a financial concept: it is a lack of
quality of life in the broadest sense. Increasmgpime is not always a goal in itself. Money is
not unimportant, but it is mostly a means to an.eHdwever, given the prevailing
characteristics of poverty-stricken regions (fglimstitutions, demanding family members,
lack of access to financial and human capital),epeople might find it too risky to pursue
potentially wealth-generating opportunities. In idagig entrepreneurship development
programs, we urge practitioners to be increasirsglysitive to the real needs of the poor.

Programs should be less top-down and focus morecreating sustainable businesses
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embedded in the local context. And that often meagating opportunities together instead of
merely presenting them to the poor.

The second question we investigatedh@v and why entrepreneurs who receive
microcredit, allocate these financial resources liosiness or to non-business purposes.
Microcredit, which refers to the disbursement ofafinioans for starting or expanding a
business, has often been celebrated for its pesithpact on enterprise development and
poverty alleviation. However, it has also been desti@ted that borrowers use microcredit to
cover non-business related expenses such as louitdaterials, food and school fees. Such
observations are alarming because the absenceeritjad revenues to repay the loan can push
borrowers into deeper poverty. In our research,foeend that some entrepreneurs were
narrowly focused on increasing personal income,red others were broadly focused on
expanding possibilities for the family that couhdl to a better quality of life (e.g. through
education). These different foci determined targdaxtent the way they looked at microcredit
and how they spent it. Microfinance organizatiolnat twant to stimulate wealth-generating
entrepreneurship could benefit from better contrethanisms to ensure that the money is used
for the business. Yet, they could also try to beeonore clear in what they want to focus on
as an organization: poverty alleviation or entrapreship. In determining this focus, the
organization needs to give more consideration doviduals’ different views on poverty. We
believe this is a key way to ensure microfinancegmms can become more effective in

actually improving the poverty situations of people
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CHAPTER 1: GENERAL INTRODUCTION

Entrepreneurship is consistently considered to keyadriver of economic welfare (Kirzner,
1997; North, 1990; Schumpeter, 1934). Also in sah&Ban Africa (SSA), home to 34 of the
48 (70%) least developed countries in the world QI®D, 2016), entrepreneurship is
believed to yield great potential for socio-economaform and poverty alleviation (African
Development Bank, 2016). Indeed, the prevailingwie that opportunities are abundant in
sub-Saharan Africa, and that the only thing peoged is a little bit of help (e.g. access to
finance) to grasp these opportunities (Ruheng@i6® However, if it would be so simple,
why then do so many entrepreneurship developmdrdtines to pull people out of poverty
through the generation of income and employmengels fail to materialize (Banerjee &
Duflo, 2011)? Overall, in this doctoral dissertatiwe aim to help solve this puzzle through
developing an enhanced understanding of the miarafations of entrepreneurship
development in SSA
In keeping with recent scholarship (Bradley, McMull Artz, & Simiyu, 2012; Webb,

Pryor, & Kellermanns, 2015), in this dissertatiom morrow Nobel prize winner Amartya Sen’s
view of “development as freedom” (Sen, 1999) toaabe a multi-dimensional view of poverty
(Hulme & Shepherd, 2003). Traditional welfare eaoits typically equate wellbeing with
income, and thus emphasize initiatives to incr@asame through job creation (Ansari, Munir,
& Gregg, 2012). Sen criticised this perspectivel advanced the view that poverty should not
only be defined in terms of an individual's lack iatome, but more broadly as a lack of
capabilities to be able to achiefumctionings(Sen, 1999). Capabilities refer to an individual’s
possibilities “to do this” or “to be that” (for ergple having the means of avoiding hunger;
Sen, 1985: 201). Functionings refer to the actuatlyieved wellbeing (for example not being

hungry; Sen, 1985). Sen’s reasoning about the dreeid achieve wellbeing does not imply
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that income comparisons are irrelevant — the lddkamme can lead to serious deprivation for
an individual (Sen, 2006) - but that income repnesgist one of the possible means to achieve
functionings that people truly value in life, itnet an end in itself (Ansari et al., 2012).

To further explain and define the scope of theatisgion, the general introduction is
structured as follows. First we break up the tildJnderstanding microfoundations of
entrepreneurship development in sub-Saharan Afiirt@® its main constituents. We start with
an overall framing of entrepreneurship developniestub-Saharan Africa. Next, we motivate
why we chose to focus on microfoundations in depielg our theoretical understanding of
entrepreneurship development and we delineatertheepses of opportunity origination and
opportunity exploitation. In the final section dfig chapter, we introduce the research

objectives of this dissertation.

1.1 SCOPE OF THE DISSERTATION

1.1.1 Understanding Entrepreneurship Development irsub-Saharan Africa

Entrepreneurship has long been considered to hecetdriver of social and economic
upliftment (Schumpeter, 1934). Indeed, empiricabesrch has demonstrated that the
emergence of new businesses is an important meaoseate employment and economic
growth (Van Praag & Versloot, 2007; Wennekers & fkiul999) and this is even more so in
developing regions (Frese, 2000). The developmiesmtepreneurial activity is also globally
promoted by governments and organizations in deusdocountries. Many national and
international institutions have developed poli@esl programs to provide incentives to poor
individuals to build their own businesses or tonstiate entrepreneurial activity to become part
of multinationals’ production operations (Naudé, 1@0 Reynolds, 2012). Especially

microfinance, which now reaches about 211 millieogle worldwide, has been lauded for its
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approach in promoting small business formation enedoping regions (Reed, Rao, Rivera,
Gailly, Sanchez, Rogers et al., 2015). In additionthat, supporting participation in
multinationals’ global value chains remains a kegaaof interest to business executives and
policy makers in efforts to alleviate poverty thghuentrepreneurship development (George,
Corbishley, Khayesi, Haas, & Tihanyi, 2016a; H#atos, Sheehan, & Silvestre, 2012;
Kaplinsky, 2000).

In this dissertation, we focus specifically on epteneurship developmeit sub-
Saharan Africa (SSA)Scholars have argued that part of the solutiothéohigh levels of
poverty in SSA is entrepreneurship (George e28ll6a; Herrington & Kelley, 2012; Khavul,
Bruton, & Wood, 2009). Indeed, a heightened undedihg of the entrepreneurial process in
the region can help tackle this “grand challendggiaverty (Colquitt & George, 2011; George,
Howard-Grenville, Joshi, & Tihanyi, 2016b), which ¢onsidered to be one of the biggest
global problems of our times (United Nations, 2015)

Entrepreneurship in Africa is also increasinglyweel as an important, albeit relatively
understudied, area of scholarly research (Brutdmsttom, & Obloj, 2008; George, 2015;
Khavul et al., 2009; Zoogah, 2008). It has beemrddhat research into phenomena that are
germane to Africa has the potential to extend odifgaextant organizational theory or even
generate new theoretical frameworks (George eR@l6a; Zoogah, Peng, & Woldu, 2015).
SSA sets it apart from other developing countrytexis (Rivera-Santos, Holt, Littlewood, &
Kolk, 2015), and particularly from Western reseactmtexts (Zoogah et al., 2015) where
theories of entrepreneurship find their roots (Brugt al., 2008). Alvarez and Barney (2014)
also noted that “in developed contexts, entrepnenéarming and exploiting discovery and

creation opportunities are able to do so within toatext of a well-developed economic

L In keeping with the literature, in our researchtivas exclude the more northern situated countrfies
Africa which are considered economically and histdly distinct from countries in SSA. Khavul, 8ruton, G.
D., & Wood, E. 2009. Informal family business inrisk. Entrepreneurship Theory and Practi¢ce3(6): 1219-
1238.
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infrastructure, with defined and enforced propeigits, sophisticated financial markets, and
developed human capital.” (p. 177). Indeed, povesgttings of SSA challenge our
understanding of how individuals can engage inegméaneurship because of the fierce
contextual differences that often exist when comgaxith economically developed settings
in the West (Alvarez & Barney, 2014; Bradley et 2012). More specifically, a first difference
that has been observed is that entrepreneurs in &8Aikely to faceextreme resource
constraints(George et al., 2016a). According to the World Baarrently 389 million people

in SSA - which is 43% of SSA’s total populatiorivel below the international poverty line of
US$1.90 a day, the highest concentration of vemyr o the world (Beegle, Christiaensen,
Dabalen, & Gaddis, 2016). In addition to financ&dource constraints, SSA remains infamous
for its’ stubbornly high illiteracy rates which tralate into low levels of human capital (Zoogah
et al., 2015). According to recent numbers, moaa thalf of the 59 million primary-school-
aged children that do not attend school live in S&Ad the drop-out in transitioning from
primary to secondary education is also globally hifghest in this region (UNICEF, 2016).
Second, entrepreneurs in SSA faggeme levels of pervasive and chronic uncertdi@gorge

et al., 2016a; Zoogah et al., 2015). This situaisom part related to the resource constraints
that they face, but is also due to a lack of prigpeghts, widespread corruption and weak law
enforcement (among other inefficient formal ingtdns). For example, 90 % of the people in
rural SSA live and work on land they are not peadigrentitled to and that can be violently
taken away any time (Haugen & Boutros, 2015). Therl/Bank also highlighted that the
regulatory environment, which affects the easeoirfigibusiness, is on average the weakest in
SSA compared with other economies worldwide (WoBdnk, 2017). Third, SSA is
characterized bgxtremely strong social tige family (Khavul et al., 2009), but also to ethini
groups and tribes (Dia, 1996; Michalopoulos & Papanhou, 2015). Such strong social ties

are important for entrepreneurs as they reducdaisthose working in uncertainty (Ingram &
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Roberts, 2000). The strength of the ties to famigmbers in SSA is exemplified by the high
prevalence of large extended families living togettand depending on one or more
economically active members for provision. Further® marriages tend to be arranged on the
basis of belonging to a social group rather thalividual choice (Luke & Munshi, 2006).

In sum, despite variation across and within coestin SSA (Zoogah et al., 2015),
entrepreneurial processes in SSA are likely to ldnfomder extreme circumstances. Since
resources, uncertainty and social ties are aliniaely related to entrepreneurship both in
developed and developing regions (Webb, Kistrusdahd, & Ketchen, 2010), SSA yields
much potential for altering our understanding ofmiwantly Western-based theories of
entrepreneurship. Building on the issues raised/@bim the following two subsections we
argue why we look at microfoundations of entrepresieip development and we explain our

focus on opportunity origination and exploitation.

1.1.2 A Focus on Micro-level Foundations

In this dissertation we zoom in on the microfouim® upon which entrepreneurship
development is based. Whereas in strategy and iaegaom theory, the term microfoundations
is mostly used in researching micro-level explaatifor macro-level outcomes (see Felin,
Foss, & Ployhart, 2015), in entrepreneurship thethry term microfoundations has also been
used in research that looks at micro-level explanatfor micro-level outcomes (e.g. Krueger,
2009; Minniti & Bygrave, 1999). Here we concur witte latter interpretation and we will use
the term microfoundations and micro-level foundagicnterchangeably as a frequent reminder
of this interpretation. The implication of our “m@emicro” view of microfoundations is that
we examine the individual in the context of enteg@urship development, but that we do not
really substantiate the relationship between tlwarevel (e.g. entrepreneurial behaviour) and

the macro-level (e.g. success of entrepreneurgvpldpment programs).
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Our focus on micro-level foundations is both timahd important. Despite the alleged
importance of entrepreneurship development forasecbonomic reform, relatively little is
known about the processes that underpin such mglift processes in developing regions. In a
review of top management and entrepreneurship gsyrBruton et al. (2008) found that less
than 1% of the articles for the years 1990-2006reskid entrepreneurship in emerging
economies. Moreover, they noticed that virtually stadies were conducted in developing
regions, with a total absence of research in suita%a Africa, Latin America and the Middle
East. Extant research that has focused on entieymsnp and poverty alleviation has almost
exclusively taken a macro-level perspective (Brutoetchen, & Ireland, 2013). For example,
in the context of SSA, the impact of the extrenstiintional environment on entrepreneurship
development has received considerable attentiorarffa & Palepu, 2013; Zoogah, 2008;
Zoogah et al., 2015). While such research endeavangr valuable in their own right, it has
been argued that “entrepreneurship scholars waaildddl served to pioneer the micro aspect
of entrepreneurship as we seek to better unders$tawdentrepreneurship can solve issues of
poverty” (Bruton et al., 2013: 687). Others hawaadrgued that listening to the “voices of the
poor” (Narayan, Chambers, Shah, & Petesch, 20@f)ldloe a key element of poverty studies.
To date, we still know very little about the actaahstraints the poor struggle with and “their
systems of exchange, which are not always pricecband may implicate other systems of
normative qualification that assign value or worAhsari et al., 2012: 817, quoting Biggart
and Delbridge [2004] and Boltanski and ThévenoOBD

Heeding to these calls, in this dissertation we amcontribute to micro-level
explanations of entrepreneurship in poverty sestiig date, the entrepreneur has been largely
ignored in theorizing how entrepreneurship canrioumte to economic progress in developing
countries (Naudé, 2010). One notable exceptiohasbbdy of work that has been generated

around necessity entrepreneurship, which is oftponted as being characteristic for much of
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the entrepreneurial activity in developing courdtri€he concept was introduced in the 2001
Global Entrepreneurship Monitor and refers to imdiials’ motivation to engage in
entrepreneurship because they perceive to haveetter choices for work” (Reynolds, Camp,
Bygrave, Autio, & Hay, 2001). Necessity-motivatedrepreneurship contrasts with patterns
observed in Western contexts since it's the pawmté¢iad of the wealthy) who are more likely
to engage in new venture creation and since neégasstivated entrepreneurship does not lead
to (instead of drives) economic growth (Reynoldslet2001). However, illustrative for the
bigger lacuna in our understanding of the micreelefoundations of entrepreneurship in
developing regions is that necessity-motivatedsgméneurs are in fact not driven by necessity,
but rather by the aspiration to make individual andial progress (Rosa, Kodithuwakku, &
Balunywa, 2008; Tellegen, 1997).

Hence, if we aim to develop valid and comprehensmggghts into entrepreneurship
development in SSA, we need a more fine grainedéd the individual in entrepreneurship
(Shepherd, 2015). This perspective also mirrors iheader movement in the field of
entrepreneurship towards a deeper appreciationiabstevel processes (Zahra & Wright,
2011). Yet, while micro-level research encompassésoad range of theoretical lenses and
foci, in this dissertation we focus on psychologiead social interactive processes of
entrepreneurship. Psychology seeks to explain iddal behaviour through the study of
individual differences (Leahey, 1991). Scholars enawted that psychological theoretical
lenses remain underemployed in research in devejamonomy settings (Bruton et al., 2008).
We borrow the argument of Frese (2000) who stdtatia psychological perspective is needed
in the study of entrepreneurship development incafrsince in such settings firms aefacto
represented by the business owner. Since we arested in “how” psychological differences
impact behaviour in our research settings, we adicolarly interested in the role of

psychological processes (e.g. processes of cogniperception, motivation, etc.; Baron,
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Hmieleski, & Henry, 2012). In keeping with the worg and call of Shepherd (2015), we aim
to complement our psychological process perspedtite a focus on social (interactive)
processes between the individual entrepreneurttenpiople in his/her environment. Processes
of social interaction have been studied in multgikeiplines including social psychology and
sociology, and in the papers in this dissertatierbaerrow from both fields. Attention to social
processes are important since entrepreneurial tppbes are developed and exploited
through a mutual adjustment between the knowletlgetsre of the individual entrepreneur
and those embodied in his/her social environmentdd8by, Bruton, & Si, 2015). This is
especially so for entrepreneurs in microfinancetexts (Bruton, Khavul, & Chavez, 2011),
which forms an important empirical setting for thapers in this dissertation (for a brief
introduction to microfinance, see the appendixhig thapter). Moreover, numerous scholars
have highlighted the importance of considering aloiriteraction processes, which play an
extraordinary role in SSA (Dia, 1996; Kiggundu, 2Dp@Gand which particularly relate to
entrepreneurs’ familial and other social ties (@epKotha, Parikh, Alnuaimi, & Bahaj, 2016c;
Khavul et al., 2009; Khayesi & George, 2011; Khayd&3eorge, & Antonakis, 2014;

Mangaliso, 2001; Webb et al., 2015).

1.1.3 Micro-level Foundations of Opportunity Origination and Exploitation

Since the focus of this dissertation is on micuoidations of entrepreneurship
development, our work inevitably converges aroure tconcept of opportunities.
Opportunities form the most central element of egmteneurship and according to some
legitimizes the existence of entrepreneurship asstnct field (Busenitz, Plummer, Klotz,
Shahzad, & Rhoads, 2014; Short, Ketchen, Shookiekand, 2010; Venkataraman, 1997).
Although there is no commonly agreed interpretatbnvhat an opportunity is (Davidsson,

2015), within the scope of this dissertation we kvarith the following definition: “An
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opportunity is an idea or dream that is discovenedreated by an entrepreneurial entity and
that is revealed through analysis over time todtentially lucrative” (Short et al., 2010: 55).
This definition is useful since it takes a middi®wnd position in the discussion about the
nature of opportunities as pertaining to an obyecteality (that can be discovered) or as being
a function of a subjective enactment process (tieguin a created opportunity) (Alvarez &
Barney, 2007). In this dissertation we also engeigfe both views.

More specifically, in the papers included in thissértation, we seek to contribute to
theorizing around psychological and/or social agpetopportunity origination (chapter 2 and
3) and opportunity exploitation (chapter 4). Togetlthe phases of origination and exploitation
of opportunities form the key processes of entmepueship (Shane & Venkataraman, 2000;
Short et al., 2010). In keeping with Williams and®d (2015), we use the tempportunity
origination to accommodate the mentioned competing viewsekiat around the origins of
opportunities. According to one perspective, opputtes are formed through exogenous
shocks that can be discovered (e.g. technologrealdthroughs that can lead to new cures for
diseases), whereas proponents of the other perspatate that opportunities are formed by
entrepreneurs themselves through endogenous emdcime are thus the result of a creation
process (e.g. the development of space tourismn)affioin depth review of the debate see
Alvarez & Barney, 2010). Although retrospectivelyll opportunities can be framed as
originating from a discovery or creation processwing the distinction is important since
people might pursue opportunity development difilgewhen acting in accordance to one
view of opportunities over the other (Alvarez & Bay, 2007). When following a discovery
approach, one might be inclined to stick to a piexdeined business plan, whereas in a creation
approach entrepreneurs are only guided by a netureitlea that shapes action and responses
to present contingencies. Interestingly, decismm$iow to approach new venture creation do

not only result from entrepreneurs’ individually Itheperceptions of opportunities and
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uncertainty, but also from the stage of venturativa (Alvarez & Barney, 2005; Sarasvathy,
2001), perceived resource position and stakehgbdessure (Reymen, Andries, Berends,
Mauer, Stephan, & van Burg, 2015). These last @efgs become particularly relevant in the
context of entrepreneurship development when eatgmrties are involved that lend financial
support.

This also brings us to the proces®pportunity exploitationwhich refers to “activities
entrepreneurs pursue to gather, bundle, and lewaray and existing resources in order to
develop more efficient means and/or ends” (Webbaiiyi, Ireland, & Sirmon, 2009: 494). In
chapter 4, we specifically look at how entrepresaliocate financial resources. The allocation
of scarce financial resources is a core task fgawizations (Bower, 1970; Mintzberg, 1979),
as it is for emerging firms in resource constraimewironments (Kodithuwakku & Rosa,
2002). Parallel to the discussion of opportunifgioation, there also exist two dominant views
of how individuals decide on the allocation of nesm®s under uncertainty such as in the
entrepreneurial process. On the one hand, normtiteaies consider decision makers to be
rational and aim to help them with frameworks tdimfze their decisions given the firm’s
objective, resources and constraints (Dixit & Riild 1994). On the other hand, descriptive
theories have emerged to explain actual resoutoeadibn behaviour — behaviour that can
substantially deviate from what would be proposgdnbrmative modelling. Descriptive
theories aim to understand how decision makers detl cognitive constraints and
information asymmetries and fully acknowledge thée rof psychological perception and
judgment (Tversky & Kahneman, 1986). Moreover, ontcast to normative theories of
resource allocation which view resources as ohjectintities (Bowman & Hurry, 1993),
descriptive theories hold a subjective view of tegses as being the result of a creation process

within a social context.
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1.2 RESEARCH OBJECTIVES

Despite the presence of these well-establishe@ditees on opportunity origination and
exploitation, understanding entrepreneurship ingpigvcontexts of SSA goes not without a
challenge. Most entrepreneurship theories have gadefrom studies in economically
developed settings, which has set certain boursldhiat can make them hard to apply in
economically less developed settings (Reid, Roua@,Leary-Kelly, 2015; West, Bamford,
& Marsden, 2008). However, scholars have startecexamine how extreme resource
constraints, uncertainty and social ties impactotfigination and exploitation of opportunities
— theoretical insights that can subsequently infdrendesign of poverty alleviation programs.
A key suggestion to make entrepreneurship developpregrams more effective in achieving
sustainable growth, is that policy makers shoukkge promote the pursuit of opportunities
that are not already exploited by others (AlvareB&ney, 2014; Bradley et al., 2012). Too
often, the poor focus on replicating simple bussesswith proven market potential (e.g. the
spazashops in South Africa). Such businesses are addlsie and rarely lead to the generation
of paid employment beyond the founding entreprenauteeping with the approach of Webb,
Pryor and Kellermanns (2015), we aim to complentleist emerging body of work through
questioning how individuals in poverty settings $8A deal with the development and
exploitation of opportunities from an income-basad capabilities-based point of view
(representing the two major views on poverty; Hugn&hepherd, 2003). Prior research on
how contextual characteristics of poverty settifigsSSA) impact opportunity origination and
exploitation has generally taken an income-basew anly (a notable exception being Webb
et al., 2015).

Our investigation has significant potential to autve our theoretical understanding of
the micro-level foundations of entrepreneurshipeali@ment in SSA. First, the capabilities-

based view challenges our understanding of howeprégneurial opportunities can come into
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existence. In keeping with Sen’s notion of poversya deprivation of capabilities to function
(Sen, 1999), having the means (e.g. microcrediénigage in entrepreneurship can be seen as
an example of a capability to increase income.dddentrepreneurial opportunities are defined
as being “potentially lucrative” (Short et al., Z2055), thus profits are the anticipated outcome
of an opportunity development process. HoweveAlaarez and Barney (2014) pointed out,
most opportunities that people can develop in ggveontexts are replication opportunities
with very little wealth generating potential. Fietmore, not all poor people will equal an
increased income with increased wellbeing. For rpost people, income is not a gaal sich
but a means to attain other functionings (e.gteeléo housing, education, health) (Ansari et
al., 2012). An important difference with Westermoties, is that an earned income in SSA is
not at all a guarantee that one will be able taea&hother forms of wellbeing (because of
extreme resource constraints, uncertainty and/ciaktes). That individual capabilities are
insufficient to achieve wellbeing in poverty corteis an important oversight of Sen’s work
(Evans, 2002). When itis unclear whether or netwil be able to generate or use the expected
income for achieving other forms of sustained washly, it can be questioned how programs
to promote entrepreneurship can help the poor Ak t8Slevelop opportunities worth pursuing
(Ansari et al., 2012). Hence, the first objectiVettos doctoral research is to contribute to a
better understanding ofdividuals’ perceptions of poverty and their impaa the origination
of opportunitiesin the first article of this dissertation (chap®mwe illustrate our conceptual
development with representative case examplesaberedit-supported entrepreneurs and in
the second article (chapter 3) we zoom in on a e&ample of a multinational firm aiming to
provide opportunities for poor landholders.

Second, the capabilities-based approach of powdr#lenges our understanding of
opportunity exploitation. In developing regionsS8A, entrepreneurs are usually expected to

carry financial responsibility for (extended) faynihembers (Di Falco & Bulte, 2013; Khavul
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et al., 2009; Luke & Munshi, 2006). When exterrinhfcial means have been borrowed in
support of the exploitation of opportunities (ergicrocredit), there can be a demand to
redistribute those resources as well. Some mightususiness loan as an argument to escape
such social pressures (Baland, Guirkinger, & Ma011) and focus on the generation of
income through investing in business. Others, hanawight hold the view that giving in to
such demands is valuable to enhance their welll{eing because it can strengthen social ties)
and decide not to use the loan for business. ltattes scenario, people will need to find ways
to overcome the rules that come with the exchamgetlaat characterize the borrower-lender
relationship. We believe that settings of extremeeutainty, linked to a weak rule of law and
a general mistrust in formal institutions (Guly&ialukdar, 2010; Khanna & Palepu, 1997;
McMullen, 2011), will lead entrepreneurs to redefthe boundaries of the exchange in such a
way that they expand their possibilities to usergmources for achieving functionings other
than income generation. Hence, the second objediivihis dissertation is to develop a
understanding diow and why entrepreneurs who receive microcratlidcate these financial
resources to income or to non-income generatingppses To ground our theoretical
development in data, we build on multiple casesmiérocredit-supported entrepreneurs

(chapter 4).
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1.3 APPENDIX

Microfinance has become a popular tool in effoashelp develop entrepreneurship
since its inception by Mohammad Yunus more thary@&rs ago (Yunus, 1998). We also
worked hand in hand with microfinance supportedesreneurs to gather the empirical content
for the development of chapter 2 and 4. Since ith lmihapters the focus is on theoretical
development that goes beyond microfinance settimggeel this introductory chapter provides
us with a better space to elaborate on this pdaticesearch context.

Microfinance traditionally aimed at facilitating pprtunity exploitation of
entrepreneurs in developing regions by facilitateagress to financial capital. Currently,
microcredit, which refers to “the issuance of smafisecured loans to individuals or groups
for the purpose of starting of expanding businé€ssemains the core financial service of
microfinance organizations (MFOs) (Khavul, 2010).58wever, a lot of MFOs (among other
organizations such as postal banks and commemsé@idial organizations) have also started
to go beyond providing microcredits alone. In terfiginancial services, some MFOs have
broadened their portfolio to saving plans, insueaand other payment services (Copestake,
2007), but also set up initiatives to expand huarahsocial capital that can impact opportunity
origination, i.e. the discovery or creation of eptieneurial opportunities (Bradley et al., 2012).
In this sense, multinational firms’ aims to integrdhe poor into their global value chains
through help in kind, training, and access to nekwe@ould also be viewed as some form of
microfinance. Yet, Karlan and Goldberg (2011) digtiish nine traditional features of

microfinance (p. 21):

(1) Small transactions and minimum balances.
(2) Loans for entrepreneurial activity.

(3) Collateral-free loans.
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(4) Group lending.

(5) Focus on poor clients.

(6) Focus on female clients.

(7) Simple application processes.

(8) Provision of services in underserved commusiitie

(9) Market-level interest rates.

To illustrate what these features mean in practiee,use the example of the Small
Enterprise Foundation (SEF), the MFO we worked hardnd with to collect data for chapter
2 and 4. SEF is an MFO with close to 140,000 cfientSouth Africa and that follows an
approach similar to the traditional model of Yun@‘ameen bank. According to the most
recent figures (The Small Enterprise Foundatiod620the average loan size disbursed among
SEF clients is about 3,000 South African Rand (6 @5 Dollar) with monthly repayments of
630 South African Rand over a 6 month period (3,%80th African Rand to be repaid in
total). Repayments that are scheduled weekly, oyletrror monthly are common practice
(Labie, Laureti, & Szafarz, 2014). In their primafipancial product (microcredit), SEF
requires clients to save at least R20 (~ 1.5 USalDatvery month, with a total savings balance
amounting minimum 10% of the current loan [featlifeClients are encouraged to use their
loans for buying business stock or assets and doameutilisation checks are put in place
[feature 2]. There are no collateral requirementscfients in taking up loans — group peer
pressure to repay loans is presumed [feature 8eedd, a group lending methodology is
employed whereby a client forms a group with fotireo women whom she knows well and
trusts. Although you can only join SEF as a groegch member of the group receives an
individual loan for their own individual businessdathe loan sizes between members of the

same group can differ, starting from 1,000 Southicdh Rand (~ 80 US Dollar) up to 22,000

34



South African Rand (~ 1,800 US Dollar). All grougmbers are required to guarantee timely
repayments of one another [feature 4]. SEF focasgzoor clients with 57% of the incoming
clients being below the national poverty line. Terntify the poorest of the poor, a poverty
ranking system is used whereby local residentstoaftentify the most vulnerable community
members [feature 5]. In keeping with the idea Huatess to microcredit can empower women,
SEF’s client base is almost exclusively female (P@f&ature 6]. Applying for a loan is made
simple for clients since an MFO staff member takealmost all of the administrative burdens,
and such services are delivered at the doorstépedflients, so to speak [feature 7]. SEF tries
to reach out to the unbanked by targeting the penr and by literally exploring (e.g. driving
around) rural areas to expand operations to firmdigaunderserved communities [feature 8].
Finally, the interest rates are low enough to Kaggncial strain on clients to a minimum, yet
are high enough such that SEF can remain finagcselff-reliant as an organization [feature

al.
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CHAPTER 2: ENTREPRENEURIAL OPPORTUNITIES AND POVERT Y IN SUB-

SAHARAN AFRICA: A REVIEW & AGENDA FOR THE FUTURE 2

Jacob A. L. Vermeifeand Garry D. Brutofh

2.1 ABSTRACT

Entrepreneurship, with its focus on opportunitisspften seen as one of the cornerstones of
poverty alleviation in sub-Saharan Africa (SSA) wéwer, evidence for the positive impact of
entrepreneurship programs on poverty is mixed avd widely debated. Therefore, scholars
have called for a better theoretical understandimgpportunities in SSA in the face of severe
resource constraints that characterize the regiotiis paper, we aim to shed further light on
this issue and outline an agenda for future rekedrc this end, we first review the current
literature on opportunities (discovered and createdd poverty (income-based and
capabilities-based). We next employ 4 case examplgsoor entrepreneurs in SSA that
challenge assumptions from Western entrepreneutbkigries and illustrate what could be

fruitful avenues for future research on entrepreaéopportunities and poverty in SSA.
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2.2 INTRODUCTION

Scholars view opportunity as a core element of epmémeurship (Venkataraman, 1997).
Despite the scholarly interest that opportunitiagehreceived (e.g. Busenitz, Plummer, Klotz,
Shahzad, & Rhoads, 2014; Davidsson, 2015), our mtataling remains largely limited to
those opportunities that can be created or diseovén developed market economies.
Researchers have started to argue that entrepséngtineory from developed economies are
impacted by boundary conditions in developing eooes that will, in turn, affect our
understanding of the overall theory (Reid, Rour8pD’Leary-Kelly, 2015; West, Bamford,
& Marsden, 2008). This could particularly be thee#or entrepreneurial opportunity since the
lack of access to capital and established ingtigtiin settings of extreme poverty in many
developing economies can preclude the poor fronsying entrepreneurship in the same
manner that is understood in mature economies [ByaficMullen, Artz, & Simiyu, 2012).
In this paper we will examine what is understoodudlopportunities (discovered and created)
in mature economies and then consider the bourdengitions of poverty and its implications
for entrepreneurship. We will focus specifically @pportunities and poverty in the setting of
sub-Saharan Africa (SSA) in order to contextuatize understanding. We will ground the
development of a research agenda for SSA throusgh @eamples from the region.
Sub-Saharan Africa today is widely seen as the flasitier” of the global economy
and a centre of great entrepreneurial opporturitigoqomist, 2013; Moghalu, 2014). The
setting of abundant natural resources, for exampterals (KPMG, 2013), a highly motivated
population, plus an absence of established firmgréwide jobs is driving entrepreneurship
among the youth in SSA (Kew, 2014). The resulh& it is widely argued by scholars and
others that part of the solution to the high lewélpoverty in SSA is entrepreneurship
(Herrington & Kelley, 2012; Khavul, Bruton, & Woo@009). The World Bank highlights that

389 million people in SSA, which is 43% of the tgp@pulation, currently live below the
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international poverty line of US$1.90 a day, thghleist concentration of extreme poor in the
world (Beegle, Christiaensen, Dabalen, & Gaddid,&0Thus, SSA offers a good setting to
build an understanding of how opportunity discovang creation changes in a setting that is
characterized by severe constraints, meeting théocanore attention to the impact of such
contextual elements on the entrepreneurial pra@¥sbb, Tihanyi, Ireland, & Sirmon, 2009).
Additionally, an examination of entrepreneurial ogpnities in this setting responds to the
call to build further understanding of how entreqaership can contribute to the alleviation of
poverty (Bruton, Ketchen, & Ireland, 2013; Kodithakku & Rosa, 2002).

In summary, this research contributes to the ergditerature in three important ways.
First, it makes a theoretical contribution to thederstanding of how severe resource
constraints impact the boundary conditions of tbacept of entrepreneurial opportunity.
Second, and in turn, it contributes to a greatelewstanding of how entrepreneurship can help
to solve the issue of poverty. We will, in partimyl expand this understanding of
entrepreneurship as a solution to poverty in ligitthe severely limited institutional
development of the market economy that characte&&A in general. Finally, we contribute
to the understanding of entrepreneurship and ppwerSSA. To date, the understanding of
SSA in general remains very limited in scholarlyrals, particularly in the domain of
entrepreneurship (George, Corbishley, Khayesi, Hadshanyi, 2016). This article will help

to fill that void, specifically in consideration dfe domain of entrepreneurship.

2.3 THEORETICAL BACKGROUND

2.3.1 Entrepreneurial Opportunities

Before we can move to build an understanding of Bewere resource constraints in

settings of poverty can impact entrepreneurial ojmities, we first must briefly examine the
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current literature on the concept of opportunityheiie are two dominant views of
entrepreneurial opportunities, both set in Westesearch traditions. These two views of
opportunities, the discovery perspective and theatawn perspective, have different
philosophical underpinnings and make different ftéahs about how opportunities come into
existence and how they are exploited (Alvarez &gty 2010).

The discovery perspective on opportunities is tkdesi view of opportunities and has
largely dominated the field of entrepreneurshiprdke last century. The roots of the discovery
view trace back to the “enlightenment” period ie #8th century that was led by now famous
Western philosophers such as Locke and Berkeleysg@y 1946). These philosophers
advanced the belief that a theoretical statemanbody be meaningful if its elements can be
verified through empirical observation (Brown, 1970his view is also at the heart of critical
realism, which now forms the cornerstone of schylarork on discovery opportunities
(McMullen & Shepherd, 2006). For example, in examgnthe assumptions made about the
nature of discovery opportunities, its embeddediresstical realism becomes clear (Alvarez
& Barney, 2010). According to the discovery perspeg opportunities are objective entities
that are “out there”, ready to be recognized angmially exploited by entrepreneurs (e.qg.
Kirzner, 1973; Schumpeter, 1934; Shane & Venkatargn2000). Opportunities in the
discovery view exist independently from the perwepst and/or actions of economic actors,
thus entrepreneurs do not have to form opportuiitiemselves (Shane, 2000). It is commonly
agreed that discovery opportunities are formeduiino‘exogenous shocks”, i.e. unexpected
events that can be the consequence of sudden chamdechnology, politics, and socio-
demographics, among other factors (Davidsson, 2@&t&ne, 2003). Because discovery
opportunities are believed to emerge independérity human actors, this also makes them
“objective” and “real” (Alvarez & Barney, 2010). Hee, even when nobody discovers a

certain opportunity, it is assumed that this opyaityy will still exist. Because of the assumed
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independency between entrepreneur and opportangupstantial amount of time can expire
between the moment that the opportunity emergestl@dnoment that an entrepreneurial
individual discovers the opportunity. To explainywome individuals are more capable of
discovering opportunities before others do, a hisatly large group of researchers have
attempted to demonstrate systematic individualtleifferences between entrepreneurs and
other groups of economic actors (e.g. managers}r{&a 1989).

A competing, but more recent, view of opportunitiscdvery is the view of
opportunities as created. In contrast to the steapgration of opportunity and entrepreneur in
the discovery view, the creation perspective oroopmities takes up a very different position
that is strongly rooted in evolutionary realism\@lez, Barney, & Anderson, 2013). Whereas
discovery opportunities were said to reflect ohbjectealities, creation opportunities begin as
subjective social constructions. According to tlmeation perspective, the formation of an
opportunities is a path-dependent processes mgutti unique and subjective opportunities
that could “not exist until entrepreneurs creataritthrough a process of enactment” (Alvarez,
et al., 2013: 307). Enactment here means thatlsomistructions are shaped and moulded as
individual seek to create an opportunity by testimgr ideas within their idiosyncratic social
contexts (Weick, 1979). Unlike discovery opportigst those economic actors that create
opportunities do not have to be constantly on titéook out for shocks or disruptive changes
to start their entrepreneurial journey. To createopportunity, economic actors rather start
with drawing on the resources that are availabtéem, trying to turn them into opportunities
that have the potential to generate future econaraaith (Baker & Nelson, 2005; Sarasvathy,
2001). If a person does not know from the beginmihgt the opportunity (s)he wants to create
will be like in the end, (s)he cannot really us@aobve historical information or make historical
comparisons. As a result, too much focus on pretiexi knowledge about markets and

industries can even hinder an individual in creatin opportunity (March, 1991; Mosakowski,
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1997). Instead, to create an opportunity, an inldial who initially only has a vague idea must
act and seek feedback from potential markets ttureithe idea and to shape it further until an
opportunity is “enacted” (Weick, 1979). Thus, while discovery of opportunities requires
entrepreneurs to learn as much as possible abmtingxopportunities, the primary aim of an
individual who creates an opportunity should bguestion and constantly test the held beliefs
about what could be an opportunity for him or Herthe creation perspective, it is generally
argued that entrepreneurs are not a special “bre#l”specific characteristics and traits, yet
opportunity creation scholars leave the option opleat initially small psychological
differences can become more outspoken as a consaxjwé engaging in an opportunity
process (Aldrich & Ruef, 2006).

The foundations of the two views of opportunitys@bvery and creation) lead to very
different positions in the analysis of opportursti@nd entrepreneurship (Alvarez & Barney,
2007; Alvarez, et al., 2013). Currently, no onew@ominates the analysis by scholars. Thus,
as we consider opportunities in severe resourcst@nts we must take into account both

views.

2.3.2 Severe Resource Constraints and Poverty

Just as there are various views on opportunitiesetare also various views on what is
meant by scholars when they discuss severe rescortgraints in poverty settings. The
United Nations has established the eradicatiorowépy as a Millennium Development Goal
which Colquitt and George (2011) refer to as tlendest challenge that academics should aim
to address in their scholarly work. Like with atkgd challenges, poverty is a much-debated
problem with multiple explanations of it and soduts to it (e.g. Haugen & Boutros, 2015;
Moyo, 2010). There are two main streams of schbilpri® the conceptualization of poverty

(Alkire & Santos, 2014), which we label here as ittmome-based view and the capabilities-
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based view. We will briefly review these two stresanfithought on poverty before considering
how the severe resource constraints from poventyimgact the analysis of entrepreneurial
opportunities, since how we define poverty willeaff our analysis.

A dominant group of scholars and policymakers htmdan objective, monetary
perspective of poverty (Sen, 2006). In this viewows poor and who is not poor is based on
one’s income (or purchasing power over commodit@s) whether or not this income is under
or above a fixed “poverty line”. To use povertydmin absolute terms as the total number of
people in poverty, one can typically derive suctadeom national account statistics which are
available for most countries and tend to be updatally (Dhongde & Minoiu, 2013).
However, if one wants to say something about tleerime distribution of people in a certain
region (i.e. inequality), and thus use povertydiimerelative terms, there is no alternative than
to use nationally representative household sur¢€yen & Ravallion, 2007). Individuals,
households or regions that fall under a certairepguine are believed to have too little money
to buy even the most basic necessities to sur@we. criticism of this approach to poverty is
that appropriate poverty lines differ between cadest (because some goods are absolute
necessities in some countries, but not in other@)there can be differences among regions in
countries (e.g. urban versus rural (Kates & Dasgup®07)). This recognition has led Chen
and Ravallion to argue that there should alsodlelzally lower bound because of “the cost of
a nutritionally adequate diet (and even of socegds) cannot fall to zero” (2010: 1578).
Despite the argument of Chen and Ravallion (20th@)$2.00 a day benchmark, which marks
the median poverty line for developing countrieb€@ & Ravallion, 2010), is the most widely
accepted global poverty line to date (Collins, Mard, Rutherford, & Ruthven, 2009).
However, the accepted cut off value evolves oveetand among different groups of scholars
with poverty lines ranging between $1.00 and $2080 day (Dhongde & Minoiu, 2013;

Ravallion, Datt, & van de Walle, 1991).
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Despite the widespread use of the absolute levaebeérty, the validity and usefulness
of income-based poverty lines for measuring glgimlerty is widely debated (Dhongde &
Minoiu, 2013). This has resulted in a drive to &jeative, non-monetary view advanced by
Nobel Prize winner Amartya Sen, a view we labata@sability based (Nussbaum, 2006). Sen
guestioned the purpose of development and argatdhth aim should be generally to increase
peoples’ quality of life and personal freedom (SE®99). Therefore, the focus should be on
improving poor peoplestapabilities to functionwhich include capabilities related to health,
education and general living standards that alleawgerson to meet a minimum level of
functioning and to be part of a community withobase (Sen, 2006). This social dimension
is also key to understanding the relative charaaténcome in conceptualizing poverty, i.e.
that a person is deprived compared with the wedlththers in his or her social environment
(Smith, 1776). What an improved capability to fuoetfor a person means depends on what a
person values in life and this varies among indigid from different ages, geographical
regions, etc. (Alkire & Santos, 2014). This alsplains, for example, why many poor — to the
surprise of outsiders — spend so “little” of thi@mited money on good nutrition at the expense
of things that make their lives less boring (sushadelevision) or that affects the quality of
their social lives (e.g. expensive wedding or faharrangements) (Banerjee & Duflo, 2011).
But money is not just a means to an end, and tiigxtent to which people with the same
income-level can satisfy their goals in life vargatly. In sum, poverty in this subjective, non-
monetary perspective refers to the failure to naeset of basic capabilities, which is highly
related to, but not the same as, lowness of inc@hldre & Santos, 2014). Recently, this
approach to understanding poverty has also beéected in the Multidimensional Poverty

Index that was released by the UN’s Human DevelaprReport Office (UNDP, 2010).
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2.3.3 Entrepreneurship as a Solution to Poverty

Extreme poverty remains a core problem for 836iomlpeople in the world (United
Nations, 2015). For decades, policymakers and relsess have looked for solutions to
alleviate poverty, yet no clear answers have coonedrd (e.g. Banerjee & Duflo, 2011;
Verhelst, 1986). The result is that it has beem@dghat a new approach to poverty is needed
in order to eradicate poverty. This is especialletfor SSA, as over a trillion US dollars has
been provided in aid to the region over the lasty&érs (Lupton, 2011); yet, SSA has the
highest percentage of poor of all developing regiphlkire & Santos, 2014) and is the only
region in the world that has not shown a decreaserms of poverty over time (Kates &
Dasgupta, 2007).

The solutions to poverty that has been princippllysued is the systematic financial
aid from developed economies to governments andnagtions in developing economies.
While accounts of such aid programs date backeaddte 19th century, the belief in capital
investments as a means for economic developmedth@mce poverty reduction) spurred the
successful implementation of the Marshall Planofwihg World War Il (Moyo, 2010). The
Marshall Plan pumped over $100 billion current Wats (then US$13 billion) to help a war-
torn Europe recover to its previous level of ecoimodevelopment (Hogan, 2002). For more
than half a century now, the World Bank has comthto follow the path of financial aid as a
solution to poverty that faces regions around tbedv In 2015 alone, The World Bank spent
$60 billion on loans, grants, equity investmentd gnarantees to help address poverty; $15
billion in 2015 was transferred to countries andgie businesses in SSA, turning the region
into the largest recipient of World Bank aid (The@id Bank, 2015). While some have lauded
foreign financial aid (e.g. Sachs, 2006), otherehaised concerns about the focus of current
efforts (e.g. Haugen & Boutros, 2015), and stitleots have even questioned the positive impact

on poverty alleviation, particularly in the caseAdfica (e.g. Easterly, 2006; Moyo, 2010).

52



A new alternative to large government aid progrémas has gained traction to address
the problem of poverty in SSA is the promotion otrepreneurship (George, Corbishley,
Khayesi, Haas, & Tihanyi, 2016; Khavul, 2010). EEptreneurship is viewed as a solution for
poverty for a number of reasons. First, new busiee<ontribute to the development of an
economy and have a long-term impact on the soaiety whole through the employment they
bring about (Ahlstrom, 2010; Naudé, 2010), a relathip that is also maintained in SSA
(Goedhuys & Sleuwaegen, 2009). It has been recedrtizat without encouragement, new
domestic businesses often remain micro-busineséead & Liedholm, 1998). Also, micro-
business owners in SSA rarely hire enough emplotegsow into medium-sized businesses
(Biggs & Oppenheim, 1986; Tybout, 2000). Thus, pangs to promote entrepreneurship in
SSA that focus on people and businesses that hawethg potential and can create paid
employment for others have the potential to crdategreater welfare consequences. For
instance, a case study of a World Bank supported ifi SSA showed that five indirect jobs
were created for every direct job supported by fine (Kumar & Abdo, 2012). Such
employment multiplier effects are important, esplgi since incomes received by the
employed tend to be shared among household mertitagrisave no jobs (Klasen & Woolard,
2009). Secondly, the movement to focus on entreumship is driven by the fact that aid that
goes to developing countries in SSA is primarilyngarked for public aid projects, but is also
often diverted into non-productive purposes, incigdoersonal wealth accumulation (Moyo,
2010). Indeed, corruption in SSA is “widespread dedply rooted as a social and cultural
phenomenon that hinders public welfare and so@atkbpment” (George, et al., 2016: 384).
In part, this explains why the trillion dollars spever the last half century has generated so
little impact on poverty. Finally, this movementeotrepreneurship is also driven by the fact
that it is philosophically appealing for entreprership to help solve poverty in the region

since then the solution is locally generated, hibse effected by poverty driving their own
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destiny, instead of coming from the excesses ofttwedonor countries that they have decided
to share with the poor. This view is in contrasti@wing “the bottom of the pyramid” as a
largely untapped market for multinational firmsgRalad, 2004). Rather than just a market for
others, it is argued by those who focus on entreqreship that the poor are more than
customers; they are the means themselves to abdgyiverty (Karnani, 2007).

Entrepreneurship as a solution to poverty has pa#rof the driving force in the growth
of the microlending industry. While the conceptnaitrolending has existed for centuries, in
recent years there has been a massive growth indbstry which seeks to lift people out of
poverty through the provision of small, unsecuredibess loans to encourage new venture
growth (Khavul, 2010; Yunus, 1998). It is now esied that by 2014, microlending had
reached 211 million people worldwide (Reed et 2a015). Yet there have been serious
guestions raised as to whether traditional micditgrograms are in fact creating the desired
effect and generating businesses that allow tlvemeos and others to exit poverty. This due to
the fact that very few borrowers from microfinanoestitutions (MFIs) actually form
businesses that expand beyond self-employment,hwiiitigs into question whether the
microloans are even generating entrepreneuriahbases (Banerjee & Duflo, 2011; Bruton,
Ahlstrom, & Si, 2015). This lack of success is poghscholars to look for a deeper
understanding of how entrepreneurship works irs#téngs of extreme poverty. Until there is
a deeper theoretical understanding, such as thrtheglwork in this paper, there will not be
progress made in practice of using entrepreneueshgpsolution to help solve the problem of
poverty.

It has been recognized that opportunity is contibgg@on the specific economic, social
and institutional setting in which entrepreneursdfthemselves (Mair, Marti, & Ventresca,
2012;Weiss & Montgomery, 2005). Thus, the settifigsevere resource constraints that

dominate SSA will shape how the opportunity is \e@emand pursued. Consequently, we next
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turn to a systematic assessment of the literatusee how poverty in SSA stretches or modifies

our theoretical understanding of the concept afegméneurial opportunities.

2.4 LITERATURE REVIEW

To build a foundation for understanding opport@stand poverty in SSA, we looked
initially to the reviews of the broad topic of ezpireneurial opportunities, specifically the set
of 210 articles published between 2000 and 20143kaidsson (2015) had recently reviewed.
Davidsson had examined leading journals in thel feél management, entrepreneurship, and
psychology to identify these 210 articles. Following the sggnecedure as Davidsson (2015),
we examined not only those 210 articles, but ad¢evant papers that were published in these
top-tier academic outlets in 21T his process generated an additional 21 artjmldxdished
in 2015 that were relevant for our review. The leswas a final set of 231 articles on
entrepreneurial opportunities for the period 20@152

However, our focus here is on opportunity in sgtimf severe poverty. Thus, in a
subsequent step, we then sought to extract alhpally relevant articles on entrepreneurial
opportunities and poverty. To this end, we firsirsbed for the word “poverty” in the bodies
of the 231 publications and then examined eachlartihat appeared in our search results to
see whether the use of poverty was related to gnetmeurship. This resulted in an initial list

of 19 articles. To identify additional articles thdid not include poverty, yet could have

5 The list of journals that were scrutinized herdiide (in alphabetical order): Academy of Management
Journal; Academy of Management Review; Entrepresiépr Theory and Practice; Administrative Science
Quarterly; Journal of Applied Psychology; Journ&lBusiness Venturing; Journal of Management Studies
Journal of Management; Journal of Organizationaha&®#or; Management Science; Organization Science;
Organization Studies, Organizational Behavior andneln Decision Processes; Personnel Psychologyegica
Entrepreneurship Journal and Strategic Managenoemihdl

8 We searched for articles with opportunit* in titéet keywords or abstract (“opportunit” followed b
the truncation “*" broadened our search to bothaypmity and opportunities). Both authors of thicke then
examined independently each publication to enssresligibility for this review (e.g. publicationddt were
excluded included those that were referring toaedeopportunities, learning opportunities, etc.).
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relevance, we ran additional searches with fivem$ethat are often related to poverty in the
literature: pyramid (cf. bottom-of-the-pyramid ade of the pyramid), necessity (cf. necessity
entrepreneurship), developing countries, inforraaligformal firms), and microfinance. This
resulted in the identification of an additional 4@icles. It is important to note however that
there was very large variation in the 32 artickeserms of how much the authors focused on
entrepreneurial opportunities and poverty. Foranse, the number of times that one or more
of our search terms appeared in the body of the remxged between 1 and 197. Further
examination of these differences led us to dropsasticles that were neither directly nor
indirectly concerned with poverty, bringing our dinset of articles on entrepreneurial
opportunities and poverty to 26 (Table 2.2 in Apgigrlists these 26 articles). Among these
26 only two publications focused specifically onASEe. Bradley, et al., 2012; Khavul, et al.,
2009). Both articles are empirical contributionattlextend the boundaries of established
entrepreneurship theories by examining opportwitiamong resource-constrained
entrepreneurs in Kenya and/or Uganda. More spadlificBradley et al. (2012) demonstrated
that poor entrepreneurs need more than capita¢ atoimcrease their firms’ performance; they
also need to focus on specific types of innovati@t can work in economically developing
regions (but would not necessarily work in matuwwermmies). Khavul et al. (2009) showed
that family ties of poor entrepreneurs can also gemn(not only facilitate) the exploitation of
opportunities.

The set of 26 articles can be categorized into fioain categories based on the article’s
focal field: entrepreneurship and poverty (thretckas), sustainable entrepreneurship (15
papers), macro-level entrepreneurship (four adjclend finally four other articles that do not
fit into a clear category. Looking deeper at thests of articles, the three publications on
poverty highlight that entrepreneurship in conteftpoverty has the potential to expand the

boundaries of Western-based theories (Khavul, €2@09). It is agreed that simply promoting
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opportunity discovery will not bring much changett® lives of the entrepreneur, if they
discover and exploit replicative opportunities thet known to everyone (Alvarez & Barney,
2014; Bradley, et al., 2012). Consequently, thévanst shed light on the different types of
opportunities that can be discovered and creatqubyrerty settings, and their potential for
helping to solve poverty.

The largest set of articles are labelled as susenentrepreneurship. These articles
focus not specifically on the poor, but rather icher entrepreneurs and firms that aim to serve
the poor, leaving many of the particulars aboutegmeneurship in poverty unexamined. This
body of literature often examines the “triple battbne”, this is seeking to make an economic,
social and environmental impact (Kuckertz & Wagn2910). As the authors develop
theoretical contributions to the field of sustaileedntrepreneurship, they only touch on poverty
in a general sense (Dean & McMullen, 2007). We oondgth the view that there might be
systemic linkages between environmental, econoi social problems which would
indicate that there is a connection between powartysustainability. Yet, we argue that there
is also a need for more poverty-focused researabngrscholars in the field of sustainable
entrepreneurship, since the relationship betweerrmpp and sustainability does not address
the depth of the issue of poverty.

Finally, examining the eight remaining papers, dig&s that are drawn between
entrepreneurship and poverty are more indirect @egjueira, Carr, & Rasheed, 2009). The
four macro-level papers principally focus on neitggsotivated entrepreneurship and hint
that poor entrepreneurs are dealing with differestitutional forces than those in wealthier
countries (Stenholm, Acs, & Wuebker, 2013; Thai &rKina, 2014; Valdez & Richardson,
2013). Similarly, in the four uncategorized artgleit is suggested that informal
entrepreneurship (in developing regions this oftegans entrepreneurship by the poor) is

characterized by a different institutional settingd a different process of opportunity
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origination and exploitation compared with formatrepreneurship (Bhagavatula, Elfring, van
Tilburg, & Van de Bunt, 2010; Short, Ketchen, Sho&HKreland, 2010; Webb, et al., 2009).
The review of the 26 articles demonstrates thatltkeovery perspective is by far the
most widely used. Although only a few articles imroreview explicitly examined
entrepreneurial opportunities and poverty, for nafsthe articles it was possible to deduce
which perspective (discovery or creation) the arghiwmd taken in the development of their
papers. It should be noted, however, that for 2the$e papers no explicit attention was paid
to explaining why they had chosen the perspectiliscévery or creation) they had
Nonetheless, there are five articles where botltodisry and creation were explicitly
recognized and embraced (Alvarez & Barney, 2014dRyy, et al., 2012; Corner & Ho, 2010;
Short, et al., 2010; Webb, Kistruck, Ireland, & &e¢n, 2010). These five articles make clear
that both perspectives can lead to substantialfierént theorizing, and enable a fuller

understanding of entrepreneurship and poverty.

2.5 DEVELOPMENT OF A FUTURE AGENDA

Building on the existing literature we review abpwe want to develop greater insight
into entrepreneurship and poverty in SSA. Spedificave bring together the different
perspectives around opportunity (creation and dsigg and poverty (income and capability)
into a 2 by 2 framework, as shown in Figure 2.1guale the development of this framework
with its 4 different cells, we illustrate the thetical propositions with four representative
single cases (Yin, 1994) from SSA — one case foh eall.

Cases are useful to shed light on new and compfeg areas (Eisenhardt & Graebner,

2007) such as opportunity discovery and creatioaranthe poor in SSA. This is particularly

7 Scholars should question whether taking anothexpeetive (discovery or creation) may
have affected the results found or assumptions made
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so since cases allow one to make interpretationsitaihe data that would not be possible
without a deep understanding of the social conf@kiser & Strauss, 1967). In keeping with
poverty as a relative concept, we chose to coflatda among the poor in South Africa, which
is reported as the most unequal country in SSAeseh the world (Beegle, et al., 2016). To
build our cases, we first partnered up with a nfinemce institution (MFI) that considers
poverty alleviation through entrepreneurship ofapaount importance (GiveWell, 2012; M-
CRIL, 2012; The Small Enterprise Foundation, 20¥&.we were seeking to shed light on
how different perspectives on entrepreneurial ofppities were related to increases in income
and capabilities, we purposefully sampled (CorbinSfrauss, 2015) among successful
microfinance clients, which could be identifiedthese taking (very) high business loans. At
the time of our data collection (2015), all foutrepreneurs in our cases were borrowers from
the same MFI, living in the same region around Eesm a small town in the heart of Limpopo.
This province in the northern part of the countrgrders Botswana, Zimbabwe and
Mozambique and has the highest level of povert$pauth Africa (Statistics South Africa,
2016). For a brief overview of the characterist€she four entrepreneurs and the number of
data points collected throughout the year, seeelald. These four cases help us to illustrate
and generate future theory and research on oppiyriumd poor entrepreneurs in SSA.

The following section, which discusses the fourdscef our frameworks, follows a
consistent pattern. We first discuss what occura aell and how this can help to build our
understanding of opportunity in settings of povefereafter, we discuss the case that fits
with this cell. Finally, we discuss how this cagevides fresh insight into entrepreneurial

opportunity in a setting of poverty.
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Figure 2.1: A 2x2 Framework on Entrepreneurial Oppatunities and Poverty

Entrepreneurial opportunities

Discovery view Creation view
Income-based view 1 2
Poverty
Capabilities-based view 3 4
Table 2.1: Case Characteristics and Data Points
Case# Namé Gender MFI Business activities Inter- Field Pictures
loan?3 views visits*
1 Eva Female 50,000  Window Sills 1 1 16
ZAR Small shop
Tavern
2 Millicent Female 25,000 Baking 1 3 11
ZAR Hot food
3 Patric Male 30,000 Small shop 1 1 7
ZAR
4 Nonhle  Female 7,000 Traditional beads 2 4 11
ZAR Traditional alcohol
Live cattle

1 For privacy reasons, anonymous names are dgagkrage business loan disbursed by the MFI was
ZAR 2,912 (The Small Enterprise Foundation, 2028)hen converted at the 2015 year average of 1,00 US
Dollar (USD) = 12,77 South African Rand (ZAR), leaare USD 3,915; USD 1,957 USD; USD 2,349 and USD
548 for case #1,2,3,4 respectively (http://www.uskocom/forex-tools/historical-rate-tools/histotiexchange-
rates);* Visits to do face-to-face interviews are also cednt

2.5.1 Opportunity Discovery and Income-Based Poveyt(Cell 1)

The most conservative approach to studying entngjpiship in poverty contexts of
SSA is the one where the dominant views of oppast@md poverty are employed, specifically
the discovery perspective on opportunities andrtheme-based view on poverty. Given the

traditional focus of entrepreneurship scholarshen“tiscovery and exploitation of profitable
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opportunities” (Shane & Venkataraman, 2000: 21®rd is a natural fit with the income-based
perspective on poverty. Thus, if entrepreneurs seebrtunity exploitation for financial gain,

it seems reasonable to expect that poverty canolveds when an individual successfully
recognizes an opportunity and the result couldHétentrepreneur above the financial level of
poverty (Figure 2.1, Cell 1).

Looking more deeply at this cell through our cases true that the poor are mainly
motivated to pursue entrepreneurial opportunittegenerate an income. Yet data from the
Global Entrepreneurship Monitor consistently shahet the institutional environment that
characterizes poverty-stricken regions favors capive, rather than high-impact types of
entrepreneurship (Stenholm, et al., 2013; Thai &ina, 2014; Valdez & Richardson, 2013).
Alvarez and Barney (2014) argue that most oppditsithat the poor discover are replication
opportunities that are hardly profitable upon eiplion and need few resources or abilities.
Thus, while most opportunities discovered by patrepreneurs can generate enough income
to sustain the person, such undifferentiated fiamesvery unlikely to result in the economic
change that everybody is hoping for (Bradley, gt2412).

When entrepreneur #1 (Eva), a poor mother of selkédren started her first business,
the selling of self-made window sills, she alsoéwnthat the small business she had [...] was
not bringing enough money”. Consequently, shediteedo a lot of things to bring money in”
the household, “she didn’t care the kind of job dite all she needed was money”. Thus, to
generate an income, Eva added a clothes-busihessatsmall shop and now she successfully
runs a registered tavern as well.

Indeed, entrepreneurial success in poverty satsegms rarely to be the result of the
discovery of singular opportunities. Unlike the plawized and heroic stories of entrepreneurs
who stuck to one idea and now employ the wholagél we see from our case that increasing

income through the discovery of opportunities reggia sequential exploitation of sometimes
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highly diverse business opportunities (Khavul, ket 2009). While diversification is well
described in strategy and for large firms (Pali€ardinal, & Miller, 2000), it is largely
uncovered in the context of entrepreneurship. biitemh, the extent to which such processes
differ from serial entrepreneurship, which focusesthose entrepreneurs who start multiple

businesses over time (Wright, Robbie, & Ennew, }98Mmains an open question to date.

2.5.2 Opportunity Creation and Income-Based PovertyCell 2)

An individual who creates an opportunity canndtglin an opportunity discovery
process, choose the opportunity that could maxitnig€her) future profits as the specifics of
creation opportunities are per definition unknowmntltee start of the origination process
(Sarasvathy, 2001). However, similar to opportudigcovery, scholars have argued that the
motivation to engage in an opportunity creatiorcpss remains the formation and exploitation
of a profitable opportunity (e.g. Baker & Nelsor)0B; Fisher, 2012). Thus, opportunity
creation is consistent with efforts to promote epteneurship as a tool for alleviating income-
based poverty (Figure 2.1, Cell 2).

While creating opportunities in poverty settinga aadeed lead to significant financial
returns that raise someone above the level of pp¥Bradley, et al., 2012), trying to raise
income through opportunity creation is extremeskyifor the poor. This is because the pool
of resources that poor entrepreneurs have at lreagdrfioney, time) is often shared between
life domains, implying that the use of limited resces for business can severely affect
resource allocation to the household as well. |Idg&éebb, Pryor and Kellermanns (2015)
recently pointed to the strong family embeddednefssnicro-enterprises in developing
countries. Thus, investing in the business withknwing the potential returns can have
serious consequences when the entrepreneur, (vem)family, is confronted with unexpected

negative events such as health-emergencies, hongleeft (Collins, et al., 2009). More than
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once, scholars have pointed out that exactly sapheadictable shocks explain a large portion
of the closings among (female-headed) new ventarégveloping regions (e.g. Banerjee &
Duflo, 2011; Mead & Liedholm, 1998).

Entrepreneurial case #2, Millicent, illustratestbell. She started her business because
“she did not like the idea of asking her husbamdrfoney [...] and with no money in the house
she had to do something”. Over time, Millicent ¢eeha highly profitable and sustainable
business (baking and a kitchen for hot food) throwdpserving “every little thing that
happened” in the village. Millicent introduced hedfso us as a member of the Transformation
Church and it became clear that her religious fsebéso helped her to persist in attempts to
maintain and even grow her business. For examiie wharing the story of how her delivery
van got stolen one night, she stressed the ro&odfto explain how everything turned out to
be fine in the end: “Around 2 a.m. | sang and @eis had no idea why but it was the spirit of
the Lord that was within me. So we reported thetenat the police station and we ended up
getting a new car [...]. So that did not stop me featling the following day — this all happened
in the year 2000.”

This story highlights the need for a deeper undadihg by scholars of religious values
and beliefs in overcoming challenges that chareet@pportunity creation. Overall, scholarly
work on the relationship between religion and gni&aeurship has remained very limited
(Audretsch, Boente, & Tamvada, 2013). This is irt pacause religion is seen as too distinct
from organizations that are primarily focused oafpr(Tracey, 2012). However, religion is
deeply rooted in SSA and permeates the everydagkimg) lives of many individuals (Ellis
& ter Haar, 1998; Paris, 1995). Responding to tiefor more research at the intersection of
religion and economic activities in Africa (Wals2)15), Reid, Roumpi and O’Leary-Kelly
(2015) found some evidence of female entreprengurGhana who invoked spirituality

particularly to cope with (business) challenges @amdnaking future projections. Future
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research among poor entrepreneurs in SSA wouldalieplarly enlightening in the context
of opportunity creation, as not knowing what thtufa opportunity will look like (Alvarez &

Barney, 2007) gives people very little to hold on t

2.5.3 Opportunity Discovery and Capabilities-BasedPoverty (Cell 3)

The consideration of capability development ratih@n simply focusing purely on a
level of income highlights the issue of the mearmhgioney (e.g. Furnham, 2014; Mitchell &
Mickel, 1999; Zelizer, 1989). Linking the meaningneoney and the capabilities-based view
on poverty, the aspiration for a better educati@alth or living standard generally requires
those in poverty to increase income. Hence, ie&sonable to expect that capabilities-based
poverty can be tackled through the profits thaulteBom the discovery of opportunities
(Figure 2.1, Cell 3).

However, there is also a potential problem in gwadr entrepreneurs generally lack the
resources to discover and exploit substantiallfifatale opportunities. Especially when profits
are small, poor entrepreneurs are faced with theei®f time as a key challenging factor to
invest in their capabilities (e.g. through savingsll fight themselves a way out of poverty.
Savings are important, as improving education,theaid living conditions requires long-term
investments and are capital intensive. Thai andkimar(2014) also point out that economic
development goes hand in hand with future-oriefbigtvior such as future investments and
delayed gratification. However, dealing with lorggrh plans is difficult in extreme poverty
because people in such contexts tend to be foausguiesent scarcity (Mani, Mullainathan,
Shafir, & Zhao, 2013), leading to a neglect of fatissues (Shah, Mullainathan, & Shafir,
2012). Overall, the view that the poor do not cabmut the future, and have an “innate
inclination toward short-sighted behaviour” has roeddely accepted (Banerjee & Duflo,

2011: 185). Nevertheless, research among poor peatreurs has uncovered significant
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variation in people’s future time orientation aivdifperformance (Bruton, Khavul, & Chavez,
2011; Kodithuwakku & Rosa, 2002).

Entrepreneur #3, Patric, is our case for this €allric is a man who started a “spaza”
shop, which is a shop run from home and the mashprent type of small retail business in
South Africa (Ligthelm, 2005). Similar business ogpnities are thus easy to observe,
discover and replicate. However, unlike most ofipaza shop-owners, Patric managed to grow
his spaza shop to a point where he could emploplpeéle also opened a second shop in a
neighboring village and, as he says, he even hasg‘iplans to grow myself and the business”.
According to the microfinance loan officer, Paigcsuccessful as he invests in his future — an
action not typically followed by others in povertiyatric also donates “to less privileged,
especially when they face problems” with sociafhypbrtant (and expensive) events or when
parents ask for financial assistance so that theysend their children to school. Thus, Patric
is focusing on building capabilities and pursuirggivaties other than just monetary return.
However, the fact that his store is typical of sany others shows that he is pursuing
opportunity discovery rather than creation.

This case example calls for further investigatioto ihow a focus on the future can be
promoted among entrepreneurs in poverty, espeaallye there seems to be positive spill-
over effects for the capabilities of other poor rens in the community. In this light, we also
note that current empirical research on sustainafiiepreneurship and poverty is very much
focused on Western-based firms (e.g. Gras & Menddraca, 2014; Mufioz & Dimov, 2015;
Renko, 2013). If deep knowledge about the sociairenment is necessary to discover
sustainable entrepreneurial opportunities (Pag&&hepherd, 2011), we see great potential for
future theory building with sustainable entrepraseuho experience poverty themselves. SSA

could be a particularly interesting context forlsuesearch, since the region is known for its
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strong social pressure to share resources angpodunembers of the community (Mangaliso,

2001).

2.5.4 Opportunity Creation and Capabilities-Based Bverty (Cell 4)

Although the creation view on opportunities hass lsgpporters than the discovery
perspective (Arend, Sarooghi, & Burkemper, 2018¢, debate between opportunity creation
and opportunity discovery is mainly a philosophidabate and most authors will view both
origination processes as equally valuable and emnplementary in practice (Reymen,
Andries, Berends, Mauer, Stephan, van Burg 201BsSathy, 2001). However, as creation
opportunities lay the foundations for new mark#isy are often viewed as the opportunities
that have greater impact over the long haul (B&k#alelson, 2005). Thus, from a theoretical
point of view, poor entrepreneurs who create opmities will be able to generate more profits
over the long term and thus have increased chancesrease their capabilities to function
(Figure 2.1, Cell 4).

Bradley et al. (2012) also demonstrated that oppdst creation among
microentrepreneurs in Kenya was positively relatefirm performance (and hence poverty).
However, counter to what could be expected in neaggonomies, the authors also found that
in creating opportunities, doing things only somawtifferently (e.g. trying another way to
attract more customers) and not doing somethingpéetely new, had a positive impact.
Indeed, given the extreme resource constraintstitigapoor face, and the consequences for
what they can afford to lose (Alvarez & Barney, 2Q)lthe lion’s share of the opportunities
created by poor entrepreneurs are more likelyitgbmodest changes to the markets and result
in less transformative opportunities than wouldtbeoretically expected from a creation

process in a developed economy setting.
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Entrepreneur #4 (Nonhle) has experienced a patlrgged by cell #4. Nonhle
relentlessly tried to grow her business by contiralyp seeking to differentiate her business
from that of others. For example, after one ofitherviews, she suggested that the first author
buy bead collars from her and sell them in Belgi(lis home country). Nonhle’s past
entrepreneurial actions also led her to subst@yniiarease her living standard (e.g. housing
conditions) and with the money she made she cadd send her son to law school. However,
her village had become less and less conducivediog business over the last years. She also
saw her income decrease, forcing her to lower ikigrgl standards as her poverty increased.
As a consequence, she saw no further use of erggagopportunity creation: “I don’t really
know what went wrong [...] | have been working vegrdhall my life so | am tired. | am tired
and | don’'t know what to do anymore”.

An important question that emerges from this casaysrelates to the psychological
effects of failure in opportunity creation, as #ncseverely affect one’s motivation to fight
poverty. Similarly, Banerjee and Duflo note that $&nse of stability may be necessary for
people to take the long view. It is possible thabgle who don’t envision substantial
improvements in their future quality of life opt sbop trying and therefore end up staying
where they are” (2011: 229). Compared to discoeeportunities, failing in a creation process
might be a heavier burden to carry. It is posdihde bearing uncertainty (inherent to creation)
is mentally more exhausting than bearing risk (irheto discovery). In addition, because
creating opportunities is a very idiosyncratic @®&, a person might feel more emotionally
connected to the outcomes (Cardon, Zietsma, Sapaetherne, & Davis, 2005) and thus

suffer more from its failure.
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2.6 DISCUSSION

Poverty alleviation remains one of the biggestlehges for SSA. Economic growth is
traditionally conceived as a cornerstone of povatgviation, and particularly the promotion
of entrepreneurship has been advanced as a ketotawke it happen. However, the impact
of many pro-poor entrepreneurship programs thaé leeen carried out over the last decades
(e.g. microlending) has been limited. Moreover, bigrature review has pointed out that
entrepreneurship and poverty in SSA is a topiclihatonly received scant scholarly attention.
In this paper we have tried to fill this gap.

To gain a more in-depth understanding that canegiwiture research we have reviewed
the existing literature on opportunities and poyvearmd used four case examples from SSA to
substantiate new theoretical questions. In the Idpuweent of this article, we have
systematically used the different views on oppaties (discovered and created) and poverty
(based on income or capabilities). Although thesefandamentally different lenses, only a
handful of scholars have currently recognized tl¢emtial implications of picking one
perspective over another in studying entreprenguistid poverty in SSA. As our illustrative
cases suggest, many questions remain to be ansag@te examines opportunity formation
and poverty from a psychological (individual-lev@grspective (Frese, 2000). Looking at
opportunity discovery, Cell 1 hints that to increascome in poverty, entrepreneurs need to
walk different business paths over time, a findingt calls for longitudinal research designs
that look beyond entrepreneurship as a single-vergtiort. Cell 3 is illustrative of the poor
who engage in entrepreneurship not only to groungeves, but also the people within their
community. While such stories are easily foundriaalotal accounts, academics have largely
focused on outsiders in affluent countries, whilearing those sustainable entrepreneurs that
are actually experiencing poverty from the insldsoking at opportunity creation, Cell 2 raises

the question of how religious beliefs help entrepres to cope with the uncertainties when

68



creating opportunities to raise income. Cell 4 shakat failing to create opportunities that
increase capabilities can be detrimental to ergregurs’ motivation and even pull them back
into poverty, an issue that calls for a greaterramess of the “ups and downs” in opportunity
formation.

All'in all, we hope that our work has opened some windows for scholars to examine
entrepreneurship and poverty in their future redeaWe believe that SSA provides scholars
with great contexts for studying entrepreneursaig that such research is needed to inform

those individuals and organizations in their rdksg efforts to fight poverty.
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2.7 APPENDIX

Table 2.2: Articles about Opportunities and Poverty

Authors (Year)

Journal® Type (Methods)

Adopted Field

Allison, Davis, Short & Webb
(2015)
Cohen & Winn (2007)

Corner & Ho (2010)

Dean & McMullen (2007)

Gras & Mendoza-Abarca (2014)

Hockerts & Wistenhagen(2010)

Kuckertz & Wagner (2010)

Mufioz & Dimov (2015)

Patzelt & Shepherd (2011)

Renko (2013)

Shepherd & Patzelt (2011)

Sun & Im (2015)

Webb, Kistruck, Ireland &

Ketchen (2010)

Zahra, Gedajlovic, Neubaum,
Shulman (2009)

ETP

JBV

ETP

JBV

JBV

JBV

JBV

JBV

ETP

ETP

ETP

ETP

ETP

JBV

Empirical
(Quantitative)

Conceptual

Empirical
(Qualitative)

Conceptual

Empirical
(Quantitative)

Conceptual

Empirical
(Quantitative)
Empirical
(Quantitative)

Conceptual

Empirical
(Quantitative)

Conceptual
Empirical
(Quantitative)

Conceptual

Conceptual

Sustainable
entrepreneurship
Sustainable
entrepreneurship

Sustainable
entrepreneurship
Sustainable
entrepreneurship

Sustainable
entrepreneurship
Soghde
entrepreneurship
Sustainable
entrepreneurship
Sustainable
entrepreneurship
Sustaenabl
entrepreneurship
Sustainable
entrepreneurship
Sustinab
entrepreneurship
Sustainable
entrepreneurship
Sustainable
entrepreneurship
Sustainable

entrepreneurship
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Table 2.2: Articles about Opportunities and Poverty(Continued)

Authors (Year) Journal® Type (Methods) Adopted Field
Zahra, Newey & Li (2014) ETP Conceptual Sustainable
entrepreneurship

Bhagavatula, Elfring, van  JBV Empirical (Quantitative Micro-

Tilburg, van de Bunt (2010) + Qualitative) entrepreneurship

Sequeira, Carr & Rasheed ETP Empirical Immigrant

(2009) (Quantitative) Entrepreneurship

Short, Ketchen, Shook & JOM Conceptual N/R

Ireland (2010)

Webb, Tihanyi, Ireland &  AMR Conceptual Informal

Sirmon (2009) Entrepreneurship

Alvarez & Barney (2014) ETP Conceptual Entrepresiiprin

Poverty

Bradley, McMullen, Artz & JMS Empirical Entrepreneurship in

Simiyu (2012) (Quantitative) Poverty

Khavul, Bruton & Wood ETP Empirical (Qualitative) Entrepreneurship in

(2009) Poverty

Kwon (2010) JBV Empirical Macro-level
(Quantitative) Entrepreneurship

Stenholm, Acs & Wuebker JBV Empirical Macro-level

(2013) (Quantitative) Entrepreneurship

Thai & Turkina (2014) JBV Empirical Macro-level
(Quantitative) Entrepreneurship

Valdez & Richardson (2013) ETP Empirical Macro-level
(Quantitative) Entrepreneurship

IAMR = Academy of Management Review; ETP = Entrepteship Theory and Practice; JBV = Journal of
Business Venturing; JMS = Journal of Managemendi€&) JOM = Journal of Management
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CHAPTER 3: GLOBAL VALUE CHAINS IN AFRICA AND DEVELO PMENT OF
OPPORTUNITIES BY POOR LANDHOLDERS 8

Jacob A. L. Vermeife Garry D. Brutod®& Li Cailt

3.1 ABSTRACT

In an effort to help address severe levels of ggyvenultinational firms are increasingly
seeking to include African smallholders in thewlghl value chains (GVCs). Despite efforts of
multinationals to provide such opportunities, themier of successful inclusions remains
limited. We draw from the entrepreneurship domaiagpproach this important issue from an
opportunity perspective. At the heart of our eftortlevelop a greater theoretical understanding
is the insight that opportunities can both be disced and created by smallholders. The key
implication of this insight is that multinationalgll gain more from their efforts to include
small landholders in their GVCs if they adapt theitue chain systems in ways that also
accommodate joint creation of opportunities withaiholders rather than expect that all

smallholders adapt to the systems developed blatbe global firms for their large suppliers.
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3.2 INTRODUCTION

Multinational firms are increasingly doing busindgssAfrica. These multinational firms
contributed to the overall economic growth in Afrjavhich was estimated at 4.6 % in 2014
(World Bank, 2016). While there has been rapid eoun growth in the region, relative
poverty in sub-Saharan Africa continues to be tighdst in the world (Chen and Ravallion,
2007) and the poor do not benefit typically frora gfresence of multinational firms other than
as consumers (Prahalad, 2004). Multinational capams are aware of global poverty issues
and increasingly strive to have those in povertypgomore than consumers (Kolk and van
Tulder, 2006; Newell and Frynas, 2007). The corpona are pursuing this view since they
have begun to understand that the potential foptioe to also be suppliers in the global value
chain (GVC) of the multinational firms will geneead means to help address poverty (Bolwig
et al., 2010). Thus, for those in poverty, thele s both suppliers and consumers can generate
a positive impact for the multinational firm, thegr and the overall economic growth of a
nation. Research has started to emerge on how @¥sthe potential to not only bring profit
to multinational firms, but also to aid the poompasducers (Bruton, 2010). Today there is still
a need for far greater research on the specifi@Ms in settings such as rural areas of Africa
(Collier and Dercon, 2014; Zoogah et al., 2015)sTgaper aims to contribute to filling this
gap. Specifically, we help to provide a foundation understanding why those in severe
poverty often decide not to participate in such G&en when others — including some
smallholders — clearly see the opportunity inifiaticognized by the multinational firm.

Some multinationals are already seeking to invphar individuals from Africa in their
GVCs. We will briefly review the literature on GV@sid develop a theoretical understanding
on how the poor and the firms are affected byeffert. We aim to enhance the understanding
of our conceptual development by employing an dctase example of a Dutch multinational

firm’s effort in Africa. In conducting this invegfation we acknowledge that the efforts by
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multinational firms and the resulting impact on gw®r remains limited at this time. We expect
that our theorizing about GVCs in Africa will prold insight into the opportunities that result
from such efforts, and the implications for thasg@overty. In keeping with prior work, in this
article we examine the micro-level foundations aftrepreneurship (e.g. Berrou and
Combarnous, 2012) as they ultimately mark the b@ggqof developing an understanding of
how entrepreneurship impacts economic outcomeeaimacro level. Indeed, scholars now
widely recognize that entrepreneurship has an itapbsocial and economic role in addressing
poverty (Newbert and Stouder, 2012; Wennekers.eR@05). Specifically, we will develop
insights on how employing the concept of opporyudigvelopment from the entrepreneurship
domain can help to create a win-win situation foththe multinational firms’ GVCs and the

small poor producers that dominate Africa.

3.3 INCREASING VALUE APPROPRIATION FOR SMALLHOLDERS

African economies are still dominated by smallhadtleagricultural activities,
particularly in rural areas (African DevelopmentnBa2016). Here we will focus on these
small landholders to understand how they can fib ia multinational's GVC. Among
smallholders we focus on small, rural landhold@rsesthey form the largest core group of the
poor in Africa (Chen and Ravallion, 2007) plus tharacteristics of rural and urban Africa are
so distinct (Kates and Dasgupta, 2007) that eagftsitbeir own examination. For example,
urban markets in Africa are commercial and rel#ivmparable to those in European and
North American contexts despite being poorer. Roratkets in Africa, in contrast, deviate
strongly from what Western scholars are familiathwSuch markets can be best described as
autarkic systems (systems with absence of extexssistance or international trade), and

further characterized by the absence of accesaitat, the presence of chieftaincy and tribal
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councils, subsistence economic activities and conahproperty rights (Zoogah et al., 2015).
Informal institutions displayed through norms, centions and behavioural practices (North,
1990) are said to have an outspoken influence oal mctivities in Africa (Hydén, 2006).
Zoogah et al. (2015) also note that “the traditigamactices of collectivism, shared values, and
disproportionate interdependence are extensivaral Africa” (p. 12). Scholars have recently
called for more research on alternative routesattle the challenges that such institutional
settings pose for the inclusion of poor smallhadder Africa (Collier and Dercon, 2014).
Hence, the concentration in this study on the groupmall landholders in rural areas both
takes us beyond what is already known and allows atso bring greater focus to analysis.

In general, there are two ways that small landhrslde Africa can obtain more value
from their productive activities (Karnani, 2007)n®means for the poor to gain such value is
for the multinational to make their GVC more adapgaso that they can more easily
incorporate the small landholder. Typically multioaal firms’ GVCs today (can) only work
with large suppliers due to economic efficiencied as a result, multinational firms’ systems
are designed for large suppliers. Technologicattyltinational firms commonly have the
ability to generate a system to accommodate sraatiHolders but the investment for such
access has not been engaged by those firms.

The second means for the poor landholder to gairemdalue from the GVC is by
achieving more efficient production (process upgrgy supplying more highly valued
products (product upgrading), becoming more skil{echctional upgrading) or applying
capabilities acquired in one domain to anothee(attain upgrading) (Humphrey and Schmitz,
2002). The upgrading of the poor landholder is blest long-term option for social and
economic returns (Newbert and Stouder, 2012); hewesuch an investment by a
multinational firm to ensure it occurs is large amebre challenging than changing the

multinational firms’ systems. Recent work by Khawamd Bruton (2013) illustrates the
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difficulty in making these changes as the schatéghlight the difficulty organizations face
when seeking to improve the lives of people atlib&om of the economic ladder while
building products and services. Similarly, Lutz 12 argued that the willingness of small
landholders to participate in GVCs should not betefor granted as they might not have the

resources or capabilities to become a part of aimatilonal’'s GVC even if they desire it.

3.4 THE CHALLENGE OF PROVIDING OPPORTUNITIES

Despite the debate around their potential strutiomaact (Nega and Schneider, 2014),
businesses increasingly aim to help the poor amd lamded for such efforts by both
governmental bodies and the broader society (Kar2&il). Governments have especially
high hopes that the promotion of entrepreneurshiproark the way out of poverty and bring
about the much desired social and economic devados{United Nations, 2016; Wennekers
et al., 2005). The result is that those multinadldimnms with a desire to provide entrepreneurial
opportunities for the poor in their GVCs as noted\& either make the GVCs of their firms
more accessible to the small landholders or/and alake resources available to small
landholders so they can increase their productivityese productivity enhancement efforts
often need to include actions to increase humantatafe.g. provision of training and
educational programs) and financial capital (eaghe form of credit or fixed assets), among
others (e.g. support with getting certifications).

Multinational firms that aim to provide opportuesi to small landholders by including
them in their GVCs need to have appropriate sysiarptace that allow these to occur; such
systems must be in place before more in-depth dsatigt come from working with the small
landholder can be successfully implemented. Modtinational firms have the slack resources

at hand to support their efforts to work with smatidholders in rural Africa. However, it is
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challenging for those firms where small landholdmes seen as vital actors in the GVC since
the multinational has to deal with drastic contektdifferences such as the lack of public
institutions that can provide assistance. Neveeglefforts to include small landholders in
more remunerative GVCs are becoming increasinglgespread and successful among
multinationals (Hazell et al., 2007). For examgi®all coffee farmers in Uganda who moved
to organic farming (to get certifications) and wetbsequently included in a multinational’s
GVC through contract arrangements, generated signily more revenue compared to a
group of farmers who used conventional farmingdomestic markets (Bolwig et al., 2009).
Significant insight about GVCs and multinationas @lso be learnt from the financial services
sector in Africa, where multinationals continueréach out more to the rural poor through
microlending institutions. For example, a streanitefature has emerged here on the issue of
how such microlending organizations can becomesseifainable (Battilana and Dorado,
2010), thereby highlighting successful solutionsesfablishing operational systems in rural
areas that can accommodate the high transacti@ts abproviding goods and services, plus
enable and induce efficient use of resources (Kh2010).

While some of the efforts to include small landlerklin multinationals’ GVCs are
successful, the number of success stories stansisairp contrast with the large number of
failures (Banerjee and Duflo, 2011). A powerful lplem that has been highlighted in
multinational firms GVCs is that they often dictatee way how primary producers should
participate in the GVC without consideration of theal setting (Bolwig et al., 2010). It is not
difficult to find examples of small landholders thehow the initial willingness to exploit
opportunities that were presented to them by matimal firms, but ultimately there was
disappointment by either the small landholders,ntldtinational firms or both. For example,
many multinationals in agricultural GVCs initialiyjushed the use of modern fertilizers to

increase agricultural productivity for small lanttfers seeking to join the GVC. Due to
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structural characteristics that affect incentivesupply and use fertilizer, most successes were
temporary and unsustainable without large exteinahcial support (Morris et al., 2007). In
addition to this, there are also a number of irdiigl-level factors that can play (e.qg.
procrastination; Duflo et al., 2011). The resulthat many efforts to bring small landholders
into agricultural GVCs of multinational firms fade

From the perspective of those who have identifie@d@portunity, failures can also be
the result of smallholders, including small landlesk, not taking up the opportunity as
presented by the multinational firms. Such disapioents raise an important insight for
scholars. It is often puzzling to those who studpakholders to witness the great
entrepreneurial opportunities that seem to be pteseAfrica that individuals do not take
advantage of (e.g. Duflo et al., 2011). Such pdiarp are also common in multinational firms
which are trying to “do well by doing good” (Karria@011). Thus, a better understanding of
the variation in how opportunities develop is nekdespecially for those multinational firms

engaging in the creation of GVCs that incorporataltholders in Africa.

3.5 THE NATURE OF OPPORTUNITIES

Opportunities created “with local customers, locetworks, and local ecosystems in
mind” has previously been recognized as criticah®poor (Khavul and Bruton, 2013: 295).
Such a view is consistent with entrepreneurshipé&all focus on opportunities as being at the
heart of entrepreneurship (Baron, 2006). We alsweplopportunity at the heart of our
theoretical development on GVCs and the rural laldihg poor in Africa. Here, the
development of opportunities is impacted both bgres of multinational firms to create better
systems to aid poor African landholders and efféotsaid such poor landholders in their

actions.
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Currently, entrepreneurship scholars would view poaations’ development of
opportunities for the small landholders in Afriteidugh two lenses; the discovery perspective
which is rooted in critical realism or the creatmarspective which is grounded in evolutionary
realism (Alvarez and Barney, 2010). Critical reali@mssume that both observable and
unobservable elements of our world are real, hat they objectively exist outside people’s
minds, when they can be measured (Godfrey and 2885). In contrast, the creation school
builds on evolutionary realism which argues thaigbe construct their own reality through
social interactions; but that these subjectiveitiealare tested against objective realities or
against the aggregate social constructions of st(@ampbell, 1974). It is important to note
that both perspectives lead people to develop déigrent beliefs of how opportunities come
into existence. We will next focus on the processfelsow the multinational firm and small
landholders can form or develop opportunities theough discovery or creation). It is critical
to gain such in-depth understanding because qtinaditdifferences between how economic
actors — be it an individual or an organizationercgive the world (including opportunities)
around them strongly affects the way in how thestwra rationalize or make sense of
information. Thus, given their fundamental impantexzonomic and social development we

will next look deeper at discovery and creatiormgeon opportunities.

3.5.1 The Discovery Perspective on Opportunities

Historically, opportunities were viewed as objeetphenomena that are “out there”,
waiting to be discovered and exploited by entrepues (e.g. Kirzner, 1973; Shane and
Venkataraman, 2000). Thus, opportunities in thiswiexist independently from the
perceptions and/or actions of economic actors,agdmore likely to be recognized by one
group of economic actors (entrepreneurs), but tiwre (e.g. managers). Even in the case that

nobody discovers a certain opportunity, it is assdittat this opportunity still exists.
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Within this conceptualization of opportunities,istassumed that opportunities have
come into existence through ‘exogenous shocks’sudden events that cannot be attributed
to the entrepreneur who discovered the opportubity are rather the consequence of
unexpected events in certain markets or industigegenous shocks might relate to sudden
changes in technology, politics, etc. (Shane, 20@03the discovery perspective, there can be
considerable time lags between the shock thatddbe objective opportunity and the actual
recognition of the opportunity by economic actors.

To explain why some economic actors discover aneptoit opportunities, but not
others, scholars have tried to explicate systenpastychological differences that differentiate
entrepreneurs from non-entrepreneurs (e.g. manadgersumber of traits that are frequently
portrayed in the literature as being distinctive émtrepreneurs include alertness (Kirzner,
1973), extraversion, need for achievement, riskatgklocus of control and self-efficacy,
among others (see Shane, 2003). Whereas this stsEa@search has historically attracted
much attention in the entrepreneurship domairtstteve proven not to be the best predictors
for the development of opportunities and subseqeentepreneurial action (Cooper and
Dunkelberg, 1987; Gartner, 1989).

Finally, in the discovery perspective, the explioda of opportunities is said to be risky
(Knight, 1921). Although alert entrepreneurs carscdver opportunities through the
availability of objective information, the actuad@oitation remains a risky endeavour. This is
because wealth creation —i.e. the expected outobareopportunity — is a process that unfolds
in the future, and one can never exactly know hwsvftiture will look like. The information
available to entrepreneurs is always embeddectipdit and present. Consequently, discovery
opportunities might be very temporary phenomenayv Néormation that becomes available
after the entrepreneur has started to exploit @udéered opportunity, might substantially alter

the characteristics of that opportunity. For exampihe opportunity cost — i.e. the foregone
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value of putting resources in one opportunity kattin another — of exploiting an opportunity

might change as time goes by.

3.5.2 The Creation Perspective on Opportunities

Unlike the discovery perspective, the objectivityndbormation and hence opportunities
is not taken for granted in the creation perspectRecently scholars have started to challenge
the discovery perspective by thinking about opputies as subjective phenomena (e.g. Baker
and Nelson, 2005; Sarasvathy, 2001). Creation arghat developing opportunities are
idiosyncratic, path-dependent processes resulinmique and subjective opportunities.

The roots of the creation perspective on opporsiilie in social constructionism
(Bergman and Luckman 1967). Social constructiorisssime the world is real, but contest the
idea that perceptions of this world can be objectivhese scholars argue that perceptions or
meanings given to phenomena in the world are deérfvem social, human interactions.
Opportunities, along the same lines, are seen@al sonstructions as well. The potential of
an opportunity to create wealth cannot be objeltivietermined and will be perceived
differently depending on the idiosyncratic histerignd environments that economic actors
have created in their lives (Weick, 1979). Moreowaacording to the creation perspective,
“opportunities do not exist until entrepreneursateethem through a process of enactment”
(Alvarez et al. 2013).

With the emergence of “evolutionary realism” (Carapli974), scholars (e.g. Aldrich
and CIiff, 2003) have moved away from pure subyetyi constructed views of the world (and
opportunities) by assuming that some perceptiortkefvorld are shared by multiple people
because they are objective in nature (e.g. phykea) or because they are shared by many

people and became aggregated social constructegs gerceptions about certain market
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demands). Such shared perceptions allow entremeneusome extent to test their own
assumptions about opportunities and to adapt tremordingly.

Entrepreneurs who create opportunities can, butalmnecessarily, differ from non-
entrepreneurs in terms of personality traits omiti@ns. Some scholars have suggested that if
there are such individual-level differences, thédéerences might be a consequence of
engaging in an opportunity creation process rathan a cause of entrepreneurial action
(Alvarez et al., 2013). Because of the fundamentiifferent nature of creation and discovery
opportunities, it is likely though that some indival-level differences are functional for one
type of opportunities, but not for another, andewersa. For example, a preoccupation with
the distant future and the development of long-tptams (Nuttin and Lens, 1985) might be
functional in the context of opportunity discovelyt dysfunctional for the creation of
opportunities.

Unlike opportunities that can be discovered aftar exogenous shock, creation
opportunities have to be shaped and moulded byewedeking individuals. The implications
for how the entrepreneurial process looks likeutss¢antial and challenges the classical view
that breaks up the entrepreneurial journey progeskree different processes: opportunity
discovery, evaluation and exploitation (Shane amshRataraman, 2000). Those economic
actors that create opportunities do not have tk tag for shocks in the external environment
to start their entrepreneurial journey. These emoaactors build on the information and
resources they currently have at hand to devekopdwpportunities that lead to value creation.
The motivation for engaging in an opportunity ci@afprocess is thus the anticipation that an
opportunity will come into existence in the neardstant future, whereas for discovery,
opportunities are recognized in the moment wheageized.

To create an opportunity, an economic actor musertake action based on initial

assumptions to elicit reactions (e.g. feedbackmfreelevant parties in order to adjust
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assumptions and continue with this process untiggrortunity is “enacted” (Weick 1979) that
matches the objective reality and/or the sociatigstructed perceptions of others. The role of
“others” is much more pronounced in the creatiaspective of opportunities compared to the
discovery perspective (Garud and Karnge, 2003).

In line with evolutionary theories, the actionsttbatrepreneurs undertake can be blind
or intentional. Unlike the case of discovery oppoities, entrepreneurs who create
opportunities cannot draw upon objective historicdbrmation because they do not know
beforehand what the opportunity will end up beiikg.l There is also no useful historical
comparison in the creation of opportunities tha¢ oan make since one does not know what
to compare with. Consequently, the information vehamtrepreneurs draw upon while creating
opportunities is likely to be very diverse and danrelated to what afterwards seem to be
unrelated industries or markets than the one whelre newly created opportunity became
embedded. Because one cannot explicate the diffstgps that have to be taken, the creation
or enactment of an opportunity is said to be améntain’ process (recall that the process was
said to be ‘risky’ for discovery opportunities, laese in such contexts one makes predictions
based on available information). At the same tithe,decision to engage in an opportunity
creation process cannot be the result of an oppitytoosts calculation as the outcomes of the
opportunity that is yet to be shaped is not knowd ¢&hus cannot be compared with the
expected outcomes of alternative opportunitiestebds the decision to start creating an
opportunity is said to be determined by the peexi\acceptable loss’, i.e. the economic and
personal loss that potential entrepreneurs aréngitb accept if the investment of time and

resources finally does not lead to the generati@tonomic wealth (Sarasvathy, 2001).
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Table 3.1: Differences between the Discovery and €ation Perspective on

Opportunities
Dimension Discovery Creation
Nature of opportunities Objective Subjective
Origin of market imperfections  Exogenous shocks dgthous creations

Psychology of entrepreneurs  Differences are present, e.g. inDifferences are not

compared to non-entrepreneursterms of ‘alertness’, cognitive necessarily (though can be)

differences,... present

Human capital of entrepreneurs  Experience in, aepd Experience in, and general
knowledge about specific information about multiple
markets are needed. markets are useful.

Opportunity-specific skills Non-opportunity-specific

need to be present at skills are developed during
discovery. creation.
Role of entrepreneurs Passive: entrepreneurs wait Pro-active: entrepreneurs act,

and search for an opportunity learn from reactions, act

to pop-up again, ....
Implications for opportunity Based on opportunity costs — Based on acceptable losses —
evaluation decision making is risky decision making is uncertain
Temporal characteristics of “Foresight” into the future is  Not possible to see “the end
opportunities possible due to objective from the beginning” due to

information available from the lack of objective information
past and present available from the past and
present
Implications for opportunity Exploitation process can be  Exploitation process is path
exploitation planned dependent and cannot be

planned

Overall, a comparison of the discovery and creatp®rspective reveals stark
differences in reasoning about opportunity develepifalso see Table 3.1) and scholars have
typically stuck to only one view. But there is dfelience based on whether individuals view
opportunity as the result of a discovery and theke view it as a result of creation, which in

turn impacts the discussion of GVCs among the poéifrica. Looking deeper at opportunity
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in a GVC context — as we do in the case exampt@wbelwe know it is characterized by market
imperfections that can be exploited by the smatlo&in landholders as they pursue economic
wealth (Alvarez et al. 2013; Venkataraman 1997)this setting, there can be both creation
and discovery of opportunity that can occur forghwall landholders. The view of opportunity
effects whether the poor landholders in Africa disr and take advantage of changes that the
multinational firm makes to seek to include the poahe GVC, or whether the multinational
firm can facilitate idiosyncratic opportunity creat by the small landholders in ways that do
not necessarily develop into the opportunity thétimational firm had in mind. Put differently,
opportunities are discovered in a setting wherenrtbiinational firm is an actor who provides
opportunities with a specific wealth-creating goaimind and poor landholders are “born”
entrepreneurs who discover the specific opporturisy provided by the multinational.
Opportunities are created when the multinatiorrah fis an actor that proactively creates the
setting wherein opportunities can grow throughraxtéon and poor landholders are those who
act entrepreneurially to take advantage of therdev@pportunity development paths that the

multinational firm facilitates.

3.6 DISCOVERY AND CREATION APPLIED TO A CASE OF A D UTCH

MULTINATIONAL FIRM

As a backdrop for our theoretical understandings®Cs and small landholders in
Africa, we use a richly illustrated case exampla @futch multinational firm seeking to bring
small landholders from South Africa into its GVQ@rfconfidentiality reasons, we do not
provide the name of the firm here. This firm exaadins over 100 years old and one of the
largest supermarket chains in Europe that is aativeultiple nations. The firm is pursuing an

active process of seeking to alter its GVC to idelsmall African producers of avocados. This
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firm was chosen since it exemplifies the dominatgrnational firm seeking to integrate local
farmers, and in this case farmers are from a ppaatricken region of the Limpopo province

in South Africa, where one of the authors did arye#dield research. For this illustrative case
example, we conducted semi-structured intervieviis faur key informants (each representing
different roles in the GVC) during three face-tadameetings, resulting in 177 minutes of
audio-recorded data. Data collection was suppleatebly one day visit to the field and

continued email communication with one of the kafpimants.

Thus, we focus here on a multinational firm’s saugof avocados in South Africa. In
the perspective of this multinational, the inclusio an adapted GVC should give poor, small
landholders in rural South Africa an opportunityafgpropriate more value from their avocado
farming activities under the condition that theyncsupply high quality, certified Hass
avocados. To facilitate inclusion, the multinatibhad made money available for a three-year
training programme directed to what they call augrof 26 “emerging farmers”. What these
farmers have in common is that they all “grew uphwiuit around them” and that “they
understand fruit”. However, the farmers differ @rmhs of age, experience with farming and
land ownership, among others. A number of locatippedded organizations and governmental
bodies act as intermediaries between the multinatiand these farmers. These intermediary
chain actors are the ones who actually provideértiring, but also expertise and equipment.

Out of the group of 26 avocado farmers who weréuged in the dedicated training
programme to facilitate the inclusion, only threeadl landholders were said to be “on track”
(according to the multinational) — they are the oméno discovered the opportunity. These
smallholders recognized the change in the multimals’ GVC as an opportunity, went
successfully through all certification processgmli@d the commercial farming techniques as
taught in the training, and were generating moomemic wealth than before they got involved

in the multinationals’ adapted GVC. An insightfubservation from our data was that the
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farmers who recognized the opportunity saw cleauréu benefits from following the
programme closely, rather than seeking to createpgortunity from the ground up. One of

the farmers described the discovery of the oppdstas follows:

“l could see how they are doing business and them that was the only way that one can be
commercial. If you get access to markets and themou know the information of how to

produce your fruits, so that’s the thing that yaed.[...] Because around you, there are lots of
fruits, all kind of fruit, but then without the iofmation, there’s, there’s no way you can get to

this markets.”

The three commercial farmers also built up handsxgerience with international
export in the past, enabling them to make histbrm@amparisons with what this new
opportunity could bring. However, it is importaatriote here that the opportunity provided by
the multinational was not recognized immediately thg smallholders. Mindful of the
possibility of inclusion in the multinationals’ G\V@he opportunity development process that
led to the discovery in our case characterizeslyhamics that also typify opportunity creation
(also see Table 3.1). For example, one of the tfaaeers initially followed the acceptable

loss principle and learned by doing:

“At first, | didn’t spray the whole farm, becauskriew the cost would be like high, and | don’t
know what's gonna happen, so what | did was, lysmtaome of the blocks [...] But then after
that, | knew that, no man, there’s a good markdtaditer spraying | get good quality fruit, and
then | get um ... good fruits to the market and #tems are good. So if | can spray the whole

farm, then it will be better.”

The 23 other small landholders in the training progme did not recognize the change
in the multinationals’ GVC as an opportunity foeth, despite their willingness to produce

more and higher quality avocados. These farmetswed an opportunity creation process.
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According to one of our informants, what this gronfpfarmers believed to get out of the

training is “hopefully assistance with upliftment their existing enterprise”. Given the

vagueness of this goal, it can be expected thdtithee actions that the landholders undertake
will divert into many different paths, which willob per se resemble the path that the
multinational had in mind. For this group of farmgthe training programme is a valuable, but
“finite project” and not the ultimate missing piete realize an elaborate future idea for
commercial farming. While the multinational firmeseed to be aware that the opportunity for
these smallholders did not develop the way theigipated, resources were diverted towards

facilitating opportunity discovery at the expens@gportunity creation:

“I [representative of the multinatiofadaid, look we need to sit down and see where the
priorities are and then we need to sit down witH fhe people from head office, and say, right,
how do we go forward? [...] we need to see whatwhet training that people need here as it
is at the moment [...] we need to confirm if thatsat the people still want, how they want to

go, and we will just need to hear from the farnvenst their issues are.”

It was evident from the interviews, that whetheeatrepreneur discovers or creates an
opportunity depends much on the specific contexthefindividual including idiosyncratic
backgrounds, experiences and social networks dwigw of the multinational firm, growing
Hass avocados could result in substantial econogticns for the farmers because there is a
big market demand for this avocado variety andlarost guaranteed purchase of the fruits.
The farmers’ lower quality fruits can only be brbtgo domestic markets and have to be sold
with low profit margins. On the other hand, Hassrazt be sold profitably at domestic markets
at all due to their high productivity costs. Thifigne decides to invest in Hass and things turn
out different than planned, farmers are puttingrtbelves at great risk because they might even
lose the subsistence income that they could hdnerwise generated from growing and selling

common avocado varieties. In addition to these elds) the case hints that much of the
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variation in the farmers’ response to the multioaails’ effort to include them in the altered
GVC can be explained from the differences in lamthership between the farmers. The 23
farmers who did not recognize the commercial faghripportunity as an opportunity for them,
owned (much) less land compared to the three farméro saw the opportunity. Limited
economies of scale, together with the delayed patsnestructure, capital-intensive
certification processes and farming techniques tt&tmultinational imposed, made it more
challenging for the smaller landholders to see pb&ential of commercial farming. The
multinational firm tried to take away some of th@seéns by creating awareness and involving
other partners (e.g. community leaders, governnreptesentatives, avocado growers’
association, etc.) who could help with further shgpghe context so that more landholders,
would be able to recognize opportunities in thereit But the context the 23 farmers were in
proved to be too constraining for opportunity digy. The data suggest that this situation
would appear to be accentuated since many smaikfarare not entitled to the land they use.
These farmers occupy the land but do not hold letal The result is that they have to deal
with many parties in the community who make formaald informal challenges to their
occupancy. Thus, these individuals feel even aatgrerisk particularly because if they

experience great success it may in fact bring éurtihallenges to their occupancy.

3.7 DISCUSSION

One of the key issues that the poor in Africa fecéhat often opportunities are not
recognized. There are many opportunities that appiegous to an outsider who is used to
taking advantage of entrepreneurial opportunibessuch recognition is generated by decades
of development of a culture in which risk is valuwegis working for the reward. Such settings

do typically not characterize rural Africa.
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Thus, while multinational firms like the Dutch caseamined here have a desire to
incorporate the poor increasingly in their GVCgythmust approach such issues with a clear
understanding that opportunities can both be dies@m or created. The changes in the
multinationals’ systems to accommodate small lati#rs as noted is the easiest part of the
process. The multinational firm must also ensuat the products entering the GVC meet the
needs of the smallholder. Such movements ofteninegaucation and support to the small
landholder. However, the multinational firm musiahnticipate that even given this setting,
only part of the suppliers will discover the oppmity. Many others will not reach the point
where they value or see the opportunity that ha&s lprovided, despite the multinationals’
attempts to make small landholders recognize thardueconomic wealth that can be
generated. In these cases, the multinational fimstrbe aware that other people can hold
different beliefs about information and resourcesvigled to them. If such beliefs are not
aligned (over time), opportunities for the smaltles will not develop through a discovery
process. Rather, for those smallholders who neeider an opportunity of being included
in a GVC, the focus of the multinational firm coub@ on becoming a key partner in the
idiosyncratic opportunity creation process whicls hiae potential to lead to other valuable
social or economic outcomes. The case examinedfbeexocado farming demonstrates the
need and relevance of such thinking. The multimadiéirm finds itself sourcing avocados from
a handful of small landholders who eventually diged the opportunity, which is not much
given the relative level of investment of time aftbrt by the firm. However, for those who
did not discover the opportunity but engaged ipportunity creation process, the outcomes
of the multinational’s investments are having adiinect impact on the exploitation of other
opportunities in the future through strengthenihg partnerships with intermediary GVC

actors or by growing specific human capital (exgece, knowledge, skills, etc.).
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In sum, the systematic, contextual differences tatracterize rural Africa and the
depth of change processes that small landholdenstsmes have to deal with when provided
with resources by the multinational firm is deeffe&an most can realize initially when sitting
on the outside. It can even hamper opportunityodisty by the small landholder. However,
initiating change and providing certain resourcas kead to the creation of an entrepreneurial
opportunity by the smallholder that does not pemseor the opportunity that they had in
mind, yet still lead to other valuable social am@&/conomic outcomes. Thus, the multinational
firm who aims to include small landholders in th&WCs and increasingly help alleviate
poverty must also question how to deal with tho$® wlo not (immediately) discover the

opportunities they see, yet are eager to engage apportunity creation process.
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CHAPTER 4: FOOL, FOUNDER OR FAMILY MEMBER? THE ROLE OF SOCIAL
IDENTITY IN EXPLAINING THE SOCIAL MEANING AND ALLOC  ATION OF

FINANCIAL RESOURCES

Jacob A. L. Vermeité, Jan M. W. N. Lepoutté& Miguel Meulematt

4.1 ABSTRACT

We conducted a field study of seven small firma poverty setting to build an understanding
of how and why entrepreneurs vary in the allocatwtdmicrocredit to business and non-
business related purposes. Our grounded theorgsor social identity theory and the theory
of the social meaning of money. We discovered #wtrepreneurs developed different
interpretations of ambiguous financial resourcebd@ble to achieve what was important to
them as a founder or family member in running thems. The paths we describe help explain
the allocation of financial resources (e.g. micealt) in resource constrained environments.
Our study also provides a platform for research iy generate new insights into the role of

entrepreneurs’ social identity in the social camstion of financial resources.
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4.2 INTRODUCTION

Most organizations that are new or small find fticlilt to attract financial resources (Penrose,
1995 [1959]). Both in developing and developed eooies around the globe, microcredit —
“the issuance of small, unsecured loans to indaisler groups for the purpose of starting or
expanding businesses” (Khavul, 2010: 58) — has gadeas one way to accommodate those
organizations who experience great difficultiesolstaining capital in settings where other
forms of credit are scarce or unavailable (Bruttmavul, Siegel, & Wright, 2015). Yetyhile
recent scholarship has generated great insightam ihstitutional logics (e.g. financial and
development logics) affect the development of tigpdy side of microcredit (Battilana & Dorado,
2010; Cobb, Wry, & Zhao, 2016; Zhao & Wry, 2016k know surprisingly little about the key
dynamics taking place at the demand side of mieditrEven though the microbusinesses that are
on the receiving end of microfinance loans resabeene of their resource problems, our
understanding of the mechanisms involved in spendimd repaying those loans in the process of
enterprise development in poverty is still limit&€dich an understanding is important, as the impact
of microcredit on enterprise development and pgvatleviation is mixed at best (Banerjee,
Karlan, & Zinman, 2015b; Chliova, Brinckmann, & Rodusch, 2015), and the way microfinance
loans are spent plays an important role in thisgestive (Banerjee, 2013; Karlan, Osman, &
Zinman, 2016).

Studies that demonstrate a positive impact of roreit on enterprise development and
poverty alleviation have shown that microfinanoan recipients use microcredit to increase
working capital expenditure (Pellegrina, 2011) ormtake investments in durable business
assets (Banerjee, Duflo, Glennerster, & Kinnan,52)Hartarska & Nadolnyak, 2008). As a
result, small business loans by MFOs have oftem Ipeblicly celebrated, culminating in the
2006 Nobel peace prize for Muhammad Yunus’ piomgemwork with the Grameen Bank.

Other studies, however, have demonstrated thabwers use their expensive microloans to
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cover non-productive investments or expensesfroen which no income can be generated
that can help repay the loan (Collins, Morduch hRetford, & Ruthven, 2009). For example, it
has been observed that loan recipients allocatie kben mainly to non-business related
applications such as building materials, food, etioa and health for the household members
(e.g. Bruton, Khavul, & Chavez, 2011; Premchand@mameela, Chidambaranathan, &
Jeyaseelan, 2009) or use it as an alternative Wwaawng (Rutherford, 2000). These non-
productive resource allocation strategies are ®ingrand alarming, because the absence of
potential revenues turns the microfinance loan araexpensive cost for households that are
already in poverty.

Extant research, however, has largely focused guaexng ultimate social (e.g.
empowerment) and economic (e.g. business growtitpbmes of microcredit, and only little
attention has been devoted to developing a theatetinderstanding around the deeper
guestion of how or why microbusinesses come to gpkeir loans in such different ways
(Banerjee, 2013). Indeed, it has been noted thatvéist majority of research on resource
allocation of entrepreneurial firms in the inforneglonomy — in which most microbusinesses
operate — lacks academic foundation (Webb, Brufihanyi, & Ireland, 2013). More
specifically, the argument has been raised thabrétieal underpinnings are missing to
understand the role of individuals’ cognitive faston the demand for new entrepreneurial
finance alternatives such as microcredit (Brutoralet 2015). Given that microcredit now
reaches about 211 million people worldwide, withrenthan half of the borrowers estimated
to live under the US$1.90/day poverty line (Reeap Rivera, Gailly, Sanchez, Rogers et al.,
2015), this raises an important question on whiehfecus in this studytHHow and why do
entrepreneurs who receive microcredit in povertygteats allocate these financial resources

to business or non-business applications?
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We investigate this question through an inductielel study of seven small resource-
constrained entrepreneurs in a developing econbatyatl received microcredit from the same
microfinance organization (MFO). This was a strategsearch context because it allowed us
to examine variation in microcredit allocation argantrepreneurs that had access to a very
similar type of financial resource in a very simig@onomically disadvantaged environment.
Our findings highlight that the MFO'’s institutiomegd mission of poverty reductighrough
enterprise development created an ambiguous messape possible uses for the microloan,
which the entrepreneurs interpreted differentlyhi@ construction of their cognitive resource
allocation schemata. Furthermore, these interpoettwere in turn influenced by the
entrepreneurs’ attempts to enact salient sociatiigles that acted as a lens through which the
ambiguity was channelled.

Our findings help to bridge psychological and stagical explanations of financial
resource allocation by showing that “money” is adétatic and invariable object for which
optimal allocation strategies can be calculatedh&®amicro-entrepreneurs develop different
“meanings of money” that are the result of how thesicial identity as a founder or family
member imposes itself on the ambiguous rules tiatMFO sends out. By bridging social
founder identity and the social meaning of moneysivew that for firms in extreme resource
constrained environments, an integration of psyadiohl and sociological theories are useful
for understanding the patterned connections betwestitutional resource prescriptions and

variation in the allocation of scarce resources.

4.3 THEORIES OF FINANCIAL RESOURCE ALLOCATION DECIS IONS

The strategic allocation of scarce resources sadimancial capital is a key task for

organizations (Mintzberg, 1979) and the study tbElies at the very heart of the study of the
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economy (Colander, 2000) and organizations (Bow@rp). A central notion of neoclassical
economic decision theory is that individuals allecaesources in such a way that they
maximize a particular objective (e.g. profit), wehthking into account the constraints they are
faced with. Mathematically, this is often formalizas anobjective functionwhich links a
defined output (e.g. profit) with a set of inputiadbles (e.g. resources) and constraints to those
input variables (e.g. access to resources) thrdugithematical programming” (Kirzner,
1997). Each of the input/output coefficients in tdigective function representsgpeoduction
or utility functionthat reflects the technical frontier of how munputs are needed for a given
output. Such constraint optimization remains a Widecepted method in theorizing about
organizational resource allocation decisions undgecertainty (Dixit & Pindyck, 1994),
especially in such fields as decision sciences;atipms management and statistics, but also in
other fields such as entrepreneurship (e.g. Baui®3; Douglas & Shepherd, 2000). An
important outcome of mathematical programming & thleads to normative insights about
resource allocation, in the sense that it sugdests individuals — who are presumed to be
rational - should make decisions to reach alloeatfficiency given the firm’s objective,
resources and constraints (Tversky & Kahneman, 1986

Prominent normative theories of resource allocatiat have explicitly engaged with
financial resource allocation decisions includefice theory of discounted cash-flow and real
options theory. Put simply, first, in finance thgodiscounted cash-flow is used as a tool to
decide on financial resource allocation by caléngathe net present value (i.e. estimated future
value of a product of service subtracted by theiired investment) of investments (Myers,
1984). Second, real options is useful to explaiiomal choices of making small investments
prior to making major investments (Bowman & Hurt®93; McGrath, 1999; Myers, 1977).
While both normative economic theories advancesferent view on how financial resource

allocation decisions are made, they share the ganmdicit) three foundational assumptions
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(Demsetz, 1997). The first assumption is that markenction freely, often suggesting that all
economic actors have the same objective functimfitpnaximization. The second and third
assumption are that all economic actors have thee goduction function because there is
information symmetry about prices and technologynarkets and because input and output
variables can be objectively measured and conttoowever, these three assumptions of
normative economic theories do not always holde&al-tife markets. As a consequence,
descriptive theories have emerged to provide anrraltive theoretical perspective on actual
financial resource allocation decisions — decisithreg can substantially deviate from what
would be proposed by normative modelling.

Descriptive theories of financial resource allomatdecisions can help to understand
how decision makers deal with different objectivmdtions (e.g. social progress) that are
difficult to model as a quantifiable production @fion. In addition, descriptive theories can
also account for subjective perceptions and bigsedment over production functions
(Tversky & Kahneman, 1986) when information asynmastin markets exist and when
resources and constraints are not objective enfitie Bowman & Hurry, 1993). In the light
of the observed uses of microcredit allocation Huahetimes could be perceived as irrational
or even foolish from the outside, descriptive the®iprovide us with a solid basis to start
building an understanding of financial resourceoadtion in resource-constrained
environments. We now describe the most prominestrgaive theories of resource allocation
decisions that can provide theoretical explanataynwvhen the assumption of uniformity of

objective and productive functions among decisi@kens do not hold.

4.3.1 Alternative Objective Functions

In normative economic theories, management is preduto have no real influence
(Demsetz, 1997), and it is generally assumed thgarizational decision makers seek to
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optimize profit. Yet, one could easily think of iasces where profit optimization probably
does not represent the objective function . Fongla, alternative objective functions could
be decreasing work-family conflict (Thebaud, 20XBEserving socioemotional wealth in the
family (Gomez-Mejia, Cruz, Berrone, & De Castro,12) or increasing social value for a
society at large (Austin, Stevenson, & \Bkillern, 2006). A number of alternative
explanations exist to explain the origins of alégive objective functions, and in this section
we discuss the most seminal works.

According to a first stream of research, not evedybhas the same objective function
because people differ in terms of their cognitigpaxcities. It was Simon (1956) who coined
the termsatisficingto describe decisions (such as resource allocagarsions) in contexts
where optimization of the objective function wageded. The explanation for why people
develop satisfactory instead of optimum solutioas also captured in Cyert and March’ (1992
[1963]) behavioural theory of the firm. In theirew, managers have limited information
processing capabilities, leading to the developroémnationally bounded views of the world,
which in turn steer cognitively biased resourceoadtion decisions. The information
processing capability could further be exacerbatedircumstances where decision makers
face extreme resource constraints. Mani et al. pd&monstrated that when there is a gap
between one’s needs and the resources to fulfihthe cognitive preoccupation with this
pressing situation of concern decreases the anobengnitive resources available to optimize
(financial resource allocation) decisions.

Secondly, in addition to the role of limits in cagwe abilities on resource allocation
decisions, prospect theory of Kahneman and Tve{$8y9) has shown that, when managers
make decisions under uncertainty, managers wilehdifferent objective functions for the
same decision problem as a result of how the detisioblem is framed. More specifically,

prospect theory suggests that managers will make ngk averse decisions when the decision
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is framed as a gain, while they will be more riskling when the same decision is framed as
a loss. Prospect theory was later incorporatedeatehded in the behavioural agency model
(Wiseman & Gomez-Mejia, 1998) to explain variabigk rpreferences in principal-agent
relationships. More specifically, the behaviourgéacy model has shown that a firm’s board
(i.e. the principal) can have an impact on the GEQE. the agent) decisions by shaping the
CEO'’s framing of contexts as being gain or losstexis (Zona, 2012).

Finally, social identity theory (Tajfel & Turner919) was employed by Fauchart and
Gruber (2011) to explain financial resource all@ratecisions of firm founders. Compared
to established organizations, decision makers iergmg firms are even more likely to
experience uncertainty (McMullen & Shepherd, 206&)ding to objective functions that once
again deviate from theoretical profit maximizingeatiive functions. Indeed, it was noted that
founders do not make resource allocation decisiore “calculating manner” (Fauchart &
Gruber, 2011: 952), but in a way that there i &ditween decisions and their founder social
identity. To fully understand where this variatiomnsought utilities comes from and how it
impacts financial decisions, we need to give abiiackground information. A social identity
is defined as “that part of an individual’s selfacept which derives from the knowledge of his
membership of a social group (or groups) togethith ¥he value and social significance
attached to that membership” (Tajfel, 1978: 63).eWIpeople identify themselves with a
certain social group or category (e.g. a professeoofamily, etc.) they integrate perceived
prototypical attributes of that group or categarioitheir self-concept, considering them as
being characteristic of their own and shared withes (Ashforth, 2001). As people feel
belonging to multiple groups, a social identity de¢o be salient to steer decisions. Salience
refers here to the “readiness to act out an idén8tryker & Serpe, 1994: 17). An important
note is that whereas salience of a role identitgyk®r, 1980) is carried over from situation to

situation, salience of a social identity dependshenpresence of self-categorization cues in
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the situation (Owens, Robinson, & Smith-Lovin, 2PlAdividuals are generally motivated to
confirm their salient identities (Brewer & Gardné&@96) through enacting the prototypical
beliefs, feelings, attitudes and behaviours they tiferive from their salient social identity and
which sets them apart from other social groups (H&drerry, 2000). Such enactment takes
place through a sensitivity for identity-relatedesuand the definition of situations to make
them fit with the identity (Hogg, Terry, & White995). Finally, Sleesman et al. (2012) also
posited that social pressures are potentially phwedrivers of resource management
decisions, particularly if such pressures “emarieden a group with which an individual

strongly identifies” (p. 553).

4.3.2 Alternative Production and Constraint Functions

Similar to the notion of alternative objective &ions, people can also have different
production (or utility) functions — how much of asource is needed to produce a particular
desired output — and have different views on wiaatstrains them in their choices. Such
variation is possible when the normative assumptibmformation symmetries and/or the
objective nature of input/output variables is vieth In practice, both assumptions are
interlinked because if input/output variables ambjsctive entities, it almost automatically
follows that this information cannot be known tb hi this light, scholars have long stated that
a difference should be made between organizati@salurces and the different applications
they might serve (Penrose, 1995 [1959]). Indeeshurces do not allocate themselves (Sirmon,
Hitt, & Ireland, 2007) and it has been argued thate attention should be given to the role
and characteristics of organizational actors inewsidnding variation in resource allocation.
For example, in explaining the allocation of fineslack in firms, it has been demonstrated
that managers’ discretion over slack (Vanackerlg®aert, & Paeleman, 2013) and managers’

market sensing capacity (Simsek, Veiga, & LubatR@07) impact how slack is allocated
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within the firm. Furthermore, scholars have showattto find explanation for how firm
financial resources are deployed, more explicisaegration has to be given to the managers’
broader social context such as institutional Iégaheworks (Vanacker, Collewaert, & Zahra,
2016). Institutions, however, operate at regulatogrmative and cultural-cognitive levels,
shaping the behaviour that is considered to beabpdegitimate or appropriate (Scott, 2008).
The extant literature describes multiple theorétiaionales for understanding the existence
of alternative objective and constraint functioasd here we discuss the most prominent
streams of scholarship. We begin with a brief disaen of the impact of information
asymmetries and then continue with the construchedacter of input/output variables.

In an organizational context, the allocation ofaficial resources comes with
transaction costs that need to be governed (Wid@m 1981). Agency is one type of
transaction cost that has received consideraligdrg both within and outside the boundaries
of the organizational literature. Agency theoryuses on relationships whereby a principal
delegates work (such as decision making) to antgdgensen & Meckling, 1976). At the heart
of agency theory is the assumption that all indigid seek to increase their own desires and
live up to their own risk preferences. This mayutes an agency problem when the self-
serving interests between agent and principal @dndnd when the principal lacks information
about the actual interests and behaviour of theta(feisenhardt, 1989b). Hence, agency
problems lead individuals to develop different protion functions since the set of input and
output variables, or the weight given to thosealalgs, cannot be assumed to be the same for
everybody.

The variation in production functions is furthemplicated when we follow Weick’s
(1993) work on sensemaking, who advanced the noti@t “reality is an ongoing
accomplishment that emerges from efforts to creater and make retrospective sense of what

occurs” (p. 635). In keeping with this notion, stzre have tried to understand the mechanism
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of how characteristics of organizational actorthiir social context affect resource allocation
decisions. Recent work has looked at cognition. @emner & Tripsas, 2012; Gavetti, 2005;
Tripsas & Gavetti, 2000) and particularly sociageition (Mitchell, Busenitz, Bird, Gaglio,
McMullen, Morse et al., 2007), defined as “the vilyvhich we interpret, analyse, remember,
and use information about the social world” (Bar8yrne, & Branscombe, 2005 cited in
Mitchell et al. 2007: 5). For example, an importamal through which organizational members
learn about what they can do with firm resource®yisbenchmarking their firms against
relevant others (e.g. competitors) and see howstlse their firm resources. Managers select
firms to be included into these “cognitive strategioups” (Eggers & Kaplan, 2013; Reger &
Huff, 1993) based on the firms’ identities. The méirms look like the prototype firm of the
cognitive strategic group, the more likely they tarde considered as relevant for comparison
(Porac, Thomas, & Baden-Fuller, 1989). In a simNain, strong identity beliefs leads
managers to develop an in-group bias, such thatiegiic focus becomes very much on what
in-group members do, while ignoring cues from outtip members (Porac, Thomas, & Baden-
Fuller, 2011).

Sociological theories go even further in their aciing of the social construction of
resource allocation decisions, by focusing on tikerpretation of the resource itself. While in
economic theories money is presumed to be undetsite@ profane, invariable commodity
with only quantitative meanings (Furnham, 2014;dWéll & Mickel, 1999), Zelizer (1989)
challenged this perspective by suggesting thatviddals’ perception of money stretches
beyond the economic meaning of money. The notiofspécial monies” accounts for the
gualitatively different meanings about money thatlividuals develop or adopt from
institutionalized templates and share with otheus that can vary along multiple dimensions.
As a result of these different qualitative underdtags, people can earmark different moneys

based on their source, purpose, users, mode chébo (e.g. children have to ask their father
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for pocket money on Sunday mornings) and contiohgother dimensions (Zelizer, 1989;
Zelizer, 1997), making resource allocations andcthestraints placed upon them dependent
on the qualitative meaning attributed to them.

Similar qualitative understandings have also be&plored by entrepreneurship
scholars, who have been particularly interestethaw people may differ in the resource
allocation possibilities they imagine from thessorces. An important theoretical vehicle in
this stream of work is the notion loficolage defined as “making do by applying combinations
of the resources at hand to new problems and apptes” (Baker & Nelson, 2005: 333).
Scholars in the field of bricolage have found thatrepreneurs vary in financial resource
allocation strategies when they develop differemerpretations about the potential uses of
resources in their social context (Baker, 2007)cdage requires entrepreneurs to bend or
ignore institutionalized rules or templates aboudtatvis commonly accepted to be an
appropriate or possible use of a resource.

Together, these separate streams of literature pawided important insights into the
decision mechanisms that go into resource allocgirocesses. Remaining elusive, however,
are the processes that connect these mechanisetkeéogeinforce or balance each other and
together explain behaviour that we could consideatie or foolish from a purely normative
profit maximizing point of view. Itis this inter@y of mechanisms that emerged as an important
explanation of resource allocation decisions amiregrecipients of MFOs in the poverty

context we studied empirically, to which we turxne

4.4 METHODS

To address the central research question of thidyswe used qualitative data to

develop grounded theory (Glaser & Strauss, 196dd&oy, 2006). Over a course of nearly
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two years, the first author spent 12 months inralrpart of sub-Saharan Africa to collect
archival data, interact, observe, and interviewsgmeneurs who were all receiving microcredit
from the same MFO. In the remainder of this arfigle also refer to these entrepreneurs as
borrowers. The MFO in our study uses a standardatiedit methodology whereby small
unsecured business loans are disbursed to indisidden form groups of 5 and whereby group
members are held liable for one another's montldgayments (The Small Enterprise
Foundation, 2016). To develop our theory, we usethductive multiple case-study design
(Eisenhardt, 1989a; Yin, 1994). To facilitate thservation of contrasting patterns (Eisenhardt
& Graebner, 2007), we theoretically sampled (Glase3trauss, 1967) seven extreme polar
cases of entrepreneurs who used their microcrediirmantly for business related purposes or
dominantly for non-business related purposes.

Our inductive research method is particularly useb answer “why and how”
guestions about complex social processes (Eisenha®®9a; Glaser & Strauss, 1967,
Suddaby, 2006; Yin, 1994) such as firm developmienpoverty contexts (Eisenhardt,
Graebner, & Sonenshein, 2016). Moreover, sincditarature review uncovered substantial
theoretical divergence that constrained an in-degptiderstanding of variation in the
contextualized allocation of firm financial resoes¢c we favoured a case-based qualitative
approach over a hypothesis-driven, quantitativearsh design (see Eisenhardt & Graebner,

2007; Suddaby, 2006).

4.4.1 Empirical Setting

Given our research question to understaod and why entrepreneurs who receive
microcredit in poverty contexts allocate these fficial resources to business or non-business
applicationswe sought to collect data through a partnership am MFO in South Africa. We

chose a country in sub-Saharan Africa, since thia developing region with globally the
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highest level of poverty (Alkire & Santos, 2014hid situation of being resource constraint is
magnified for many black South Africans, since twntry is ranked as one of the most
unequal countries in the world (World Bank, 20Mdpreover, South Africa provides us with
a unique setting to study and observe individudl sotial drivers of microcredit allocation to
business and non-business applications. DuringhSAfrican apartheida politic of racial
segregation that was most outspoken during 1948 884l entrepreneurship and consumption
were severely repressed due to widespread praeiaation (black South Africans
represented the working class) and exclusion frorantial services (James, 2012; Posel,
2010). With the end of apartheid, black South Adns gradually started to gain access to
formal loans such as microcredit and had to find ways to earn a living. While policy makers
intended microcredit to be used for slow but strtadt social mobility through enterprise
development, black South Africans see the longeatkoredit opportunities as an enabler to
rapidly bridge the gap between income and long-bsfarations (James, 2015). Indeed, when
compared to forms of credit aimed at setting upinmsses, black South Africans
predominantly borrow to live up to the unleashepirasions they hold for their relatives and
children - a situation perceived as one of the ‘tndoamatic developments in the landscape of
access” (Porteous & Hazelhurst, 2004: 77) and wileded in other parts of Africa (James,
2015: 22, 27). Thus, South Africa was selected @es@arch setting since its recent historical
setting provides us with an appropriate, extrentewanique setting to investigate our research
guestion.

All entrepreneurs in our cases were sampled amadgiduals who were loan-
recipients of the Small Enterprise Foundation (SEBR)ch is the biggest MFO in South Africa
(Centre for Inclusive Banking in Africa, 2014). Attugh it is hard to compare poverty
contexts, because poverty is always relative tstugal context a person finds him or herself

in (Sen, 1985), the borrowers of SEF are likelyb&orepresentative fantrepreneurs that
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receive microcredit in poverty conteXtgee our research question). We say so because SEF
has been repeatedly acknowledged for its closeradbe to the Grameen Bank’s group
lending methodology (e.g. The Small Enterprise Eation, 2016), which is a pioneer in the
MFO landscape with similar activities in Asia, lafimerica, sub-Saharan Africa, Middle East
and Northern Africa. Moreover, SEF is one of th 4értified MFOs worldwide that uses
Grameen’'s Progress Out of Poverty Index to measwesehold poverty (Grameen
Foundation, 2017; The Small Enterprise Founda0i6). SEF is headquartered in Tzaneen,
a town in the heart of rural Limpopo, which is thest northern province of South Africa and
also the poorest (Statistics South Africa, 201@&cdxding to 2011 census data about Tzaneen
(Statistics South Africa), only 21.8% of all peoplged 20 years passed their matric (grade 12),
and the rate of unemployment (economically actimd kboking for work) was as high as
36.7%. After a short visit to SEF in 2014, thetfmsithor of this paper went back to Tzaneen
in 2015 and lived there for 11 months. A year lateR016, the first author returned for another
month to do more data collection. Together, théagsswere invaluable to gain an in-depth
understanding of the research context (Lofland,wsnanderson, & Lofland, 2006) and

increase theoretical sensitivity (Suddaby, 2006).

4.4.2 Sampling Approach

To select cases for this study, we used a theaietampling approach whereby we
sought to minimize unwanted differences betweeasaad maximize differences in resource
allocation between cases (Glaser & Strauss, 19@7developing grounded theory, the
comparison of extreme cases is crucial to discthestheoretically relevant categories that are
important to understand variation in the phenomeobimterest (Glaser & Strauss, 1967).
Because in a multiple case-study research designcan only dig into a limited number of

cases, extreme polar cases also help to make ttieamiems that underlie differences between
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cases more readily observable (Eisenhardt, 19B@datively early in the research process, we
classified NONBUS-4 (we use this label to refeote of our informants, see below) as an
extreme case of an entrepreneur who dominantly lusexhicroloan for applications other than
her own business. NONBUS-4 is a borrower who wasolong the highest possible loan from
the MFO at the time of our visit, and we were sleatky the contrast between her shop and
her house. NONBUS-4 had a small ramshasgi@zashop, which is a small market run from
home, yet at the same time she was living in amreaos villa in good repair. It was hard for
us to understand how she was able to repay theadhrthe business she had..

From that field visit onwards, we decided to stampling only in the pool of loan
recipients in SEF’s joint liability program of twammparable operational branches who were
currently taking R20,000 (~ $1,730 in January 20b%roloans. This allowed us to have an
objective point of comparison in terms of how miileé entrepreneurs spent on business and
non-business applications. Moreover, by focusingentrepreneurs receiving the maximum
loan amount of R20,000, we ensured that the bongwecision was significant and important,
and reflecting a significant financial obligatiamwtards the MFO. Every month, entrepreneurs
who were borrowing R20,000 had to make a repaymieR#,144 (in the 6-month repayment
scheme) or R2,633 (in the 10-month repayment scherhe high loan amount also allowed
us to actually observe how loans were spent whevisited entrepreneurs’ businesses, which
helped us to validate self-reported loan utilisagmnerging from the interviews (Karlan et al.,
2016; Karlan & Zinman, 2012). During the two yepas wherein we collected first-hand data,
the loan amounts that some of the borrowers wéiagalecreased whereas others increased
(the latter was possible since the maximum loanuarhimcreased over time). These changes
were not a threat to our theoretical development the contrary — they significantly added to

our understanding of borrowers’ microloan use.
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Within a pool of initially 48 borrowers we mainlgoked for “polar types” in terms of
what the microloan was spent on (dominantly onrnme&s purposes or dominantly on non-
business applications). Because we did not kaopviori for which applications borrowers
actually used their loans, we tried to identify ttieoretically most interesting cases by
collecting such insights from interviewing borroweand/or their development facilitators.
Development facilitators (DFs), also known as loHiters, can be considered key informants,
since they represent the MFO staff members whaetngally working with borrowers in the
field on a day-to-day basis. Through this approaet, managed to gather insights about
microloan utilisation for 28 of the 48 borrowersaur initial sampling pool (we did not collect
loan utilisation data about the 20 others). Withis subgroup of 28 female borrowers we then
selected seven borrowers that appeared most exingerens of spending the loan to business-
related applications or to non-business relatetiegifpns. With these seven borrowers we had
29 semi-structured interviews in total (22 in 20aBd 7 in 2016), which were supplemented
with archival material collection and additionalarviews with DFs about the 7 cases, to reach
a total of 40 interviews. In Table 4.1 we descitie seven borrowers along a selection of key
dimensions (business activity, demographics, etn.)Table 4.2 we detail differences in

microloan utilisation among our seven cases.

4.4.3 Data Collection

In keeping with the literature on case-study rededEisenhardt & Graebner, 2007,
Yin, 1994), we sought to collect data from a brepdctrum of sources including (repeated)
interviews with multiple key informants during miple loan cycles, observations in various
settings, archives, and pictures, among others.gdewy of all data sources, interviews proved
the most efficient way to collect rich empiricalcaants to ground our theory. To overcome
potential resistance among interviewees (Hammemslatkinson, 2007) and because none of
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the female borrowers spoke (fluently) English,iatérviews with borrowers were conducted
by a local research assistant who had the sameemimthgue as the borrowers (i.e. Sepedi).
The research assistant received substantial topinimterview techniques by the first author
and became very skilled in probing deeper in thermants’ answers or having things clarified
(McCracken, 1988). To make sure that the reseasslstant covered all major issues, she
followed an interview guide developed by the fastthor and which changed hand in hand
with our improved theoretical understanding (Gio@orley, & Hamilton, 2013). The
interviews with borrowers lasted 45 minutes on ager and were recorded and translated by
the same research assistant who also conducteutéingews. Since Sepedi is dominantly an
oral language (Pretorius, 2013), we decided ndtanscribe the interviews, but to directly
translate them. In accordance with establishedegha®s for qualitative research (Corbin &
Strauss, 2015; Hammersley & Atkinson, 2007), wethierr triangulated our data with
interviews with SEF staff members (N=21; excludihg 11 interviews with the development
facilitators of our seven cases), observationa ,dattiotos, financial history data (recorded by
the SEF) and SEF corporate documents (such as tsaanaual reports, etc.), among other
sources (e.g. papers in local newspapers). Faetdwerview of data collected for each of the

seven cases, see Table 4.1.

4.4.4 Data Coding and Analysis

We first analysed the variation in the use of wligans that would allow us to make
comparisons across and within cases. The datacmatsnized to reveal how microloans were
exactly used. In keeping with our sampling approaehcould then split up our borrowers in
two polar groups of cases: those who used theiratean dominantly for business applications
and those who used their microloan dominantly fam-business applications (also see Table
4.1).
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Table 4.1: Selection of Case Descriptions and Da&ources

# Case label Case descriptions Data sources
Principal product/service  Year of Household Schooling Married/ Interviews Interviews a Ll?fz;[ion rljljetigs
offerings birth sizé grade? Widowed borrower DFs® PRl
files (pages)
Food market
1 BUSL Louery 1984 4 12 M 4 1 4 11
Tavern
Moneylending
Bricks
2 BUS2 Sewing 1942 5 none W 4 2 3 7
Property rentals
Clothes
3 BUS3 Sewing 1947 5 4 w 4 2 2 12
Religious services
Food market
4 NONBUS4 Caregiving 1958 4 8 M 5 2 3 12
Car rental
Moneylending
Food market
5 NONBUSS Fish ol 1950 3 none W 4 1 4 8
Caregiving
Traditional healing
6 NONBUS6 Thermo boxes 1957 7 10 M 4 1 4 9
Household items
7 NONBUS7 Soft drinks 1953 9 5 W 4 2 2 11
Household items
1-7 - - - - - 29 11 22 70

'Household size and Marital status (Married/Widowaslin November 2016Grades 1-12 are used in South Africa to label ¢vell of educational achievement.
Primary school grades start from grade “R” and iooet from grade 1 to 7; secondary/high school gsadelude grades 8 to 13WVe have only five recorded interviews with
five different DF's (development facilitators), bstme DF's knew multiple borrowers.
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Table 4.2: Financial Resource Allocation and Caseeparation

First-order categories  Self-reported applicationg Overarching dimension: Financial resource allocatia
BUS1 BUS2 BUS3 NONBUS4 NONBUS5 NONBUS6 NONBUS7?
“Doing business” Business stock v v v v 4 4 v
Paying employees 4
Loan sharking Lending with interest 4
Saving money Savings v v v v v
“Eating the money” Repayments to SEF v v
Home renovation v v
Insurance v v
Electricity/Firewood 4 v
Groceries v v v
School fees v v
Other household expenses v v v
Lending to family Lending to family members v v v
Dominant use of microcredit for business v 4 v

The first-order categories represent codes thag weed to label the borrowers’ self-reported apfiims of the microcredit. First-order codes putMeen brackets
denote in vivo codes, meaning that they mirroretk@ct words of our informantd.oan sharking is per definition a business actigityce profit is sought through the lending
of money with interest, but we differentiate itdnd'doing business” because our informants did alt Wgased on a triangulation of data sources, we sayoeredit use is
dominantly for business when more than half of 26,000 loan is used for business-related appbicati

126



Figure 4
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Business applications were almost exclusively eelab buying stock for the borrower’'s own
business, whereas non-business applications wene aneerse, yet mostly related to covering
expenses that also benefitted near family (e.gsélooild expenses). Hence, we say that
microloan use is dominantly for business for thbsgowers who used more than half of the
R20,000 on business-related applications whereasloan use is dominantly non-business
for borrowers who used more than half of the mmawol for non-business related applications.
Similarly, in this paper, we refer to our casesigshe labels BUS (dominant use for BUSIiness)
and NONBUS (dominant use for NON-BUSiness), disefdllowed by the number of the case.
Where applicable, we also add a dash and numb#reahterview with the borrower in the
case. For example, “BUS1-2" refers to the secotehwew with borrower 1, who belongs to
the group of cases where the microloan was doniinased for business.

In a second step, we analysed our data with the@uncover systematic patterns that
could explain the observed variation in the micablaise. In keeping with the literature on
gualitative research (e.g. Miles & Huberman, 1994n Maanen, 1979) and following a
grounded theory approach (Corbin & Strauss, 201Bisé3 & Strauss, 1967), we used
descriptive, informant-centric codes to label th#edent constructs that are potentially
informative for why and how the microloans are uddf@rently by the seven borrowers. Much
of our initial coding wa vivocoding (Corbin & Strauss, 2016)eaning that we tried to keep
as close as possible to the data, thereby enfoigimayance of priori constructs that we know
from the literature (Gioia et al., 2013). To movenf initial first order coding, to higher-order
conceptual codes (Corbin & Strauss, 2015), we amtistcompared cases and made numerous
diagrams trying to model the data. The resulting d&ructure with first-order codes, second-

order themes and the overarching theoretical dimmeass shown in Figure 4.1.
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4.5 FINDINGS

Our primary finding is that the salient social ilgnof entrepreneurs functions as a
cognitive lens in the interpretation of financiakource allocation rules. Figure 4.2 is a visual
representation of our theoretical model. To putdhkibriefly, the starting point is an enduring
situation of financial resource constraints whiaswalso the context of our study. The resource
allocation schemata held by the entrepreneurs guttke actual financial resource allocation
(Path 1). The resource allocation schemata areurin shaped by the financing body’s
ambiguous institutional prescriptions about thection of the financial resources (Path 2),
yet this relationship is influenced by the entreynas’ salient social identity in running their
firms (Path 3). In turn, entrepreneurs’ salientaladentities are influenced by the purposes to

which financial resources are actually allocateatlfR).

Figure 4.2: Model and Pathways of Entrepreneurs’ Fiancial Resource Allocation

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

Salient social
Enduring identity
financial
resource —
constraints i instituti Path 3
Ambiguous institutional Financial
prescriptions about resource | | Financial resource
financial resource Path 2 allocation Path 1 allocation
allocation schema

In the following sections, we theorize and subssaieach building block of our model
and the paths that connect them. We start witheprgneurs’ cognitive resource allocation
schema since we discovered this to be the mostirmpabxdeterminant of financial resource

allocation.
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4.5.1 Cognitive Resource Allocation Schema: A Sotiterpretation

We found that differences in the allocation of theroloan was primarily a result of
differences in the borrowers’ resource allocaticimesnata. A resource allocation schema refers
here to the borrowers’ cognitive model of firm resmes and the understanding of their
fungibility (Danneels, 2011). Applied to money walkt aboutshared cognitive resource
schemata since money is a social construct thditdées exchange between people and thus
requires a shared understanding to be meaningfuh(gl, 2011 [1907]). Indeed, the cognitive
resource allocation schema around the microcredis whared and constructed through
interactions with relevant others in the social immniment of the borrower (household
members, SEF’s development facilitators, etc.).il@mto Zelizer's observations (1989; 1997),
our data revealed that the cognitive resource @iiloc schemata of the two groups of cases
differed along two dimensions: “microloan purposeit “social control over the microloan”.
Microloan purpose refers here to the uses to wtielborrower plans to apply the microloan.
The social control over the microloan refers to theent to which people in the social
environment of the borrower can affect decisionsisihg the microcredit for business or not
(Aldrich & CIiff, 2003; Steier, Chua, & Chrisman0@9). We now illustrate the different
interpretations that the borrowers in the two pglaups of cases constructed in terms of the
purposes and social control over the microloan. flits¢ group of cases (BUS1, BUS2 and
BUS3) consists of borrowers that dominantly usesdrtiicroloan for business applications.
The second group of cases (NONBUS4, NONBUS5, NONBEI®]I NONBUS?7) consists of
borrowers that, in contrast to the first group, dwantly used their microloan for non-business

applications.

Purpose of financial resourcedn the group of BUS cases, the reason for taking

R20,000 was motivated in terms of the size of thesiness, which could easily absorb the
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amount. Consequently, the usefulness of the SEf doaong the BUS cases was primarily
framed in terms of business investments, as omieedborrowers explained: “Some people do
not understand what the SEF money is for and theuld know it's for business. | mean they
buy fridges and all sorts of things with the moaey at the end of the day they do not have the
money to pay SEF back because they do not havmeome at all” (BUS1- 4). In contrast, in
the group of NONBUS cases, the main reason fontgR20,000 was to keep up with a standard
of living in the household. One of the borrowersovdecreased her loan to R15,000 motivated
that decision as follows: “It's because | saw aobin improvement in the family... That is why
we decided to reduce the money, because thereogggss in the family” (NONBUSG6-3),
meaning that she used (parts of) the loan from BEFamily-related purposes: “[the SEF
money] is useful in all places in my family housktidNONBUSG6-4). Indeed, for borrowers

in the NONBUS group, the SEF money was usefulnms$eof its potential to be used for diverse
non-business purposes, as one of them also exgldthe SEF money works in all departments
here at home” (NONBUS4-5). Furthermore, borrowarthe NONBUS group explained that
they wanted to use the money for non-businessa@gifuns, and that business investments were

made to keep up appearances:

“They [SER also know that we are not selling what we writetlvose things [loan application
forms]; [...] some of us, we just want to use the eph..] They do not tell us on how much
we should spent [on the business] [...] Even if thegne here right now and get two to three
things here that has to do with a business, theywhll just write it down - and it is a business

to them - at least it looks like it.” (NONBUS7-4)

Similarly, another borrower only had a minimum tdck in house to have something

to show to:
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“At any time they BEF staff membdrsan show up to my house and have questions fopme
even ask what | do with the money and examples loat we do. If | do not have those then
what will I show them if there is nothing herd?agghg So | do thatjising some of the SEF

loan to buy business stgckNONBUS6-4)

Social control over financial resourcesln terms of the social control over the
microloan, BUS borrowers did not tell people inithgcial environment when they were
receiving loans from SEF (except for BUS1 whosebhnd was directly involved in her
business). One of the borrowers explained thatdgh@ot tell anyone because those who do
“get mugged, such things happen to them becaugddheveryone their business” (BUS2-4).
Borrowers in the BUS group also strictly wantedctmtrol the microloan themselves — an
understanding that was shared by others in tharak@nvironment. Questioning BUS1
whether she sometimes felt the pressure to shamittroloan with family, she responded “No,
they do not bother me with such [requests]’ (BU3B&rrowers in the BUS group also limited
their attendance to centre meetings where issoesdtoan utilisation were discussed in group
(except for BUS3 who had to attend centre meetwegause she was the centre chair) (archival
source: loan application forms). Moreover, all thigorrowers in the BUS group sought to
overcome the issue of being controlled by group bemin their use of the microloan, since
they repeatedly expressed interest in the podsilufi getting an individual loan (BUS1-1,
BUS1-3, BUS2-1, BUS3-1, BUS3-2). In contrast, loukiat the social control over the
microloan among cases in the NONBUS group, we obseclose involvement of the social
environment. Family members were habitually infodmesbout loans received (even those
living outside the household) and control overaliecation of the loan was to a certain extent
shared among family members. Attendance to cengetings among borrowers in the
NONBUS group was also vastly higher compared ts¢hn the BUS group (archival source:

loan application forms). This increased the liketid of being controlled by group members
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on loan utilisation and pushing them to use attlsase of the loan for productive purposes,
just like they do themselves: “Right now we havehabane, she is new, she is new, so we are
still watching her. [...] We want a person that ppgsple whenever she owes them money and
a very hard worker” (NONBUS5-1). Furthermore, excégr NONBUS4, none of the
borrowers in the NONBUS group showed interest m plssibility of getting an individual
loan.

Thus, our assessment of the data revealed thaivibens and their family members held
qualitatively different interpretations of the poge and social control over the microloan.
Representative quotations for each of our sevessca® bundled in Table 4.3. Together, these
different interpretations characterized borrowscgial cognitive resource allocation schemata,
the resource allocation options that were consilbyethe different borrowers. These resource
allocation schemata, in turn, explained why micaol® were dominantly used for business
applications by borrowers in the BUS group and rion-business related applications by
borrowers in the NONBUS group. This finding alsartfies the first mechanism of our
theoretical model (see Figure 4.2, Path 1).

In light of the observed differences, the questi@n becomes why borrowers differ in
terms of their resource allocation schemata. Ilkisgean answer to this question we uncovered
the role of two key building blocks — the MFO's titgtional prescriptions about resource
allocation and borrowers’ social identity — thagegther explained why borrowers developed
different resource allocation schemata. We firstdss our findings concerning the MFO'’s
institutional prescriptions about resource allamatiand next we turn to findings about

borrowers’ social identity.
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Table 4.3: Resource Allocation Schema

2" order theme and F order category: Representative quotations
Purpose of financial resources: Reason for “takirthe money*®
BUS1 “[Sometimes | would like that] the money wasrenthan what | am taking now. But unfortunatelgrits there. [...] when you do not have [the
SEF money] then you really cannot do some thingkerbusiness.” (Int. 4)

BUS2 “I would [take a higher loan than 20,000] atdive applied for it, but my loan was denied. 20,3 not enough for my business - | use it all
and it finishes. People once came to my house ame fill out some papers for the loan, but & wat approved.” (Int. 2)

BUS3 “[I want to take 25,000 because] | have torgete clothes, so | need that money to get a Istafk. So in times like these, | usually want so
many things, but at the end of the day | find thatmoney is really not enough. [...] And next yeasaht to sell meat as well. When | am here
at home sewing, then someone comes through sayygieed meat, then | will just get up and sellnteat to them.” (Int. 3)

NONBUS4 “| cannot get into SEF with all my children. | dotnwant my children to go into groups with otheppke because | know how it is. So if |
could get 20,000 then | know that | can give myeotthildren the money. This other child of minénithe same group as me but | knew that
they wouldn't allow her to do so, so she signedsing her husband’s names, but she is the onegtékénmoney and she is taking an amount
of 12,000.” (Int. 4)

NONBUS5 “l do not want to decrease the money because wberdy, then it's not going to be like you usedebigbefore [...] If you decrease it, and
then want to increase later on, the process vké tane.” (Int. 4)

NONBUS6 *“ | took R15000 now [...] [l reduced my loan] becadssaw a bit of an improvement in the family. Sattls why we decided to reduce the
money, because there is progress in the familgt” g)

NONBUS7 [Interviewer: why don't you decide you take lesantt20 000?] No, | am used to taking that amoumofiey already.L@ughg so | am used
toit[...] it does help me, so | might as well [tatkat amount].” (Int. 4)

15 We define ‘Reason for “taking the money” as tlmrbwer’s rationale behind the decision to lendegtiain amount of money (not more, not less) froeMFO.
The criterion entrepreneurs use to lend the mor@y the MFO can be the same as the purpose, Isusthbt necessarily the case.
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Table 4.3 (Continued): Resource Allocation Schema

2" order theme and F order category: Representative quotations
Purpose of financial resources: Restriction to thesefulness” of the SEF money

BUS1

BUS2

BUS3

“One thing people don't understand about SHRat as soon as clients get money and usettidarrong reasons, like groceries, then there is
no growing [of the business] with that [money] hapimg, but if it is used wisely then progress Ww#lthere.” (Int. 1)

“The decision [on how to spend the money]lialaout knowing what you want at the end of thg.&o if you are in a different business than
mine, then you just continue buying those cabbag@ens or whatever that you sell. Use the praditsuy all that you need on the side. People
end up saying that SEF is very problematic - itas SEF, it is yourself. When you pay on time andadhat's right then you will enjoy SEF.”
(Int. 4)

“SEF money is not money for loan sharksSE[] can’t lend you money and then you do the sameedls That is not how things are done. It
is no good and that is the biggest mistake thaplpezan make. The SEF money is used to buy stockthen after you have bought that, then
use the money you have made from the businessunttp good use.” (Int. 3)

NONBUS4

NONBUS5

NONBUSG6

NONBUS7

“The SEF money works in all departments here atdhddome of my children still go to school, so | seme of that money [to cover tuition
fees] [...] Yes, yes [the SEF money works for evesyonthe family].” (Int. 5)

“[The SEF money] is very useful, because when ltvgamething then | will be able to get it [...] aricdbne still has children that still go to
school, then you will be able to pay the schoosfaed of course pay SEF back.” (Int. 4)

“[The SEF money] is useful in all places in my fanousehold - it is useful and it made me who Itaday.” (Int. 4)

“When it comes to the business - | do not get afdhings really, that really covers all that mgifitne R20,000 loan from SEmo. But most
of the money comes here at home, so | know whatiggbt and | can finger point all that | used thenmpofor. | do not play with it.” (Int. 4)
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Table 4.3 (Continued): Resource Allocation Schema

2" order theme and F order category: Representative quotations
Social control over financial resources: From infaning others about the SEF loan to obeying

BUS1

BUS2

BUS3

“[Interviewer: Do you sometimes take the SEshey without your husbands consent?] No he knowsyéving [...] He knows | am with SEF
[...] He shouldn't be surprised with such thingstit(#)

“No! | do not do thattglling her children or grandchildren when she riees money from SEFSo when people get mugged, such things
happen to them because they tell everyone theinéss” (Int. 4)

“When it comes to the SEF money, | do not veenytone to be involved there at all [because thgnbusiness will suffer.”(Int. 4)

NONBUS4

NONBUS5

NONBUS6

NONBUS7

“[When | get the money from SEF] | withdraw it acdme home with it, because here at home I stiletelausband and he should know what
| do and when | have receive the money. Afterwardsee what to do with the money. Here at homeavead keep things from each other,
we tell one another everything. In that way youmifg has the strength to work along with each athgnt. 5)

“My son and | get along and we talk about anythimgach other [...] | don't [take money from SEF withtelling him], but | do not give him
my money (Laughs). [...] Yes, he does [give me s&h]. He tells me that when | buy something thelmouldn't use all my money, | should
save some of the money in case | have an emergemi®al with.” (Int. 2)

“When | get the money | come back straight homethed sleep on itgughg [...] [next, 1] call my husband, and we start talgithrough our
plans and all that we spoke of before we got thaewd (Int. 4)

“I would just leave [SEF] if ever my children stadying that | should leave it, then | would [...]JtBww | am still good. Yes, it is just that if
things do not go right along the way, then | wititibe able to continue [borrowing money from SERJ any children will tell me to leave
[SEF] as well.” (Int. 3)
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Table 4.3 (Continued): Resource Allocation Schema

2" order theme and F order category: Representative quotations
Social control over financial resources: From setntrol to shared control

BUS1

BUS2

BUS3

[Interviewer: Do you feel you can use the $ktdhey any how you like?] Yes, for business yesfiiewer: When the money is in your hands,
they do not have a say on what needs to be dolumgss it goes to business?] Yes. [Interviewerd8you sometimes feel the pressure to
share the SEF money with your family?] No, theyndobother me with such [requests].” (Int. 4)

“No, | will not share with themrglativeg. When | share something with them, then it isdfodouy food using my grant money and then | buy
food and then | share with them, that is if theywdmt food.[...] the SEF money doesn't go to anyamente. So if it happens that | do give
someone that monefrgm SEH, then | will struggle.” (Int. 4)

“[Interviewer: You said that sometimes youldid relatives money but only if the reason isdliFunerals, only if it has something to do
with funerals, then | will. Not to buy coke (Laugh¥es, when you are a human being you need tif sk have a valid reason then you will
get the help that you need. [Interviewer: So th@eyahat you borrow them, is it the SEF money amyamvn?] My own money, not the SEF
one. (Int. 4)

NONBUS4

NONBUS5

NONBUS6

NONBUS7

“[Interviewer: Let's say, maybe a family membemuws through and says to you, please lend me R300Id you take from that SEF
money?] No | will not, they will not be able to bg it back. [...] You do understand that R5000 istaof money and my business will collapse.
[...] so I will not give anyone that kind of mondgss, yeshut that much that is just too much. It will na good for business at all.” (Int. 5)

“[Interviewer: When you get the money who do yae ut with?] The boy that lives here at home wite .] he is the one that knows
everything that happens around here.” (Int. 4)

“[Interviewer: When your money comes ...who is the ovho uses the money [...]?] It's me and my husbgisdally my kids are not in use
of this money, we just provide for them.” (Int. 4)

“I always tell my kids as soon as | am gettingti@ney and they always tell me | should use theayevisely and always remember it is not
my money to use, but for my business.” (Int. 2)
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4.5.2 Institutionalized Prescriptions about Resoure Allocation

According to institutional theory, organizationsavare highly dependent on resource
providers are more likely to conform to the presitoins of these resource providers (Dimaggio
& Powell, 1983). In our study, the organizations egpresented by the seven small firms and
the resource provider in this study is SEF. SinE€’S rules on borrowers’ allocation of the
microloan are embedded in formal structuring devigeg. manuals), we refer to such rules as
institutionalized prescriptions (Zucker, 1987).

Many MFQ'’s around the world struggle to combinditn§onal development logics (to
help the poor) and banking logics (to be finangiakalthy) (Battilana & Dorado, 2010), and
so does SEF. Our interviews revealed that, in dgailiith this challenge, SEF institutionalized
prescriptions about the allocation of the microlt@at were not without ambiguity. On the one
hand, microloan utilisation for enterprise develgminwas the dominant prescription, but on
the other hand alternative allocations of the miaan were also accepted. Current empirical
research has demonstrated that organizations r@spoimstitutional ambiguity by defying
prescriptions (e.g. Khavul, Bruton, & Wood, 200%d& Mair, 2014). Indeed, scholars have
noted that institutional ambiguity of prescriptioabows organizations to define their own
meaning of compliance within the broad boundarféb@institutional prescriptions, yet secure
the organizational interest (e.g. Edelman, 1992emann & Lepoutre, 2017). In all, this
institutional ambiguity in prescriptions about thkocation of the loan resources provides a
distal, but root explanation for the observed \aiain the allocation of the loan among

borrowers.

Organizational rules about the applications of finaial resourcesRetrospectively,
the ambiguity in rules about the applications efthicroloan could already be discovered from

comparing the MFO’s name and baseline: The SErabrpriseFoundation - Freeing the world
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of poverty(The Small Enterprise Foundation, 2016; italicdeat). Indeed, in the determination
of borrowers’ eligibility to enter a new loan cyctbe 2 main criteria that SEF used were the
current value of the business (compared to theiveddoan) and the extent to which the
borrower had been able to save (to cover emergeni¢he family) (archival data: loan
application files). Thus, the message that SEFdirbis that lending money from SEF must be
reflected in terms of increasing business valuedewleasing poverty outlooks for the family.
Furthermore, the earmarking of approved applicatias not clear-cut. For example, in the
training of new development facilitators — MFO &tafembers who are most frequently in
contact with borrowers - the following was said atdoan utilisation: “The usage can either be
for the business or other reasons, but we wantliéet to use at least 80% of the money for
business purposes.” (archival source: training n&$). Thus, from the very beginning, MFO
staff learnt that the business purpose is impartaat that other uses are also allowed.
Moreover, earmarking the SEF loan for business gaep only was not without debate as a
senior manager at SEF explained: “You know, we d&ih debate internally. If clients were
using loans for other things, should we just sagk] we'll provide you with a good loan and
good terms, and we'll allow you to use the loanafbat is the best thing, what you judge is the
best thing to use the loan for” (SEF Senior manayeVhen we next questioned how he would
feel like if borrowers were using the SEF loanrion-business purposes, but for anything else
that improved peoples’ lives, he responded: “ThgrEat, you know, that's alleviating poverty.
| think we are trusting the people will make gooecidions. They might not make good
decisions a 100% of the time, but they generally make good decisions [...] so we accept
that. But, there is a kind of this tension betwees know that people would do that but we still
want to be about business” (SEF Senior managé&utfhermore, one of our informants at SEF
explained that the business purpose “remains iraptitbut that, “as you get lower [in SEF’s

hierarchy], it becomes a little bit less importamarticularly development facilitators are not
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that strict when it comes to the business purpaskeaiow borrowers to use money for other
purposes “if they feel like” borrowers have put kben to “good use” (SEF Employee 1). Thus,
our data suggests that next to enterprise developmsing the microloan for the purpose of

poverty relief was also widely accepted througHaiEE.

Organizational rules about the social control ovBnancial resourceslIn addition to
the above, SEF also held multiple rules about twéat control over financial resources. We
found that there was ambiguity in terms of the wdlé&amily in the allocation of the SEF loan.
One the one hand, it was stressed that family mesrtieed to be involved in the decision to

loan from SEF:

“[The role of the family members] is the key ongalh [relationships], because that is the start,
that is the foundation. [...] The clients' husband ehildren, it's very key, because if they don't
want you to start, to go there, you don't havestiggport. If they don't want you to join SEF,
then... [...] you cannot join - a good client willtnoin the organization without telling her
husband [...] So to get the approval from her huslismdry good, because that is when maybe
they will be able to support you, whenever sheclient has got a problem, that's when the

husband also come in, to assist...” (SEF Senioragamn?)

On the other hand, SEF prohibited that borroweassferred their loans to a “third
person” (archival source: training materials), sinoe of the key aims of SEF was to empower

female borrowers:

“We want to make sure that especially we empowenembecause of the limited status where
they often times - sometimes it's not the casetenofimes they don't have big say in the
relationship or in the way their live is turningt@o by giving them these business loans we do
not only want them to start a business but alse takre charge within their families and

empower them.” (SEF Employee 2)
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In addition to the ambiguity about who to involve teking the loan, there was also
ambiguity about whom to spend the loan with. Forerihan two decades, SEF only offered
microcredit through group liability schemes wheralrpup members were incentivized to
know and control the microloan use of each otheindwcentre meetings and beyond. However,
over the last few years, SEF started to considdéivitiual liability as an alternative to group
liability. In individual liability, borrowers careind as an individual instead of as part of a group,
thereby transferring much of the control over thanl to the individual borrower. Moreover,
SEF started to institutionalize individual liabjlias an alternative allocation mode by rolling
out two new loan programs that built on this lelgdsystem. While all of our seven cases were
in the same joint liability program, the existermlethe individual liability program made
borrowers aware that SEF also promoted the ideao€entrating control to the individual
borrower.

Thus, our data demonstrated that the MFO held warimles about the possible
applications of, and social control over the micasl. This set of institutional prescriptions, in
turn, was an important breeding ground for borr@narthe development of their cognitive
resource allocation schema. This finding also suligttes the second mechanism of our
theoretical model (see Figure 4.2, Path 2). Howenhile all seven borrowers built a cognitive
resource allocation schema drawing from the MFOstiiutional prescriptions, by
incorporating some rules, they had to defy othamsl¢ice versa In the next section we discuss
patterned observations of how borrowers dealt whith MFO’s ambiguous institutional

prescriptions about financial resource allocation.

4.5.3 Family Member Social Identity and Founder Saal Identity

While we can see now that SEF's ambiguous preasmng about the use of the
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microloan set the boundaries for borrowers’ resewitocation schemata, it remains unclear
where variation in borrowers’ resource allocationesmata came from and thus why borrowers
in the NONBUS and BUS group interpreted SEF’s tnstinal prescriptions about microloan
use differently. In this section we provide an aasto this question through our finding that
borrowers’ social identity served as a filter inetlinterpretation of SEF's ambiguous
institutional prescriptions about microloan utitisa. More specifically, we observed that
borrowers perceived SEF’s microloan as an enalbldredr social identities (Tajfel & Turner,
1979). We found that among all seven borrowersnileeoloan received from SEF was used

to enact to varying degrees their “family memberiaadentity” and “founder social identity”.

Family member social identityRelatively early in the research process, SEF staff
members confirmed our observation that “when yoetrokents it looks like you meet mothers,
you meet grandmothers...you seldom meet businegdgig SEF Senior manager 1 and SEF
Employee 2). The family member social identity weastral to borrowers’ self-definition in
running their firms, since all our seven borrowbesl family for whom they were taking
financial responsibility. With SEF they could bosranoney to enact their family member
social identity. In this light, some borrowers alseferred to SEF as their “husband”
(NONBUS6-4, NONBUS5-4) and others confirmed that éimalogy of a husband represented
their relationship with SEF well (NONBUS7-4, BUS2-BUS3-4). For example, one borrower

described her relationship with SEF as follows:

“SEF, | see it as my husband [...] | still see SEmgsusband because it helped, and still helps
me a lot [...] Even when my husband was still alieerbally didn't give me money to do

anything, even 5 Rand$0 dollarcent he never did.” (NONBUS5-4)

Indeed the husband metaphor represented the redhipbetween the MFO and loan

recipients well, since the microloan provided bareos with a relatively secure source of
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income that helped the borrowers to cope with #sponsibilities inherent to their family
membership. Furthermore, development facilitatorsnted the family member social
identity in the lender-borrower relationship. Dedyghent facilitators were trained to treat
borrowers “like your parents”, like in a “mother calaughter” relationship (SEF Senior
manager 2). In sum, we observed that for all sdv@nowers, the family membership was
important in running their firms and formed thaselinesocial identity for interactions related

to SEF.

Founder social identityDespite the centrality of the family member sodai&ntity in
the context of SEF - “the family is more importémn anything else” (SEF Employee 2) — we
learned that some borrowers also categorized tHeessas business women in the context of

SEF. For example, one of the borrowers noted:

“With SEF, and the centre that | am a part of,¢liemo one [that | feel similar to] but there is
this one woman [...] | see her business is movingéod. So itis just one that | see, her business
is doing good. But the others, | do not see [thaBinesses moving forward]. When | meet her
[this one womd]p she is going around - always busy with her besér...] it's just that people

are not really serious when it comes to their lesses.” (BUS1-3)

Triggered by these observations, and mindful ofthegeoning literature on founder
social identity (e.g. Fauchart & Gruber, 2011; 8iedsruber, Fauchart, & Zellweger, 2016),
we set out to assess differences in the type afdeusocial identity of our seven borrowers. In
keeping with the literature, to assess founder typdooked at variation in borrowersasic
social motivatiorwhich “describes the main reasons why people engagew firm creation,
the basis of self-evaluatiofjwhich] describes the elements that the foundesus judge
him/herself upon, or believes others will judge Hier upon, and thieame of referencpvhich]

describes the way in which and in relation to whbmnfounder derives self-worth” (Sieger et

143



al., 2016: 247). All seven borrowers closely reskemibvhat Fauchart and Gruber (2011)
labelled aDarwinian, representing a type of founder who pursues basinainly out of self-
interest, who seeks to be professional in whathieedtoes and who consider competitors as a
reference point. More specifically, we found thktsaven borrowers shared the main social
motivation - wealth creation - which was in turmoected to their basis of self-evaluation.
Two self-evaluation rules that were consistentlyduacross our cases to judge themselves upon
as founder of a business was the extent to whish‘thorked hard” and used money “wisely”.
Working hard and using money wisely were thus peeckas key principles to make it in
business. The founders’ frame of reference werepeditors and they sought to be distinct from
them. Yet, competition was also tolerated and sonast even stimulated. For illustrative
quotes supporting our analysis, see Table 4.4 f@space constraints we only compare one
borrower from the BUS group with one borrower fridme NONBUS group). Since all seven
borrowers shared the same founder social ideniieyDarwinian type, we would expect from
the literature that they would all be very muchused on making profits in the allocation of
the microloan (Fauchart & Gruber, 2011). Howeves,already know that the borrowers in our
seven cases varied substantially in terms of theation of their microloans. Keeping in mind
that the family member social identity was a fundatal driver of borrowers’ decision to
borrow from SEF, we found that differences in tledative salience of the founder social
identity as compared to family member social idgribrought a valuable explanation to our

observations.
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Table 4.4: Founder Social Identity - Identity Dimersions and Similarity in Meanings

Case Basic social motivation Basis of self-evaluati Frame of reference
Wealth creation Working hard Using money wisely e distinctiveness Supporting competition

BUS1 “So right now I do loan “If you do not do “When one has a business| do good with alcohol and “There should be
people money [...] | get anything then you will then money needs to be food, but when it comes to competition for you to
boosted with the money feel like there will be no  used carefully, in a propergroceries [shops run by see how it goes for you,
| make from being a money and that is time  way -because if you just Indians] are winners. But  so you have to have
loan shark. | make a lot wasted right there [...] decide to use itin a when their shops are closedcompetition. Every
of money from it” (Int.  one has to be busy all the useless way then the then people buy at my business needs
2) time that is why we do notbusiness will not move  shop.” (Int. 2) competition” (Int. 4)

have a day off” (Int. 3)  forward at all” (Int. 3)
NONBUS7 “Poverty, that is what  Other people in the SEF “When you have a | am different from “A person might

gave the energy to work.centre “do respect me [for business then you should competitors because “they approach me and say to
You know, the money the amount of work that | always save some money sell in schools and | am me that she has money
that we get from the show and do] and | on the other side and here at home [...] and now but does not know how
government that is not respect them. Thereis  always stock with it - if | decided to buy bathing  and what to spend the
enough [...] With the really not a problem at  not, then it means you arecloths and | want to goto money on. Then | will

business, | buy things all” (Int. 3) playing around” (Int. 2)  each and every house to  advise that person and tell
and sell - more money show them that | have [her] that you can buy
comes in” (Int. 3) bathing cloths” (Int. 3) coke, airtime, cigarettes

and then that person will
start selling the same
things as me” (Int. 1)

145



4.5.4 Social Identity Salience

Social identity salience is typically the result tbe situational relevance, which is
defined as “the degree to which a given identitsasially appropriate to a given situation (i.e.,
a specific context, setting, of encounter)” (Asktipr2001: 32). According to social identity
theory, invoking a certain social identity as sitoiaally relevant is triggered by the presence
of institutional symbols (e.g. artefacts) or thegence of people or both. In addition to that,
Ashforth (2001) proposed that a social identitynigre likely to be believed to have situational
relevance when the subjective importance attacloethat social identity is greater. A
subjective important social identity refers to aiabidentity that is “highly central to an
individual's global or core sense of self’, or @imnply the importance attached to a certain
identity (Ashforth, 2001: 30). In the measuremedrgubjective importance, scholars have also
highlighted the difference between subjective ingnoce based on affective (‘I like”),
behavioural (“I do”) and normative (“I should) coritment (Meyer & Allen, 1997), which can
be maintained by respectively intrinsic satisfatticextrinsic rewards and normative
expectations. Applied to our datae found that the three borrowers in the BUS groag a
highly salient founder social identitgompared to the four borrowers in the NONBUS group
For all seven borrowers, we examined cues thatdcoupact the mentioned situational

relevance and subjective importance of the fousderal identity.

Situational relevanceln our examination of situational relevance, wenpared the
presence of institutional symbols among our sev@rolvers. One of the key differences we
observed related to the physical context from wheEreowers ran their businesses. For all
three borrowers in the BUS group, a substantidlgfaheir business activity took place outside
the home dwelling. As a consequence, the institatiartefacts (building, work tools, stock,

etc.) present in these settings were businesedetatd chronically reminded of the business
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environment. This was most outspoken for BUS1 al&B with their businesses removed
from their home dwellings, but also BUS3 traveltedbther places such as mining areas, to
sell her second hand clothes (BUS3-3). In contfastall four borrowers in the NONBUS
group, a substantial part of their business agtiziok place inside the home dwelling, where
family related cues were abundant (furniture, ddio@gppliances, kids’ toys, etc.). In terms of
the presence of people in a situation, we lookeshatimportant cue that enhances the salience
of our borrowers’ founder social identity: the nuenlof employees. Employees increase
salience of the founder social identity because ghresence makes borrowers aware of who
they are supposed to be like in that social contéghe of the 4 borrowers in the NONBUS
group had, or wanted to have, employees. In cdntites 3 borrowers in the BUS group had
multiple paid employees (BUS1 and BUS2) or weralimg of having employees in the near
future: “I want to go far and better my businessdlly do see myself having a shop in town,

having employees” (BUS3-1).

Subjective importanceTo assess the subjective importance of the fousdeial
identity, we examined variation in borrowers’ conmment towards this identity. Thibree
borrowers in the BUS group exhibited an affectiwenmitment to their founder social identity,
meaning that they truly loved being in business.gxample, BUS1 told us: “I have the passion
for business. It started at a very young age aadd/dys said to myself that | would never be
employed by anyone. All | needed was business itifeiy(BUS1-1). Borrowers in the BUS
group were passionate about their business andl cmilsee themselves having a paid job,
even if being an employee is often both sociallyal as financially more attractive in South
Africa (James, 2015). In contrast, floair borrowers in the NONBUS group had a behavibura
commitment towards their founder social identityeaning that they were committed to

business because it was part of their daily routiio¢ because they chose for it. For example,
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when asked whether she would call herself a businesnan, NONBUS7 responded: “Who
me? [...] Just because | am selling that means | &osmess woman?” (NONBUS7-3). Put
differently, the three borrowers in the BUS grougrevcommitted to business since they saw
it as an important part of their identity, wherdaes four borrowers in the NONBUS group saw
business merely as an occupation. We summarizassassment of the founder social identity
in Table 4.5.

Overall, our data thus suggests that the saliehttee founder social identity was high
for the three borrowers in the BUS group and lowtfe four borrowers in the NONBUS
group. This variation in founder social identityisace is key to our understanding of variation
in microloan allocation. In the social constructmiiresource allocation schemata that guided
microloan allocation, borrowers’ salient socialritley served as a filter in the interpretation of
ambiguous institutional prescriptions. The threadwoers in the BUS group looked at SEF’s
institutional prescriptions through the lens ofitheghly salient founder social identity. They
only adopted institutional prescriptions in theagaitive resource allocation schemata that
would allow them to spend the microloan for businasd independent from others in their
social context. One of the borrowers explained ®&F is not very strict on spending the
microcredit in business, leaving much room for riptetation by the borrower, which was a

business-centred interpretation among those iBW® group:

“SEF tells us to buy business things, right, beltdo not keep track or put pressure on us to
buy something. You are the only one that shoulaktiin what is good for your business and
what to buy in order to make more money [...] Th8&H are not specific on what to buy and
what not. They give us money and there is wheresigie and write downy@wng. All they

want is seeing that you are indeed in businesdJSB4)

148



Table 4.5: Founder Social Identity: Salience Determants

Case Situational relevance Subjective importance
Business # Employees Type of commitment (and representative quote)
location (2015/2016)

BUS1 Outside 3/3 Affective  “I have the passion for business it started at a
dwelling e very young age and | always said to myself

(“ike”)  that I'would never be employed by anyone all
I needed was business in my life” (Int. 1)

BUS2 Outside 12/15 Affective BUS2 praised herself very lucky to be a
& inside e business woman: “Before one goes to sleep
dwelling (‘I like”) then you always need to [...] call him [God],

say to him God you are the reason am who |
am today and without you | wouldn't be here
today” (Int. 3)

BUS3 Outside 0/0 Affective  “I grew up in this business, and | really do not
& inside e envy people that go to work every day. To me
dwelling (“Ilike”) it is just wasting time, | am better because |

do what | love at the same time | make money
which | get at any time” (Int. 4)
NONBUS4 Inside 0/0 Behavioural “I was a person that needed to use my own
dwelling o hands to make a living - not work for anybody
(I do”) else. God has made me make a living with my
own hands, do things on my own [...] So that
is why [I am still running this business]” (Int.
5)

NONBUSS Inside & 0/0 Behavioural “I am a going up and down, yes, going up and
outside o down to make things happen.[...] P. No [l do
dwelling (“I do”) not call myself a business woman now] [...] |

am still getting there, to be called a business
woman” (Int. 3)

NONBUS6 Inside 0/0 Behavioural “I wouldn't call myself that [a business

dwelling R woman], because not a lot of people know me
(“1do”)  (Laughy” (Int. 3)

NONBUS7 Inside 0/0 Behavioural “[Interviewer: Would you call yourself a

dwelling R business woman?] Who me? [...] Just
(“I do”) because | am selling that means | am a

business woman?” (Int. 3)

In contrast, the four borrowers in the NONBUS grdaoked at SEF’s institutional

prescriptions through the lens of their family me&mbocial identity, which they perceived to

be more important and relevant in running theirifess compared to their lowly salient

founder social identity. They only embraced insiitoal prescriptions in their cognitive
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resource allocation schemata that would facilitspending of the microloan across the
household (including the household enterprise)iamautual agreement with important others
in their social environment. While borrowers in th®NBUS group were clearly aware of the
importance SEF attached to business - “they watd gell as much [as possible]” -, they also
noticed that spending on non-business applicati@ssaccepted -“we do qualify either way”-
, allowing them to pursue their own needs -“someigfwe just want to use the money”-
(NONBUS 7-4). Overall, the perception among borrnsar the NONBUS group was that SEF
allowed them to use the microcredit the way thepted as long as they paid it back and used

some of the money in business:

“l think it is okay to use it [the SEF money] anyht like because when it is time for me to
pay it back then | do it without any hesitationsihtOn Wednesdays that is when we bank the
money, so we take a bath, look good and then wbebank and then pay it the money. That
is how it is [...] it is good [that SEF tells how tise the money] - they only tell us because we
shouldn't lose focus on what the money is meantJomwith me, | repair my house where it is

needed to be repaired, and | use another amouhugimess as well.” (NONBUS 4-5)

Together, these patterned differences illuminagethird mechanism of our theoretical
model (see Figure 4.2, Path 3) and its interactiim the second mechanism of our theoretical

model.

4.5.5 Resource Allocation and Social Identity Salee

While more difficult to show with our available daftherefore we used a dotted line in
Figure 4.2 for Path 4), microloan utilisation atfst the salience of borrowers’ social identity.
For example, theoretically, it can be expectedtt@tounder social identity will become more

situationally relevant for those borrowers who tise microloan dominantly to buy stock for

150



their business. This is because the stock servagphgsical reminder of one’s social identity
in a given environment. In comparison, if a borrowses the microloan dominantly to cope
with family responsibilities this will lead to andreased salience of the family member social
identity. This is because other family members wiked to be involved to make repayments

which makes the family member social identity ditu@ally relevant again (NONBUS7-4).

4.6 DISCUSSION

4.6.1 Understanding Financial Resource Allocatiomi Financially Resource Constrained
Settings

In this paper, we posed the questibtow and why do entrepreneurs who receive
microcredit in poverty contexts allocate theseriicial resources to business or non-business
applications?The answer we found is that differences in sadetity salience influence the
social construction of cognitive resource allocatsthemata from the available institutional
prescriptions about resource allocation.

We observed that borrowers in the BUS group, thwke dominantly used the
microloan for business applications, mainly underdtthe microloan as a resource that could
serve business purposes with centralized contml ¢elf) over allocation decisions, while
borrowers in the NONBUS group, mainly understooel tficroloan as a resource that could
serve household purposes with de-centralized cofiteo self and others) over allocation
decisions. The socially constructed resource dilmcaschemata of borrowers in the BUS
group and NONBUS group then formed the most prokewplanation fowhythe microloan
was used differently by the borrowers in the BUSugrand NONBUS group.

Understanding the answer to thy question in turn brings us to the questiomaiv

entrepreneurs developed different resource allmecathemata since they all had access to the
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same type of microcredit. The model we inferredaaars thehow question by theorizing the
process leading from institutional prescriptiongathfinancial resource allocation to tde
facto resource allocation by entrepreneurs in finangiedlsource-constrained environments.
This finding is important because small firms imgincially resource-constrained environments
in both economically developed and less developagions are increasingly financially
serviced by organized financing bodies (Brutonl.e2815) and little prior theory is available
to help us understand variation in the allocatidrfiron financial resources. For example,
MFO’s now reach more than 211 million small firmewand the globe (Reed et al., 2015), but
little is known about what firms actually do withet firm financial resources that they
borrowed. This in turn impedes a deep understanofitngw financial services impact valued
social and economic outcomes (e.g. poverty rglf creation, etc.). Our findings suggest a
promising path for future research on the roleaafia identity and social cognitive resource
allocation schemata across a broad range of eraps@ttings of financial services towards

small, resource-constrained, founder-run firms.

4.6.2 Contributions to Resource Allocation Decisioitheories

In our research we aimed to shed light on the sbkbe entrepreneur in the allocation
of microcredit. Normative theories assume thatsleni makers are homogeneously rational
(Demsetz, 1997), making such theories ill-suitedptovide explanations for individual
differences in financial resource allocation dewisi Hence, our work does not speak to this
literature stream. However, in our theoretical depment we have engaged with multiple
descriptive theories of financial resource allamatilecisions. Since we followed a grounded
theory approach (Glaser & Strauss, 1967), thealitees we consulted changed hand in hand

with the analysis of the data and emerging thelbiig.a misunderstanding that in developing
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grounded theory, extant theory should be ignoredidgby, 2006). Consequently, throughout
the theory development process, we employed diifetieeoretical concepts (e.g. agency
problems, social identity, etc.) in trying to bettenderstand our data. We found no prior
theories that on their own could fully explain s$wcially complex patterns that we observed
in our real-life setting. To come to a complete enstnding we needed to bring several
theories together that were previously disconnec®kler theories that we looked into during
our theory development process were dropped (efgavboural theory of the firm, prospect
theory, agency theory), because they did not peoeidditional explanation to the observed
variation in the allocation of microcredit.

Our resulting theoretical model extends three rijgsee theories of financial resource
allocation decisions: bricolage theory, founderiaomentity theory, and the theory of the
social meaning of money. First, while it has beamgl recognized that heterogeneity among
firms with similar resources — people and physiijects, including money (cf. Mishina,
Pollock, & Porac, 2004) - arise from how firms wleir resources, current theories about the
nature of resources offer little guidance to oudeamtanding of how firms also imbue
apparently identical financial resources with difet meanings (Eggers & Kaplan, 2013).
Perhaps the most useful basis for understandisgotbgervation is the theory of bricolage in
resource constrained environments (Baker & Nels?@)5). Their work details how
entrepreneurs combine and reuse resources, ingludiancial resources (Baker, 2007),
through socially constructing new meaning of theoreces at hand. Baker and Nelson (2005)
theorized that through the process of bricolag@sscmultiple domains, firms develop a
bricolage social identity. Our theory confirms tinsasoning by suggesting a feedback loop
between financial resource allocation and sociahiily salience. Whether borrowers used
their microcredit dominantly for business or norsibess applications enhanced the situational

relevance of respectively the founder social idgrdr family member social identity. More
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importantly, however, is our extension to bricolaeory through our observation that

entrepreneurs’ social identity serves primarilyaasimportant antecedent and bridge to the
social construction of resources, not a consequeMoge specifically, an entrepreneur’s

salient social identity in running the firm allowss to see how the same institutional
prescriptions about financial resource allocati@iaterpreted differently and lead to different
socially shared, cognitive resource allocation s@dt@. Our advanced understanding of the
role of entrepreneurs’ social identity in the sbc@nstruction of resources marks an important
contribution to bricolage theory which has largéyored the alleged important role of

individual-level characteristics in the bricolageogess (see Senyard, Baker, Steffens, &
Davidsson, 2014; Welter, Mauer, & Wuebker, 2016).

Second, in developing an explanation for finanogslource allocation in constrained
environments, we also contribute to the emergitegdiure on founder social identity. Powell
and Baker (2014) found that many business owners haultiple salient social identities, an
observation congruent with Fauchart and Grubed.12 notion ofhybrid types, referring to
those individuals whose social identity contairesmegnts of multiple pure founder types. We
build upon this work and extend it through our fimglthat to explain the resource allocation
of some entrepreneurs (here: NONBUS cases) it eesssary to go beyond the founder social
identities (here: Darwinian), and also to lookiattde social identities that waresenot related
to the business activity. Whereas in other resestrelams it has been long acknowledged that
identities pertaining to non-work life domains che important to explain organizational
outcomes (Ramarajan & Reid, 2013), to date, thedeusocial identity literature has remained
largely silent about this line of reasoning.

Finally, we also add to the work of Zelizer (199Who noted that “people adopt
especially elaborate controls over money and astadifferential earmarks when and where

they are engaged in delicate or difficult sociamactions [such as] establishing or managing
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individual or group identity” (p. 24-25). SimilarhBelk & Wallendorf (1990) posited that
subjective “sacred” interpretations of money adiiidually and socially defined since money
is a resource that has the power to transform ¢hiese the person one aims to be. Thus,
although these scholars have identified the liletistence of a relationship between social
identity and social meaning of money, they have lmded them theoretically. Hence, our
empirical findings contribute to this line of reagag through detailing the theoretical bridge
between both theories. Our study demonstratesiamn a social identity is salient in dealing
with money, the members of the group to whom oeésfeelongingness, will also be the ones
involved in the social construction of a cognitresource allocation schema. Furthermore, the
social motivation that is central to an entrepreisesalient social identity will form the basis

for the earmarks applied in the social constructiba cognitive resource allocation schema.

4.6.3 Microloan Utilisation and Founder Social Idetity

Our research extends current theoretical understgsdof microloan utilisation.
Recently, a series of randomized control trialslighlkd in American Economic Journal:
Applied Economicg2015, Volume 7, Issue 1) provided compelling emitke about the
effectivity of microfinance as a tool to combat pay. Overall, the six studies showed “a
consistent pattern of modestly positive, but nasformative, effects” (Banerjee et al., 2015b:
1). To nuance our understanding of why the imp#&ehicrofinance remains limited, in this
study we responded to the call for more scholadgus on the micro-level aspects of
entrepreneurship in poverty (Bruton, Ketchen, &dnel, 2013; Frese, 2000), such as “the
personal characteristics, motivation and actiorfsthdividual entrepreneurs (Chliova et al.,

2015: 480). More specifically, we extend currenderstandings of how microfinance can be
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optimized, by developing an explanation for howrbaters actually use the loans received

from an MFO, instead of focusing on developmentatomes.

4.7 BOUNDARY CONDITIONS AND FUTURE RESEARCH

This research was based on an in-depth study ehsentrepreneurs in a rural area of
South Africa who were all facing enduring finanaiasource constraints. Although we have
strictly adhered to the principle of theoreticaingding in developing our grounded theory to
allow for theoretical generalizability (Eisenhart89a), the choices made also set boundaries
to that generalizability. For example, we chosedample only among resource-constrained
firms that received a loan from a MFO. While boriiogvmoney is extremely common among
new and small firms, thenodus operandof MFOs are very different from other financing
bodies (e.g. commercial banks) that give out Idanfrm development. The MFO setting thus
creates a first boundary condition for our studgc@d, and linked to the previous, is a
boundary condition related to the type of fituch of the business activities of the firms we
studied wereembedded in an informal economy setting and it lb&en suggested that the
process of new firm development in such settingdifferent compared to the process in a
formal economy setting (Webb, Tihanyi, Ireland, &n%n, 2009). For example, research has
demonstrated that in informal economy settings,cpskpgical factors such as time-
inconsistent preferences play out more strongltheallocation of firm financial resources
than would be expected in formal economy settimgg. Baland, Guirkinger, & Mali, 2011;
Fafchamps, McKenzie, Quinn, & Woodruff, 2014). Arthconsequence of our sampling
approach among loan recipients of an MFO concdrasaimount of money borrowed. In our
study we focused on entrepreneurs borrowing R20(6081,730 in January 2015). It is

possible that among MFO loan recipients who recairich lower loan size (the average loan
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size among SEF clients in 2015 was R2,939; The ISEmdérprise Foundation, 2016), the
amount of money is not perceived as a valuable lenalb business and dilute the effect of
founder social identity salience. Future reseamlicctest the validity of our model or seek to
extend our theory in other settings and with otiipe of firms.

In addition to the above, our study can be an iogé&tr several other future research
paths. Firstly, we have observed the impact ofadddentity for resource allocation in its
simplest form. For borrowers in the BUS group, otlilg founder social identity structured
cognitive resource allocation schemata about theraisian, whereas for borrowers in the
NONBUS group, this was only the family member sbaitentity. Other scholars have
described more complex identity makeups among preneurs that steer strategic behaviour
in organizational contexts. For example, we knodhitduals can have hybrid founder social
identities whereby multiple social identities amncurrently highly salient (Alsos, Clausen,
Hytti, & Solvoll, 2016; Fauchart & Gruber, 2011;Wwell & Baker, 2014; Sieger et al., 2016).
Others have observed identity structures compribioity role identities and social identities
(Powell & Baker, 2014). This opens up important nawenues for research on how
entrepreneurs with more complex identities interpred allocate financial resources.

Secondly, prior research on the social construabbresources has focused on how
organizational actors add meaning to the mearsrat (Eggers & Kaplan, 2013). For example,
in the seminal paper of Baker and Nelson (2005)yas demonstrated that in a resource-
constraint environment, entrepreneurs created resswy “exploiting physical, social, or
institutional inputs that other firms rejected gnared” (p. 329). In contrast, our findings
suggest that resource constraints can also drivteagtion of meaningiVe found it interesting
how “money”, an incredibly fungible resource (treewfwhich is in itself not — by definition —
constrained by any particular condition) seemedbeoearmarked for certain uses by some

borrowers, while other borrowers had a veifferent view on what could be done with MFO
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money. Indeed, money is not a fixed commodity, #saneaning and value is embedded in a
network that is driven by the interaction betw@mdlividual identity-cues and the socio-cultural or
institutional context in which these are formed|kB& Wallendorf, 1990; Graeber, 2011; Mitchell

& Mickel, 1999; Zelizer, 1989)Consequently, what seems to be occurring for aetiarrowers

is a process we tentatively cabversedbricolage: a resource for which the uses should be
boundless, is constrained througlsocial construction. Put differentifie entrepreneurs in our
study constructed new meanings around the resthecactually limited the range of possible
interpretations rather than extendingrite idea of reversed bricolage opens up a broactrgmm

of questions for future research related to thalitmms under which reversed bricolage happens

and when or how it hampers or advances firm dewveéoy.

4.8 CONCLUSION

Our exploration othow and why entrepreneurs who receive microcredit ingpty
contexts allocate these financial resources tormss or non-business applicatidesl us to
discover the important role of social identity @hd social meaning of money. Entrepreneurs’
salient social identity serves as a structuringiaiein the social construction of a cognitive
resource allocation schema around borrowed finamesources. In turn, the entrepreneurs’
cognitive resource allocation schema guides theahetilocation of the borrowed financial
resources. The mechanisms we describe help exfitg@ncial resource allocation among
entrepreneurs in resource-constrained environméhis.research provides an impetus for
research that may generate new insights into tieeofoidentity in purposefully constraining

the interpretation of resources and its consequeitcerganizational outcomes.
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CHAPTER 5: CONCLUDING REMARKS

In the previous three chapters, we have descrireg Wifferent studies that were designed to
enhance ouunderstanding of microfoundations of entrepreneirstievelopment in sub-
Saharan Africaln this concluding chapter we highlight how thésee studies have actually
contributed to achieving this aim. In the next seg, we first briefly recap the findings of our
three theory-building studies and their contribongioNext, we outline a strand of research —
the role of temporal cognition in entrepreneurshipat has remained underexplored in this
dissertation, yet can be seen as a promising avémuéuture research (beyond other
suggestions for future research formulated in adrapt 3 and 4). We close this final chapter

with practical implications and a general conclasio

5.1 THEORETICAL CONTRIBUTIONS

A stubborn myth that permeates public discussionsnirepreneurship development is
that of the natural-born entrepreneur who only seadittle bit of support to get started
(Banerjee & Duflo, 2011). In keeping with this mtale, proponents of poverty alleviation
through entrepreneurship development have emplthsare allocative view of markets
(Bruton, Ahlstrom, & Si, 2015). In the allocativeew, both supply (e.g. capital) and demand
(e.g. existing market needs) are considered tolpective entities that merely need to be
matched. Similarly, a traditional view in entrepeership is that opportunities are formed when
an individual recognizes the possibility of puttiecarcely available resources to a better use
to achieve given ends (Kirzner, 1997; Sarasvatlguw,D/elamuri, & Venkataraman, 2003).

Given the presumed objective character of supptyde@mand, expanding resources to meet
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existing market needs (e.g. through microcredi§ baen a much tried recipe to poverty
reduction (Yunus, 1998). Yet, scholars have stadedice concerns about the stimulation of
the allocative process, since it is consideredkahyito lead to the intended social and economic
development (Alvarez & Barney, 2014).

The outcome of merely providing some resourcesotwr pntrepreneurs often leads to
situations whereby individuals pursue proven opputies that are obvious to everybody and
that have minimal entry barriers (Alvarez & Barn29.14). It is not hard to find examples of
such easy to replicate opportunities on street atarik developing regions around the world,
where you typically have one vendor after the atiseiling the very same assortments of fruits,
vegetables or consumer goods. Yet, the higher #éite of replication of such existing
opportunities, the more subsistence oriented tlsenbas activity becomes for those pursuing
such opportunities, with little value remaining tbe entrepreneur and the society at large (e.g.
through employment creation) (Viswanathan, Echambéghugopal, & Sridharan, 2014). In
the light of these observations, the articles ia thssertation add to a stream of micro-level
foundational research that theoretically complem¢in¢ allocative view of entrepreneurship
in poverty contexts (e.g. Alvarez & Barney, 2014adey, McMullen, Artz, & Simiyu, 2012)
and as such improves our insights about povertyiallion at large. We particularly challenge
the view that opportunities and resources (neededxploit opportunities) are objective
entities, by emphasizing their subjective, intetgiee character.

The most important theoretical contribution of thissertation, however, does not
reside in the mere observation that opportunitigsrasources can be subjectively constructed.
This is something that has been long known. We naatteoretical contribution by showing
thatcognizing (i.e. making cognitive conceptualisatjoa®und opportunities and resources
is essential to integrate entrepreneurship the@es economic development studies. This

process of cognizing explaimghy the provision of opportunities and resources doahgays
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work in poverty settings, arftbwthe poor develop “capabilities to function" frohetmeans
they receive. Thus, instead of focusing on the igiom of opportunities and resources to the
poor, we must understand how they are cognizedhbypioor. As such, we can make
entrepreneurship development a more effectiveitoobmbatting poverty.

We now look at the specific theoretical contribnidhat we made in each of the three
papers. We would like to stress that the conceptogizing around opportunities and
resourcesis only used here to describe the overarching rédteal contribution of this
dissertation. We do not explicitly use this ternthe papers. More specifically, in chapter 2
and 3, we zoom in on discovery and creation as &lternative views on opportunity
origination that challenge the objective naturé@mands. In chapter 4, we focus on the social

construction of resources in opportunity explogatihat challenge the objective nature of

supply.

5.1.1 Connecting Psychological Foundations of Pemm#@ons about Opportunity

Origination and Poverty

In chapter 2, we discussed how differenbesween individualsperceptions about
opportunities and poverty impact entrepreneurshipaiverty settings of SSA. Our systematic
review of the literature revealed that to dateydimhited attention has been paid to different
epistemologies poor individuals hold about oppdties and how they relate to poverty
alleviation (income-based or capabilities-basedyr @view showed that most scholars
implicitly assume that opportunities are discoverelbwever, some previous work has
demonstrated the importance of differentiating oh®ey from creation in poverty settings
(Alvarez & Barney, 2014; Bradley et al., 2012; Gar& Ho, 2010; Short, Ketchen, Shook, &

Ireland, 2010; Webb, Kistruck, Ireland, & Ketch@010).
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The primary contribution of this article is an ex¢@®n of previous work through
building a theoretical understanding of what opmoaityy origination through discovery and
creation means when entrepreneurs want to escapartypahrough increased income or
through achieving other forms of wellbeing. By doesing boundary conditions present in
poverty settings of SSA (e.g. extreme resource tcaings, extreme uncertainty), we also
uncovered underresearched elements that can playnotne discovery and creation of
entrepreneurial opportunities, thereby furthering theoretical understanding of opportunity
origination. More specifically, we highlighted tiesue of entrepreneurs’ present bias and the
low profitability potential of some types of dis@y opportunities. For created opportunities,
we stressed the high risk that the poor face oéstimg in business and the importance of
differentiation-related innovation. We complementen conceptual understanding with case
examples representative (Yin, 1994) for successfiitepreneurs in rural South Africa to
illustrate how poor individuals who follow a disay or creation approach can actually
decrease their poverty levels despite the particliallenges they face in poverty settings. We
also employed the examples to make various suggsstdr future work on entrepreneurship
and poverty, including important research topicshsas serial entrepreneurship, religious
values and beliefs, time orientation, and the pshadical impact of failure.

A major strength of this paper lies in making egipltheoretical connections between
different perspectives on opportunity originationdapoverty. Yet, we realize that the
conceptual nature of this paper might have drawmesehat artificial boundaries between these
perspectives and the examples employed to illestila¢m. It is known that in practice,
entrepreneurs mix epistemologies (e.g. Reymen, iAsdBerends, Mauer, Stephan, & van
Burg, 2015) and views on poverty (e.g. Ansari, Mu&i Gregg, 2012). Therefore, future

empirical research should seek to account for soafplexities.
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5.1.2 Social Interactive Foundations of OpportunityOrigination in Global Value Chains

In chapter 3, we discussed how differences in ppi@es about opportunitidsetween
socially interacting individualsmpact entrepreneurship in poverty settings of SBlWre
specifically, we looked at the epistemologies gbanpunities held by poor rural landholders
and representatives of multinationals in the cantek GVCs (global value chains).
Multinationals increasingly consider the poor tamare than potential consumers as advocated
by Prahalad (2004) and seek to include small laldgne in their GVCs as a way to help reduce
poverty (Bruton, 2010; Kolk & van Tulder, 2006; Ldon, Anupindi, & Sheth, 2010; Newell
& Frynas, 2007). Scholars have stated that muaareb remains to be done to understand the
specifics of GVCs in settings such as rural Afi€allier & Dercon, 2014; Zoogah, Peng, &
Woldu, 2015).

This work theoretically contributed to help fillinthis void through developing a
conceptual understanding for why poor landholdeIiS$A often decide not to participate as a
producer in GVCs even when the multinational cleadnsiders this to be an opportunity for
them By taking into account the presence of strong $d@a that entrepreneurs in SSA
typically have (among other contextual featuresk waiso extended our theoretical
understanding of why people apply different episilrgies to entrepreneurial opportunities,
thereby going beyond the argument that it dependb@interpretation of the context (Alvarez
& Barney, 2007). To come to this understanding, hage first detailed epistemologies of
opportunities to reveal the stark differences betwereation and discovery along multiple
dimensions and to shed light on the challenges @felm providing opportunities to poor
landholders in Africa. Second, we used this in-deptderstanding as a schema for interpreting
a case example of a Dutch multinational firm segkm bring small landholders from South
Africa into its GVC. The case example illustratdthtt a core explanation for why poor

landholders often do not share the multinationaiksv on the opportunity presented, traces
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back to the different epistemologies about oppatiesthat people might hold depending on
the situation they are in (e.g. property righteersgth of social network ties, etc.). Drawing on
the case example, we also suggest that multinationas who discovered an opportunity
should be open to facilitating opportunity creatiamong poor landholders as well, to
maximize the potential economic and social ben#fihile such support is less likely to
develop into the entrepreneurial activity the mmational firm initially envisioned, it can have
an indirect impact on the exploitation of other ogpnities in the future (e.g. through
developing human capital or strengthening ties \wmtermediary GVC actors).

Overall, this study has focused on the social attve dimension of epistemologies in
the origination of opportunities. As such, it coempents the previous study where we have
focused on the individual entrepreneur and maionbkéd at underresearched elements of the
psychological dimension of opportunity discoverg aneation. A limitation of this conceptual
study for theory building are the boundaries sahleyphenomenon of interest. While tying our
theoretical development to a practically relevasue is important (Corley & Gioia, 2011),
social interactions in GVC development carries aiartattributes (e.g. a paternalistic
relationship between the multinational and the sraatiholders, pushing towards opportunity
discovery) that might have impacted the generailiralof our theoretical explanation. Yet,
future scholarly work in other settings could bwldour study to further elaborate the question
how interactions impact the epistemologies thatatlycembedded individuals apply in the

origination of opportunities.
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5.1.3 Psychological and Social Interactive Foundatns of Financial Resource Allocation

in the Exploitation of Entrepreneurial Opportunitie s

In chapter 4, we demonstrated how individuals’ abitlentity and social meaning of
money impact entrepreneurship development in ppwegttings of SSA. We came to this
understanding through investigating the questiow lamd why entrepreneurs who receive
microcredit in poverty contexts allocate theseriitial resources to business or non-business
applications. In answering this research questwsm,used psychological and sociological
theories that informed us on how individuals dec¢aallocate scarce resources when multiple
alternative uses are possible. Extant theoriesaletge that variation in the allocation of
resources can be attributed to differences in ge®pbjective functions (i.e. what is aspired)
and production functions (i.e. how to attain wieaspired with the resources and constraint
available). More specifically, because individualsve limited cognitive capabilities (e.g.
Mani, Mullainathan, Shafir, & Zhao, 2013; Simon,589 and different preferences (e.g.
Kahneman & Tversky, 1979; Tajfel & Turner, 1979)ofit optimization is likely to be just
one of the alternative objective functions peomgéeh Similarly, it is known that information
asymmetries in markets exist (e.g. Jensen & Megkli®76) and that the input/output
variables that feed production functions are openterpretation (e.g. Baker & Nelson, 2005;
Weick, 1969; Zelizer, 1989). This can lead peoplele¢velop different production functions,
even among those holding similar objective function

The empirical research that informed this theoattievelopment was an inductive field
study among founders of seven small firms in r@ailith Africa who all received the same
microcredit from the same microfinance organizatiet who showed strong variation in the
allocation of the borrowed financial resources tigibess and non-business applications. The
theoretical mechanisms we describe in this study Brplain financial resource allocation

among small firms in resource-constrained enviramseOur core contribution is that we
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theoretically explained how the interpretation wifaguity around the constraints and value of
resources (i.e. the inputs of the production fumgjtieads people to develop different social
meanings of monefZelizer, 1989), and that this processnfluenced by an individual's social
identity (Tajfel & Turner, 1979) Put differently, we found that variation in rescei allocation
was driven by differences in entrepreneurs’ sogiedinstructed cognitive schemata that they
developed around the received microloan. Ambiguasstutional prescriptions about the
microloan, as seen through the lens of entreprehealient social identity, in turn steered the
development of these cognitive resource schemdtas,Tentrepreneurs developed different
interpretations of the received financial resoutcelse able to achieve what was important to
them in running their firms.

Our finding that people hold different interpretaus about resources resonates with the
notion ofresource cognitionRecently, Danneels (2011) coined this term tp leeplain how
firms use their resources in response to changgeianvironment. Danneels (2011) refers to
resource cognition as “the identification of resmsrand the understanding of their fungibility
and results in resource schemas [...] [These scherpatdin(s) answers to questions such as
‘what are our resources?’ and ‘what are the pakapplications of our resources?”(p. 21).
The concept of resource cognition also sheds gtitow poor entrepreneurs can expand their
capabilities in practice. When a resource can Hmied with multiple meanings, this expands
an individual's capability set, or the freedom thi@ve wellbeing. However, since money is
per definition an extremely fungible resource, St dounterintuitive to see that the poor
borrowers restricted the set of potential applaratiof the resources rather than expanded it.
We believe that in our research, the setting otieng financial resource constraints has played
an important role here, since it forces poor petplee very thoughtful on how to spend the
little money they have (Collins, Morduch, Ruthedp& Ruthven, 2009). In addition to these

contextual characteristics, our finding that saliesocial identities determined how
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entrepreneurs interpreted the institutional presioms that came with the microloan, further
contributes to our understandingresource cognizingand lays a foundation for answering
Danneels’ (2011) question for how a firm “come@understand what its resources are and
what alternative uses could they be put to?” (). 26

A potential weakness of our research is the growndif our theory in cases of
microfinance supported entrepreneurs in one regfd®SA. While our theoretical sampling
might set boundaries to the generalizability of indings to other organizational settings,
questions could also be raised about how representaur empirical setting was as a poverty
setting. Indeed, understanding similarities anéed#inces between poverty settings could be
particularly needed for those seeking to use owlirigs in designing programs to help alleviate
poverty in other developing regions around the gldWevertheless, our research can be an
impetus for research that may generate new insighisthe role of identity in purposefully

constraining the interpretation of resources asiccidnsequences for organizational outcomes.

5.2 AVENUES FOR FUTURE RESEARCH

In this section, we want to propose avenues farréutesearch beyond those already
explicated in the three separate studies of thesediation. An important avenue for future
research in the context of entrepreneurship dewsdop in sub-Saharan Africa centres around
subjective perceptions of time. There is a littlstdry to this idea. The initial title of this
doctoral dissertation was “Future time perspectimd small business growth in developing
regions: Evidence from microfinance entreprenenrSouth Africa”. We wanted to explain
why so few micro-businesses in developing regionswginto small or medium-sized
businesses (Banerjee & Duflo, 2011). We assumedbtiieepreneurs’ future time perspective,

i.e. the degree to which people are oriented tosviriire goals and anticipate upon these goals
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in the present (Lens, 1986; Nuttin & Lens, 1985puld be important to understand small
business growth. An empirical investigation of thédationship in a developing region of
Africa seemed particularly interesting since itksown that people who are living in
developing economies are more likely to be procesnted rather than deadline oriented,
which has implication for how they look at the frtgi{Reinecke & Ansari, 2015). Nevertheless,
when the focus of the PhD shifted from small bussngrowth to questions about the
origination and exploitation of opportunities, issue of time perception also moved more to
the background. However, in each of the 3 papdtssidissertation, there is implicit or explicit
reference to the role of time in the entreprenépriacess. In the first study of this dissertation
(chapter 2) we highlighted the potentially impottesie of future time orientation (Nuttin &
Lens, 1985) for impoverished entrepreneurs whotaiimprove their quality of life over the
long haul. In the second study (chapter 3) anastarg contrast is that the multinational who
discovered an opportunity has a clear future erad igomind, whereas poor landholders are
often much more focused on the present. In thel #tudy (chapter 4) we suggested that it
would be interesting for future research to lookhat role of time-inconsistent preferences,
referring to the notion that “people are often mionpatient with regard to current trade-offs
than with regard to future trade-offs” (Bauer, Gloyta, & Morduch, 2012: 1120)

Although the perception of time is only discussethe margins of this dissertation, we
believe the topic merits further attention for ursiending the entrepreneurial process in
settings of economic development. Scholars haveearghat the perception of time is a key
element in the discovery and/or creation of opputies (Korsgaard, Berglund, Thrane, &
Blenker, 2016) and in the allocation of financiesources (Reilly, Souder, & Ranucci, 2016).
We think the main reason that we did not find tiperception to play a key role in
understanding the allocation of microcredit in deap4 (understanding the role of time

perception was deliberately not the focus in chaptnd 3) is because we only sampled in the
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pool of borrowers taking the maximum loan amourniR@0,000. Although borrowers differed
in their investment behaviour, the financial obligas towards the MFO were similar for all
cases. The repayments that needed to be maderavetis were too substantial to ignore (or
not to anticipate) and all cases had been clidriiteedVIFO for many years. It might be that the
comparison of borrowers who take a very high oegy/vow loan, or who have substantially
different repayments schedules, would lead useosere clearly the role of time perception
(and its connection to social identity for example)

In all, we have reasons to believe that percepdtisne have an important role to play
in the development of firms in resource constrai@edronments (Bruton, Khavul, & Chavez,
2011; Kodithuwakku & Rosa, 2002). However, the ptsd theoretical contribution of future
research endeavours into this area could extenohidethe research setting of SSA and move

forward the field of entrepreneurship as a whatewa will argue next.

5.2.1 Time and Entrepreneurship

Entrepreneurship is a process that unfolds over (McMullen & Dimov, 2013). New
ventures take time to emerge (Bird, 1992) and é¢hron entrepreneurs’ continuous
considerations of the past, present and future rfléayhepherd, & McMullen, 2009). Despite
the fact that scholars have widely acknowledgedc#reral, explicit, and unique character of
the time dimension in the entrepreneurial proceBssé€nitz, West, Shepherd, Nelson,
Chandler, & Zacharakis, 2003) we know surprisifgtie about how entrepreneurs deal with
the dimension of time and its impact on the engepurial process.

To date, most entrepreneurship theories have dithe implicit assumption that time
is an objective given and have ignored individualshjective cognitions of time (Tumasjan,
Welpe, & Sporrle, 2013). Objective time is the siaml that we all know from clocks and

calendars, and that divides time in measurablejae@nd homogeneous units (like seconds,
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days, years; Ancona, Okhuysen, & Perlow, 2001). &l@x, people do not necessarily perceive
time as an objective reality that progresses inidirectional way. The individual experience
of time is rather subjective, people move back fanth between the past, present and future
(Shipp, Edwards, & Lambert, 2009) and individuasnporal cognitions can strongly vary
across cultural contexts (Barkema, Baum, & Man2i@02). Consequently, because of its
inherent temporality, the course of the entrepraakprocess is at any moment susceptible to
how one psychologically perceives time (cf. Shipple 2009).

Existing research indeed suggests that thersti®ag impact of individuals’ temporal
cognitions on various aspects of entrepreneurshdp as risk behaviour (Das & Teng, 1997),
venture effort (Foo, Uy, & Baron, 2009), corporatatrepreneurial activities (Chen &
Nadkarni, 2017) and new venture performance (Bretoal., 2011; Kodithuwakku & Rosa,
2002) among other outcomes (e.g. Bluedorn & Mag&0(8). However, the current literature
lacks a coherent theoretical foundation and renlanmgely silent about perceptions of time in
key aspects of the entrepreneurial process suctheasdentification and evaluation of
entrepreneurial opportunities (Shane & Venkataran2000). Borrowing from the rich
literature on the (social) psychology of time, fetuesearch could fill these gaps. In short, the
state of the art could be challenged, firstly, lyp&ically examining the role of temporal
cognitions among entrepreneurs embedded in nortitnaal, African settings (first and second
new avenue for research), and secondly, by devedopiconceptual model that clarifies the
role of temporal cognitions throughout the entrepreial process (third new avenue for

research).
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5.2.2 The Role of Temporal Cognition in Opportunityldentification among Immigrant

Entrepreneurs

The first avenue for future research we propose herto develop an empirical
understanding of how immigrant entrepreneurs’ temlp@ognitions affect opportunity
identification. Opportunity identification refersete to the conceptualization of new future
ventures through an imaginary combination of “picitkervice offerings; potential markets or
users, and means of bringing these offerings iristence” (Davidsson, 2015: 684). The
identification of an opportunity, even if it is gna raw venture idea, can be considered an
important first step in the entrepreneurial proc&holars could investigate how immigrant
entrepreneurs identify opportunities in the faceifferent temporal logics that exist between
the individual’'s home and host country institutibeavironments—Ilogics that are embedded
in people’s cognitive schemata.

Immigrant entrepreneurs in affluent host counté®n identify opportunities that
reflect high aspirations to help solve grand satieballenges in their home countries (e.g.
poverty, education) over the long haul (Hart & Makicz, 2016). For example, an immigrant
entrepreneur presenting at an EU-supported pitofpetition described his idea as follows:
“My project is about how to better the structuregunding informal economy in Senegal. The
main objective is to officialize informal activisein order to recover tax payments that will
enable the government to build infrastructures sashhospitals, schools, universities”
(ADYFE, 2016). Such ambitions can be understoothfitmmigrants' strong desires to build a
better life and to 'give back' to their families time home country (Bolivar-Cruz, Batista-
Canino, & Hormiga, 2014). However, resource-holdiatprs in the host country (e.g. funding
bodies) often do not recognize the opportunitieg tnmigrants identify because for those
actors, the offering is vague, the potential bengfies are hard to define and/or it is unclear

how the offering can be made happen. Such comitjctiews might affect immigrants’
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entrepreneurial pursuits in terms of their peraaptof available resources and identified
opportunities.

It can be argued that the different contents ofitlemtified opportunities stem from
different temporal cognitions between immigrantrepteneurs and actors from the host
country. Indeed, according to Reinecke and An&4ri%), people in industrialized countries
often hold a linear, clock-oriented view on timeesdas in emerging countries a process (non-
linear) event-oriented view on time is more premaldhis might explain why actors in the
host county generally see opportunity in tacklisgues that can be well planned for, while
immigrant entrepreneurs tend to see opportunigditressing complex social needs that have
no clear start or ending. Thus, responding to #lls tor more research on the role of time for
how opportunities come into existence (e.g. Dawids2015), scholars could contribute to the
literature on opportunity identification by eluctdwy its temporal underpinnings and by
demonstrating how individuals deal with differeetgeptions of time in developing new future

venture ideas.

5.2.3 The Role of Temporal Cognition in Opportunity Evaluation among Poor

Entrepreneurs

The second avenue for future research is to deaigmpirical understanding of how
temporal cognitions of poor entrepreneurs in deguelp country settings affect opportunity
evaluation. Opportunity evaluation can be definedh assessment of the attractiveness (for
me or my firm) of introducing new goods, serviaasbusiness models to one or more markets
in the future (Haynie, Shepherd, & McMullen, 2008he evaluation of opportunities can be

considered as an important second step in thepgatreurial process and is critical to inform
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the actions that individuals undertake to exploéntified opportunities (Williams & Wood,
2015).

Scholars could study how poor entrepreneurs in ldpireg countries evaluate
opportunities since it is shown that individualsomxperience extreme resource constraints
tend to be more focused on present problems o€isgavhich results in a neglect of future
issues (Shah, Mullainathan, & Shafir, 2012). Thuspportunity evaluations require future-
focused judgments whereby one has to imagine wk&uture returns could be if one actually
exploited an identified opportunity (Williams & Wdp2015) then it should logically follow
that poor entrepreneurs are unable to evaluaterappiies. However, many individuals in
poverty contexts do run their own enterprises. Redpe fact that most of these enterprises
are very small and subsistence-oriented (Webb,rP&dellermanns, 2015), it still means
that they must have gone through a process of typtyr evaluation to decide to exploit
“Opportunity A but not Opportunity B” (cf. Haynid al., 2009). Moreover, it is very unlikely
that poor entrepreneurs are reckless about oppiyrtewaluation and how they spend their
scarce resources.

Hence, it is likely that to evaluate opportunitiepoverty contexts, entrepreneurs use
modes of reasoning that require less future thonkindeed, scholars have argued that there
are alternative ways to how entrepreneurs evalopp®rtunities. A distinction is generally
made between deliberate analytical reasoning frated) and automatic associative reasoning
(intuition-based) (Williams & Wood, 2015). It mighe that the actual use of different modes
of reasoning in opportunity evaluation are rela@entrepreneurs subjective perceptions of
the future. Overall, we note that interest in impng our understanding of opportunity
evaluation is rising among entrepreneurship schadead it is now recognized as the most
critical element in the process between opportuidigntification and exploitation (Wood &

McKelvie, 2015). Future research could advance theerstanding of the process of
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opportunity evaluation in poverty contexts and éfgr contribute to the explicit call for “a
more nuanced understanding of the applicabilitgrdlytical versus associative reasoning (or
other relevant cognitive processes and structuregpportunity evaluation” (Williams &

Wood, 2015: 229).

5.2.4 The Role of Temporal Cognition in the Entrepeneurial Process

The third avenue for future research is to devaltipeoretical model around the role of
individuals’ temporal cognitions throughout the repreneurial process. Currently,
entrepreneurship is conceived as a process thaidsnbver an objective timeline (e.qg.
McMullen & Dimov, 2013) and that consists out ohalistic sequence of problems and the
actions undertaken to solve those problems (Dir2616). However, it is important to look
beyond this objective time dimension. AnalogousQoasio’s (1997) understanding of
organizational attention, individual entreprenegen also differ in the perception and
processing of problems (past, present and/or fyitoblems) and solutions to those problems
(past, present and/or future solutions). Yet, thpdrtant role of individuals’ subjective time
perceptions in the entrepreneurial process reméahedy recognized as not understood (Perry,
Chandler, & Markova, 2012).

Future studies could fill this gap by developintheoretical understanding of the role
of individuals’ temporal cognitions over the courdethe entrepreneurial process, including
the intermediate processes of opportunity idemtifon and opportunity evaluation. As the
entrepreneurial process unfolds, entrepreneursegesatedly confronted with constraints that
need to be overcome to move forward (VenkatararBamasvathy, Dew, & Forster, 2012).
Empirical research demonstrated that in the faceundertainty, individuals’ varying
perceptions of the past, present and future leaiffierent judgments and actions (Kaplan &

Orlikowski, 2013). Consequently, whenever a solui®needed to determine new action, an
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individual’'s temporal cognitions become key in chelting the entrepreneurial process into
one of many possible paths (cf. Lord, Dinh, & Hodfm 2015). Moreover, these temporal
cognitions could bring a patterned influence — badce explanation - to the entrepreneurial
process, as they steer attention to mental repismms of the past, present and future (which
are used to frame situations and solve problemiysTif every solution to encountered
problems are to a greater or lesser extent rootsdbjective perceptions of the past, present
and/or future, this might have important conseqasrior how and why exactly entrepreneurs
move forward in different ways. However, while eagly is valid in its own right, some
temporal cognitions might be more suitable thamestho live up to entrepreneurial aspirations
(i.e. if you want X, then you need to think abantd Y) (also see Nadkarni & Chen, 2014).
Future theoretical development has the potenti@ytthe foundation for more research
on time and entrepreneurship in at least two waiyst, through the conceptual work proposed
here, scholars could address the call to challemgeninating views on time
(objective/subjective and Western/non-Westernhefteld of entrepreneurship (Bird & West
I, 1997; Haynie et al., 2009). Second, by devilggheory on how and why subjective and
objective time dimensions play out together, ourdarstanding of the nature of

entrepreneurship as a temporal process could stasutally advanced.

5.3 PRACTICAL IMPLICATIONS

5.3.1 Towards a Microfoundational Research AgendaniPolicy

International organizations such as the Uniteddvstand the World Bank traditionally
look at the economics of development from a maewell point of view. Indeed, development
economics have long shied away from the field dfegmreneurship, because of its focus on the

entrepreneurial process and the role of the indadidherein. The field of entrepreneurship is
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not so much concerned with explaining variatiorthie economic performance of countries
(Naudé, 2010). Macro-level research is also usefuhcover structural problems in economies
that can guide focus and support. For example,otteervation of a missing middle in
developing countries with many informal microbusises operating alongside a number of
large firms (Biggs & Oppenheim, 1986; SleuwaegeB@dhuys, 2002), resonates with MFOs
focus on growing micro-enterprises. However, mdex@ research in development
economics is less appropriate to fewlutions to grand challenges such as poverty. iRlgce
Eisenhardt, Graebner and Sonenshein (2016) araédicro-level research using inductive
methods might be essential to make progress ord gtaailenges. Therefore, our main advise
to international aid organizations would be to ctanmgent their macro-level studies with
research efforts at a micro-level. Both resear@mégs can remain separated (similar to this
dissertation where we only studied phenomena aiceottevel) or move towards a type of
microfoundational research that focuses on théioalships between the micro- and the macro-

level (Felin, Foss, & Ployhart, 2015).

5.3.2 Combining Perspectives on Opportunities and dverty in Entrepreneurship

Development

Chapter 2 and 3 suggest that the effectivenessnokmeneurship development
programs (in SSA) could be increased when progreambine multiple perspectives on
entrepreneurial opportunities (discovered and edaand poverty (income and capability-
based). While these perspectives might be harelcioncile in theory (e.g. Evans, 2002; Garud
& Giuliani, 2013), in practice they might strengtheach other (Ansari et al., 2012).

It is known that people tend to mix discovery anglation approaches to opportunity

development (Reymen et al., 2015; Sarasvathy, 280d)that poor entrepreneurs seek both
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ways to increase income and to achieve other faimgellbeing (Rosa, Kodithuwakku, &
Balunywa, 2008; Tellegen, 1997). Hence, in the giesif entrepreneurship development
initiatives, one should try to accommodate this plaxity. More specifically, a balance should
be sought between facilitating the discovery of mpmities (e.g. easy to replicate
opportunities) and supporting a creation approacbpportunities by helping entrepreneurs
find ways to slightly deviate from the beaten tsi(Rradley et al., 2012). A long-term impact
of such combined opportunity discovery-creationogff could be realized through
collaboration with supportive stakeholders in tleial environment of the poor individual
(Chambers, 1983; London, 2009), particularly whechsenvironments are characterized by

high mutual trust and interdependencies (Ansaal.e2012; Coleman, 1990).

5.3.3 Increasing the Use of Microcredit for Opportunity Exploitation

The study in chapter 4 contributes to the undedstagof microfinance as “a promising
tool for addressing the grand challenge of glolosdepty” (Cobb, Wry, & Zhao, 2016: 2103).
In recent years, multiple calls have been raisedrfore scholarly work that can help tackle
“grand challenges” (Colquitt & George, 2011; Gegrgeward-Grenville, Joshi, & Tihanyi,
2016) In this light, our findings have important practiéaplications for MFOs’ strives to
more effectively address the “grand challenge” okgrty. In keeping with the call for
developing theory that has practical relevance. (€grley & Gioia, 2011), we have
continuously engaged in dialogues with MFO pramtiéirs to check issues of validity and
relevance of the emerging model. The first implmathat emerged from these conversations
is that our measurement of borrowers’ social idstisalience could be used by MFQO's in the
development of financial services that aim to tadj#ferent types of founders (e.g. family-
oriented or business-oriented). More specificaily; measurements of social identities could

help answer the important question that also Bardg013) posed on how MFOs can identify
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those individuals who are suitable for larger Ipaograms, since for those borrowers, using
the loan for business becomes even more crucka tble to make repayments.

The second implication of our study is that MFOswtl be aware of the effect of
institutionalized prescriptions concerning theindincial products. In the case of SEF,
ambiguous rules might have decreased the MFQO’s npateto stimulate enterprise
development, since borrowers are inclined to famushe rule they find most useful to enact
their salient social identity. The result for sorae SEF's borrowers was that the loan
contributed less to providing a structural solutifor the poverty situation they found
themselves in. However, also the MFO itself coulgpezience negative consequences of
ambiguous rules, since finding that many of theral@ans are not used the way they were
supposed to be (i.e. for business) could scare &walers who supply capital to the MFO and

want the money to be well spent (Reinecke & Ansi5).

5.4 GENERAL CONCLUSION

The development of entrepreneurship is consideveoeta key element for poverty
alleviation. Particularly the inclusion of the pdorglobal value chains and the disbursement
of microcredit have emerged as popular tools tmdgobout socio-economic progress in
developing regions around the world. However, thpdct of such initiatives are not without
debate. It has been noted that the poor often daemognize opportunities or do not use
microcredit for business purposes. To improve ondeustanding of entrepreneurship
development in poverty-stricken regions of sub-BamaAfrica, we have looked at
underresearched psychological and social microfatiodls that play a key role in how the
poor develop and exploit entrepreneurial opportesitOur findings highlight that not all poor

entrepreneurs recognize opportunities that areoolsvio outsiders (e.g. becoming a producer
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in a multinational’'s global value chain) becausensandividuals seek more than just an
income increase or prefer to create their own dppdies together with the people in their
social environment. We also find that borrowed bess-resources (e.g. microcredit) are often
diverted towards non-business purposes when tleitsncommunication about the purpose
of the resources are ambiguous, and when peoptaply seek to advance their social identity

as a family member rather than as an entrepreneur.
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